
  
 

July 6, 2009 
 
 
 

VIA HAND DELIVERY & ELECTRONIC MAIL 
 
 

Luly E. Massaro, Commission Clerk 
Rhode Island Public Utilities Commission 
89 Jefferson Boulevard 
Warwick, RI  02888 
 
 RE: Docket 4065 – National Grid Request for Change of Electric Distribution Rates 
 Response to Data Requests         
 
Dear Ms. Massaro: 
 
 Enclosed please find ten (10) copies of National Grid’s1 responses to the Division’s third and fourth 
sets of data requests issued in the above-referenced proceeding.  In addition, responses are included to the 
Commission’s first set of data requests.  Attached is a listing of the data requests issued to date and 
designating the responses included in this filing. 
 

Thank you for your attention to this transmittal.  If you have any questions, please feel free to 
contact me at (401) 784-7667.  
 
        Very truly yours, 

 
 
        Thomas R. Teehan 
 
 
Enclosures 
 
cc: Docket 4065 Service List 

                                                 
1 The Narragansett Electric Company d/b/a National Grid (“Company”). 

Thomas R. Teehan 
Senior Counsel 
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The Narragansett Electric Company d/b/a National Grid
Docket 4065

Discovery Log
As of:  July 6, 2009

[C-denotes confidentiality is being sought]

Data Request Status Date Filed Witness CONFIDENTIAL Attachments

COMM 1-1 Filed 6/26/2009 O'Brien
Attachments COMM 1-1-3, 1-1-4, 1-
1-5, 1-1-7, 1-1-8, 1-1-9           BULK

COMM 1-2 Filed 6/26/2009 O'Brien Attachments COMM 1-2 A-D  

COMM 1-3 Filed 6/26/2009 Dinkel Attachments COMM 1-3 A-B BULK
COMM 1-4 Filed 6/26/2009 O'Brien
COMM 1-5 Pending

COMM 1-6 Filed 6/26/2009 Dinkel C-attachment
Attachments COMM 1-6-1 & 1-6-2 

BULK
COMM 1-7 Filed 6/26/2009 O'Brien Attachment COMM 1-7

COMM 1-8 Filed 6/26/2009 Dinkel Attachments COMM 1-8 (A-D) BULK

COMM 1-9 Filed 6/26/2009 Dinkel C-attachment Attahments COMM 1-9 (1-11) BULK

COMM 1-10 Filed 6/26/2009 Dinkel
Attachment COMM 1-10            (hard 

copy only)                           BULK
COMM 1-11 Filed 6/26/2009 O'Brien
COMM 1-12 Filed 7/1/2009 Dinkel/Morrissey Attachments COMM 1-12 (1-2) 
COMM 1-13 Filed 6/26/2009 Dinkel Attachment COMM 1-13
COMM 1-14 Filed 6/26/2009 Dinkel Attachment COMM 1-14
COMM 1-15 Filed 6/26/2009 Dinkel Attachment COMM 1-15
COMM 1-16 Filed 6/26/2009 O'Brien Attachments COMM 1-16 (1-12) 
COMM 1-17 Filed 7/6/2009 Pettigrew
COMM 1-18 Pending
COMM 1-19 Pending
COMM 1-20 Filed 6/26/2009 O'Brien
COMM 1-21 Filed 6/26/2009 O'Brien Attachments COMM 1-21 (1-4)
COMM 1-22 Filed 6/26/2009 O'Brien Attachments COMM 1-22 (1-2)
COMM 1-23 Filed 6/26/2009 O'Brien Attachments COMM 1-23 (1-2)
COMM 1-24 Filed 6/26/2009 O'Brien Attachment COMM 1-24

COMM 1-25 Filed 6/26/2009 O'Brien
Attachments COMM 1-25 (1-14) 

BULK
COMM 1-26 Filed 6/26/2009 O'Brien Attachment COMM 1-26
COMM 1-27 Pending
COMM 1-28 Filed 7/6/2009 O'Brien Attachment COMM 1-28
COMM 1-29 Filed 6/26/2009 O'Brien
COMM 1-30 Filed 6/26/2009 O'Brien
COMM 1-31 Filed 6/26/2009 King
COMM 1-32 Filed 6/26/2009 O'Brien Attachment COMM 1-32

COMM 1-33 Filed 6/26/2009 O'Brien Attachment COMM 1-33 (1-3) BULK

COMM 1-34 Filed 6/26/2009 Dowd
Attachments COMM 1-34 (1-2) 

BULK

COMM 1-35 Filed 6/26/2009 Dowd
Attachment COMM 1-35           

BULK
COMM 1-36 Filed 6/26/2009 Dowd Attachment COMM 1-36
COMM 1-37 Filed 6/26/2009 O'Brien Attachment COMM 1-37
COMM 1-38 Filed 6/26/2009 O'Brien Attachment COMM 1-38
COMM 1-39 Pending
COMM 1-40 Filed 6/26/2009 Dowd Attachment COMM 1-40
COMM 1-41 Filed 6/26/2009 Dowd
COMM 1-42 Filed 6/26/2009 Dowd Attachment COMM 1-42
COMM 1-43 Filed 6/26/2009 Dowd Attachment COMM 1-43
COMM 1-44 Filed 6/26/2009 Dowd Attachment COMM 1-44
COMM 1-45 Filed 6/26/2009 O'Brien Attachment COMM 1-45
COMM 1-46 Filed 6/26/2009 Dowd

COMM 1-47 Filed 6/26/2009 Dowd
Attachments COMM 1-47 (1-3) 

BULK
COMM 1-48 (Part 1) Filed 7/1/2009 Dowd Attachment COMM 1-48
COMM 1-48         (Parts 
2-5) Filed 6/26/2009 O'Brien

Page 1 of 7



The Narragansett Electric Company d/b/a National Grid
Docket 4065

Discovery Log
As of:  July 6, 2009

[C-denotes confidentiality is being sought]

Data Request Status Date Filed Witness CONFIDENTIAL Attachments
COMM 1-49 Filed 6/26/2009 O'Brien Attachments COMM 1-49 (1-5)

COMM 1-50 Filed 6/26/2009 Dowd
Attachments COMM 1-50 (1-38) 

BULK
COMM 1-51 Filed 6/26/2009 Dowd
COMM 1-52 Filed 6/26/2009 Dowd Attachment COMM 1-52
COMM 1-53 Filed 6/26/2009 Dowd Attachment COMM 1-53
COMM 1-54 Filed 6/26/2009 O'Brien Attachments COMM 1-54 (1-2)
COMM 1-55 Pending
COMM 1-56 Filed 6/26/2009 O'Brien
COMM 1-57 Filed 6/26/2009 O'Brien Attachment COMM 1-57
COMM 1-58 Filed 6/26/2009 O'Brien Attachments COMM 1-58 (1-2) 
COMM 1-59 Filed 6/26/2009 O'Brien Attachment COMM 1-59
COMM 1-60 Filed 7/1/2009 O'Brien Attachment COMM 1-60 (A-B) 
COMM 1-61 Filed 6/26/2009 Dowd
COMM 1-62 Filed 6/26/2009 O'Brien Attachments COMM 1-62 (1-2)
COMM 1-63 Pending
COMM 1-64 Filed 6/26/2009 O'Brien Attachment COMM 1-64
COMM 1-65 Filed 6/26/2009 O'Brien Attachments COMM 1-65
COMM 1-66 Filed 6/26/2009 O'Brien Attachments COMM 1-66 (1-2)
COMM 1-67 Filed 6/26/2009 O'Brien Attachments COMM 1-67 (1-3)
COMM 1-68 Filed 6/26/2009 Wynter Attachment COMM 1-68 
COMM 1-69 Filed 6/26/2009 Wynter Attachment COMM 1-69 
COMM 1-70 Filed 6/26/2009 Wynter
COMM 1-71 Filed 6/26/2009 O'Brien Attachments DIV 4-1 (1-2) BULK
COMM 1-72 Pending
COMM 1-73 Filed 6/26/2009 O'Brien Attachments COMM 1-73 (1-2)
COMM 1-74 Filed 7/6/2009 O'Brien
COMM 1-75 Filed 6/26/2009 O'Brien
COMM 1-76 Filed 7/1/2009 O'Brien Attachment COMM 1-76
COMM 1-77 Pending
COMM 1-78 Pending
COMM 1-79 Filed 6/26/2009 O'Brien Attachment COMM 1-79
COMM 1-80 Pending
COMM 1-81 Pending
COMM 1-82 Filed 7/1/2009 O'Brien
COMM 1-83 Filed 6/26/2009 O'Brien Attachments COMM 1-83
COMM 1-84 Filed 6/26/2009 O'Brien Attachment COMM 1-84
COMM 1-85 Filed 6/26/2009 O'Brien Attachment COMM 1-85
COMM 1-86 Filed 6/26/2009 O'Brien
COMM 1-87 Filed 6/26/2009 O'Brien
COMM 1-88 Filed 6/26/2009 O'Brien Attachment COMM 1-88
COMM 1-89 Filed 6/26/2009 O'Brien Attachment COMM 1-89

COMM 1-90 Filed 7/6/2009 O'Brien
Attachments COMM 1-90 (1-2) 

BULK
COMM 1-91 Filed 6/26/2009 O'Brien Attachment DIV 4-21 (1-2) BULK
COMM 1-92 Filed 6/26/2009 O'Brien Attachment COMM 1-92
COMM 1-93 Filed 6/26/2009 O'Brien
COMM 1-94 Filed 6/26/2009 O'Brien Attachment COMM 1-94 
COMM 1-95 Filed 6/26/2009 O'Brien Attachment COMM 1-95
COMM 1-96 Filed 6/26/2009 King Attachment COMM 1-96
COMM 1-97 Pending
COMM 1-98 Filed 7/1/2009 Dowd
COMM 1-99 Filed 6/26/2009 Gorman Attachment COMM 1-99
COMM 1-100 Filed 7/1/2009 Gorman
COMM 1-101 Filed 7/1/2009 Gorman
COMM 1-102 Filed 6/26/2009 Gorman Attachment COMM 1-102
COMM 1-103 Filed 6/26/2009 Wynter
COMM 1-104 Filed 6/26/2009 Wynter
COMM 1-105 Filed 6/26/2009 O'Brien
COMM 1-106 Pending
COMM 1-107 Filed 6/26/2009 O'Brien Attachment COMM 1-107
COMM 1-108 Filed 6/26/2009 Wynter Attachment COMM 1-108
COMM 1-109 Filed 6/26/2009 Dowd/Pettigrew Attachment COMM 1-109

Discovery Log Ends Here: July 6, 2009
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The Narragansett Electric Company d/b/a National Grid
Docket 4065

Discovery Log
As of:  July 6, 2009

[C-denotes confidentiality is being sought]

Information Request Status Date Filed Witness CONFIDENTIAL Attachments
DIV-1-1 Filed 6/26/2009 O'Brien Attachment DIV 1-1
DIV-1-2 Filed 7/1/2009 O'Brien Attachment DIV 1-2
DIV-1-3 Filed 7/1/2009 O'Brien Attachment DIV 1-3
DIV-1-4 Filed 6/26/2009 O'Brien
DIV-1-5 Filed 6/26/2009 O'Brien
DIV-1-6 Filed 7/1/2009 O'Brien
DIV-1-7 Filed 7/1/2009 O'Brien
DIV-1-8 Filed 7/1/2009 O'Brien
DIV-1-9 Filed 6/26/2009 O'Brien Attachment DIV 1-9
DIV-1-10 Filed 6/26/2009 O'Brien
DIV-1-11 Filed 6/26/2009 Dowd Attachment DIV 1-11
DIV-1-12 Filed 6/26/2009 O'Brien Attachment DIV 1-12
DIV-1-13 Filed 6/26/2009 Dowd Attachment DIV 1-13
DIV-1-14 Filed 6/26/2009 Dowd
DIV-1-15 Filed 6/26/2009 O'Brien
DIV-1-16 Filed 6/26/2009 O'Brien
DIV-1-17 Filed 6/26/2009 O'Brien Attachment DIV 1-17
DIV-1-18 Filed 6/26/2009 O'Brien
DIV-1-19 Filed 6/26/2009 O'Brien
DIV-1-20 Filed 6/26/2009 Dowd Attachment DIV 1-20
DIV-1-21 Filed 7/1/2009 O'Brien
DIV-1-22 Filed 7/1/2009 O'Brien
DIV-1-23 Filed 7/1/2009 O'Brien
DIV-1-24 Filed 7/1/2009 O'Brien
DIV-1-25 Pending
DIV-1-26 Filed 6/26/2009 O'Brien Attachment DIV 1-26
DIV-1-27 Filed 6/26/2009 O'Brien
DIV-1-28 Filed 6/26/2009 O'Brien
DIV-1-29 Pending
DIV-1-30 Filed 7/1/2009 O'Brien
DIV-1-31 Filed 6/26/2009 O'Brien Attachment DIV 1-31
DIV-1-32 Filed 6/26/2009 O'Brien Attachment DIV 1-32
DIV-1-33 Filed 6/26/2009 O'Brien Attachment DIV 1-33 
DIV-1-34 Filed 7/1/2009 O'Brien

DIV-2-1 Filed 7/1/2009 Gorman C-attachment
Attachment DIV 2-1 

(electronic only)
DIV-2-2 Filed 6/26/2009 Gorman
DIV-2-3 Filed 6/26/2009 Gorman
DIV-2-4 Filed 6/26/2009 Gorman Attachment DIV 2-4
DIV-2-5 Filed 6/26/2009 Gorman
DIV-2-6 Filed 6/26/2009 Gorman
DIV-2-7 Filed 6/26/2009 Gorman
DIV-2-8 Filed 6/26/2009 Gorman
DIV-2-9 Filed 6/26/2009 Gorman
DIV-2-10 Filed 6/26/2009 Gorman Attachment DIV 2-10 
DIV-2-11 Filed 6/26/2009 Gorman
DIV-2-12 Filed 6/26/2009 Gorman

DIV-3-1 Filed 7/6/2009 O'Brien
DIV-3-2 Pending
DIV-3-3 Filed 7/6/2009 O'Brien Attachment DIV 3-3
DIV-3-4 Pending
DIV-3-5 Filed 7/6/2009 O'Brien
DIV-3-6 Pending
DIV-3-7 Pending
DIV-3-8 Filed 7/6/2009 Morrissey Attachment DIV 3-8
DIV-3-9 Filed 7/6/2009 Morrissey Attachment DIV 3-9
DIV-3-10 Filed 7/6/2009 Morrissey Attachment DIV 3-10
DIV-3-11 Filed 7/6/2009 Morrissey Attachment DIV 3-11 

(electronic only)
DIV-3-12 Filed 7/6/2009 O'Brien/Morrissey Attachment DIV 3-12
DIV-3-13 Filed 7/6/2009 O'Brien/Morrissey
DIV-3-14 Filed 7/6/2009 O'Brien/Morrissey Attachment DIV 3-14
DIV-3-15 Filed 7/6/2009 Morrissey Attachment DIV 3-15
DIV-3-16 Filed 7/6/2009 Pettigrew
DIV-3-17 Filed 7/6/2009 Pettigrew
DIV-3-18 Filed 7/6/2009 Pettigrew
DIV-3-19 Pending
DIV-3-20 Pending
DIV-3-21 Filed 7/6/2009 Pettigrew

Page 3 of 7



The Narragansett Electric Company d/b/a National Grid
Docket 4065

Discovery Log
As of:  July 6, 2009

[C-denotes confidentiality is being sought]

Information Request Status Date Filed Witness CONFIDENTIAL Attachments
DIV-3-22 Pending

DIV-4-1
Filed

7/6/2009 Moul
Attachments DIV 4-1 (1-2) 

BULK
DIV-4-2 Filed 7/6/2009 Dinkel
DIV-4-3 Filed 7/6/2009 Dinkel
DIV-4-4 Filed 7/6/2009 Dinkel
DIV-4-5 Filed 7/6/2009 O'Brien
DIV-4-6 Filed 7/6/2009 Moul
DIV-4-7 Filed 7/6/2009 Dinkel Attachment DIV 4-7

DIV-4-8
Filed

7/6/2009 Dinkel Attachments DIV 4-8 (1-3)
DIV-4-9 Filed 7/6/2009 Dinkel Attachment DIV 4-9
DIV-4-10 Filed 7/6/2009 Dinkel
DIV-4-11 Pending
DIV-4-12 Filed 7/6/2009 Dinkel
DIV-4-13 Filed 7/6/2009 Moul
DIV-4-14 Filed 7/6/2009 Moul
DIV-4-15 Filed 7/6/2009 Moul Attachment DIV 4-15

DIV-4-16
Filed

7/6/2009 Moul Attachment DIV 4-16 (1-2)
DIV-4-17 Filed 7/6/2009 Moul
DIV-4-18 Filed 7/6/2009 Moul
DIV-4-19 Filed 7/6/2009 Moul Attachment DIV 4-19
DIV-4-20 Filed 7/6/2009 Moul Attachment DIV 4-20

DIV-4-21
Filed

7/6/2009 O'Brien
Attachment DIV 4-21 (1-2) 

BULK

DIV-4-22
Filed

7/6/2009 Moul Attachment DIV 4-22 (1-2)
DIV-4-23 Filed 7/6/2009 Dinkel Attachment DIV 4-23
DIV-4-24 Filed 7/6/2009 Moul
DIV-4-25 Filed 7/6/2009 Moul
DIV-4-26 Filed 7/6/2009 Moul
DIV-4-27 Filed 7/6/2009 Moul Attachment DIV 4-27

DIV-5-A Pending
DIV-5-B Pending
DIV-5-C Pending

DIV-6-1 Pending
DIV-6-2 Pending
DIV-6-3 Pending
DIV-6-4 Pending
DIV-6-5 Pending
DIV-6-6 Pending
DIV-6-7 Pending
DIV-6-8 Pending
DIV-6-9 Pending
DIV-6-10 Pending
DIV-6-11 Pending
DIV-6-12 Pending
DIV-6-13 Pending
DIV-6-14 Pending
DIV-6-15 Pending
DIV-6-16 Pending
DIV-6-17 Pending
DIV-6-18 Pending
DIV-6-19 Pending
DIV-6-20 Pending
DIV-6-21 Pending
DIV-6-22 Pending
DIV-6-23 Pending
DIV-6-24 Pending
DIV-6-25 Pending
DIV-6-26 Pending
DIV-6-27 Pending
DIV-6-28 Pending
DIV-6-29 Pending
DIV-6-30 Pending
DIV-6-31 Pending
DIV-6-32 Pending

Page 4 of 7



The Narragansett Electric Company d/b/a National Grid
Docket 4065

Discovery Log
As of:  July 6, 2009

[C-denotes confidentiality is being sought]

Information Request Status Date Filed Witness CONFIDENTIAL Attachments
DIV-6-33 Pending
DIV-6-34 Pending
DIV-6-35 Pending
DIV-6-36 Pending
DIV-6-37 Pending

DIV-7-1 Pending
DIV-7-2 Pending
DIV-7-3 Pending
DIV-7-4 Pending
DIV-7-5 Pending
DIV-7-6 Pending
DIV-7-7 Pending
DIV-7-8 Pending
DIV-7-9 Pending
DIV-7-10 Pending
DIV-7-11 Pending
DIV-7-12 Pending
DIV-7-13 Pending
DIV-7-14 Pending
DIV-7-15 Pending
DIV-7-16 Pending
DIV-7-17 Pending
DIV-7-18 Pending
DIV-7-19 Pending
DIV-7-20 Pending
DIV-7-21 Pending

DIV-8-1 Pending
DIV-8-2 Pending
DIV-8-3 Pending
DIV-8-4 Pending
DIV-8-5 Pending
DIV-8-6 Pending
DIV-8-7 Pending
DIV-8-8 Pending
DIV-8-9 Pending
DIV-8-10 Pending
DIV-8-11 Pending
DIV-8-12 Pending
DIV-8-13 Pending
DIV-8-14 Pending
DIV-8-15 Pending
DIV-8-16 Pending
DIV-8-17 Pending
DIV-8-18 Pending
DIV-8-19 Pending
DIV-8-20 Pending
DIV-8-21 Pending
DIV-8-22 Pending
DIV-8-23 Pending
DIV-8-24 Pending
DIV-8-25 Pending

DIV-9-1 Pending
DIV-9-2 Pending
DIV-9-3 Pending
DIV-9-4 Pending
DIV-9-5 Pending
DIV-9-6 Pending
DIV-9-7 Pending
DIV-9-8 Pending
DIV-9-9 Pending
DIV-9-10 Pending
DIV-9-11 Pending
DIV-9-12 Pending
DIV-9-13 Pending
DIV-9-14 Pending
DIV-9-15 Pending
DIV-9-16 Pending
DIV-9-17 Pending

Page 5 of 7



The Narragansett Electric Company d/b/a National Grid
Docket 4065

Discovery Log
As of:  July 6, 2009

[C-denotes confidentiality is being sought]

Information Request Status Date Filed Witness CONFIDENTIAL Attachments
DIV-9-18 Pending
DIV-9-19 Pending

DIV-10-1 Pending
DIV-10-2 Pending
DIV-10-3 Pending
DIV-10-4 Pending
DIV-10-5 Pending
DIV-10-6 Pending
DIV-10-7 Pending
DIV-10-8 Pending
DIV-10-9 Pending
DIV-10-10 Pending
DIV-10-11 Pending
DIV-10-12 Pending
DIV-10-13 Pending
DIV-10-14 Pending
DIV-10-15 Pending
DIV-10-16 Pending
DIV-10-17 Pending
DIV-10-18 Pending
DIV-10-19 Pending
DIV-10-20 Pending
DIV-10-21 Pending
DIV-10-22 Pending
DIV-10-23 Pending
DIV-10-24 Pending
DIV-10-25 Pending
DIV-10-26 Pending
DIV-10-27 Pending
DIV-10-28 Pending
DIV-10-29 Pending

Discovery Log Ends Here: July 6, 2009

Page 6 of 7



The Narragansett Electric Company d/b/a National Grid
Docket 4065

Discovery Log
As of:  July 6, 2009

[C-denotes confidentiality is being sought]

Information Request Status Date Filed Witness CONFIDENTIAL Attachments
NAVY-1-1 Filed 6/29/2009
NAVY-1-2 Filed 6/29/2009
NAVY-1-3 Filed 6/29/2009
NAVY-1-4 Filed 6/29/2009

Discovery Log Ends Here: July 6 2009
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The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Commission First Set of Data Requests 

Issued June 5, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of: John Pettigrew 

Commission Data Request 1-17 
 

Request: 
 

Please provide a five-year forecast of the company’s construction budget by account. 
 
Response: 
 
 Listed below is the 5-year capital forecast relating to work performed on the Company’s electrical 
distribution system and associated equipment.  This information is summarized by budget category for 
each calendar year.  Please note that the calendar year amount was estimated using an un-weighted, 
prorated split of the Company’s fiscal year capital plan, which runs from April 1 through March 31, based 
on 9 months of the current fiscal year and 3 months of the prior fiscal year.  The categories listed as 
“Budget Classifications” represent the Company’s standard reporting format for the 5-year capital plan: 
 

 
 

Although the capital plan is not established by FERC account, the Company anticipates the 
accounts to which amounts will be recorded are estimated in the table below: 



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Commission First Set of Data Requests 

Issued June 5, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of: John Pettigrew 

Commission Data Request 1-17 (cont.) 
 

 
 

 
 

The information provided above does not include non-construction, facilities & IS capital 
related items.  The Executive Board approves the first year of the capital plan and the remaining 
years are for planning purposes.  The capital plan is reviewed annually and is subject to change. 



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Commission First Set of Data Requests 

Issued June 5, 2009 
___________________________________________________________________________ 
 

Prepared by or under the supervision of:  Robert L. O’Brien 
 

Commission Data Request 1-28 
 

Request: 
 

Please itemize all rent revenue and all rent expense items incurred curing the test year 
that were $50,000 or greater. 
 
Response: 
 

Please see Attachment COMM 1-28. 



Narragansett Electric Company
d/b/a National Grid

RIPUC Docket No. 4065
Attachment COMM 1-28

Page 1 of 1

Bus Unit Description Activity Description Description GL Act $
Narragansett Electric Company Rent fr Elec Prop-Wayfndr-Elim Wayfinder is paying attachment fees $192,200
Narragansett Electric Company Rent From Elec Prop Lincoln Lincoln is paying attachment fees $159,540
Narragansett Electric Company Rent from elec. prop. - distri Pole attachment rental fees $1,348,944
Narragansett Electric Company Rent From Electric Property Pole attachment rental fees $571,201
Narragansett Electric Company Rent From Support Payments Rent From Support Payments $614,141

$2,886,026

                                                                      Narragansett Electric Company 

Bus Unit Description Activity Description Description GL Act $
Narragansett Electric Company Rents-Bldg-Dist-ELM Facility $87,554
Narragansett Electric Company Accounting Services Computer $568,517
Narragansett Electric Company Data Center Services Computer $259,731
Narragansett Electric Company Deploy Systems & Train Computer $120,778
Narragansett Electric Company Executive-Rent-Elim Facility $130,387
Narragansett Electric Company Facility Leasing & Financing Facility $857,266
Narragansett Electric Company Operations Executive Services Computer $242,068
Narragansett Electric Company Program Admin-Rent-Elim Facility $63,174
Narragansett Electric Company Provide Administrative & Gener Computer $919,337
Narragansett Electric Company Systems Planning  Strategy & E Computer $100,975
Narragansett Electric Company NE Share CSS Costs-Elim Computer $724,188

$4,073,975

Narragansett Electric Company
Itemized Rent Revenue Greater Then $50K

                                          Itemized Rent Expense Greater Then $50K



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Commission First Set of Data Requests 

Issued June 5, 2009 
___________________________________________________________________________ 
 

Prepared by or under the supervision of:  Robert L. O’Brien 

Commission Data Request 1-90 
 

Request: 
 

Please provide a complete and detailed description of the methodology that National 
Grid and its service companies use to allocate/assign to the Company plant that is common to 
more than one of its affiliates.  Please also provide the workpapers, calculations, formulas, 
assumptions, and supporting documents used to determine each allocation or assignment. 
 

Response:  

There is no formal narrative description of the methodology employed to allocate the 
cost of common assets to all other companies.  Attachments COMM 1-90-1 and COMM 
1-90-2 provide the workpapers and supporting documentation that are used to determine the 
allocation of common assets. 

The facilities charges, property taxes, depreciation expense and carrying charges for 
legacy National Grid common assets (i.e., Syracuse office complex, airplane, hangar, Henry 
Clay Data Center, and the Investment Recovery Center) are calculated and allocated to the 
appropriate operating companies on an annual basis.  Under the principles of appropriate cost 
causation theory, a journal entry is prepared at fiscal year end to effect an allocation to the 
operating companies based on O&M across all operating companies represented by the 
allocation percentages associated with bill pool 00382 for FY2009 and bill pool 00380 for 
years 2007 and 2008.  Attachment COMM 1-90-1 entitled “Legacy Grid NY Facilities and 
Data Center Cost Allocation” presents the journals, calculations and workpapers for fiscal 
year end 2007, 2008, and 2009. 

Building Services charges for common assets (i.e., buildings owned by legacy 
KeySpan companies) are calculated based on usage (i.e., square footage) and are charged 
proratably among the operating companies on a monthly basis.  Building Services charges to 
departments within the service companies are allocated to the operating companies based on 
the allocation code assigned to the specific cost pool where the building service charges are 
posted.  In other words, building service charges follow the allocation of all the other charges 
included in an area's allocation cost pool in accordance with the appropriate cost causation 
relationship assigned to that cost pool.  Attachment COMM 1-90-2 entitled “Legacy 
KeySpan Building Services” are the building service journals and support that are booked 
each month for 2007 (in effect from January 2007 - March 2008) and 2008. 



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Third Set of Data Requests 

Issued June 16, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Robert L. O’Brien 
 

Division Data Request 3-1 
 

Request: 
 
 Referring to O’Brien testimony, Page 7, lines 17-19, please provide specific citation to 
the testimony of Mr. Gorman supporting the referenced revenue adjustment. 
 
Response: 
 
 Mr. Gorman, at page 18, lines 4 to 6 of his testimony, references the calculation of the 
pro forma distribution revenue at current rates of $215,542,992 (Schedule NG-RLO-2, page 1, 
column (f), line 2) which was computed on Schedule NG-HSG-2, pages 7 to 10.  The adjustment 
to the distribution revenue of $4,103,999 on Schedule NG-RLO-2, page 1, column (e), line 2 is 
the difference between the “Adjusted Per Books 12/31/2008" distribution revenue of 
$219,646,991 on line 2, column (d) and the $215,542,992 calculated by Mr. Gorman. 



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Third Set of Data Requests 

Issued June 16, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Robert L. O’Brien 
 

Division Data Request 3-3 
 
Request: 
 
 Please provide detail of the “Other Revenue” of $7,353,188 on Schedule NG-RLO-2, 
Page 1.  The response should itemize the other revenues and the allocation of those other 
revenues to distribution service. 
 
Response: 
 
 Please see Attachment DIV 3-3 for detail of “Other Revenue” applicable to distribution 
service. 



The Narragansett Electric Company
d/b/a National Grid

R.I.P.U.C. Docket No. 4065
Attachment to Rhode Island Division's Third Set of Data Requests 3-3

Page 1 of 1

The Narragansett Electric Company d/b/a National Grid
Detailed Summary of Other Revenue

Calendar Year 2008

2008
Summary by Ferc:
450 Forfeited Discount (Customer Late Payment Charges) $2,230,203
451 Miscellaneous Service Revenue 426,652
454 Rent From Electric Property 2,947,916
456 Other Electric Revenues 1,748,417
Total $7,353,188

Additional Details:

451 Other Miscellaneous Service Revenues-CIS/CSS $149,213
Reconnect Charges 144,227
Interval Data Services 46,752
Service Turn on Charge 83,535
Bad Debt Charge 2,925

Total $426,652

454 Pole Attachment Rental $1,348,945
Rent from Electric Property 581,347
Rent from Support Payments 614,142
Rent from Electric Property to Affiliates

Lincoln Facility 159,540
National Grid USA Service Company 51,742
Wayfinder Group Inc. 192,200

Total $2,947,916

456 Supervisory and Administrative Allocations $866,488
CIAC Reclassifications 623,370
Other Electric Revenues - Billing 257,813
Cash receipts and miscellaneous entries 746

Total $1,748,417



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Third Set of Data Requests 

Issued June 16, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Robert L. O’Brien 
 

Division Data Request 3-5 
 

Request: 
 
 Referring to NG-RLO-3, Page 5, please reconcile the 2008 Narragansett CTA of 
$6,161,009 to the 2008 CTA of $3,810,202 on Workpaper NG-RLO-4. 
 
Response: 
 
 The 2008 Narragansett CTA of $6,161,000 per NG-RLO-3, Page 5 reflects the 
Company’s Year 1 share of the $400 million of total CTA resulting from the National 
Grid/KeySpan transaction.  As described in the testimony of Mr. O’Brien on pages 43 to 44, the 
Year 1 amount was derived based on the total CTA allocated to the Company of $16,006,779, as 
shown on NG-RLO-3, Page 3, line 15, column (c) times the estimated phase-in percentage 38.49 
percent of CTA for Year 1, as shown on NG-RLO-3, Page 4, line 1, column (a). 
 
 The 2008 Narragansett CTA of $3,810,202 reflects the actual CTA incurred by 
Narragansett in the 2008 test year.  As also shown on Workpaper NG-RLO-4, this amount was 
then increased by CTA costs related to the test year but recorded post-test year of $229,265 and 
reduced by test year costs recorded as transmission of $8,387, which were adjusted out of the 
cost of service as part of the Integrated Facilities Agreement transmission O&M expense 
adjustment.  This net CTA amount of $4,031,080 was eliminated from the cost of service, as 
shown on NG-RLO-2, Page 2, line 14, column (b). 
 



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Third Set of Data Requests 

Issued June 16, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Alfred P. Morrissey, Jr. 
 

Division Data Request 3-8 
 

Request: 
 
 Referring to Schedule NG-APM-1, please provide the actual kWh sales by month to date 
in 2009 and for the corresponding months in 2008 for each customer class shown. 
 
Response: 
 
 Please see Attachment DIV 3-8.  Also, please note that, while actual kWh sales are up 
1.7% for the year-to-date May period versus last year, the number of days billed is up 1.8% for 
the same period.  Adjusted for days billed, actual kWh sales are 0.1% lower than last year for the 
year-to-date May period.    



The Narragansett Electric Company d/b/a National Grid
R.I.P.U.C Docket  No. 4065

Responses to Division Third Set of Data Requests
Division Data Request 3-8

Percent Percent Percent
Month 2008 2009 Difference Month 2008 2009 Difference Month 2008 2009 Difference

1 291,581,557 312,283,365 7.1% 1 319,536,209 348,407,353 9.0% 1 88,113,894 89,313,142 1.4%
2 262,513,515 253,763,785 -3.3% 2 289,248,333 299,933,015 3.7% 2 89,214,105 79,387,532 -11.0%
3 250,475,022 243,005,927 -3.0% 3 274,757,414 329,354,349 19.9% 3 62,898,620 71,484,116 13.6%
4 222,095,811 228,219,855 2.8% 4 310,991,717 277,298,071 -10.8% 4 111,841,131 38,493,271 -65.6%
5 192,029,476 196,894,044 2.5% 5 257,109,347 281,491,937 9.5% 5 82,854,053 108,265,299 30.7%

YTD 1,218,695,381 1,234,166,976 1.3% YTD 1,451,643,020 1,536,484,725 5.8% YTD 434,921,803 386,943,360 -11.0%

Percent Percent Percent
Month 2008 2009 Difference Month 2008 2009 Difference Month 2008 2009 Difference

1 7,410,815 6,891,500 -7.0% 1 82,157 0 -100.0% 1 706,724,632 756,895,360 7.1%
2 5,737,030 6,290,094 9.6% 2 0 0 #DIV/0! 2 646,712,983 639,374,426 -1.1%
3 5,628,169 5,478,115 -2.7% 3 164,499 0 -100.0% 3 593,923,724 649,322,507 9.3%
4 4,781,912 4,896,819 2.4% 4 69,704 0 -100.0% 4 649,780,275 548,908,016 -15.5%
5 4,258,853 4,088,413 -4.0% 5 68,457 0 -100.0% 5 536,320,186 590,739,693 10.1%

YTD 27,816,779 27,644,941 -0.6% YTD 384,817 0 -100.0% YTD 3,133,461,800 3,185,240,002 1.7%

* Note Resale reclassified to Residential.

Streetlighting Resale * Total

Residential

Narragansett Electric Company
Actual KWh Sales

Commercial Industrial



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Third Set of Data Requests 

Issued June 16, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Alfred P. Morrissey, Jr. 
 

Division Data Request 3-9 
 

Request: 
 
 Referring to Schedule NG-APM-2, please provide the weather normalized kWh sales by 
month to date in 2009 and for the corresponding months in 2008 for each customer class shown. 
 
Response: 
 
 Please see Attachment DIV 3-9.  Also, please note that, while weather-normalized kWh 
sales are down 0.3% for the year-to-date May period versus last year, the number of days billed 
is up 1.8% for the same period.  Adjusted for days billed, weather-normalized kWh sales are 
2.1% lower than last year for the year-to-date May period.   
 



The Narragansett Electric Company d/b/a National Grid
R.I.P.U.C. Docket No. 4065

Responses to Third Set of Data Requests
Division Data Request 3-9

Percent Percent Percent
Month 2008 2009 Difference Month 2008 2009 Difference Month 2008 2009 Difference

1 301,043,512 309,376,745 2.8% 1 324,766,797 346,809,665 6.8% 1 88,113,894 89,313,142 1.4%
2 270,557,476 247,801,189 -8.4% 2 293,648,338 296,643,138 1.0% 2 89,214,105 79,387,532 -11.0%
3 256,969,062 246,170,789 -4.2% 3 278,314,957 331,098,247 19.0% 3 62,898,620 71,484,116 13.6%
4 224,071,843 225,457,753 0.6% 4 312,053,217 275,451,066 -11.7% 4 111,837,131 38,445,271 -65.6%
5 196,068,574 198,296,838 1.1% 5 260,767,553 280,836,886 7.7% 5 83,068,196 108,048,442 30.1%

YTD 1,248,710,468 1,227,103,314 -1.7% YTD 1,469,550,863 1,530,839,003 4.2% YTD 435,131,946 386,678,503 -11.1%

Percent Percent Percent
Month 2008 2009 Difference Month 2008 2009 Difference Month 2008 2009 Difference

1 7,410,815 6,891,500 -7.0% 1 82,157 0 -100.0% 1 721,417,175 752,391,053 4.3%
2 5,737,030 6,290,094 9.6% 2 0 0 #DIV/0! 2 659,156,949 630,121,953 -4.4%
3 5,628,169 5,478,115 -2.7% 3 164,499 0 -100.0% 3 603,975,308 654,231,268 8.3%
4 4,781,912 4,896,819 2.4% 4 69,704 0 -100.0% 4 652,813,807 544,250,909 -16.6%
5 4,258,853 4,088,413 -4.0% 5 68,457 0 -100.0% 5 544,231,634 591,270,579 8.6%

YTD 27,816,779 27,644,941 -0.6% YTD 384,817 0 -100.0% YTD 3,181,594,872 3,172,265,762 -0.3%

* Note Resale reclassified to Residential.

Narragansett Electric Company
Weather-Normalized KWh Sales

Commercial Industrial

Streetlighting Resale * Total

Residential



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Third Set of Data Requests 

Issued June 16, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Alfred P. Morrissey, Jr. 
 

Division Data Request 3-10 
 
Request: 
 
 Referring to Schedule NG-APM-5, please provide the number of customers by month to 
date in 2009 and for the corresponding months in 2008 for each customer class shown. 
 
Response: 
  
 Please see Attachment DIV 3-10. 



The Narragansett Electric Company d/b/a National Grid
R.I.P.U.C Docket No. 4065

Responses to Third Set of Data Requests
Division Data Request 3-10

Percent Percent Percent
Month 2008 2009 Difference Month 2008 2009 Difference Month 2008 2009 Difference

1 413,539 428,616 3.6% 1 54,929 56,270 2.4% 1 2,040 2,052 0.6%
2 428,944 429,593 0.2% 2 56,248 56,716 0.8% 2 2,100 2,068 -1.5%
3 428,586 430,291 0.4% 3 56,254 56,697 0.8% 3 2,102 2,040 -2.9%
4 415,810 429,785 3.4% 4 55,036 56,484 2.6% 4 2,095 2,055 -1.9%
5 428,775 430,767 0.5% 5 56,346 56,494 0.3% 5 2,117 2,052 -3.1%

YTD 423,131 429,810 1.6% YTD 55,763 56,532 1.4% YTD 10,454 10,267 -1.8%

Percent
Month 2008 2009 Difference

1 470,508 486,938 3.5%
2 487,292 488,377 0.2%
3 486,942 489,028 0.4%
4 472,941 488,324 3.3%
5 487,238 489,313 0.4%

YTD 480,984 488,396 1.5%

Total

Residential

Narragansett Electric Company
Number of Customers

Commercial Industrial



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Third Set of Data Requests 

Issued June 16, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Alfred P. Morrissey, Jr. 
 

Division Data Request 3-11 
 
Request: 
 
 Please provide Schedules NG-APM-1, 2, and 5 on disk in native electronic spreadsheet 
format. 
 
Response: 
 
 Schedules NG-APM-1, 2 and 5 will be provided in EXCEL format on CD-ROM with this 
response. 



Narragansett Electric Company GWh Sales Forecast Before Additional DSM
Actual and Forecast GWh Sales by Revenue Class, 1990-2010

Growth Growth Growth Street Growth Growth Growth
Year Residential Rate Commercial Rate Industrial Rate Lighting Rate Resale Rate Total Rate

1990 2,355.626 2,589.119 1,360.680 75.574 0.602 6,381.601
1991 2,347.151 -0.4% 2,575.753 -0.5% 1,366.442 0.4% 73.434 -2.8% 0.583 -3.2% 6,363.362 -0.3%
1992 2,340.224 -0.3% 2,590.136 0.6% 1,351.413 -1.1% 71.581 -2.5% 0.600 2.9% 6,353.954 -0.1%
1993 2,388.456 2.1% 2,641.179 2.0% 1,411.043 4.4% 67.477 -5.7% 0.553 -7.8% 6,508.709 2.4%
1994 2,432.355 1.8% 2,660.848 0.7% 1,370.570 -2.9% 66.129 -2.0% 0.591 6.9% 6,530.493 0.3%
1995 2,414.834 -0.7% 2,684.213 0.9% 1,346.135 -1.8% 64.031 -3.2% 0.583 -1.4% 6,509.796 -0.3%
1996 2,463.461 2.0% 2,711.490 1.0% 1,346.375 0.0% 62.157 -2.9% 0.588 0.8% 6,584.071 1.1%
1997 2,457.081 -0.3% 2,749.704 1.4% 1,383.470 2.8% 61.324 -1.3% 0.619 5.4% 6,652.199 1.0%
1998 2,500.434 1.8% 2,839.409 3.3% 1,428.162 3.2% 61.387 0.1% 0.656 5.9% 6,830.048 2.7%
1999 2,633.849 5.3% 2,962.778 4.3% 1,414.073 -1.0% 61.915 0.9% 0.708 7.9% 7,073.324 3.6%
2000 2,606.986 -1.0% 3,089.688 4.3% 1,406.947 -0.5% 61.693 -0.4% 0.711 0.5% 7,166.026 1.3%
2001 2,689.214 3.2% 3,231.227 4.6% 1,357.889 -3.5% 62.074 0.6% 0.792 11.3% 7,341.196 2.4%
2002 2,799.301 4.1% 3,327.314 3.0% 1,325.874 -2.4% 62.304 0.4% 0.821 3.7% 7,515.614 2.4%
2003 2,955.332 5.6% 3,418.260 2.7% 1,256.555 -5.2% 63.054 1.2% 0.890 8.4% 7,694.092 2.4%
2004 2,971.390 0.5% 3,489.108 2.1% 1,297.438 3.3% 63.480 0.7% 0.864 -2.9% 7,822.280 1.7%
2005 3,129.682 5.3% 3,580.945 2.6% 1,210.959 -6.7% 62.886 -0.9% 0.863 -0.1% 7,985.335 2.1%
2006 2,992.324 -4.4% 3,534.610 -1.3% 1,141.426 -5.7% 63.169 0.5% 0.801 -7.2% 7,732.329 -3.2%
2007 3,074.049 2.7% 3,625.716 2.6% 1,116.802 -2.2% 62.274 -1.4% 0.814 1.6% 7,879.655 1.9%
2008 3,019.000 -1.8% 3,613.682 -0.3% 1,036.156 -7.2% 64.336 3.3% 0.446 -45.2% 7,733.621 -1.9%

Forecast

2009 * 3,008.390 -0.4% 3,548.115 -1.8% 990.062 -4.4% 64.370 0.1% 0.659 47.7% 7,611.597 -1.6%
2010 3,014.092 0.2% 3,606.355 1.6% 1,009.074 1.9% 64.336 -0.1% 0.827 25.6% 7,694.684 1.1%

* 2009 data are 2 months actual and 10 months forecast.

Compound Average Annual Growth Rates

1990-2008 18 -year 1.4% 1.9% -1.5% -0.9% -1.7% 1.1%
1998-2008 10-Year 1.9% 2.4% -3.2% 0.5% -3.8% 1.3%
2003-2008 5-Year 0.4% 1.1% -3.8% 0.4% -12.9% 0.1%
2005-2008 3-Year -1.2% 0.3% -5.1% 0.8% -19.8% -1.1%

2008-2010 2-Year -0.1% -0.1% -1.3% 0.0% 36.2% -0.3%

The Narragansett Electric Company 
d/b/a National Grid 
R.I.P.U.C. Docket 4065 
Att. DIV 3-11-1 
Schedule NG-APM-1 
Page 1 of 1



Narragansett Electric Company GWh Sales Forecast Before Additional DSM
Weather-Normalized and Forecast GWh Sales by Revenue Class, 1990-2010

Growth Growth Growth Street Growth Growth Growth
Year Residential Rate Commercial Rate Industrial Rate Lighting Rate Resale Rate Total Rate

1990 2,366.879 2,582.545 1,358.650 75.574 0.602 6,384.250
1991 2,353.215 -0.6% 2,547.039 -1.4% 1,359.381 0.1% 73.434 -2.8% 0.583 -3.2% 6,333.651 -0.8%
1992 2,385.029 1.4% 2,623.502 3.0% 1,358.316 -0.1% 71.581 -2.5% 0.600 2.9% 6,439.028 1.7%
1993 2,355.790 -1.2% 2,607.358 -0.6% 1,404.960 3.4% 67.477 -5.7% 0.553 -7.8% 6,436.138 0.0%
1994 2,455.275 4.2% 2,663.899 2.2% 1,371.473 -2.4% 66.129 -2.0% 0.591 6.9% 6,557.367 1.9%
1995 2,426.425 -1.2% 2,665.836 0.1% 1,341.963 -2.2% 64.031 -3.2% 0.583 -1.4% 6,498.837 -0.9%
1996 2,502.757 3.1% 2,726.085 2.3% 1,350.319 0.6% 62.157 -2.9% 0.588 0.8% 6,641.906 2.2%
1997 2,494.176 -0.3% 2,749.637 0.9% 1,383.671 2.5% 61.324 -1.3% 0.619 5.4% 6,689.428 0.7%
1998 2,572.713 3.1% 2,838.717 3.2% 1,426.251 3.1% 61.387 0.1% 0.656 5.9% 6,899.724 3.1%
1999 2,611.911 1.5% 2,933.210 3.3% 1,401.703 -1.7% 61.915 0.9% 0.708 7.9% 7,009.447 1.6%
2000 2,637.783 1.0% 3,117.478 6.3% 1,411.621 0.7% 61.693 -0.4% 0.711 0.5% 7,229.287 3.1%
2001 2,681.474 1.7% 3,212.826 3.1% 1,355.136 -4.0% 62.074 0.6% 0.792 11.3% 7,312.302 1.1%
2002 2,729.537 1.8% 3,285.124 2.3% 1,315.639 -2.9% 62.304 0.4% 0.821 3.7% 7,393.425 1.1%
2003 2,846.843 4.3% 3,408.321 3.8% 1,248.428 -5.1% 63.054 1.2% 0.890 8.4% 7,567.537 2.4%
2004 2,954.145 3.8% 3,475.171 2.0% 1,297.285 3.9% 63.480 0.7% 0.864 -2.9% 7,790.944 3.0%
2005 3,011.879 2.0% 3,528.750 1.5% 1,198.328 -7.6% 62.886 -0.9% 0.863 -0.1% 7,802.706 0.2%
2006 3,004.917 -0.2% 3,550.791 0.6% 1,138.189 -5.0% 63.169 0.5% 0.801 -7.2% 7,757.866 -0.6%
2007 3,043.344 1.3% 3,597.028 1.3% 1,110.901 -2.4% 62.274 -1.4% 0.814 1.6% 7,814.361 0.7%
2008 3,017.406 -0.9% 3,619.827 0.6% 1,032.532 -7.1% 64.336 3.3% 0.446 -45.2% 7,734.547 -1.0%

Forecast

2009 * 2,999.521 -0.6% 3,543.228 -2.1% 990.062 -4.1% 64.370 0.1% 0.659 47.7% 7,597.840 -1.8%
2010 3,014.092 0.5% 3,606.355 1.8% 1,009.074 1.9% 64.336 -0.1% 0.827 25.6% 7,694.684 1.3%

* 2009 data are 2 months actual and 10 months forecast.

Compound Average Annual Growth Rates

1990-2008 18 -year 1.4% 1.9% -1.5% -0.9% -1.7% 1.1%
1998-2008 10-Year 1.6% 2.5% -3.2% 0.5% -3.8% 1.1%
2003-2008 5-Year 1.2% 1.2% -3.7% 0.4% -12.9% 0.4%
2005-2008 3-Year 0.1% 0.9% -4.8% 0.8% -19.8% -0.3%

2008-2010 2-Year -0.1% -0.2% -1.1% 0.0% 36.2% -0.3%

The Narragansett Electric Company 
d/b/a National Grid 
R.I.P.U.C. Docket No. 4065 
Att. DIV 3-11-2 
Schedule NG-APM-2 
Page 1 of 1



Narragansett Electric Company Customer Forecast 
Actual and Forecast Customer Counts by Revenue Class, 1990-2010

Growth Growth Growth Growth
Year Residential Rate Commercial Rate Industrial Rate Total Rate

1990 381,900 44,485 2,572 428,957
1991 384,195 0.6% 44,462 -0.1% 2,514 -2.3% 431,170 0.5%
1992 386,490 0.6% 44,222 -0.5% 2,495 -0.7% 433,207 0.5%
1993 389,201 0.7% 44,246 0.1% 2,474 -0.9% 435,921 0.6%
1994 391,234 0.5% 44,146 -0.2% 2,577 4.2% 437,957 0.5%
1995 396,293 1.3% 42,876 -2.9% 2,584 0.3% 441,754 0.9%
1996 398,905 0.7% 43,216 0.8% 2,577 -0.3% 444,698 0.7%
1997 401,665 0.7% 43,737 1.2% 2,529 -1.9% 447,931 0.7%
1998 404,266 0.6% 45,846 4.8% 2,576 1.8% 452,688 1.1%
1999 408,191 1.0% 46,972 2.5% 2,556 -0.8% 457,720 1.1%
2000 409,273 0.3% 50,673 7.9% 2,578 0.8% 462,523 1.0%
2001 411,333 0.5% 52,433 3.5% 2,550 -1.1% 466,316 0.8%
2002 413,819 0.6% 52,819 0.7% 2,473 -3.0% 469,111 0.6%
2003 416,421 0.6% 53,559 1.4% 2,420 -2.1% 472,400 0.7%
2004 418,366 0.5% 54,160 1.1% 2,364 -2.3% 474,890 0.5%
2005 421,615 0.8% 54,611 0.8% 2,313 -2.2% 478,539 0.8%
2006 422,888 0.3% 55,172 1.0% 2,222 -3.9% 480,283 0.4%
2007 424,781 0.4% 55,796 1.1% 2,165 -2.6% 482,742 0.5%
2008 425,344 0.1% 56,056 0.5% 2,071 -4.3% 483,471 0.2%

Forecast

2009 * 427,252 0.4% 54,343 -3.1% 1,997 -3.6% 483,593 0.0%
2010 427,115 0.0% 53,400 -1.7% 2,063 3.3% 482,578 -0.2%

* 2009 data are 2 months actual and 10 months forecast.

Compound Average Annual Growth Rates

1990-2008 18 -year 0.6% 1.3% -1.2% 0.7%
1998-2008 10-Year 0.5% 2.0% -2.2% 0.7%
2003-2008 5-Year 0.4% 0.9% -3.1% 0.5%
2005-2008 3-Year 0.3% 0.9% -3.6% 0.3%

2008-2010 2-Year 0.2% -2.4% -0.2% -0.1%

The Narragansett Electric Company 
d/b/a National Grid 
R.I.P.U.C. Docket No. 4065 
Att. DIV 3-11-3 
Schedule NG-APM-5 
Page 1 of 1
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Division Data Request 3-12 
 
Request: 
 
 Please provide workpapers that develop the rate year revenues on Schedule RLO-2, Page 
1 from the rate year billing determinants in the APM series of schedules. 
 
Response: 
 
 Rate Year Revenue of $215,542,992 on Schedule RLO-2, Page 1, Column F, Line 2, is 
based on forecasted (rate year) kWh and number of customers at current rates.  Attachment DIV 
3-12 provides a reconciliation of total company forecasted kWh and number of customers used 
to calculate Rate Year Revenue of $215,542,992 to the forecasted kWh and number of customers 
reported on Schedule NG-APM-6 and Schedule NG-APM-5, respectively.   
 
 In the process of preparing this response, the Company identified that revisions were 
incorporated into the allocation study, Schedule NG-HSG-2, prior to the initial filing that were 
not reflected in the revenue requirement Schedule NG-RLO-2.As shown in Attachment 1, Line 
16 to this response, using the forecasted billing determinants from the APM series of schedules, 
as appropriately adjusted for streetlighting inventory and Rate M-01 billing units, the Rate Year 
Revenue is $215,420,989, which is the amount which should have appeared on Schedule NG-
RLO-2.  Rate Class M-01 was not included as a separate class in the cost allocation study.  
Therefore, the rate year revenue associated with Rate Class M-01 was removed from distribution 
revenue and added to “Other” revenue.  This reclassification of revenue was not reflected on 
Schedule NG-RLO-2.  However, as shown on Line 3 of Schedule NG-HSG-1 and on Line 5 of 
Schedule NG-RLO-1, page 1, the sum of distribution revenue and other revenue on both 
schedules is $223,242,000. The Company will submit a revised set of schedules incorporating all 
corrections at a later date during the proceeding. 
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Page 1 of 1

Narragansett Electric Company
Reconciliation of Forecasted 2010 kWh Sales to 2010 Adjusted Pro Forma Distribution Revenue

Line No. kWh
1 Total Forecast 2010 kWh per Schedule NG-APM-6, Page 1 (with additional DSM) 7,665,093,000            
2 Minus:  Streetlights Forecast 2010 kWh based on APM Forecast (70,522,565)               
3 Plus:  Streetlights Forecast 2010 kWh based on December 2008 inventories 68,381,634
4 Plus:  Additional Forecast kWh for Rate Class C-06 due to Minimum Bill Provision 7,449
5 Plus:  Additional Forecast kWh for Rate Class C-08 due to Minimum Bill Provision 9,161
6 Total Forecast 2010 kWh used to Calculate Rate Year Revenue 7,662,968,679            
7 kWh Deliveries per Schedule NG-HSG-2, Page 5 7,662,968,634            
8 Difference 45                               

Customer Count

9 Annual Bills per NG-HSG-2, page 7 5,805,762                   
10 Number of Months 12                               
11 Monthly Average Customer Count 483,814                      
12 Total Forecast 2010 Customer Count per Schedule NG-APM-5, Page 1 482,578                      
13 Difference 1,236                          
14 Difference % 0.26%

15 Adjusted Pro Forma Distribution Revenue per Schedule NG-RLO-2 215,542,992$             
16 Minus Total Distribution Revenue per Schedule NG-HSG-2, page 8, Line 24 (215,420,989)$           
17 Minus M-1 Monthly Customer Charge (36 bills at $3,406.18 monthly charge) (122,622)$                  
18 Difference (619)$                         

Line Descriptions:
1 Schedule NG-APM-6, Page 1 (with additional DSM)
2

3 kWh based on inventory levels as of December 2008; Note that inventory levels are not provided in the NG-APM series of schedules.  
4-5

6 Sum of Lines 1 through 5
7 Schedule NG-HSG-2, Page 5
8 Line 6 minus Line 7
9 NG-HSG-2, page 7

10 n/a
11 Line 9 ÷ Line 10
12 Schedule NG-APM-5, Page 1
13 Line 11 minus Line 12
14 Line 13 ÷ Line 12
15 Schedule NG-RLO-2
16 Schedule NG-HSG-2, page 8, Line 24
17

18 Line 15 + Line 16 + Line 17

see Schedule NG-APM-2, Page 1 for forecasted Streetlight kWh without DSM.  Note that this reconciliation contains the forecasted Streetlight kWh 
with DSM wich is not provided the NG-APM series of schedules.  

In the NG-HSG series of schedules, the Monthly Customer Charge Revenue for rate class M1 is categorized as Other Revenue where as in the NG-
RLO series of schedules, it is categorized as Distribution Charge Revenue.  Total Revenue reported on Schedule NG-HSG-1, Page 2, Line 3 of 
$223,242 ties to NG-RLO-2, Page 1, Line 5.  

Additional forecasted kWh due to the Minimum Bill Provision is not provided the NG-APM series of scheduled.  Minimum Bill Provision kWh is 
calculated as:  (Test Year Minimim Bill kWh ÷ (Test Year Minimum Bill kWh + Test Year total kWh)) * Forecasted kWh

S:\RADATA1\2009 neco\General Rate Case\Discovery\DIV\Set 3\DIV 3-12\Div 3-12 Attachment 1.xls Reconciliation 07/02/2009 11:53 AM
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Division Data Request 3-13 
 
Request: 
 
 Please reconcile the 2008 test year sales on NG-APM-1 to the 2008 test year deliveries 
on Workpaper RLO-25, Page 2. 
 
Response: 
 
 The 2008 test year sales on Schedule NG-APM-1 total 7,733,621,000 kWh and the 2008 
test year sales on Workpaper NG-RLO-25, Page 2 total 7,725,372,033 kWh for a difference of 
8,248,967 kWh.  This difference is caused by the following: 
 

Description kWh 
Rate B-32 billing adjustment   (632,880)1 
Rate E-40 billing adjustment      14,4211 
Rate G-02 correction of billing error 3,996,0001 
Rate G-32 correction of billing error 3,998,2801 
Rate S-10 and S-14 – adjustment     871,7482 
Variance due to rounding        1,398 
Total 8,248,967 

 
 The adjustments and corrections identified above are reflected in the kWh shown on 
Workpaper NG-RLO-25, Page 2 (but not those shown in Schedule NG-APM-1). 
   
 
 

                                                 
1 Adjustments to test year kWhs to reflect bill cancellations and rebillings that did not correctly 
report adjusted kWhs on Company revenue reports. 
 
2 Adjustment for S-10 & S-14 to reflect kWh as of December 2008 inventory levels.   
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Division Data Request 3-14 
 
Request: 
 
 Please reconcile the 2010 rate year sales on NG-APM-1 to the 2010 rate year deliveries 
on Workpaper RLO-25, Page 1. 
 
Response: 
 
 The 2010 rate year kWh deliveries of 7,649,879,930 presented in column (a) of page 1 of 
Workpaper NG-RLO-25 are incorrect.  The kWh deliveries in Workpaper NG-RLO-25 should 
be the same as the kWh deliveries appearing on Line 7 of the attachment to the Company’s 
response to Division Data Request 3-12 of 7,662,968,634 and on Schedule NG-HSG-2, page 2, 
Line 1.  Attachment DIV 3-14 reconciles the 2010 rate year sales on Schedule NG-APM-1 to the 
correct level of 2010 forecasted rate year deliveries by adjusting the initial forecast by estimated 
savings realized from energy efficiency savings of 29,591,046 kWh in the rate year.  The 
attachment also reflects the same streetlighting adjustment identified in the response to Division 
Data Request 3-12.  The proper level of rate year kWh deliveries that should be reflected in 
Workpaper NG-RLO-25  7,662,968,634.  The Company will provide revised version of 
Workpaper NG-RLO-25 at a later date during this proceeding.   
 
   



The Narragansett Electric Company
d/b/a National Grid

Docket No. R.I.P.U.C. 4065
Attachment 1 to DIV 3-14

Page 1 of 1
Adjustments

Rate Class

Total Forecast 2010 
kWh per Schedule NG-

APM-1, Page 1
Additional DSM 

kWh Savings
Total Forecast per NG-

APM-6
Minus Forecast 
Streetlight kWh

Add Forecast Streetlight 
kWh based on Dec 2008 

Inventory
Minimum Bill Provision 

kWh
Adjusted 2010 
Forecast kWh NG-HSG-2 Variance

(a) (b) (c) (d) (e) (f) (g) (h) (i)
A-16 2,842,813,979               2,842,813,979         2,842,813,980         (1)                            
A-60 194,799,147                  194,799,147            194,799,144            3                             
B-32 5,245,253                      5,245,253                5,245,253               
B-62 140,107,795                  140,107,795            145,353,048            (5,245,253)              
C-06 545,538,494                  7,449                                545,545,943            545,545,940            3                             
C-08 2,295,053                      9,161                                2,304,214                2,304,213                1                             
E-30 -                          -                          
E-40 3,248,748                      3,248,748                3,248,747                1                             
G-02 1,368,444,879               1,368,444,879         1,368,444,880         (1)                            
G-22 -                          -                          
G-32 2,036,293,032               2,036,293,032         2,036,293,032        
G-62 425,270,051                  425,270,051            2,461,563,084         (2,036,293,033)       
M-01 -                          -                          
R-02 4,578,720                      4,578,720                4,578,720                -                          
S-10 9,917,952 9,917,952                9,917,952               
S-14 70,522,565                    70,522,565      58,463,682 58,463,682              68,381,640              (9,917,958)              
T-C&I -                          -                          
T-Res -                          -                          
X-01 25,935,238                    25,935,238              25,935,238              -                          

7,694,684,000             (29,591,046)       7,665,092,954               70,522,565      68,381,634                       16,610                              7,662,968,633         7,662,968,634         (1)                            

Column Descriptions:
(a) Schedule NG-APM-1, Page 1, Column (a)
(b) Demand Side Management, see Testimony of Alfred P. Morrissey, page 17, line 16
(c) Schedule NG-APM-6 or Column (a) + Column (b)
(d) From Column (c), rate class S-14 only
(e) forecast based on December 2008 streetlights inventory, see Schedule NG-RLO-25, page 25, Column (b), Row 14 and 15

(f)
(g) Column (c ) - Column (d) + Column (e) + Column (f)
(h) NG-HSG-2, Page 5
(i) Column (g) - Column (h)

Note: The variance between the total kWh in column (f) and the total kWh on page 10 of NG-HSG-6 of 7,662,968,634 due to incorrect kWh 
           for rate C-06.  Rate C-06 kWh on NG-HSG-6 incorrectly includes 16,610 attributable to minimum billed customers.

Additional forecasted kWh due to the Minimum Bill Provision.  Minimum Bill Provision kWh is calculated as:  (Test Year Minimim Bill kWh ÷ (Test Year Minimum Bill kWh + Test Year total kWh)) * 
Forecasted kWh

S:\RADATA1\2009 neco\General Rate Case\Discovery\DIV\Set 3\DIV 3-14\Div 3-14 Attachment 1.xls Sheet1 07/01/2009 4:21 PM
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Division Data Request 3-15 
 
Request: 
 
 Please explain the difference between the 2008 sales on NG-APM-1 and the sales 
reported in the Narragansett 2008 FERC Form 1. 
 
Response: 
 
 The MWh reported in the Narragansett 2008 FERC Form 1, page 304, Column (b) does 
not include MWh deliveries associated with Sales for Resale or MWh deliveries to customers 
receiving commodity service from competitive suppliers.  Please refer to Attachment 1 to this 
response for a reconciliation of the FERC Form 1 sales to Schedule NG-APM-1, which results in 
a difference of 78,465 MWh.1   
 

                                                 
1 In preparing the response to this data request, the Company determined that the MWhs reported in Narragansett’s 
2008 FERC Form 1 on page 304, Column (b) are incorrect. 
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Page 1 of 1

Narragansett Electric Company
Reconciliation between 2008 MWh Sales reported on NG-APM-1 and 2008 FERC Form 1

Line No. MWh
(1) NG-APM-1 2008 Sales 7,733,620      
(2) Minus 2008 Open Access MWh Sales (1,083,681)    
(3) Minus 2008 Resale (446)              
(4) Adjusted 2008 MWh Sales reported in NG-APM-1 6,649,493      

(5) MWh Sales Reported on Form 1, page 304 & 304.1, Column (b) 6,727,958      
(6) Difference - MWh (78,465)         

Line Descriptions:
(1) NG-APM-1, Page 1 2008 Total Sales
(2) per company revenue reports
(3) NG-APM-1, Page 1 2008 Resale
(4) Line (1) + Line (2) + Line (3)
(5) MWh Sales Reported on Form 1, page 304 & 304.1, Column (b)
(6) Line (4) - Line (5)

In preparing the response to this data request it was determined that the MWhs reported 
in Narragansett 2008 FERC Form 1 on page 304, column (b) are incorrect.

S:\RADATA1\2009 neco\General Rate Case\Discovery\DIV\Set 3\DIV 3-15\DIV 3-15 Backup.xls Reconciliation 07/02/2009 8:18 AM
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Division Data Request 3-16 
 
Request: 
 
 Referring to NG-JP-1, Pages 2 and 3, please provide supporting documentation for the 
Cost per Mile for Level 2 and Level 3 Work. 
 
Response: 
 
 For the purpose of establishing the cost associated with this program, the Company is 
projecting that work generated from Level 2 and 3 program activities will be approximately 
equal to the work generated through the current Feeder Hardening Program, on a combined 
basis.  
 

The Feeder Hardening program was developed to specifically address overhead 
deteriorated equipment and lightning related interruptions on distribution feeders.  Feeder 
Hardening utilizes remediation measures, such as replacement of fuse cutouts, cross arms, poles 
and transformers; lightning protection with bonding, grounding and lightning arrester 
installations; and installation of animal guards.  Equipment is inspected and replaced as needed 
on the selected Feeder Hardening circuits.  The work that will be completed as part of the 
Inspection and Maintenance program will be a more systematic application of this program; 
targeted at addressing 20% of the system on an annual basis. 
 
 The current cost of feeder hardening is approximately $15,000 per mile for capital 
expenditures and $4500 per mile for O&M expense.  These estimates were developed based on 
historic spending. 
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Division Data Request 3-17 
 
Request: 
 
 Referring to NG-JP-1, Pages 2 and 3, please provide supporting documentation for the 
Miles in Column (a). 
 
Response: 
 

National Grid has approximately 5,100 miles of overhead distribution and 
subtransmission lines in Rhode Island.  Through the I&M Program, the Company will perform 
inspections on the entire population of overhead distribution and sub-transmission lines in Rhode 
Island on a recurring, five-year cycle.  This means that 20% of the feeder population, or 1,020 
miles, would be inspected each year.   

 
National Grid is expecting to complete approximately 75% of the annual mileage (770 

miles) through the ongoing Feeder Hardening Program through 2011.  However, as discussed in 
the testimony of John Pettigrew, the Company plans to conduct broader, incremental Feeder 
Hardening activities beyond 2011 through the I&M Program.  The Feeder Hardening Program 
was targeted at the inspection and repair of particular feeders in order to gain a reliability 
improvement.  The I&M Program is designed with a broader scope that will involve inspections 
and repairs across the entire system on all major distribution facilities.  As a result, once fully 
implemented in 2011, the I&M Program will encompass Feeder Hardening activities within its 
broader scope. 
 
 



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Third Set of Data Requests 

Issued June 16, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  John Pettigrew 
 

Division Data Request 3-18 
 
Request: 
 
 Referring to NG-JP-1, Page 5, please provide supporting documentation for number of 
FTEs and the Assumed Cost per FTE. 
 
Response: 
 
 The total number of 22 FTE’s is comprised of the actual staff currently working within 
the inspection group in New England.  The breakdown is as follows: 
 

 1 Manager 
 1 Lead Supervisor 
 3 Supervisors 
 2 Analysts 
 2 Administrative Support Personnel 
 13 Inspectors 

 
 The estimated average cost per FTE is $89,411.  This amount is based on the average 
annual salaries of 13 additional inspectors hired in New England in December 2008.  The Rhode 
Island portion is approximately 24.8% of the total New England cost. 
 
 With the implementation of the new Inspection & Maintenance strategy in calendar year 
2010, it is estimated that the Company will need to add 2 additional FTEs to perform 
approximately 900 miles of subtransmission inspection in New England; 10 additional FTEs to 
perform various underground inspections in New England including metallic hand-holes, internal 
inspection of pad-mounted transformers and switchgears and infrared inspection of separable 
components; 1 additional supervisor; and 8 additional FTE’s to perform 25% QA/QC review.  
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Division Data Request 3-21 
 
Request: 
 
 Please provide the vegetation management expense incurred in 2006 and 2007. 
 
Response: 
 
 Below is the Company’s Distribution Vegetation Management expense incurred in 2006 
and 2007. 
 

  CY 06  CY 07 

  Actual   Actual 

OPEX – Vegetation Management     
Cycle Trimming  3,472,306  4,702,319 
Hazard Tree On-Cycle  179,124  183,945 
Hazard Tree Off-Cycle    234,194 
Worst Feeders    12,780 
Interim/Spot Trim  133,052  131,288 
Sub-T (on-road and off-road costs up to CY 09)  415,552  329,069 
Police/Flagman Detail  229,163  330,635 
Customer Requests  221,974  334,817 
Trouble Maintenance  48,964  119,947 
Other Veg Costs - Contractor  51,304  97,725 
Other Veg Costs - All Other  174,431  210,546 
     
Total O&M for Vegetation Management  $4,925,870  $6,687,265 
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Division Data Request 4-1 
 
Request: 

 
Please update Schedules NG-PRM-3 and 4 to include 2008 data. 
 

Response: 
 
 Please Attachments DIV 4-1-1 and DIV 4-1-2 for the updates to Schedules NG-PRM-3 
and 4, respectively.  Since the time that the companies were compiled for Schedule NG-PRM-4, 
Standard & Poor’s added the following companies to its Public Utility index:  EQT Corporation 
(added February 6, 2009) Northeast Utilities (added March 16, 2009), SCANA Corporation 
(added December 31, 2008), and Wisconsin Energy Corporation (added October 30, 2008).  
Those companies are included in the attached update. 
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Division Data Request 4-2 
 
Request: 

 
Please provide copies of all credit rating reports for National Grid and Narragansett since 

January 1, 2008. 
 

Response: 
 

Please see the attachments included with the Company’s response to Data Request 
COMM 1-10. 
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Division Data Request 4-3 
 
Request: 

 
  Please provide a copy of the most recent presentation by National Grid and/or 

Narragansett management to credit rating agencies and to securities analysts. 
 

Response: 
 

Please the attachments included with the Company’s response to Data Request COMM 
1-9.  
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Division Data Request 4-4 
 
Request: 

 
  With regard to Schedule NR-PRM-1, footnote (3), please explain why the $58.5 million 

of debt retained by Narragansett is excluded from capital structure.  Is that debt still outstanding?  
If so, identify the cost rate.  

 
Response:  
 
  The $58.5 million of long-term debt at Narragansett Electric Company was excluded only 
from the calculation of the effective long-term debt interest rate used to determine the 
Company’s overall cost of capital.  This debt is still outstanding and, as shown on page 2 of 
Schedule NG-PRM-1, was included in the Company’s consolidated capital structure and the 
calculation of its capitalization ratios.  This debt has an average cost rate of 7.99%.  The reason 
for excluding the cost of this debt from the Company’s overall cost of capital is explained on 
lines 5 through 12 of page 4 of Mr. Moul’s pre-filed direct testimony.  
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Division Data Request 4-5 
 
Request: 

 
  Provide copies of Narragansett’s income and cash flow statements for 2008 and its 

balance sheet at December 31, 2008 and March 31, 2009.   
 

Response: 
  

Please refer to the attachments provided in response to Data Request COMM 1-6(2) for 
Narragansett’s income statement and balance sheet at December 31, 2008.  As the Company 
does not file electric-only cash flow statements, Narragansett’s consolidated electric and gas cash 
flow statement for 2008 is available in response to Data Request COMM 1-1(8)(i).    
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Division Data Request 4-6 
 
Request: 

 
  Schedule NG-PRM-1, page 1 of 2, states that $512 million of debt in the form of 10-year 

bonds was issued on November 1, 2008.  However, page 2 of that exhibit shows $58.3 million of 
debt at December 31, 2008.  Please explain this discrepancy.   

 
Response:  
 
 The date of November 1, 2008 stated on page 1 of 2 of Schedule NG-PRM-1 is an error.  
Page 1 of 2 of Schedule NG-PRM-1 should be revised to reflect the correct date of November 1, 
2009, which is the expected issuance date of the $512 million of new 10-year debt. 
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Division Data Request 4-7 
 
Request: 

 
  Please provide the details on the timing of achieving and completing the capitalization 

restructuring plan.   
 

Response: 
 

The details on the timing of achieving and completing the capitalization restructuring 
plan are contained in the Application of The Narragansett Electric Company d/b/a National Grid 
Regarding the Issuance of New Long-Term Debt, which is provided herewith as Attachment 
DIV 4-7.  



  
 
 
 
 

June 18, 2009 
 
 

VIA HAND DELIVERY & ELECTRONIC MAIL 
 
 

Luly E. Massaro, Division Clerk 
Rhode Island Division of Public Utilities and Carriers 
89 Jefferson Boulevard 
Warwick, RI  02888 
 

RE: Application of Narragansett Electric Company d/b/a National Grid Regarding 
Issuance of New Long-Term Debt 

 
Dear Ms. Massaro: 
 
 On behalf of Narragansett Electric Company d/b/a National Grid (“National Grid”),  I am filing an 
original and four copies of the Application of The Narragansett Electric Company d/b/a National Grid 
Regarding Issuance of New Long-Term Debt.  This filing consists of the Company’s Application, the direct 
testimony of Lorraine M. Lynch and supporting Exhibits B, C, and D.  This filing also includes a proposed 
public notice of the filing and an attached certificate of service noticing the service of this filing on the 
Department of the Attorney General.          
 

Thank you for your attention to this transmittal.  If you have any questions, please feel free to 
contact me at (401) 784-7667.  
 
        Very truly yours, 

 
 
        Thomas R. Teehan 
Enclosure 
 
cc: Patrick C. Lynch, Attorney General, State of Rhode Island 
 Leo Wold, Esq., Office of Attorney General 
 Thomas Ahern, Administrator, Division of Public Utilities & Carriers 
 Steve Scialabba, Division of Public Utilities & Carriers 
 Patricia Luccarelli, Esq., Public Utilities Commission  
 

Thomas R. Teehan 
Senior Counsel 
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tahern@ripuc.state.ri.us Thomas Ahern, Administrator 
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89 Jefferson Boulevard 
Warwick, RI   02888 
 
Stephen Scialabba, Chief Accountant 
RI Division of Public Utilities & Carriers 
89 Jefferson Boulevard 
Warwick, RI   02 

 
 
 
 
sscialabba@ripuc.state.ri.us 

401-780-2115 
________________ 
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Patrick C. Lynch, Attorney General 
Dept. of Attorney General 
150 South Main St. 
Providence RI  02903 Dstearns@ripuc.state.ri.us  

 
401-222-2424  
 
 

lwold@riag.ri.gov  
 

Leo Wold, Assistant Attorney General 
Dept. of Attorney General 
150 South Main St. 
Providence RI  02903 

mtobin@riag.ri.gov 

401-222-2424 
ext. 2231 

Patricia Lucarelli, Esq. 
Rhode Island Public Utilities Commission 
89 Jefferson Boulevard 
Warwick, RI   02888 
 

plucarelli@puc.state.ri.us 401-780-2104 
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STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS 
 

DIVISION OF PUBLIC UTILITIES AND CARRIERS 
 
 
Application and Statement by The ) 
Narragansett Electric Company  ) 
d/b/a National Grid    ) 
Regarding Issue of New   )   Docket No. ______ 
Long-Term Debt   ) 
 

The Applicant, The Narragansett Electric Company d/b/a National Grid (the 

“Company”), respectfully represents that: 

(1) The Company seeks authorization to issue and sell one or more series and/or 

issues of new long-term debt, pursuant to the General Laws of Rhode Island, Sections 39-3-15 

and 39-3-17. 

(2) The Company is a duly organized and existing corporation of the State of Rhode 

Island, with a place of business at 280 Melrose Street, Providence, Rhode Island, having been 

created by Special Act of the General Assembly of the State, passed at its January Session, A.D. 

1926, which Act has been amended by further special Acts of the General Assembly, passed at 

its January Sessions, A.D., 1927, 1937, 1947, 1956, 1964, 1976, and 1988 (such Act as amended 

being hereinafter referred to as the “Charter”).  The Company is a public utility as defined in the 

General Laws of Rhode Island, Section 39-1-2, and possesses and is subject to the powers, 

privileges, duties, and obligations set forth in its Charter, subject to the provisions of the General 

Laws of the State of Rhode Island.  The Company is authorized to do business in the State of 

Rhode Island.  Correspondence and communications to the Company should be addressed to: 

Thomas R. Teehan. 
Senior Counsel 
National Grid 

280 Melrose Street 
Providence, Rhode Island 02901 
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With a copy to: 
 

Thomas P. O’Neill 
Senior Counsel 

National Grid Corporate Services, LLC 
40 Sylvan Road 

Waltham, MA 02451 
 

(3) Pursuant to the provisions of its Charter and approval of the Division of Public 

Utilities and Carriers (the “Division”), or its predecessors, the Company had authorized and 

outstanding as of December 31, 2008 the following: 

 Capital Stock        Shares 
 
 Common Stock, $50 par value 1,132,487  
 Cumulative Preferred Stock, $50 par value 
  4.50% Series 49,089  
    
    
 First Mortgage Bonds (*) 
 
 Series   Percent  Due    Amount 
 
Providence Gas FMB S 6.82%   April 1, 2018   14,464,000 
Providence Gas FMB N 9.63%   May 30, 2020   10,000,000 
Providence Gas FMB O 8.46%   September 30, 2022  12,500,000 
Providence Gas FMB P 8.09%   September 30, 2022    8,750,000 
Providence Gas FMB R 7.50%   December 15, 2025  12,750,000 
 
 
  (*)  An Indenture, dated as of January 1, 1922, by and between the U.S. Bank National 
Association (successor to State Street Bank and Trust Company, successor to BankBoston, N.A., 
successor to Rhode Island Hospital Trust National Bank, successor to Rhode Island Hospital 
Trust Company), as trustee, and the Company, successor to Southern Union Company, successor 
to Providence Gas Company, as heretofore supplemented and amended, secures these First 
Mortgage Bonds assumed by the Company in connection with the acquisition of certain Rhode 
Island gas assets of Southern Union Company.   
 
 (4) It is in the public interest, and the Company hereby seeks Division authorization, 

to:  

 (a) issue, from time to time, through March 31, 2012, new long term debt not to exceed 

an aggregate principal amount of $840 million outstanding at any one time for the purpose of:  
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(1) replenishing internally generated cash resources that were used to fund long-lived capital 

plant additions and refund long-term debt; (2) helping to fund capital expenditures anticipated 

through March 31, 2012; (3) redeeming existing outstanding long-term debt; (4) repayment of 

existing short-term debt and; (5) other proper corporate purposes of the Company. 

 (b) issue long-term debt with a maturity greater than one year and not to exceed 40 years 

from the date of issuance.  The securities would carry either a fixed rate or adjustable interest 

rate, which will vary with a market index to be designated at the time of issuance, not to exceed 

an effective rate of 12 percent per annum (the “Maximum Interest Rate”).  To ensure adequate 

flexibility in meeting market conditions at the time of issuance, the Company is requesting 

authorization to issue secured or unsecured debt, taxable or tax-exempt debt, bonds, medium or 

long term notes, debentures, revolving credit loans and term or bank loans, or similar securities 

(i.e., the “New Debt”).   

 (c) enter into evidences of indebtedness and related instruments in connection with the 

New Debt, including, but not limited to, loan agreements, indentures, supplemental indentures, 

promissory notes, debentures, credit agreements, participation agreements, underwriting or 

similar agreements, bond purchase agreements, remarketing agreements, security agreements and 

instruments  insurance agreements, hedging instruments, or their equivalent, and amendments, 

restatements, modifications, or supplements thereto (“Instruments”).  The terms of each 

Instrument will be substantially similar to the terms for comparable transactions available in the 

credit market, at the time of New Debt issuance, to companies having a credit rating substantially 

equivalent to the Company’s credit rating.   

The New Debt may be issued to or through third parties, in either public offerings or 

private placements.  Publicly offered New Debt may include, without limitation, New Debt 

registered with the Securities and Exchange Commission and New Debt listed on the New York, 
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London or other Stock Exchange, with or without an associated guaranty by a direct or indirect 

parent of the Company.   

The owners of New Debt issued to or through third parties may have the right to tender 

the New Debt for purchase upon specified notice periods.  The New Debt may be subject to 

redemption at the option of the Company in accordance with the terms of the applicable 

agreement and otherwise as required by such agreement. 

(5) As of December 31, 2008, the Company has approximately $278 million of debt 

outstanding (including short-term debt), which the Company may refinance with New Debt 

depending upon market conditions and the terms of such debt.   

(6) In determining the timing and amount of issuance of the New Debt, the Company 

intends to maintain a ratio of total long-term debt to total capitalization (excluding goodwill) of 

approximately 45 percent and a ratio of total short-term debt to total capitalization of 

approximately 5 percent.   

(7) In accordance with Section 14 of the Division’s Rules of Practice and Procedure, 

written testimony and supporting exhibits are attached hereto including the written testimony of 

the Company’s Assistant Treasurer, Lorraine M. Lynch. 

(8) Because of volatility in the debt markets, it is in the public interest that the 

Company have the flexibility to choose the timing of and to select purchasers of the long term debt 

securities on the basis of standards and criteria that in management’s judgment will result in 

benefits to the Company and its customers, including, but not limited to, the terms and interest rate.   

Because the precise terms of the proposed New Debt issuances are not known at this time, the 

Company seeks a waiver of the Division’s Rules of Practice and Procedure 14 (1) (ii), (iii) and (iv) 

to the extent that it would require the Company to provide investment memoranda, prospectuses, 
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information or registration statements or other documents to describe the transactions or potential 

funding sources.  

(9) Exhibit B contains the Company’s current estimate of the costs and expenses of 

issuing New Debt; however, this is an estimate only and the actual costs and expenses may differ 

from this estimate.  The Company requests that the actual costs and expenses of issuing New 

Debt be deferred and amortized over the life of the New Debt.  

(10) The Company currently plans to begin issuing New Debt in the Fall 2009.  The 

Company respectfully requests that the Division act on this Application by August 1, 2009 to 

enable the Company to plan the issuance of New Debt in accordance with its current schedule. 

(11) Exhibit C of this Application comprises the actual balance sheet of the Company 

at December 31, 2008. 

(12) In accordance with Section 14 of the Division’s Rules of Practice and Procedure a 

copy of this application has been filed with the Rhode Island Office of Attorney General. 

 Accordingly, the Company, under the General Laws of Rhode Island, Sections 39-3-15 

and 39-3-17, requests the entry of an order:  

 A. Authorizing, approving and consenting to the issuance and sale by the Company, 

from time to time, to or through third parties (including, but not limited to, through public 

offerings or private placements), through March 31, 2012, of new long-term debt securities not 

exceeding $840 million in aggregate principal amount outstanding at any one time, upon such 

terms, at such rates of interest, with such maturities and at such prices, as the Company may 

determine, and if the price of any such long term debt securities is below the face amount of such 

long-term debt securities, find that the issuance and sale below face amount is in the public 

interest and if any such long-term debt security is sold at less than face value, authorize and 

approve the amortization of the discount over the life of such security; provided that, each issue 
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of new long-term debt securities shall (a) mature in not more than 40 years from the date of 

issuance, (b) be sold at a price not less than 95 percent nor more than 100 percent of its principal 

amount, exclusive of accrued interest and expenses, (c) bear interest at a fixed rate or an 

adjustable rate, which will vary with a market index designated at the time of each such issuance, 

not exceeding an effective rate of 12 percent per annum (unless an order of the Division is issued 

approving a higher rate), and (d) shall be sold through one or more of (i) competitive bidding, 

(ii) negotiation with underwriters, (iii) negotiation directly with investors, (iv) through one or 

more agents, (v) to one or more agents as principal for resale to investors, (vi) in private or 

public offerings, or (vii) in connection with the establishment of loan facilities with a bank or 

syndicate of banks;   

  B. Authorizing, approving and consenting to the execution and delivery by the 

Company of agreements and other instruments in connection with the issuance and sale of such 

new long term debt securities including, but not limited to, loan agreements, indentures, notes, 

debentures, credit agreements, participation agreements, underwriting agreements, bond 

purchase agreements, remarketing agreements, security agreements and instruments, insurance 

agreements, hedging instruments, or their equivalents;   

 C. Authorizing, approving and consenting to the use of the proceeds of the issue and 

sale of such new long-term debt securities for the payment of capital expenditures incurred by 

the Company for extensions, additions and improvements to the Company’s plant and properties 

or for the payment of obligations of the Company incurred for such purposes; for the repayment 

or terming out of short-term debt; for the refinancing of existing debt; for general working 

capital purposes; and for other proper corporate purposes, including, but not limited to, the 

replenishment of internally generated funds previously used to refund long-term debt and 
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construct and reinforce the distribution system, the restructuring of the Company’s capitalization 

and the payment of dividends.  

D. Authorizing, approving and consenting that the Company may, from time to time in 

one or more transactions, refinance some or all of the new long-term debt securities, in one or more 

series and/or issues; 

 E. Authorizing, approving and consenting to the execution and delivery by the 

Company of such other financing and security agreements or instruments as may be reasonably 

necessary in the view of the Company in connection with the issuance of the new long-term debt 

securities described in this Application, and also authorize, approve, and vote that the new long-

term debt securities described in this Application may be guaranteed by a direct or indirect parent 

of the Company, as necessary and appropriate to complete a debt issuance;     

 F. Reciting the purposes to which the proceeds of such new long-term debt securities 

may be applied and reciting that the money to be procured by such series and/or issues of new 

long-term debt securities is reasonably required for the purpose specified in such order; and 

 G. Authorizing, approving and consenting to such other and further orders and 

approvals as the Division may deem proper in the circumstances. 
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The Narragansett t Electric Company d/b/a 

National Grid 

Testimony of Lorraine M. Lynch 

Docket No ___ 

Q. Please state your name, business address and position with The Narragansett 1 

Electric Company. 2 

A. My name is Lorraine M. Lynch.  I am the Assistant Treasurer of The Narragansett 3 

Electric Company, which is an electric and gas distribution company wholly 4 

owned by National Grid USA (the “Company”).  I am employed by National Grid 5 

Corporate Services LLC (“Service Company”), a service company affiliate of the 6 

Company.  Service Company is a subsidiary of KeySpan Corporation 7 

(“KeySpan”).  KeySpan was acquired by National Grid USA in 2007.  My 8 

business address is One MetroTech Center, Brooklyn, New York 11201. 9 

Q. Please describe your educational and professional background. 10 

A. In 1991, I graduated from Saint Francis College with a Bachelor of Science 11 

Degree in Business Management and a minor in Accounting.  I am currently 12 

pursuing my MBA in Finance at Pace University in NYC.  I am a Certified 13 

Treasury Professional and a member of the Association of Financial Professionals 14 

and the Institute of Management Accountants.  I joined the KeySpan companies 15 

in 1991 as a management trainee and over the years have held various 16 

management positions in Tax, Accounting and Treasury.   17 

Q. Please describe your current duties and responsibilities. 18 

A. In 2007, I was named Vice President of US Treasury, accountable for U.S. cash 19 

management, regulatory financing applications, local compliance, pension and 20 

401K investment management, commodity and credit risk management and debt 21 

investor relations and U.S. capital market support. 22 

Q. Please describe the Company’s application in this proceeding. 23 

A. The Narragansett Electric Company is a combined electric and gas distribution 24 

company, which in this filing is seeking the Division’s authorization to issue new 25 

long-term debt not to exceed an aggregate principal amount of $840 million for 26 

the purpose of financing utility operations.  The Company plans to issue the debt 27 

in at least two offerings, with the first offering of approximately $512 million 28 
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occurring in the Fall 2009, assuming acceptable market conditions.  The 1 

Company would issue the remainder of the authorized amount in one or more 2 

offerings occurring before March 31, 2012.   3 

Q. What is the purpose of the debt issuance? 4 

A. The issuance of an aggregate principal amount of $840 million is necessary to 5 

fund utility operations now and in the future.  Specifically, the funds are 6 

necessary to meet the following public-service objectives:  (1) to replenish 7 

internally generated cash resources that were used to fund long-lived capital plant 8 

additions and refund long-term debt over the past several years; (2) to help fund 9 

capital expenditures anticipated through March 31, 2012, which represent a 10 

considerable ramp-up over historical capital-expenditure levels, (3) to redeem 11 

existing outstanding long-term debt, and (4) to repay existing short-term debt so 12 

that these financing resources are made available for ongoing working capital 13 

needs.  Currently, the Company’s gas and electric utility plant in service is funded 14 

almost exclusively by short-term debt, which is not intended to be utilized to 15 

support permanent capital assets on a long-term basis.  In addition, short-term 16 

debt is priced at variable rates, which have the potential to experience a high 17 

degree of volatility in response to inflation and other market factors.  Therefore, 18 

in order to protect the interests of customers who ultimately pay the cost of that 19 

debt, and to serve fundamental finance principles that call for the financing of 20 

long-lived assets with long-term debt, the Company has determined it necessary 21 

to complete a debt issuance in an aggregate amount not to exceed $840 million.  22 

Q. Are there any particular concerns that the Company is trying to address, 23 

which increase the importance of this filing for customers? 24 

A. Yes.  Due to the current crisis in the credit markets and potential actions of the 25 

Federal Reserve, the Company has a concern that short-term interest rates could 26 

vary widely over periods of time in the future.  Therefore, the Company plans to 27 

use a portion of the funds obtained through the debt issuance to refinance a fairly 28 
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significant amount of the Company’s currently outstanding short-term debt, as 1 

warranted by prevailing market conditions.  For the last several years, the 2 

Company has used internally generated funds and short-term debt to finance the 3 

construction and replacement of utility plant-in-service, which represents long-4 

lived assets that should be financed, in part, with debt issuances having maturities 5 

closer to or matching the average expected life of the underlying asset.  As noted 6 

above, replacement of short-term debt with long-term debt will have the corollary 7 

effect of freeing up short-term debt capacity for its intended purpose of financing 8 

day-to-day working capital needs and, on a temporary basis, new construction 9 

work in progress until the time that these projects are placed in service.  It is in the 10 

interests of customers for the Company to have a capital structure that 11 

appropriately supports utility operations because, over the long run, the Company 12 

will maintain access to vital capital resources at a reasonable cost.  13 

Q. Are there circumstances in the current market for long-term debt securities 14 

that the Company must consider in determining the timing and structure of 15 

any debt issuances? 16 

A. Yes.  Conditions in the credit markets at the present time are extremely difficult 17 

for borrowers, including the Company and similarly rated companies.  Given 18 

current market conditions, the Company no longer has the opportunity to choose 19 

its preferred debt instrument and to make an offering to the market with a 20 

predictable outcome.  In this market, the opportunities for debt issuance are far 21 

fewer than in the past and are driven by investors and their requirements for 22 

capital investment, rather than the Company’s preference.  As a result, the 23 

Company will need to have a level of flexibility in terms of identifying details 24 

such as (1) the type of debt instrument to be utilized; (2) the term of the debt 25 

instrument, and (3) the interest rate to be paid to investors.  There is no reasonable 26 

evaluation that the Company can perform at this point in time to identify the 27 

structure, term and cost of a debt issuance that will not take place for several 28 

months.  Because market conditions are highly unusual, there is no reliable basis 29 
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upon which the Company can assess investor preferences and predilections in 1 

advance of the actual issuance.  This is because there is a high probability that any 2 

investor preference existing today for a particular type of debt instruments will 3 

change by the time the Company actually brings an offering to market.   4 

For example, the Company’s preference would be to issue unsecured bonds 5 

because historically these instruments have had a high degree of marketability and 6 

are attractive to a larger investor base.  However, investors may not be willing to 7 

invest capital in this type of instrument given prevailing market conditions and 8 

other opportunities that exist for capital investment.  At the time the issuance is 9 

made, it may be that investors are only willing to provide capital through credit 10 

agreements, syndicated borrowing or other types of debt instruments.  Investor 11 

preference is simply not following predictable historical patterns in this market, 12 

and therefore, it is very difficult for the Company to identify the specific 13 

structure, term and cost of its debt issuance. 14 

Q. How does the Company propose to deal with this level of uncertainty in 15 

tendering its offering? 16 

A. When authorization for the debt issuance is obtained from the Division, the 17 

Company will consult with its banking partners and financial advisors who will 18 

provide the Company with indicators on the structure, term and cost of financings 19 

that have recently occurred.  The Company will work with its advisors to develop 20 

an approach designed to attract capital at the most favorable rates and terms 21 

possible.  Given the need to adapt to market conditions existing at the time of the 22 

debt issuance, it is necessary for the Company to obtain a waiver of the Division’s 23 

Rules of Practice and Procedure 14 (1) (ii), (iii) and (iv) to the extent that those 24 

provisions require the Company to provide investment memoranda, prospectuses, 25 

information or registration statements or other documents to describe the 26 

transactions or potential funding sources as part of this application.   27 
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Q. What are the types of debt instruments that the Company anticipates could 1 

be utilized depending upon market conditions? 2 

A. Historically, there have been a number of debt instruments that would be 3 

available to the Company.  In this case, the Company is requesting authorization 4 

to issue long-term debt with a maturity greater than one year and not to exceed 40 5 

years from the date of issuance.  The securities would carry either a fixed rate or 6 

adjustable interest rate, which will vary with a market index to be designated at 7 

the time of issuance, not to exceed an effective rate of 12 percent per annum (the 8 

“Maximum Interest Rate”).  To ensure adequate flexibility in meeting market 9 

conditions at the time of issuance, the Company is requesting authorization to 10 

issue secured or unsecured debt, taxable or tax-exempt debt, bonds, medium or 11 

long term notes, debentures, revolving credit loans and term or bank loans, or 12 

similar securities (i.e., the “New Debt”).  In addition, the Company requires 13 

Division authorization to enter into evidences of indebtedness and related 14 

instruments in connection with the New Debt, including, but not limited to, loan 15 

agreements, indentures, supplemental indentures, promissory notes, debentures, 16 

credit agreements, participation agreements, underwriting agreements, bond 17 

purchase agreements, remarketing agreements, security agreements and 18 

instruments, insurance agreements, Hedging Instruments (as defined below), or 19 

any other agreements equivalent to each of the foregoing as well as amendments, 20 

restatements, modifications, or supplements thereto (“Instruments”).  The terms of 21 

each Instrument will be substantially similar to the terms for comparable 22 

transactions available in the credit market, at the time of New Debt issuance, to 23 

companies having a credit rating substantially equivalent to the Company’s credit 24 

rating.       25 

 26 

Q. Are you familiar with Exhibit C, the Balance Sheet dated December 31, 27 

2008?  28 

A. Yes I am. 29 
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Q. What does this Exhibit show with respect to the capital structure of the 1 

Company? 2 

A. Exhibit C shows that at December 31, 2008 the Company’s total capitalization 3 

was composed of 14.4 percent debt (11.4 percent short-term debt and 3.0 percent 4 

long-term debt), 85.4 percent common equity, and 0.1 percent preferred stock.  5 

The Company’s debt securities are largely composed of short-term borrowings 6 

from the National Grid USA money pool and open account advances.   7 

Q. How does the Company plan to issue debt in an aggregate amount of up to 8 

$840 million? 9 

A. The Company’s immediate financing need is the issuance of approximately $512 10 

million of new long-term debt to repay $156 million of short-term debt and to 11 

provide a dividend of $356 million in order to establish an appropriate capital 12 

structure for the Company.  As noted above, the Company currently plans to 13 

complete this issuance in the Fall 2009.  The remainder of the authorized debt will 14 

be issued at a later date. 15 

Q. What impact will the Fall 2009 issuance have on the capital structure of 16 

Narragansett Electric? 17 

A. As shown in Exhibit D, Narragansett Electric’s planned issuance will reduce the 18 

existing equity ratio (using the reimbursement of previously generated internal 19 

funds to provide for a dividend) to 50 percent (exclusive of goodwill) and will 20 

establish a long-term debt ratio of 44.8 percent, a preferred stock ratio of 0.2 21 

percent and a short-term debt ratio of 5 percent.   22 

 23 

Q. Is this an appropriate capital structure for a regulated distribution 24 

company? 25 

A. Yes, it is.  The 50 percent equity ratio is the same ratio as used for ratemaking 26 

purposes in the Second Amended Stipulation and Settlement, which was approved 27 
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by the Rhode Island Public Utilities Commission in Docket No. 3617 and one that 1 

is generally in line with the electric utility industry.  Statistics published in The 2 

Value Investment Survey issued in February 2009 indicated that, in 2008, the 3 

capital structures of electric utilities in the Eastern United States (exclusive of 4 

short-term debt) were, on average, comprised of 48 percent common equity.  The 5 

survey also projects that the average common equity ratios of the electric industry 6 

will increase to 50 percent in coming years.   7 

Q. What ratings are assigned to the Company’s outstanding senior unsecured 8 

long term debt by the major rating agencies? 9 

A. The Company’s outstanding senior unsecured long term debt is rated A3 by 10 

Moody’s and A - by Standard and Poor’s.  11 

Q. What is the plan for the remaining $328 million that would be authorized by 12 

the Division if the Company’s application is approved in this case? 13 

A. The remaining $328 million of financing authority requested by the Company will 14 

be used to finance a portion of future capital expenditures and to maintain a 15 

capital structure composed of approximately 50 percent common equity 16 

(exclusive of goodwill).  Over the next three years, the Company’s capital 17 

expenditures are forecasted to exceed its cash flow from internal sources by 18 

approximately $450 million.  As a result, the remaining $328 million resulting 19 

from this application will be a significant contributor to the funding capital 20 

projects. 21 

 Depending on the type of New Debt security to be issued, the New Debt securities 22 

would be sold from time to time in light of the Company’s cash requirements and 23 

market conditions.  These securities may be sold in one or more offerings through 24 

one or more of competitive bidding; negotiation with underwriters; negotiation 25 

directly with investors, through one or more agents; to one or more agents as 26 

principal for resale to investors, in private or public offerings; or in connection 27 

with the establishment of loan facilities with a bank or syndicate of banks.   28 
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Q.  Please describe the public offering procedure. 1 

A. Publicly offered securities may include, without limitation, securities registered 2 

with the Securities and Exchange Commission (“SEC”) and securities listed on 3 

the London, New York or similar Stock Exchange, with or without an associated 4 

guaranty by a direct or indirect parent of the Company.  Such securities may 5 

include, without limitation, secured or unsecured, taxable or tax-exempt, bonds, 6 

medium or long term notes, debentures and similar securities.  In the case of 7 

publicly offered securities guaranteed by a direct or indirect parent of the 8 

Company, the Company may, under applicable SEC rules, be able to register such 9 

parent guaranteed securities without being required to undertake the costly burden 10 

of preparing and filing periodic reports under Section 13 of the Securities 11 

Exchange Act of 1934. 12 

Q. For cases where the Company elects to issue New Debt in a private offering, 13 

that is not a revolving credit, term or other bank loan, please describe the 14 

procedure for offering securities in such a private offering. 15 

A. In such a private offering, the securities would be offered to one or more 16 

accredited or qualified investors pursuant to an applicable exemption from the 17 

registration requirements of the Securities Act of 1933.  The Company would not 18 

be required to file a registration statement with the SEC in connection with such 19 

private offerings.  The securities may be offered either directly to such accredited 20 

or qualified investors or through one or more placement agents.  21 

Q. Will the New Debt be secured? 22 

A. The Company cannot determine, at this point in time, whether the New Debt will be 23 

secured or unsecured.  However, depending on market conditions, the New Debt 24 

may be supported by a letter or line of credit or standby bond purchase agreement 25 

with a bank or other financial entity, by bond insurance, or by other credit or 26 

liquidity support (“Security”).  The Security may also consist of or include a 27 

guaranty of the New Debt issued by a direct or indirect parent of the Company 28 
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(“Parent Guaranty”).  As noted above, under applicable SEC rules, a Parent 1 

Guaranty of New Debt securities may permit the Company to register such New 2 

Debt securities without requiring the Company to undertake the costly burden of 3 

preparing and filing periodic reports under Section 13 of the Securities Exchange 4 

Act of 1934.  The Company may execute and deliver such agreements and 5 

documents as may be necessary to obtain such Security in connection with the New 6 

Debt, including, without limitation, insurance agreements and letter of credit and 7 

reimbursement agreements.  The Company also may execute and deliver other 8 

related financing and security agreements, as may be reasonably necessary in the 9 

view of the Company, to issue or refinance the New Debt. 10 

Q. Does the Company intend to engage in hedging arrangements in connection 11 

with the New Debt? 12 

A. Yes.  The Company proposes to enter into financial instruments intended to 13 

manage the volatility of currencies and interest rates, including currency and 14 

interest rate swaps, options, and forward agreements or similar agreements 15 

(“Hedging Instruments”) in connection with the New Debt.  The Company would 16 

employ Hedging Instruments as a means of prudently managing the risk 17 

associated with the New Debt by limiting the impact of changes in interest rates 18 

or foreign exchange rates.  The Company will determine the optimal structure of 19 

each Hedging Instrument at the time of execution.  Hedging Instruments would be 20 

entered into only with counterparties whose senior debt ratings are investment 21 

grade as determined by Standard & Poor's, Moody's Investors Service, Inc. or 22 

Fitch Ratings, Ltd.  The Company would not enter into transactions in Hedging 23 

Instruments for speculative purposes.  24 

Q. Please indicate what you estimate the costs and expenses of issuing New Debt 25 

to be. 26 

A. The Company’s current estimate of the costs and expenses of issuing New Debt is 27 

indicated on Exhibit B; however, this is an estimate only and the actual costs and 28 
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expenses may differ from this estimate.  The Company requests that the actual 1 

costs and expenses of issuing New Debt be deferred and amortized over the life of 2 

the New Debt.   3 

Q. Does this conclude your testimony? 4 

A. Yes it does.  5 
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          Exhibit B 
 
 
 
 
Estimated Expenses of Issue for Narragansett Debt Expressed as a Percentage of Principal 
 
 
Maturity in years 2 3 5 7 10 20 30 
        
Underwriting Commissions 0.350% 0.350% 0.600% 0.625%  0.650% 0.875% 0.875% 
Other Issuance Expenses* 0.200% 0.200% 0.200% 0.200% 0.200% 0.200% 0.200% 
        
Total Issuance Expenses 0.550% 0.550% 0.800% 0.825% 0.850% 1.075% 1.075% 
        
 

*  Other issuance expenses are usually approximately $1 million per issue.  This equates to 0.200% 
       for a principal amount of $500 million, but this proportion would rise for smaller issuances. 
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Exhibit C

THE NARRAGANSETT ELECTRIC COMPANY
Balance Sheets
(In thousands)

(Unaudited)

December 31,
2008

ASSETS

Utility plant, at original cost $ 2,003,904
Less accumulated provision for depreciation (835,204)

Net utility plant 1,168,700

Goodwill 724,810
Other property and investments 6,624        

Current assets:
Cash and cash equivalents 3,231
Restricted cash 72,223
Accounts receivable, net (less reserves of $21,419 and  

including $8,810 from affiliates) 330,542
Materials and supplies, at average cost

Gas storage 12,629
Other 8,808

Prepayments 1,878
Total current assets 429,311

Regulatory assets 281,715
Deferred charges and other assets 112,853

$ 2,724,013

CAPITALIZATION AND LIABILITIES

Capitalization:
Common stock, par value $50 per share, authorized

and outstanding 1,132,487 shares $ 56,624
Other paid-in capital 1,353,559
Retained earnings 308,128
Accumulated other comprehensive income/(loss) (73,741)

Total common equity 1,644,570

Cumulative preferred stock, par value $50 per share,
authorized and outstanding 49,089 shares 2,454

Long-term debt 56,922
Total capitalization 1,703,946

Current liabilities:
Long-term debt due within one year 1,375        
Short-term debt to affiliates 219,400
Accounts payable (including $3,809 to affiliates) 143,649
Accrued taxes 16,199      
Accrued interest 1,563
Rate adjustment mechanisms 43,848
Accrued wages and benefits 8,099
Other accrued expenses 8,242
Derivative Liabilities 48,901
Customer deposits 7,450
Dividends payable 28

Total current liabilities 498,754

Deferred federal income taxes 191,034
Unamortized investment tax credits 2,940
Regulatory liabilities 77,557
Other reserves and deferred credits 249,782

$ 2,724,013
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Exhibit D

Ratemaking Restructuring
Balance Ratio Adjustments Balance Ratio Financing Plan Balance Ratio

Long-Term Debt 58,297 3.0% 167 (A) 58,464 4.6% 512,000 570,464 44.8%
Short-Term Debt 219,400 11.4% 219,400 17.2% (156,000) 63,400 5.0%
Preferred Stock 2,454 0.1% 2,454 0.2% 2,454 0.2%
Common Equity 1,644,570 85.4% (651,068) (B) 993,502 78.0% (356,000) 637,502 50.0%
Total Capitalization 1,924,721 100.0% 1,273,820 100.0% 1,273,820 100.0%

Long-Term Debt
Amount           Interest Maturity

Series Outstanding            Rate Date
Providence Gas FMB S 14,464 6.82% 01-Apr-18
Providence Gas FMB N 10,000 9.63% 30-May-20
Providence Gas FMB O 12,500 8.46% 30-Sep-22
Providence Gas FMB P 8,750 8.09% 30-Sep-22
Providence Gas FMB R 12,750 7.50% 15-Dec-25
Total 58,464 7.99%

Preferred Stock
Amount          Dividend

Series Outstanding            Rate
NARR 4.50% 2,454 4.50%

(A) Removal of unamortized debt issuance expenses of $167. 
(B) Removal of goodwill of $724,810 and accumulated other comprehensive income of ($73,741)

NARRAGANSETT ELECTRIC COMPANY 

Capital Structure 
After Restructuring

Capital Structure 
As of December 31, 2008

Capital Structure 
For Ratemaking Purposes

Impact of Proposed Financing Plan to Restructure Capitalization
($000)
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STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS 
 

DIVISION OF PUBLIC UTILITIES AND CARRIERS 
 
 
 The Narragansett Electric Company ) 
d/b/a National Grid    ) 
        Docket No.     
 
 
 

APPLICATION FOR BORROWING AUTHORITY  
 

NOTICE OF FILING AND PUBLIC HEARING 
 
 

On June 18, 2009, pursuant to the Rhode Island General Law § 39-3-15, §39-3-17 and Section 

14 of the Division of Public Utilities and Carriers’ (“Division”)  Rules of Practice and Procedure, 

The Narragansett Electric Company d/b/a National Grid  (“ National Grid” or  the “Company ”) 

hereby gives notice that it has filed with the Division an Application to issue, from time to time, 

through March 31, 2012, new long term debt not to exceed an aggregate principal amount of 

$840 million outstanding at any one time for the purpose of:  (1) replenishing internally 

generated cash resources that were used to fund long-lived capital plant additions and refund 

long-term debt; (2) helping to fund capital expenditures anticipated through March 31, 2012; (3) 

redeeming existing outstanding long-term debt; (4) repayment of existing short-term debt, and; 

(5) other proper corporate purposes of the Company. 

A hearing on the proposal will be held at the Division, 89 Jefferson Boulevard, Warwick, 

Rhode Island on __________, 2009 at ______a.m.  The hearing may continue thereafter from 

day to day and time to time as required.  At this hearing, the Division will consider the propriety 

of the Company’s Application for Borrowing Authority.   Please note that the Division is 

accessible to the handicapped, and that individuals requesting interpreter services for the hearing 

impaired must contact the Clerk seventy-two hours in advance of the hearing.  
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 A copy of the application is on file for examination at National Grid, 280 Melrose Street, 

Providence, Rhode Island, and at the offices of the Division, 89 Jefferson Boulevard, Warwick, 

Rhode Island.    A copy of the filing was also provided to the Rhode Island Attorney General’s 

Department, Consumer Division. 

Reference is made to Chapters 39-3-15 and 39-3-17 of the Rhode Island General Laws.  

 

Thomas F. Ahern, Administrator.  
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The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Fourth Set of Data Requests 

Issued June 17, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Andrew E. Dinkel, III 
 

Division Data Request 4-8 
 
Request: 
 

Please provide the basis and documentation for the 2.5 percent short-term debt rate.   
 

Response: 
 

The short-term debt rate of 2.5% is the estimated annual average cost of high grade 
commercial paper for 2010 that would be charged to the Company on funds borrowed from 
National Grid’s corporate money pool.  That rate was assumed to be the projected average 6 
month LIBOR rate for 2010 plus a 50 basis point spread over LIBOR that was determined 
through conversations with commercial paper dealers regarding the pricing of high grade paper 
in the United States.  The average LIBOR rate was determined using the attached graphs from 
Bloomberg.   

 
The graphs labeled “US0003M Index” and “US0006M Index” show that, in mid April 

2009 when the projection was made, the three and six month LIBOR rates were approximately 
1.11% and 1.65%, respectively.  The third graph from Bloomberg labeled “GP – Line Chart” 
shows the pricing of a forward three month LIBOR futures contract for December 2010.  The 
graph indicates that, in mid April 2009, the three month LIBOR rate in December 2010 was 
estimated to be approximately 1.65% (please note that by the way these contracts are priced the 
rate is equal to 100 minus the y-axis amount of 98.35).  Because there were no traded six month 
LIBOR futures contracts, the 6 month LIBOR rate for December 2010 was then estimated by 
adding the same spread of 0.5% that existed between the three and six month rates in mid April 
to the projected three month LIBOR rate for December 2010.  That resulted in a projected six 
month LIBOR rate of 2.15%.  As shown on the attached spread sheet, the six month LIBOR rate 
was assumed to increase linearly from 1.65% in April 2009 to 2.15% in December 2010 
resulting in average rate of 2.01% for 2010.      



    Short Term Debt Interest Rate Projection

          6 Month 
       Libor Rate (%)

April 2009 1.65
May 2009 1.68
June 2009 1.70
July 2009 1.73
August 2009 1.75
September 2009 1.78
October 2009 1.80
November 2009 1.83
December 2009 1.85
January 2010 1.88
February 2010 1.90
March 2010 1.93
April 2010 1.95
May 2010 1.98
June 2010 2.00
July 2010 2.03
August 2010 2.05
September 2010 2.08
October 2010 2.10
November 2010 2.13
December 2010 2.15

2010 Average 2.01

Commercial Paper Spread 0.50

Short-Term Debt Rate 2.51
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The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Fourth Set of Data Requests 

Issued June 17, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Andrew E. Dinkel, III 
 

Division Data Request 4-9 
 
Request: 
 

  Provide the monthly short-term balances and cost rates for January 2008 through June 
2009 for Narragansett.   

 
Response: 
 

The monthly short-term debt balances and cost rates for the period January 2008 through 
May 2009 for the Company are provided in Attachment DIV 4-9.  June 2009 balances and cost 
rates will not be available until after the end of that month.  



Narragansett Electric Company
d/b/a National Grid

Docket No. RIPUC 4065
Attachment DIV 4-9

Page 1 of 1

      Cost            Open Account Cost  
Money Pool      Rate                 Advance Rate

JANUARY 08 $73,650,000 4.12% 0 0%
FEBRUARY 08 $66,500,000 3.85% 0 0%
MARCH 08 $89,625,000 3.23% 0 0%
APRIL 08 $71,475,000 2.84% 0 0%
MAY 08 $45,650,000 2.58% 0 0%
JUNE 08 $54,825,000 2.46% 0 0%
JULY 08 $99,500,000 2.45% 0 0%
AUGUST 08 $134,525,000 2.44% 0 0%
SEPTEMBER 08 $75,800,000 3.47% $50,000,000 0%
OCTOBER 08 $98,375,000 4.52% $50,000,000 0%
NOVEMBER 08 $147,475,000 1.88% $50,000,000 0%
DECEMBER 08 $119,400,000 1.18% $100,000,000 0%
JANUARY 09 $122,075,000 0.57% $130,000,000 0%
FEBRUARY 09 $124,800,000 0.76% $130,000,000 0%
MARCH 09 $129,625,000 0.69% $130,000,000 0%
APRIL 09 $126,825,000 0.48% $130,000,000 0%
MAY 09 $131,600,000 0.38% $100,000,000 0%

Month Ending Short-Term Debt Balances and Monthly Cost Rates
NARRAGANSETT ELECTRIC COMPANY



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Fourth Set of Data Requests 

Issued June 17, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Andrew E. Dinkel, III 
 

Division Data Request 4-10 
 
Request: 
 

  Please provide the complete basis for Narragansett’s decision to move to the 
capitalization restructuring plan ratios (including 50 percent common equity) shown on page 2 of 
Schedule NG-PRM-1.   

 
Response: 
 

The complete basis for the Company’s decision to restructure its capitalization in 
accordance with Schedule NG-PRM-1 is explained in the testimony of Lorraine Lynch that was 
filed with the Commission on June 18, 2009 as part of the “Application of the Narragansett 
Electric Company d/b/a National Grid Regarding Issuance of New Long-Term Debt.”  A copy of 
that application is provided in response to Data Request DIV 4-7.   



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Fourth Set of Data Requests 

Issued June 17, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Andrew E. Dinkel, III 
 

Division Data Request 4-12 
 
Request: 
 

Please provide a history of Narragansett’s authorized return on equity (ROE) and 
Commission-approved common equity ratio each year for the past ten years.  Identify the 
month/year of any change in the authorized ROE and common equity ratio.   

 
Response:  
 

In Docket No. 2290, which became effective on November 14, 1995, the Commission 
approved an allowed return on equity and common-equity ratio of 11.0% and 47.27%, 
respectively, for the purposes of establishing the Company’s rates at that time.  The Commission 
subsequently approved a Stipulation and Settlement dated March 14, 2000 in Docket No. 2930.  
Under the Stipulation and Settlement, the Company’s allowed return on equity and common-
equity ratio were set 10.5% and 50%, respectively.  The Company’s allowed return on equity and 
common equity ratio were reaffirmed on November 1, 2004 when the Commission approved the 
Stipulation and Settlement in Docket No. 3617, which included the same allowed return on 
equity and common equity ratio of 10.5% and 50%, respectively.  These rations have remained 
unchanged to date.    
 



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Fourth Set of Data Requests 

Issued June 17, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of: Paul R. Moul 
 

Division Data Request 4-13 
 
Request: 

 
Does Mr. Moul consider his comparable earnings study to be a methodology that 

calculates or estimates the market-based cost of equity for Narragansett?  If so, please explain 
why he holds that opinion.   

 
Response: 
 
 No, Mr. Moul does not consider Comparable Earnings to be a market-based model.   



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Fourth Set of Data Requests 

Issued June 17, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Paul R. Moul 
 

Division Data Request 4-14 
 
Request: 

 
What role, if any, does the comparable earnings study play in Mr. Moul’s 11.6 percent 

recommendation for Narragansett’s ROE? 
 

Response: 
 
 Comparable Earnings was used for verification purposes as a check on the results of the 
market based models. 



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Fourth Set of Data Requests 

Issued June 17, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Paul R. Moul 
 

Division Data Request 4-15 
 
Request: 
  

Provide a copy of the Blue Chip Financial Forecast document(s) relied upon by Mr. Moul 
for his risk premium analysis.   

 
Response:  
 
  Please see Attachment DIV 4-15. 
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ovcr  rhc lnsr  lhrcc qudncis of l0 l0 s iDr ldr ly  ind l ldownward !d-
lushrenrs occrricd ,n conr.nsus lbrccdsrs ibr rhe cl)P pricc indcx.
lhc consensu\ conirnucs ro predicr the tudc-wcrghrcd lalue oi rhe
Lr.S. dollar w,ll lilcly boun.c rn)und,rs cuiicnr lclcl over rhc rc-
na'ndd ofthrs ycai bur begin to wcxkcn o!$ rhc cour\c of20l0.

l Ic  assumpr n thd ,ca lcDP decl incd at  an annualrarc Dfrbour  5%
r' Q I i\ I)r.nlsc{ o! a lrnery of facrors. Mosr mpon.nrly, bu\incss
ntrcnr,tries arc bclrcved ro havc r'lllcn sharply rnd mlr \ubiracr up-
sdrds of tvo tullpercerlagc ponns lioh rhc '!t. of growrh. An add,-
ronal, albcn snallcr dccloe is cxpected In Qt. Rcsdenliat invesr-
nc.r no douh fcll ibr a llri conscculvc qur.rer. Although lousng
\tan\ rcbounded ,n rebrulry some of rhe sain may havc beer
we.thcr rchred dnd willbc unwound in rhe Varch drta. Moreover.
rl'c lelel of \tarts dunng lhe fiAt two months oi rhu ycr r€mained
scll belo$ thc Q4 2008 alerage. imrlying a! annualzed drop of
bcner rhan 20%. Evcn so, be[eFrhan-expcctcd sales ofne] ,nd ex-
,\t,ng homcs n Fcbrurry, couplcd wlth the highen hom€ aftbida
b'liry t' decades. hnrts thc housng sectormay bc stabllizng and rhar
fcw srans along $rth rcsrdcrnl.linvestmenr will borom 'n Q2.
Norrcsid.nl'xl ired inleshcnl aho looks ro havc llllcn sharpty in
Ql. ShlpDe.ts oi non-defcNc capiral su s excludDe aircraft, a
proxy for calnal spendrne. brrelj tusc in fcbru!ry afier tulling mo.e
un ll9n nr January Thar left such shlpmenrs well below rhc Q4

,t n08 lcvcl. srSgestinS a declinc on par with rhe 2li.l9 conbacion in
Q4. Business inle\tmcnr in slrucrures, wcighcd down by excess ca-
paclty and difiicuh fi.anco8 condnions, likcly cont cr.d for a sec-
ond consecuhv€ quarter during Ql while thc ntc of conracbn in
capital $endins *ill Lkcly sloq oler comine gurrrers rhe drop ir
bus,nes\ \tructures is c\pered to becomc morc pronounced

Re.l exports. ! sourcc ofslrengrh over thc lasl lcw yea*. fellprccipl
touly 'n Q4, accolrtin8 ior half of thc plLnge in .eal GDP dunnS
rhe qurrer. Although the rrad€ deficit conb.cled on r cunent dollai
bass dunng Q4 drd again in January, the naftowins primarily re
sultcd liom the plung€ in pctrolcnm pnces since lasr sumner The
sharpest dowtum in Slobal rrade sincc lhc l9l0s sill likely kcep
export growlh *eak over the rcnanrdcr oi th,s year, producng a
wldcning ofourrealner €xpon dcilcn.It !s exFctcd. rhc U.S e.on-
onry bcsins ro recov€r befor€ drar ofour D.jor tradins Dartnc6. !n
ev€. sharper w,dcnncoflhe ielltrad€ gapwill @cur in 2010

lhc nron cncourag'ng news of lalc pcrtalns to consm.. spcndiig
Rcllpcsonalconsunprbn expcndixrcs (PCE) Rxe 0.7,/o in January
and lelljust 0 2% in fcbruary As a result. real PCE now is on nack
to rsc sl'ghrly Ql afier rhe hugc 1.8% and 4.1% decli,rcs rcgislered.
restechvely. in Ql and Q4 of lasr year. and many ponehsts r'redicr
funher modcnly pos,tr!c ercwth ov€r rhc rcmarndei ofrhis year and
ncrl. Sturhg th€ rev,val in spcnding: sharyly lowo sasoline p.ices;
rhc boost lo pebonal lncomc  pnl 1'' shcn incouc tax snhholdi,rg
rnles drct duc to passlgc ol the fiscal nlmnlus packdge eanic.lh6
)err r surgc in homc rcflnincrrg lhrr rcduccs rxrnhly ptrynrcnts.
and somc iirnhc! loosennsoicrcdn conditiors.

Dcsp,tc sisns the plunge in CI)P is po,scd 'o rn( $are. much sl|ll
depcnds on rhc rclaliv. succe$ or fiilurc ol rhc ldnous nerrs lakcr
by sovcrnmcnr ro l@scn ciedir condirions and sru demand Thc
feddal Rcscfrc s TALF l'ros.un N no* up and n,nnin8 and whilc
fitir'{l tan,c,nation has bc.D $rbdued. our tlnclisrs cxpccr n n, bc
plelty succcssful /s..rds. /r./ Thc fcdcrrl Opcn Ma cr Comn,rtcc
upp.d lhc arlc al ils latcn nrc.rinS by nnnouncri8 rl would purcl sc
a! uddrhondl $5m b,llioi ofagcncy-backcd nbnsrsc-back.d sccufl,
I'cs (MIIS) dnd 5100 b,llnD ol bnscFrcnn Ircasuncs olcr rhr ncxr
\rr nunhs. lhc hcl|)cd push conlcnlr)nrL l(r ycr
'nonar8c rdtcs b rLrord l(Js\ whllc thc lo-ycar 'licd\ury rorc yrcld
dnJtpcd bcrtcr than 40 basi\ lro|lns. Abour half of ihar dccl,rc tus
s$ce b.cn rclerscd, but thc Icd scctrN d.rcmlncd ro fighr m! sh
r.,ned fl\c In bngcr tqm yiclds thar lesuhs iioh rhc ridal srlc ol'
new licrnrry isuance destined to swaDp rhc markd this ycar. Tlrc
Trcdsury DepanDenr ruiscd drc bcr a week larer wrth thc announce-
[cnr or'rs Publ'c-Privatc livcstnem Program (PPIP) rh 

 

i\ inrcndcd
to aid thc rcmovaloitoxic lsscts cloBtliig banks'b,rancc \hccrs drd
prelerti'r8 ncw hnding Althougl thc nnrial Drrker resrunse to drc
program appea.ed posn'!e. bank and nrlcsrdr paniciratbn is lolun-
tary and irs uhimare success ufccnam. Also on talr, an lnric,pared
amendment ro |ASB Rulc 157 rhar would crsc ih. narkrd-markcr
requtremetrts ibr iiianc,al n,srnurions loldne rsidenr,al lnd com
mfcirl mongdged-backcd l)apcr. rhus r.du.nrs rhe necd ro raise
addniondl r€gularory capital.

In pan, srcppcd up cftbns ovs the pln mo.rh by $e Fcd and Trcls
ury ro tunhcr mfreeze credit ma*cts likcly reUed\ fear rhli goiig
b&k to Congress for addirioDl funds has becon€ politically iDpos,
siblc. It ale hay explain why Trcasrry is playirg coy lbour how
nuch ofthe $?00bill1on i. TARP funds remain uncounn,eo.

Cons€nsus Forec.st The FOMC is exFctcd lo hold ledvc n\ brgct
tedcnl i-unds ratc unchanged until ar lcast carlt nexr year Lingcnre
conccms about the economy and ciions bJ, rhe ed are expcct.d ro
hold 10 year Treasury yield ro hs than 3.0o/o oler rhc rcst of2009
(sct pdse 2lor Lt S .onsenes liru.ustt)

Speci.l Questions Nearly ?5% of rhe panclists th k $e Fed *ill
cnd ut incieasing and exrending ns purchase! of bngerrem Treae
ury paper. Alnosl 60% predict thc lcd vill evenrully purchasc pn
vatc label MBS.lwo-thi.ds say thc Fed's bdlance sheet willslad ar
aboul $4 lnllion by the end of 2010. Tbe.onsensu now sccs a peak
menpbyment rarc of 9 8% 1j ee pust I I lat .letaik)
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Corsensus Forecasts Of U.S. Interest Rates And Key Assumptiols1

lnrcrcst Ratcs
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International Commentrr! The Bank of EnSland cut n benchmark
ovcrnight rale to a rccord btr ol0.5% on \rlarch 5'i uo announced tr
would cornd-ce a quntitarivc cashg ofmon€tary poLcy *ith puF
chases oi 75 billbn I)ounds ofeolefrnenr and corponlc bonds over
rhe nexr I months Trcasury gale rhe BoL an ovcnll 150 blllion pound
asser purchasc lrtr'il. G'lr yieldr initially lell and coTorutc spreads
tiShtened on the announccmcnt Hoseler, risine rnlestor conc€n
dbout surging govcinmcnt borowing, a rcccrl unpreced€nled RoE
wrming to thc eovcdlncnt lboul exc€sslvc liscal sllrirulL$j and a
Mircl 24'i comn€nr iiom Covcmor K,ns thur rhe Boa miehr nor use
tlrc f!11 ?5 billion alkfn€nr to p!rchase asscrs over thc ncxr three
months hclped produce rhc fist iblcd iuction of gilts m $!en
yca6. Tl'ar could spell t'oublc fbr Prime Minisr€r Brcwn\ plan to setl
up*ards  o i  l50b i l lDnpound io idebr th is  t i sca l  ye l ra idnex t ro  tund
spendrng r.crcascs and lax culs de$gned ro bring 0rc cconomy oul of
recessrcn Real (;DP contncred 1.5% (q/q) in rhc final qudn* oflan
yedri rts stccpcsl lirll since 1980. An cqually large do*ntum rs cx-
Fcr€d by nrany in Ql 1009. Mon anrlysts dnnk e BoE *ill leavc ns
repo rare un.hanscd at ,ts Apilneerins

Thc Europon Ccnlrnl Bank (li( B) rcduccd 1ls olenrighr rcpo . c lo a
rccord low of l5i/0 on March 5" ind hinted of &ldttronal cuts as
nccdcd. tlun by *cak donren'c stcndin-q and flunging erlron5_ ritro
Tonc tcal cDP.onrrdctcd -l 5'ro (q/q) nr Q4:001t, rn annualiTcd iate
oi $out -6!10. Alrhou8h sonc recc dara our of Eun)lrc has lookcd a
lillc bcxcr thaD crp.cred ot larc. ('l)P growrh In Ql 2009 could conrc
!bsc to nDlchrng thc Q4 !llrnge (;emrany s golcrnen( now prcdrcrs
this ycdr wrll scc rhc shrqrcsr confa.ror ir rc|l (il)t, :iire rh. stan
oirhc fcdcBl r{uhlc 60 ycar\ a{o. lrcland. sparn. llaty. l,(fiusal and
(;rcccc n'ay suff* !hilar onrconrcs rr th. e'c(lrr
hAhicn. Su.h ican havc alcally widcncd sprcnds .n thc \olcrcrSn
dcht ol lrchnd rnd the cunc.cy ronc s ( lub Mcd nrcmb.rs d
rdrscd llrc cost ol m{trrng agdiDsl dchuh. Morcovur. urcre I $ rc
gn'{trr8 lcrrs rbotrl ralidly sounrS lorns 'nrdc by Wcrrci. nurop.nn
L . r ' \ .  r u  r r n r r J  , , l I J  ( I '  I u r " t f r -  l - u n . , r . r \ .  r ' t o , n g ) , 1  , 1 ' (
rbre lDrrce ol \rrcss or dr rlrcrdr bcl.aSucrcd Europcrn bdntins
\y {em lhc  lCB now rcenN l i l c l y  ro  cur  rn rer  l sa in  ! | rs ,^pn ]
mcding but couU disapporri marlcrs wnh a lmlild rhdtr cxpecrcd
rcducrion of 25 bals pornrs ri tle dlemight rcpo rrrc to 1.25.ri. How-
ev{, rhc bark s dcc'yon ro alkrw the F;( l} s dcpo$r me. which lcnd
.!s can on ov.hrghr depo$rs ar rhc ccrml bdnk, k' tul| 'o 0.5,!. con-
ti'rucs to drivc lowerrhc tu\tofbo.iowing by bdnks
'I 

he llanl ofJrpan (BoJ) leir its ovcnrishr call nr. ar 0 I % of M.rd)
l8'" bul announced n wduld incrcasc ns Doithly outrighr purchascs ol'
JGtss an,.l begitr purchascs ofsubordinated brnk dcbr ro help ca\c thc
crcdit crunch. uscwhcrc. rhe govemment has plcdged ro vx'n ofcr
lnothq tiscal sl'unulus package ol undclcnnbed \ize in dn cilbn ro
s|)ur erowth. laprn's economy, akcady relk, senr into a rarlspn n)
Q4. conra.tins at an annual,zed rarc of -12.1!r0 as cxpons rnd
iidusddl pruducron couapscd ar unprecenred rdcs. Thc Q4 declinc
in GDP was rhe shaQcst ylcc rhe 1974 oil \hock. Crowth Day knk
no better in Ql as cxpons plunged by a rccord 49%, on d y/y basis rn

Th€ B,nk ofcanada (BoC) cur its ovemight rarc 1n half ro d record
bw of50 blsis points in earlr March Morcoler, n kepr thc dooropcn
to .ddltional rate cuts a.d rrNd 0re possibiliiy of crcdit and
quanlatrive easing, ifrequircd. R.al GDP likely fell at a -5.0_./o nre in
Ql afterfalline J.4-'lo in Q4 2008

Tlte Reserve tsanl of Ausiralia (RBAI suq'rised nirkcrs by ledvi.s
it\ cr\h rute unchangcd .r 1.25% on March l'" EconoDic ne$s oflarc
h . . q e e n .  o '  b c n . r ' h 1 , , e \ c n , c !  h - ,  m o {  a n a l } . r , c o n r n u c , i c \ -
l{t fudher cainS fror de RBA as slowcr ccononrc growth abroad
we,glrs on Auslralian exporr\ /see /, drd ll.fu ndiridual pdnet
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Second Quarter 2009
lnterest Rate Forecasts Key AssumptionsI
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Third Quarter 2009
Int€r€st Rate Forecasts K€y Assumptions
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Fourth Quarter 2009
lnterest Rate Forecasts Key AssumptiorsV
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First Quarter 2010
lnterest Rat€ Forecasts Kev AssumDti0ns
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Third Quarter 2010
Itrterest Rate Forecasts Key Assumpti0ns
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Blu€ Chio FoEcast G n 3 M o  l l n 6 M o  l l n 1 2 M o .

Mzuho Research nstilute

1 1 4  0 9 0  0 5 0

1 0 0  0 8 0  0 7 0
1 2 4  0 9 0  0 7 5
1 1 0  0 7 5  0 5 0
Lt t  0.84 0.61
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International Interest Rate And Foreign Exchange Rate Forecasts

United States
10 Yr. Govl Bond Yleld %

I n 3 M o  l l n 6 M o  1 1 . 1 2  M o
2 5 0  2 3 5  3 1 0

2 1 0  2 4 0  2 A A
1  7 0  1 7 0  2 . 1 0
260 254 294
2.23 2.14 2,73

1 2 4
1 0 0
1 1 5

0 9 0
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0 7 5
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0 6 3

2.60
1 7 0
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2 5 0
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3 1 0
2 1 0
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9 2 1
8 r . 8
4 5 0

!

Hi9h

High

9 3 7  9 3 8

0 4 0
0 6 0
0 6 9 0 6 1

1 8 0
1 0 0
1 3 1

r 3 0

1 1 4 1 2 3

1.60
1.20
1 3 3

10s 0 1 0 8 0  1 1 0  0
9 5 0  9 2 0
93.5 96.5

1 7 5
1.65
1 5 6

1 6 0
1 3 0
1 3 3

3 5 0
2 4 0
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2.O0
1 9 0
1.97

3 5 0
2 5 0
3.23

1 3 33 0 0
3.45

1 4 5  1 5 0
1 3 1  1 3 4

0.50
0.20
0.43

0.50
0 2 0
0 4 3

0.80
0 3 0
0.53

0.80
0 4 7

2 0 0
1 3 0
1 4 7

200
2 0 0
200

1 2 0
1 . 1 5

1 1 6  1 1 6
1 1 5  1 . 1 0
1  1 5  1 1 4

1.35
1 3 0

1.30
1.24
1 1 5

2 7 5
2.24
2 5 4

2 7 5
200
2.55

3 0 0
2 2 0
2.TT

1.36
1 3 0
1.31

1.39  142
1 3 2  1 2 3
1 3 2  1  3 0

Fed s Maior Cu@ncv I Index
n l M o  I  n O M o  l l n 1 2 M o

3 4 0  8 5 0  8 4 . 0
9 2 1  9 3 1  9 3  3
a l  3  3 3 0  4 4 3
86,0 47.2 A7.1

alue Chio Forecasters I n 3 M o  I  n 6 M o  l l n  1 2  M o

M[uho Research lnsl ule

0 6 0  0 6 0  0 7 0

0.80 o 7s 0.7s
065 o 50 0.50
0 6 5  0 6 0  0 5 5
0.68 0.61 0.63

. Jaoan
t0Yr .  Gov l  Bodd Y ie ld  %

I n 3 M o  I  n 6 M o  l l n  1 2 M o
1 2 0  1 4 0  1 6 0

r 3 0  r 3 0  1 4 0
1 1 0  1 1 0  1 2 0
1 2 0  l 1 5  1 2 0
1.20 1.24 1.35

I n 3 M o .  l r n 6 M o  l r n  1 2  M o .
9 3 0  S 8 0  9 2 0

90.0 95.0 100 0
1 0 5  0  1 0 8  0  1 1 0 0
9 6 0  9 4 0  1 0 0 0
97.3 99.E 100.5

Slue Chlo Foreca.te13 l n 3 M o  l l n 6 M o  l n 1 2 M o

MizLho Research lnstrl!le

1 7 0  1 5 0  1 8 0

1 7 5  1 5 0  1 2 5
1 7 0  1 6 0  1 6 0
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1.70 1.48 1.46

Unit€d l(inodom

l n 3 M o  l l n 6 M o  l n 1 2 M o .
3 3 0  3 5 0  4 0 0

3 5 0  3 5 0  3 5 0
2 8 0  2 5 0  3 0 0
3 0 0  2 9 0  3 1 0
3.15 3.r0 3_40

l n  3  Mo |  1 .6  Mo l ln  12  Mo
1 3 9  1 4 6

1 4 0  1 . 4 5  1 . 5 0
1 3 3  1 3 1  1 3 4

1.37 r.39 1.,15

Blu€ Chip Fo...asi€6 n 3 M o  I  n 6 M o  l h 1 2 M o

M zuho Resea.cn lnsliiute

0 4 0  0 5 0  0 8 0

0 5 0  0 5 0  0 5 0
a 2 a  0 2 0  0 3 0

0.37 0.1t0 0.53

10 Yr. Go/t Bond Yl6ld %
I n 3 l o  l l n 6 M o  l l n  1 2  M o

2 0 0  1 8 0  2 A A

2 0 0  1 8 0  2 0 0
1 9 0  2 0 4  2 0 0

1.97 1.E7 2.00

CHF/USD
L n 3 M o  I  n 6 M o  l l n  1 2  M o

1 2 0  1 1 5  1 1 0

1 1 5  1 1 5  1 1 5
1 1 5  1 1 6  1 1 6

1 . 1 f  1 . r  5  1 . 1 1

Bl!e Chlo Forec.srers I n 3 i / o  I  I n 6 M o  l n  1 2 M o

Mizuho R6search lnsl tule

1 35 120 0.40

1 . 4 0  1 . 2 5  1 0 0
1 4 0  1 3 0  0 9 0

1.3E 1.25 0.90

: ra:::ti$imhE::����������������,.
10 Yr. Gov'l Bond Yleld od

I n 3 M o  l r n 6 M o .  l l n  1 2  M o
2.40 220 3.00

2 7 5  2 7 5  3 0 0
220 2 .00  2 .20

2.45 2.32 2.73

In 3 Mo I In 6 r'ro. lln 12 Mo.
1 3 3  1 3 2  1 2 3

r . 3 0  1 . 3 5  1 3 5
1  3 6  1 . 3 9  1 4 2

1.33 1.35 r.33

v
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International Interest Rate And Foreign Exchange Rate Forecasts

Ausk€lia
10 Yr. Gov't Bond Yield %

In3rMo I  n6lvo.  I  n  121' , Io .
4.00 4.00 4.50

4.00 425 4.35

4.00 4.13 4.43
- i 9n 3.75

3.40
3 6 3

3.75
3.40
3 6 3

4 0 0
3.80
4.00

4.00
4 0 0
3.90

4 2 5
4 0 0
4 1 3

4 5 0
4.35
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0 6 5
0.59

0.65 0.70
0 57 0.56
0 6 3  0 6 6

!

2 0 0
r 3 0
1 7 3
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1 1 0
1 a a
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0 9 0
1 4 9

Eurqzone
10 Yr. Euro Bond Yield %

n 3 M o .  l l n 6 M o  l l n  1 2  M o
3.00 2.70 3 00

3.50 3.30 3.50
2.74 2.74 3.00

3.07 2.90 3.17
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3.00
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1 2 4
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3 llo. Ooll.. Rate
Blua Chio Forecasters I n 3 M o  l l n 6 M o  l l n  1 2  M o

',' zuho Research nstilute
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USD/AUD
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Blue ChiD Forecasterc l o 3 M o  I  i n  6 M o  l h 1 2 l v o .

lveslLB

!J zuho Research Inslilule

1.30 12Q 1 60

2.00 1.75 175
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USD/EUR
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Slue Chio Foreca3lers I n 3 M o .  l h 6 M o  I  n 1 2 M o .n 3l\40. l ln 6 Mo. l ln 12 Mo I n 3 M o  l l n 6 M o  l l n  1 2  M o In 3ltlo. I In 6 Mo. lln 12 [,lo
Scolabaik
westLB
NG FinancialMartets
M zuho Research lnslitute
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4.00 3.s0 4.00
3.90 3.70 3.80
3.95 3.80 3.85

4odl Consensus 2.862.652.8'l 3.30 3.14 3.29 1.36 1.15 4,31 3.99 3.83 3.96
Heh 3.00 2.7A 3 00
Low 2.70 2.50 2t0
Last Months Avq. 2.83 2.69 2 86

3 50 3.24 3 50
3 1 0  3 . 0 0  3 1 5
3 31 3.18 3.29

4 5 0
4.00
4.31

4.50 4.30
4.20 3.90
4.40 4 19

4.10 3.90 420
3.90 370 380
4.00 3.86 3 96

6onien8m5!!ic*. -.
10*rertm4:\qi.Ei*S*-g)t]
Cuffent In 3 Mo. ln 6 Mo. ln 12 Mo.

Uniled Kingdom
Swlzerland
Canada

Germany
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Eurozone

0 4 6
-0 54
0 0 9
1 . 8 3
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1 . 3 7
1.53

-1.03
0.93
-0.26
423
1 . 7 8
0 5 9
1 . 0 8
2 . 1 4
1.76
0.84

-0.90
0.96
-4.27
0 . 1 8
1 9 9
0 5 1
1 0 0
201
1.69
0.76

-1.38
0.68

-0.73

0.01
1.74
0 . 1 4
0.56
1.59
1.24
0.44

Cuffenl ln 3 l\ro. ln 6 Mo. n 12 Mo.
Japan
Un led Klngdom
SwiEe and
Canada

Eutozone

-0.63
0 . 1 9
-0.25
,0.50
2 . 1 7

,0.08

4.44
0.59

4.74
4.27
2.47
0.52

0.64
-0 44
0.41
2 7 4
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0.01
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3.29
0.83
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A Srnpling ofViens on the Economy, Financial Markers and Government PolicJ
Ercerpted fron Recent Rcports lssued by our Blue Chip Pan€l Mcmbcrs and Others

l h€ Po*er OfAn t,nlimited Balance Sheet

]11e Fed moled aggre$ivcly tlis scck to tunhcr cxpand its crcdit car
ing prograD. lt said it soutd purclusc S300bn ollongcFlcnn Trclsury
secunries and rdne,N Nrchases ofagcncy mongage-backed securities
to Sl.25trn (fron S?50bn) and of r8cnc) dcbr ro S200bn (fiom
$l00bn) Fisurc I givcs somc conlexi lo thc purchascs. Thcy rcprcscnr
more tlan a quarter ofthe stock ofagcncy-back€d nrortgages dnd li.l%
ol the srdk of Treasu.y coupon debr. In lhe cdse of the fomer, rhe Fed
,s buy,ns more thar tw,c€ th€ ner issurnce rhat our strareg,srs Foj€ct
f{rrhis }car uy dny mctrlc. rhc purchascs look ma$ive

Why d the Fed nrake rhis,novc nos? Ccnarnly, the move N Treasury
purchases N .onsrslenl *rlh Charman Bemdnke's prevrous lrgunenls
rh.l n centraL bank needs to be aggrcssive early in conbalrnS the thredr
of defldrion. lhe fed belicves thar rhe persisr€nr deflat,ons in the tjs in
rhe l9l0s rnd in Jdl)an i,r rhe l99os could have been prerenled by ap'
propriarely asgre$,ve rDlicy. lh€ siz{ble drop in UK 8'lr yields after
rhe Bank of England announced ,ts purchase pL.n may h!!e given lhe
fcd morc conv,cnon lbour thc cficd,!cnc$ ofrhs policy, and rhe fcd
could halc bco inllL'orccd by thc slow roll oul oftroSnms srcl as thc
lre!$rry Dep.anenl s l'ub||c ltrvatc Invcsmen( fund. Ir! rn) elent.
rhe  a . r ( )n  makes c lenr  rh . l  thc  |cd  w i l l conr rnur  to , i roduce new t r , l s
ro fighl cconon'ic w.rkDess loi erar'flc. irs srrr.lrclr rh's w.ck !'d1
carcd llDl iI. lNngc or cllsiblc colhrcal for thc ].nn Asscr-Backcd
Sccuirll.s Loan hcllly wr\ |lcly (i hc cxpandcd

lhc nrbp itll u, lican,ry 'drcs aii.r rhc rmunccmcnr h,ghl,Fhrs rhit
thc fc(l docs nol ncecssa.ily nccd to buy nrrny trlllirtrN ol dollars nr
lssct\ l() a.hrcvc srAnrllcnrr re{'lts, rs lnc hivc a\rcn.d Rarh.t.
nrlch di tlie Nwcr ol rr\ acrors cotrre\ lion' r'arke' fan'crtdil\'
knowlcdgc thar dr lcd wrll co,nmir qhdtclcr rcsoulces arc ne.dcd r1l
icl'rcve ,ts eoris. $c sc. Intlc rc.son k, doubr that ,t will bc ablc to
rr,\r nlhr,on rrrcs md rc!,v. srowth rltuugh ,rs ptuerdrnsr dri$ all, 'f
thc  cudcnr ly  schcdu lcd .mounrs . rc  nor  c iouah,  1 t  cD kccp pn i tn 'e
moncy anJ multifly,ng ,ts acl,on\ until ,r rce\ rhc dc\ncd rcsults l hc
ncsxgc iiod rl'c fcd ,s clcrr: Ur h.vc rD onlhlrcd bdhncc sl'cct rnd
wc rre prcparcd to usL rt.

Our Donga8c srratctsrsrs cxpcct r tlll !' rhc no-point r!1c on agency-
b&kcd nonSrg.s bclow 50.4, ro lcad ro. rqor rcUnancntg wavc. So
t?r. d,. cflecrs oflow norrgage ntes on rcftrancdg hs bccn tnutcd by
incrcase\ oler ihe pasr year in upftont sudrantee fees lnd n,orrgrge
nrsurlncc fccs ch.rgcd by thc aeencics, which hale madc monglgc\
notably nore erpensile rhrn published rdres would s€Bcst. ln addu,on.
many tDnoser\ whd\e honre prices had druprcd nrnd rhdr rhey could
.ot neet rhe banro-lalue requnenrents to refinan.e, orrhdr they would
be charsed additional mortgage insurance fcei as b re\uh Howcv*. the
admntsration s Homcowno Af}brdab'lity Rcinancc Plan hclps by
r.ning fte ntuimum loan ro vllue nt'o on r.Unrnccd agcncy Don

Srgcs ro 105% and sh.rply reducii8 or cltmnarlnS upltont guanntcc
lnd nongage insurance fees. Also, households whose hone value has
droppcd will not lncc af ircrclsc i'r thcn nrongage nrsur
rlvc to thcr curcnr paymcnrs. wc cxpcct $csc changcs io interacr wnh
lo$cr mortglgc ntcs to allos morc houschold\ to reiinance. ard the
iedudion in pryntenrs w1llbe a sopponb corsumcr spcndirg

Orc ofrhc rcasons thc Fcd rs cxp.ndrng rts balance sheer is that ir fears
deflario!. Re.enr dara have been encourag,ng on s frcnr. Thc sharp
declinc In core inflaiion in,1Q08 had led $me on the FOMC to wonder
1f thc US had alrcdy sllppcd fto ! nat or ncearivc corc inladon envi-
rotunent. bul recentdat. confim thal th. trcnd rcmaN sohdly posiirvc.
Thc corc CPI rosc 0.2% 1n Fcbruary lbr ihc second consecurive month
.nd r now up at r 1.5% dnualiz.d prcc ovd thc pasi thrce months and
1.8% orer the pan year. The recent finning hN b.cn lbcuscd in thc

corccomnodir'cs indcx, as priccs olapparcl, trcw vclticlcs. and nrcdical
co'modirrcs all havc riscn. Produccr piiccs aho shos ths pattcm, wnh
ali mcasucs ofthc colc ?Pl movirg hiehcr ovcr thc past thrcc months.
The Fed's acllon dlso led to funher doves higher n cohhodrty prices.
'n prn bccalsc of ftc dolld s wcakc ng, i dcs;ablc turn ibr rhose
felnn8 deflation. Desprte thc rcccnt finnire rn goods rn0ation. we con
' i , ' u (  ro  c \p , ( r  .o rc  n r l  , . ion  ro  dccc lc rc ,c  s rcd ' , .  \  .  \om. ,  g  ( t "Jne^
becr$e of increased slack in the econony. l he recent data corfim that
disi.flation is likely ro be gradu. I nther than mpid.

Dea, Md*i Dnr.ldrs (:ap ol. Nen i'olt. NI

T.eesu.t Pro!ides Detrih On Public-Privatc InvcstDenr Progrrm

On Monday, Treasuiy Secrct.ry Ccrtbncr lnvcrlcd h6 Dosl conprc
h€nsive outline so iar oirhe Adnin'smt'on s Publ'c Prilire lnvesh'enr
Progrdn. The plan will us€ $?5 Sl00 biuron n TARP lufldnrs. couplcd
w,lh lrnvdte imds. ro p{rchrsc bcrwccn $500 blllion ard $l tnllion nl
leglcy loans and s€cufltics. Thc l@us oilh. plan r ccnlcrcd on two

I)3ns one lhul dell w,rh tox1. *.url1es (Fnlt rhrough !n expan$on of
lh. Fcd s TAt.l: prog!.m) and anothcr tl,!t dcals with lc.sacy loans.

Accoding rothc rrcasury, thc l.gdcy k,ans l)onbn ofrhc rhn *ould
' ' t . t ,  t t t l rp  nn .k1- t  4 ,  t , t  ,a l ,  \  ^ t  tn  l  l ,  J  o \  t .  h )  t rc r r rn ! rn  In -
lcnmcnt lirnd that will purchasc pools oftroublcd asscrs cuncfrly hcld
br  banks  Loan c l ig ib i l i t y  w i l lbc  dc tcnn incd  hy  ihc  IDI (  lhcsoa lo f
rhc leSrcy se.unry tiogram '|ro r5klrt th. nktrL(t lt)r t.xu.| \(&n
h?s albwry hank\ url othtt fnan(ial instttutn,h k) lit. ry.ar'lul
. t a l  r t a t u l r h  t h t ' t L a t o \ , 1 a $ , h l t t  l h ,  r c . u l h r !  t h n , , .  a p t .
. rn .^ .4  h , / /  r r . ,  / . . r r .  r
t r\titul.o, \ hoLlt rg th(.\t \r. *,' ", rr-* rr -",,i,:;'i,'i:i:i:t';: t" ]a

'Ihc 
lesdcy iccunrics includ. corrNrcial doasrsc-back.d sccuflr,cs

(( MBs) and rcndenhll mortgrse bncrcd secunr,cs (RMBs) ,sucd by
201)9. llroldly sJ)clhn!|' il l(\rk\ ds rl rhe pldr pk)vid.s \omc r,.cttt
ldgc x)ccrrvcs !o pavaic irlcsroA Sud rrccs, loaN. lclcragc. ctc lt
would bc us.[,] ro scc pri!, c r'vcsror dcrcn. cspccr^lly whcr Con
grcs\ i\ crcating v)mc unc.naint! In an! cbse,progress on making
fcilil cruDch lcl\ lreNa{iv. is cihcal, and lhi\ \ccnr\ lilcly lo be ! d.t
D rl'ar d(cctiod rs n ra'nps up. Wc conrDuc ro cxpcct .r thc unancr.l
rcscuc plans, rlong wlth pnvatc sccrorldjusmcnr and rhccombmatlon
ofmonctary dnd fis.al stimulu\. will help the econohy rrun' ro growth
in rhe second hdlfof2009

Moury N Huftix l./A.l I.r Y,ft. NY

l le rdwinds  St i f ie r  ro r  '09 . . .8ur  '10  Loo ldng Br r I r r

T t rc  US Nonomy is  i , r  fd  a  wave o f \ t imu lus  come Apr i l  l .andar , lan
l() rclcvc banks ofthen bxic d$ers ,s bking shap€. finally, but in our
view, nonc of n wrll anive s@n enoush ro pr.vent the \teepe\t oltput
de.line in posr WWll history. Thc ncw iDlbrmarior {c h!!c reccircd
\ince we last Dpdaled our forecdts indicates an .vcn dcepcr delne In
ccononic aciivity this year. a :l4% annGlizcd dtur versus -3 oco r,re-
vrously. The peak-to-trough output decline sill prubably be 4.8%- rhe
larScsr contlaction since the l9l0s. we think 2010 i\ h)king beiter !t
.lmosr 2%, !c6us l.5ol0 prcv'oudy, but wc remain cautious about
whether the g.ovth *ill lrsr, bamng a sign'ficant uprum in thc suppt,
and denand, for ban-able funds.

I } r .  a  dn  u-pre ,e len tsJ  t . ,  mu\ ins  t -od  in  km.  o f rhe  d" r i  f lo {  ^
dnd rhc  c \enr .  o l  I JJ  s .c l  *c r r  u ranauc c -u ' rgh  lo r  u .  tu  o ru 'h  up  orY
GDP lbrsasts. Tircrc wcrc fou key factoN ihar hale changed rather
dramal'cally in rhc lasr lc$ week\ a deeF. global recesion, high€r
eneigy priccs. lowo rnlcrcst ntes and ! weaker Us dollar. while rhe
latt* lwo arc positrvc facrors, the fonner two are oleehelmingl! nesa-
tire for rhe 1009 oun@k.
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A Sanpling ofViens on the f,conomy, Finrncial Markets and Government Policv
Excerpted from Recent Reports lss'red by our Blue Chip Panel Memb€rs rnd Others

on thc positivc sidc for thc ncaFrem ourlook was rhe announcemmr
tiom thc Fcd that 1t would dclvc morc dccply and fonnally into qunti-
ra.!e easng, a signdl that il intended to re lnilate the economy and
nrolc rowlrd monclizingthc dcbt. ihc rcsulr was amalq 50tps rallr in
Trannc\. ptudu.ing a. almosl equal drop ii mongaSe ra1.s whrlc thc
!rcenbdct stased on€ of rhe sr€ep€st one-da) declines tnce the Plaza
\.cord In rhe m id'1 98(^. l hes€ fado* imply a h,8her erpectcd tougl'
i lion'ebuilding .( around.{00.000 ro be rerched son'c trmc o thc ncrt

:nup lc  o fquaners .

rlo$cvcr. fiese lactos d1d lot comc closc to oftictring rhc significant
derenoration in the global econony As the IMF noted last wcck. vc
ir. lncnrg Ihe deepest global reces,on 'i 60 yeas. lndccd, our D-housc
oudml lbr non- tjs CDP srcwdr has bcc. shrved by alt)ut 1,4 ot d

ncrccnr o thc past nronth. and sncc dcmand lbr Lrs goods is fiv€ rimcs
morc rmporllnr r drvcr of cxFons than thc exchanS€ rul€. rt took ex

nofls and capcx down by 0 iull pcrccrrage l)oiir ir 2(xl9 Moreover. for
r lancty ol supply{clarc.i lcasons cncrgy priccs hslc crcpr ut of late
ri'Iilyrns less rel'eiibr consunrers on thal iiont.

None ofthese laclds suSgcsl thc con{mcr rccc$ion willcnd any rnnc
nx,n l. i,ct, thc ncw (jl)P trcfile suggcsls we *rll see lnolher 2.5
,nill(,n iobs bn In 2009, :l{)0k nore than our preqous cxpccntron. aod
thnr thc uncmpkrymcnr ratc will hn the isioble doublo d'g1t lcvcl br
.rrly summcr. Ou wcale. clf'cx lnd cxpon orllqJk nic
rerrd pRxlucnon, stc{cr job curs. lnLl nblcs thc r.-htrrng prcccss otl
li,nhcr r th. disrdn.c. A8rinsr rhcsc ludwn'ds lhc l0 ccrr tumr D

iaso|nc t!cc\ rs dorna lrtllc morc lhan addnrr nr$rh k) irrrury lhough

b, rndhcr$s ssv.\ rs,t $lllbn dtu,drgc f nn dis.r.lronary sp.!dn,g

In  \p r lc  o f thc  c f lans  n)  rc -n r lL lc  thc  cconomy. lhc  w lcc ls  o ldc i l . l i o .
I'av( alcddy bccn scr rn nx]lior rnd the .i\kr lh,l rl could bccotrrc cn.
rrcichcd in .ons!'rcs cxlcckilons rcnr 

 

r \'!nr'l.rnt nsk Sp..e
erpac,ry h alr.idy closc to 6'.i, ol cl)P drd $c g.p wrll pr)bably pr.ss
ro r v..y dclhr,onary 7 511, bcibrc rl'c Publ1. Pnurc Inlcstmcni tlaD
buyt drcir lrn nrongdgc blcked sccurity Moreoler, srven rhar olcr
hrlt ol all work.rs havc losr rhctrlob ibrclcr rhrs is no oRhrary tro-
nuchon \lump wc lre dcalins wirh afier all thc lxrl ro r low$ uncnt
pk)yDrdn rutc rcmdn' flr f()m clcdr. nr our v,es And. wirh l5 nilliDn
*orkc6 I'urr1n8 tbr. n'ca8{ pool oflobs. $c clpect wase d.ilahon t)
pcrr( for rhe nexr s.!.nlyrars.

t)dtrl 1 llot.tb.rs ar.l sh.nl KDts. B.n. bl )nttd, stdri-
! t t\lrltrri ll I.r,th. Ntn Yatk. N'l

Renr*ed  Cred i tGrowth?

Thc Fcd h.s now comcnccd 10 haul rhc big Buns out u{ing quan a-
rrc drd cred,t earng 10 flood rle sysFm wnh clpnal h rnplcr tems,
rhc rcd will be bui'ing incrcasins volmes ofmongage backed bonds.
other asscrbackcd bonds and ll S Trcasury honds with marunries of2'
t| 1 0 ycars. addirg to thc noney supply. I ne purchase\ by the Fed will
b. pard for by pnnin'g noney. The rnrenbn rs ro rcstart credil cxpan-
\ur, *hich will encouuge nnancial insiituiions to nake loans. ,nd
houscholds dd busines.s ro bodow moncy. This 's done by redE,ng
mcicsl rares. wllch nd.as.s housnS atlbrdabrlity andthe prospects of
profi tdble in!estnrenr spending.

rou8}ly half thcir wcalih and face serious prospects of lower income
flo*s arc unlikcly to ncrcasc spcnding and thus arc unlikely to borow
nDney. The sMe Socs ibr businc$cs that arc losi,rg money *irh little
clrrity of profi1 growth in ftc furure ln:rddihon. over rhe past year. the
channels that dislribute *edil throuShout thc ccononry lravc ccascd to
turction. what has made rhe curem financ,al cisr so unncning to
policymakers is . rerl'zrl'on that cvcn drc vigorous usc ofconvcntional
monel.r' tools has had litllc cftict withoul a inlly lmclbning finan-
cral lnfrasmrcturc. thc cconomy cannol gro*

Unlikc prclious recessions, the curdl collalse wasn t causcd by a
constnctednoney $'pply, and rl hasr'tbccn curcd by an cxpanded onc
Eve. *,lh a larger moncy supply.lhc financial inftastructure has bc
kcn so quickly rnd iully thai n can l dinnbute rhc n'crcascd noncy
sumly sulfic,cntly Many cont.nies rlFl need shor cdn fitnd,ng tbr
opcrati,rs cxpc.scs comtlain they h!!e iully used thetr cred't lincs rnd
hrvc no*hcrc else ro rum. Households. roo. cannor Fcr rhc fundlns drc)
.ccd ro buy cars or homcs. to the €xrenr rhar lhe demand ior c.is r

Monga8e.at.s alc lalling sha.ply to thcir bwcn lcvcls sinc. world
Wur ll. House |,flces havc hllcn roushl) 27'10 in thc U S Yct porcnr,rl

buy.s arc ai.a,d of tunhcr dcclines in rnces rhrr .ould *,pe out lhetr
dovn-raymcnts. and many porcnr,dl buyc^ fc fitr rhen iobs Mon
gagc rciis.rc prchng up. wh1.l! trovrd.s gr.nrcr butirg potcntral 16r
thosc *fio can quahfy. bur hanks atc now qultc crur(r's 1n rl[tr lcndDs

rrcr,c.s Oovcnmcnr as,slln( dnd ,ncrcrs.d l:nrnic Mic itd
hcdd,c M& spF)n srll hclp Prcsran,\ r() Insrc lnrllbusinc$ lous
arc also hclpful. lunddncntrlly, th. key to lhc rc!rvrl r. crcdrl growlh
,s rn incrcasc in rhc vcbc,ty offt,ncy

Sh.rrr (tx)t\'r ltlr'lo <.r,tul llurl4t\, lnro"b, ( tntuhj

Econonists.rc oicn acc$cd ol usrng sdlaDr tlctic\' ,n rev,$ns thctr
tbrccasr: !dju( drcD fr.qucntly and h wrlcFrhtr' sl,cc\ Wcll. ,r\
diilcrcnt $6 timc. Whrlc forcca{s of ccononrc lro*th around lhe
globc h!!e in facr been cur ticqucnlly ovcr rhc l^sr I6 month\, rhc
chan8cs halc becn any$ing but waleFih,n Th. MorSai Sranlcy cco
no',ics r.am 1s no cxccprion dunng 4Q08 and lQ09 s. hdve bcen
forced locur our grow tbrccasts scvcul tnnci. lnd nr bigchunks wc
rhus rcmdin more bearnh d'an ihc conscnsa, sccrng a rccodrtecp rc-
ccssion and only tctid recovery in 2010.

To many, ou. baseline !ie* rhat rhe global economy wiU bottom dnnnS
2H09 lnd w,ll wimcs a turovcry ir 2010 !r,pe!$ orrinistic Only
time sill rell Howeler, the nore imponanl qucslrotr to us is whar knd
of rccovery to expccr over the nexr rlerrl rerA. wc havc only 1i'11y
flcshcd out folecasts for 2010 ar rhis srdge, dnd we po,nt out that the
antic,paEd Blobal CDP gro*th ne of 2 8% is only brrely above rhe
'global recesion' rhrcshold of2.5%. l.ooking beyond 20l0. rhere lre
stroDg reasons to expect \igificamly lower rv.raSc rarcs of cconomlc
grosth ratcs lhan in the la$ 5-10 years. for dr leasr firee reasons: 1)il'c
sharp de.line in global capcx is likcly to reduce l)o ential outrut lro$th
oler the next several yea6i 2) morc govcrDncnt mlolvcmenr ,n rhc
cconony dd a likely i,rcrease in pRtectionism shouldreducc cconoDr
eftc'cncy and l) thc ability ofthe financial s{tor to prov,de.nd ihe
willingness ofthe non Unarcial pnvatc scclor to rakc on lelerage are
I'kcly tobccurtalled for years. Thus, while we fe reasonably contidcnr
rhat the recesion wnl crd la1cr ihis year, we do believc rhar the me-
dium-tem gro$th trdjecbry *iU be DucI low.r thd in thc last llvc
yea.s So, the real issue day nol be how thick or thin thc salami slrccs
arc. bui how big tne nexr salanri sill be. Od gues: nuch rnallf.

.ha.hin Fels, Morgon Stahle!. Lotu/oa,l:ry|atu

Ai thc srrne inne, rhc F.d s assuflrS thc ylcld o'nc rcmai'rs steep by
keeping short-tenn interest.ate\ lery lo* A steep yreld curle oceases
dr. proiltabilily of brnks. Also. rhc llood of money inro the system
ircreases the excc\s re\erles of banks. dnother tnclor thar cncouragcs
b.nks b opcn thc crcdit spigois.llosever, eve.ythins rhe Fed has done
so far ro encourage credit growdr has not b€en succesiul. The noney
supply has grown sharply. bui thc lelcity ofmoney (i1
to buy g@ds ard scruicct hrs plummcicd. People $ho hale lost
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o
l. Pl€ase provrde your forccasls of thc qDad€Fro-quand annual'zed pcrc$i change in Real GDP. thc CDP Pricc Ind€x and lhe Consutner Pflce In
dex dfing Ql 2009

Q/Q Annualizcd Pdcenl chanec in Ql 2009
Rcal GI)P CDP Pricc l.dex Consumcr Pricc lndex

Consensus -5.3% 1.1% 16%
'tor  10 Avdage 4 l% 2A% 0 2
Bottonr lo,Arerage 6.1 -0.401, -2it

2. A. Among orher measures, the FOMC announccd lolbsina ils March l?'" 18"' mcctrns rhat rhe red would p{rchasc up lo Sl00 billion of lonseF
rcnn Trcas!ry sccurirics olcr th€ n€xr sii nonrhs Do you rhink F€d turchases of longcFtcm rreasunes will ultimatcly bc cxtcnded beyond rhis
in,t,al six-nonrh penodl

(Pcrccntage of rhose responding)
f!! !-s
7l rj,ro 26.2%

B. f€d purchases olnongaeeback.d sccuriries (MBS) have so iar bccn confined ro asency papcr. w,ll thc F€d also evdtudlly Purchasc pfl
larc l lbc lMBS?

(Perccntaec of drosc rcspondlng)

!l!
59 5% 40.5%

B I HREE YEARS iion now arc bond narkeK norc I'kcly to bc preccupied by conccrns abour inflation or deflal'on?

(Pcrccnrage of those rcspondine)

I!!
59.5or, .10.5%

C. Crlcn rhc rcd s rcccnr announcehcnr rh.r 1r wrllpurchasc addirn'nal MBS aDd ascncy dcbt, rlus n subsrlnralanou.r orlongcFrcm lrcls-
ury sc.ulitrcs. thc Fcd s bajrrcc shccr will likely erc.cd 5l rrillion in $zc siihrn nbour sx nrorrhs. tlow larse v'll bc thc Fcd s brlancc shcct ar thc

(f crccnr.ge of thosc rcspond,ns)
S:l lriilln Aboul Aboul Aboul $T lrrllon

erl!$ 54 rrrlllon $5 trrllb! 56 rrill'on ol!!lq!!
2ri 6'r,  lr(. l ' ,1, 262% 4 Eal) 

. t ." ' :_...  .  " o

b t urd rhc lioublcd Asscrs Rcllcf lrrograni ( l AR I,) Do yor rh nk such d rcqucn rcma, is pollrici lly fc!\ ibrc r

(l,.rccntasc ol rhosc rcspondtng)

l!! !a
41.6'/, 52.1%

4. Tlc fcd s tcnn Asscr-Backcd Ssunr,cs Lo 

 

I:!.,lttr ( rALF) will d,akc lorns colht.tulircd by a vricry olrrscr-badkcd sccurn,es. Od a s.dl.
oi l (l,rticcrivc) to 5 (Vcry |ffechvc), how ercccssiilt do rou rh,nk rhc TALF will be rt imprcv,ng rhc rvr,labil'ty of crcdrr in thc aset-bacled

(Pcrccntagc of $o\e respondinB)
I'rcltccrivc Very Lffecrile

- - - - -  2  - - - - -  -  l '  - - - - -4-- ' ' -  . .5- . . -

2 4v,  4 l i ' r0  15.?% 50 00,1,  7.1%

5. A. ONL YEAR lron now ric bond marlcts more likely ro bcpr.ecupicd by concems abour inu.tion or defldt n?

(Pcrccnta8c of rhose r€spondttg)
!9

Ie\
92 9%

!-s

7. Wh.twillbe rhe cy.li.alpeak 1n thc uncmployme rale dunne thc curtcntpenod ofeconomic wcakne$.

Botton l0 Average

Cv.licaloeak 1n uncmpbvnenr rate
9.AyD

9 . t %
9.2%

8.5%
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2009
Monthlr Indicator Jrn Feb Mrr Aor Mrl Jun Jl! Ans s€p o.l
Rehrl$d Food senice saics (a)
Au10 & Lishr Truck Saies (b)
Pc6oDallDcomc (a. cunent $)
Pc6onaiconnrnrpfon (a. cuftnr 5)

( lrnrnrr Scnrimcnr lU otMioh )
H.useh.ld HnDloynicnl lc)
\oi lann l,ayroll l,m0Loymcnr1c)

/\venEe Hourly hrnings (8lS)

6 t l

Ave.ar€llourll Ermrngs (cuflc l) 18.,14

1 8  0 l
9 5  9 t
0 l  -0 .1

: t5 l

| 2
Non Flm Woi(qeel (h6 )
InddnaLPrcducfon (dl
( 4nciy lrlrh/rr( 191,1
ISM Manulicruatre Indcx (tl
ISM Non Mrnula.rurtrg Indcx (g)

N.u HoN srlcs (l -fanrily. c)
( onsrrucron lincndiurc! ix)
(  .nsumcr  PnQ Inder  (nsd .d)
(  I ' l c r  loq la id  l :nersy  ( r i s r .  d )
I roduccr  l r r rc t  lndr r  (n  1 . .d )
l)rrblc (n!'d: ()rdcF (a)
Ie  'ns  l roDo 'nLr  l id ' .n t , ^ (3 )

-Aalrnce .l I rudc & somrds (ll
ttrdctul I.undi Rarc ('r1n

t -M! ,  l reNury  l l ' l lRr ro  (  r , )
l0  Y . r r ' l  kNuB Ndrc  YLcLd l  r " )

, t 0 l

5: ] l

2 5 ?

2008
Monlhlv lndicrtor J.n lob tt,r Mrv Jtn Jlv a!3 sep ocl Nor Dec

Itchltrnd f_o.d scdlcd s!fu\ (r)

Arh & r i rhr  lnrck sr les (h)
l 'eaonaLlnc.m (r, crftnr $)
1'rBonal (bnstrnlp.otr (,r, ctrnenr !)

(  onsun rc rSe f fmen r ( l l  . lM ' . [  )
lldBchoU Fmp]t,ymen1 (.)

Non.l.dnr l'rynnl Frlnldyiir 

 

(.)

^vc'lge HdurLy Lrmings (31!)

0 6  0 5  0 5  0 2  0 1 1  0 l  . 0 4  0 7  1 6
t 5 : r  t 5 t  t 5 0  t . t , 1  j r l  1 1 6  1 1 5  l l 7  1 2 5
0 t  0 2  0 4  0 0  l 3  0 1  0 3  0 : l
0 4  r j o  0 a  0 : l
5 3  1 , 1  5 0  4 2

0 7  0 5  0 1  0 l
: r : r  ' 1 1  . 1 5  : 1 0  l l

- J 4  2 , 1  r l
1 0 5  t o t
0 L  0 5  . 0 1
1 t  0 ?  - t  I
t o  4 1  - : r 5

5 ? 6  5 5 1  6 0 1
. : t? t  5 ] ]  x06
.180 597 6 l r  L
6 6  6 . 8  1 l

,t il4 tl 5,1 3 65
1823 l l t :1 ,1  1340
| 5  f 4  l : t : l
- 4 1  5  9  1 1 2
7 6 1  7 5 2  ? : l : l
:13.7 16 6 :ll I
44.2 l?:l .10 6
167 .655 55rl
l:10 615 5,17
404 :t117 l7l
0 ?  l 5  1 . 1
i t 7  t l  0 t
2 2  1 A  1 8
5.1  0 .1  09
35 - ,10  -46

, l  0  0 7  0 t
-58 0 il2 5 :19 9
0 . 9 ?  0 9 9  0 t 6
0 .6?  019 00 : l
I 8 l  : 1 5 3  2 1 2

7 3 4  ? 0 r  6 9 0  6 2 / J  5 t 3  5 6 4  6 1 1  6 1 0  T t i l
21 1,12 52 214 2lll 216 -l.ll lll 241
-11 t44  t22  -160 l . l7  16 l  . l l 8  l?5  l2 l
4 !  1 8  5 t  5 0  5 5  5 6  5 8  6 !  6 1

l t  27  l t  29  3  l0  l l  l0  1126 8 .18  3  1 ,1  l l  19  8 .21
Ave ' lge  Hour ly  Lamings  (cuncnr$)  1171 171 l : l  17 .90  1794 1799 18 .04  l , l l 0  l l l l n  l r l2 l

\.n'f.m Wdrr$eek (hr )
Lnttun.ll Pfudu.r n (d)
( rfr!trv li'h4rrn (%)
l\\l \lanula.runng Inder (g)
l\\t \on.Vanututunne lndex G)

Houe.e Pcmt (b)
\eN Hone Srles (l tirnily.cl
(iri!.u.r'od llxpcndituf .s (r)
tirnsurk-r Pn.. lndc\ (ne. dl
CPI  e \  Foq land F ie4y  lJM.d)
Producer Pnce Indc\ ln{.d)
Lrurablc nu-{, !tLi.^ Lrr/ - -  -

rtBatance df Ind. n -s^ r..s r r')
lederal Funds RaIc i',r
l-Mo Ttaru^ Blll Rtrr., " o r
lo-Year Treass \.t. \'L.ld i';r

I t .7  i t . t  8  : t : l8  11 .8  i l . l7  116 116 i l : l7  : l :16
2 6  1 6  t 5  0 4  0 2  0 l  - o l  2 0  6 l

8 l  0  80 .7  804 199 79  6  796 1 t .1  ?3 : l  75  0
501 48.:l 490 4116 49:l 49 5 49 5 49.1 '1:l '1

4 4 6  4 9 1  4 9 6  5 2 0  5 1  7  4 1 l l  , 1 9 5  5 0 4  5 0 2
I 064 I l0? 983 I 004 !82 | 0119 949 85'l Il24
10s2 981 912 932 978 I  1 :18  9r?  851 l i05

597 5?2 5rl 5,12 515 499 505 ,1411 ,1:lr
, 0 . , 1  0 9  1 4  - 0 . 5  0 : l  - 0 2  ) 4  1 . 4  0 l
, 1 i l  . 1 0  4 0  1 9  4 2  5 0  5 6  5 ' 1  J t

2 5  2 t  ) 4  2 1  2 . 1  2 4  2 i  2 5  2 5
7 4  6 5  6 7  6 4  7 l  9 1  9 9  9 ?  l l l l

1 4  l l  , 0 1  t 0  0 t  1 . , 1  0 l  - 5 5  o 0
, 0 5  1 ) r  0 0  0 1  0 r  0 . 0  ' 0 7  0 9  o 0

, i 9 t  6 2 0  5 7 5  - 6 1 0  6 0 5  5 9 2  - 6 1 . 6  5 9 , 1  i . l l  l
t 9 . 1  2 9 l l  2 6 0  2 2 8  1 9 3  2 0 0  2 o l  2 0 0  l 3 l
1 7 5  ) t 2  t l , 1  1 2 9  1 7 1  1 3 6  1 6 1  1 1 2  l l l
: r74  171 l5 t  1 .68  l3 ' t  ,110  ,1 .01  l l l 9  36 !

{.) notrrh{r er-notrrh % ch.nser (b)nitlionr, t...j (.) rhonsrds. s.rr: (d) yc.r-oro-J_e,r %ch,nse; (€).nnulli,id % chlng€l (f) $billionsi (e)ler€l vosl

scri€s,re sbj..r b fr.qktrr gor erDmtrr revisions, us $nh cte.
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rf dunrar Produdnn (Mrr)

l d \ u r y  h r ' l (  : ' J ] i 3 l ( r ch )
llc's.lrd)k lor Apnl lli :')

l 6

l,h'lrdulphr l!{ IDd.x (Apr)

trdor\ Alfsrnr Mrnokry

t 7
(nnsunrt scihno.r ((rn'! il
M,ch,3rn. Prer,m,nry. Atr)

20 2 l 2 2
lf,sbtrs llom. silr\ (Mr)

z1
I r! rxbrc ( nut| r )rd.tr I Mr )

21 2rl

\&Pr( a\e-sh,lld' hoft nnce

Coosutr'q (.triidencd (Anr.

ABC Cronsun.rGnlnn lM.r

29
FOMC lleeting

]0

Pcr$ml lDcome rd {tn\trnD

FnDloyment ( 0s lfllcr lQl)

May I
lsM Non Mrulic'unn!i^Fn

( onru'ner senrmen' (^pr. r!
nrl. Utuvcisry dlM chLlatr)

(i,n{ncron sFnd'n!(rvrr)
P.M trB rron'csrles(Man

5
ISM Noi Manur.!tor ng(Apr)
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D. David H Rcslcr
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Dr. Sluarl C. Hottinan
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Dr Mrchael  Duckcr

Scoi i rbank.  Torcnto.  (  anada
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Prepared by or under the supervision of:  Paul R. Moul 
 

Division Data Request 4-16 
 
Request: 

 
Please provide the individual company-by-company dividend yields and various growth 

rate measures relied upon by Mr. Moul for each proxy electric company.   
 

Response: 
 
Please see Attachments DIV 4-16-1 and DIV 4-16-2. 
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Page 1 of 6
Electric Group

12-Month 6-Month 3-Month
Company Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08 Jan-09 Feb-09 Mar-09 Average Average Average

Consolidated Edison Inc. (NYSE:E 5.69% 5.68% 6.03% 5.97% 5.74% 5.49% 5.47% 5.81% 6.06% 5.87% 6.54% 6.00%
Edison International (NYSE:EIX) 2.34% 2.30% 2.38% 2.53% 2.67% 3.06% 3.50% 3.74% 3.86% 3.82% 4.59% 4.31%
IdaCorp, Inc. (NYSE:IDA) 3.73% 3.93% 4.18% 4.07% 4.04% 4.15% 4.55% 3.96% 4.10% 4.16% 4.95% 5.18%
Pepco Holdings, Inc. (NYSE:POM 4.36% 4.03% 4.22% 4.36% 4.30% 4.73% 5.27% 6.09% 6.10% 6.12% 7.32% 8.71%
PG&E Corp. (NYSE:PCG) 3.91% 3.97% 3.93% 4.06% 3.80% 4.17% 4.27% 4.13% 4.03% 4.36% 4.43% 4.40%
Portland General Electric Compan 4.10% 4.22% 4.36% 4.19% 3.85% 4.15% 4.80% 5.41% 5.04% 5.07% 6.03% 5.58%
Sempra Energy  (NYSE:SRE) 2.48% 2.43% 2.48% 2.50% 2.43% 2.78% 3.30% 3.02% 3.29% 3.57% 3.78% 3.38%

Average 3.80% 3.79% 3.94% 3.95% 3.83% 4.08% 4.45% 4.59% 4.64% 4.71% 5.38% 5.37% 4.38% 4.86% 5.15%

Note:  

Source of Information:  http://finance.yahoo.com/
http://ccbn.aol.com Event Calendar - Split/Dividend data provided by FT Interactive Data

Monthly Dividend Yields for

for the Twelve Months Ending March 2008

Monthly dividend yields are calculated by dividing the annualized quarterly dividend by the month-end closing stock price adjusted by 
the fraction of the ex-dividend.
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Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08 Jan-09 Feb-09 Mar-09

Consolidated Edison Inc. (NYSE: 41.600$    41.300$    39.090$    39.700$  40.900$    42.960$    43.320$    40.390$    38.930$    40.750$    36.210$    39.610$    
Edison International (NYSE:EIX) 52.170$    53.230$    51.380$    48.340$  45.920$    39.900$    35.590$    33.400$    32.120$    32.570$    27.220$    28.810$    
IdaCorp, Inc. (NYSE:IDA) 32.440$    30.660$    28.890$    29.810$  29.800$    29.090$    26.660$    30.400$    29.450$    29.110$    24.340$    23.360$    
Pepco Holdings, Inc. (NYSE:POM 24.910$    27.040$    25.650$    24.940$  25.350$    22.910$    20.650$    17.990$    17.760$    17.810$    15.000$    12.480$    
PG&E Corp. (NYSE:PCG) 40.000$    39.590$    39.690$    38.530$  41.330$    37.450$    36.670$    38.040$    38.710$    38.670$    38.220$    38.220$    
Portland General Electric Compan 24.000$    23.410$    22.520$    23.490$  25.620$    23.660$    20.520$    18.310$    19.470$    19.450$    16.420$    17.590$    
Sempra Energy  (NYSE:SRE) 56.670$    57.810$    56.450$    56.160$  57.920$    50.470$    42.610$    46.670$    42.630$    43.840$    41.570$    46.240$    

Month-End Closing Prices
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Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08 Jan-09 Feb-09 Mar-09

Consolidated Edison Inc. (NYSE: 0.585$    0.585$    0.585$    0.585$    0.585$    0.585$    0.585$    0.585$    0.585$    0.590$    0.590$    0.590$    
Edison International (NYSE:EIX) 0.305$    0.305$    0.305$    0.305$    0.305$    0.305$    0.310$    0.310$    0.310$    0.310$    0.310$    0.310$    
IdaCorp, Inc. (NYSE:IDA) 0.300$    0.300$    0.300$    0.300$    0.300$    0.300$    0.300$    0.300$    0.300$    0.300$    0.300$    0.300$    
Pepco Holdings, Inc. (NYSE:POM 0.270$    0.270$    0.270$    0.270$    0.270$    0.270$    0.270$    0.270$    0.270$    0.270$    0.270$    0.270$    
PG&E Corp. (NYSE:PCG) 0.390$    0.390$    0.390$    0.390$    0.390$    0.390$    0.390$    0.390$    0.390$    0.420$    0.420$    0.420$    
Portland General Electric Compa 0.245$    0.245$    0.245$    0.245$    0.245$    0.245$    0.245$    0.245$    0.245$    0.245$    0.245$    0.245$    
Sempra Energy  (NYSE:SRE) 0.350$    0.350$    0.350$    0.350$    0.350$    0.350$    0.350$    0.350$    0.350$    0.390$    0.390$    0.390$    

Quarterly Dividend Payment
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Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08 Jan-09 Feb-09 Mar-09

Consolidated Edison Inc. (NYSE: 11-Feb-08 12-May-08 12-May-08 12-May-08 11-Aug-08 11-Aug-08 11-Aug-08 07-Nov-08 07-Nov-08 07-Nov-08 13-Feb-09 13-Feb-09
Edison International (NYSE:EIX) 27-Mar-08 27-Mar-08 26-Jun-08 26-Jun-08 26-Jun-08 26-Sep-08 26-Sep-08 26-Sep-08 29-Dec-08 29-Dec-08 29-Dec-08 27-Mar-09
IdaCorp, Inc. (NYSE:IDA) 01-Feb-08 01-May-08 01-May-08 01-May-08 01-Aug-08 01-Aug-08 01-Aug-08 03-Nov-08 03-Nov-08 03-Nov-08 03-Feb-09 03-Feb-09
Pepco Holdings, Inc. (NYSE:POM06-Mar-08 06-Mar-08 06-Jun-08 06-Jun-08 06-Jun-08 08-Sep-08 08-Sep-08 08-Sep-08 08-Dec-08 08-Dec-08 08-Dec-08 06-Mar-09
PG&E Corp. (NYSE:PCG) 27-Mar-08 27-Mar-08 26-Jun-08 26-Jun-08 26-Jun-08 26-Sep-08 26-Sep-08 26-Sep-08 29-Dec-08 29-Dec-08 29-Dec-08 27-Mar-09
Portland General Electric Compa 20-Mar-08 20-Mar-08 23-Jun-08 23-Jun-08 23-Jun-08 23-Sep-08 23-Sep-08 23-Sep-08 23-Dec-08 23-Dec-08 23-Dec-08 23-Mar-09
Sempra Energy  (NYSE:SRE) 18-Mar-08 18-Mar-08 17-Jun-08 17-Jun-08 17-Jun-08 23-Sep-08 23-Sep-08 23-Sep-08 19-Dec-08 19-Dec-08 19-Dec-08 17-Mar-09

Ex-Dividend Dates
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Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08 Jan-09 Feb-09 Mar-09

Consolidated Edison Inc. (NYSE: 79 19 49 80 20 50 81 23 54 85 15 46
Edison International (NYSE:EIX) 34 65 4 35 66 4 35 65 2 33 61 4
IdaCorp, Inc. (NYSE:IDA) 89 30 60 91 30 60 91 27 58 89 25 56
Pepco Holdings, Inc. (NYSE:POM 55 86 24 55 86 22 53 83 23 54 82 25
PG&E Corp. (NYSE:PCG) 34 65 4 35 66 4 35 65 2 33 61 4
Portland General Electric Compan 41 72 7 38 69 7 38 68 8 39 67 8
Sempra Energy  (NYSE:SRE) 43 74 13 44 75 7 38 68 12 43 71 14

Days from Ex-Dividend Date
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Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08 Jan-09 Feb-09 Mar-09

Consolidated Edison Inc. (NYSE: $41.092 $41.178 $38.775 $39.186 $40.771 $42.639 $42.799 $40.242 $38.583 $40.199 $36.113 $39.312
Edison International (NYSE:EIX) $52.056 $53.012 $51.367 $48.223 $45.699 $39.887 $35.471 $33.179 $32.113 $32.458 $27.012 $28.796
IdaCorp, Inc. (NYSE:IDA) $32.147 $30.561 $28.692 $29.510 $29.701 $28.892 $26.360 $30.311 $29.259 $28.817 $24.258 $23.175
Pepco Holdings, Inc. (NYSE:POM $24.747 $26.785 $25.579 $24.777 $25.095 $22.845 $20.493 $17.744 $17.692 $17.650 $14.757 $12.406
PG&E Corp. (NYSE:PCG) $39.854 $39.311 $39.673 $38.380 $41.047 $37.433 $36.520 $37.761 $38.701 $38.518 $37.938 $38.202
Portland General Electric Compa $23.890 $23.216 $22.501 $23.388 $25.434 $23.641 $20.418 $18.127 $19.448 $19.345 $16.240 $17.568
Sempra Energy  (NYSE:SRE) $56.505 $57.525 $56.400 $55.991 $57.632 $50.443 $42.464 $46.408 $42.584 $43.656 $41.266 $46.180

Adjusted Prices



Narragansett Electric Company
d/b/a National Grid

Docket No. RIPUC 4065
Attachment DIV 4-16-2

Page 1 of 2

Earnings per Share Dividends per Share Book Value per Share Cash Flow per Share
Value Line Value Line Value Line Value Line

RDM Group 5 Year 10 Year 5 Year 10 Year 5 Year 10 Year 5 Year 10 Year

Consolidated Edison 0.50% 0.50% 1.00% 1.00% 3.00% 2.50% -0.50% 1.00%
Edison Int'l - 7.00% - 1.00% 17.50% 4.50% 20.50% 4.50%
IDACORP Inc. -7.00% -1.00% -8.50% -4.50% 2.50% 3.50% -4.00% 0.50%
PEPCO Holdings -4.50% - - - 1.00% - -3.50% -
PG&E Corp. - 1.50% - -3.00% 17.50% 0.50% 24.50% 2.50%
Portland General - - - - - - - -
Sempra Energy 10.00% 7.00% 3.50% -2.50% 16.50% 7.50% 4.00% 3.00%

Average -0.25% 3.00% -1.33% -1.60% 9.67% 3.70% 6.83% 2.30%

Source of Information:  Value Line Investment Survey, December 26, 2008, February 6, 2009, February 27, 2009

Historical Growth Rates
Earnings Per Share, Dividends Per Share,

Book Value Per Share, and Cash Flow Per Share
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Value Line
I/B/E/S Zacks Book Cash Percent
First Earnings Earnings Dividends Value Flow Retained to

RDM Group Call Per share Per Share Per Share Per Share Per Share Common Equity

Consolidated Edison 2.54% 3.30% 1.00% 1.00% 3.00% 5.00% 3.00%
Edison Int'l 2.19% 7.00% 6.00% 4.00% 8.50% 4.50% 9.00%
IDACORP Inc. 5.00% 6.00% 5.00% Nil 4.00% 1.50% 4.50%
PEPCO Holdings 4.25% 7.00% 10.00% 2.50% 4.50% 6.50% 5.50%
PG&E Corp. 7.10% 7.10% 7.00% 9.00% 7.50% 3.00% 6.00%
Portland General 6.03% 7.00% 7.00% NMF 3.50% 1.50% 4.00%
Sempra Energy 7.59% 6.50% 7.00% 9.00% 8.00% 8.00% 9.00%

Average 4.96% 6.27% 6.14% 5.10% 5.57% 4.29% 5.86%

Source of Information : Thomson Financial, March 18, 2009
Zacks,  March 18, 2009
Value Line Investment Survey, February 6, 2009, February 27, 2009

NMF stands for no meaningful figure

Analysts' Five-Year Projected Growth Rates
Earnings Per Share, Dividends Per Share,

Book Value Per Share, and Cash Flow Per Share
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Division Data Request 4-17 
 
Request: 
  

Page 39 of Mr. Moul’s testimony mentions several utility cases in Pennsylvania in which 
a leverage-type adjustment has been approved.  Please identify cases in other states that Mr. 
Moul is aware of that have approved a leverage-type adjustment (i.e., an adjustment for the 
difference between book value and market value capital structure).   

 
Response: 
 
 Aside from the cases listed on page 39 of Mr. Moul’s testimony, the Connecticut DPUC 
adopted in part the leverage adjustment in Docket No. 97-07-14 regarding Birmingham Utilities, 
Inc. 
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Division Data Request 4-18 
 
Request: 

 
  Please identify cases that Mr. Moul is aware of that have adopted a “size adjustment” to 

the CAPM study results, analogous to the adjustment proposed in this case by Mr. Moul.  
 

Response: 
 
 Rates of return established in rate case decisions by regulatory agencies do not always 
identify the specific elements that comprise the cost of equity that is granted in the order.  In 
certain cases, the rate case decision will recite the evidence presented on the cost of equity, 
usually commenting on various aspects of the evidence and then make a determination.  In 
addition, where rate cases are resolved by stipulation/settlement, even less detail is available, 
including “black box” settlements that do not even specify the cost of equity.  Hence, it is 
difficult to determine whether or what weight may have been given to the size adjustment.   
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Division Data Request 4-19 
 
Request: 

 
Please provide a copy of the PUF article cited on page 59 of Mr. Moul’s testimony.   
 

Response: 
 

 Please see Attachment DIV 4-19, for a copy of the PUF article that is cited on page 55 of 
Mr. Moul’s testimony. 
 



Equity and the Small-Stock Effect 
The capital 

asset pricing 

model shows 

risk inherent 

in return on 

equity. But 

something 

goes wrong 

when it's 

used for 

small-sized 

companies. 

oes the size of a company affect 
the rate of return it should earn? 
If smaller companies should earn 
a higher return than larger firms, 
then small utilities, because of 

their size, should be allowed to adjust the 
rates they charge to customers. 

By far the most notable and well- 
documented apparent anomaly in the 
stock market is the effect of company size 
on equity returns. The first study focusing 
on the impact that company size exerts on 
security returns was performed by Rolf 
W. Banz. Banz sorted New York Stock Ex- 
change (NYSE) stocks into quintiles based 
on their market capitalization (price per 
share times number of shares outstand- 
ing), and calculated total returns for a 
value-weighted portfolio of the stocks in 
each quintile. 13s results indicate that re- 
turns for companies from the smallest 
quintile surpassed all other quintiles, a 
well as the Standard & Poor's 500 and 
other large stock indices. A number of 
other researchers have replicated Banz's 
work in other countries; nevertheless, a 
consensus has not yet been formed on 
why small stocks behave as they do. 

One explanation for the higher re- 
turns is the lack of information on small 

companies. ,investors must search more 
diligently for data. For small utilities, in- 
vestors face additional obstades, such as a 
smaller customer base, limited finanaal 
resources, and a lack of diversification 
across customers, energy sources, and ge- 
o ~ a p h y .  These obstades imply a higher 
investor return. 

The Flaw in CAPM 
One of the more common cost of eq- 

uity models used in practice today is the 
capital asset pricing model (CAPM). The 
CAPM desaibes the expected return on 
any company's stock as proportional to 
the amount of systematic risk an investor 
assumes. The traditional CAPM formula 
can be stated as: 

R, = [p, x RP] + R, 
where: 

R, = expected return or cost of 
equity on the stock of 
company "s" 

p = the beta of the stock of 
company "s" 

RP = the expected equity risk 
premium 

R, = expected return on a riskless 
asset. 

I. Pusuc U n f m ~ s  FORTNICK~Y, October 15,1995 
I 
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Soun :  Cost of Capital Ouartew '95 Yearbook by lbbohon Associates 
llofe: PuClic ut'fities include e!ectric, gas, and sanim. semic~s companies. 

Table 1 shows beia and risk premiums over the 
past 69 years for each d e d e  of the NYSE. It shows 
that a hypothetical risk premium calculated under 
the CAPM fails to match the actual risk premium, 
shown by actual market returns. The shortfall in the 
W M  return rises as company size decreases, sug- 
gesting a need to revise the C.VLM. 

The risk premium component in the actual re- 
turns (realized equity risk premium) is the return 
that compensates investors for taking on risk equal to 
the risk of the market as a whole (estimated by the 
69-year arithmetic mean return on large company 
stock, 12.2 percent, less the historical riskless rate). 
The risk premium in the CAPM returns is beta multi- 
plied by the realized equity risk premium. 

The smaller deciles show returns not fully ex- . 

plainable by the W b l .  The difference in risk premi- 
ums (realized versus CAPM) grows larger as one 
moves from the largest companies in d e d e  1 to the 
smallest in decile 10. The difference is espeaally pro- 
nounced for deciles 9 and 10, which contain the 
smallest companies. 

Based on this analysis, we mod* the W M  
formula to indude a small-stock premium. The 
modified CAPM formula can be stated as follows: 

Rj = [j, x RP] + R, + SF' 
where: 

I 

SP = small-stock premium. 
Because the small-stock premium can be identi- 

fied by company size, the appropriate premium to 
add for any particular company will depend on its 
equity capitalization. For instance, a utility with a . 
market capitalization of S1 billion would require a 
small capitalization adjustment of approximately 1.3 
percent over the traditional CAPM; at 9 0 0  million, 
approximately 2.1 percent, and at only $100 million, 
approximately 4 percent. 

hg*, these additions to the traditional CAPAM 
represent an adjustment over and above any in- 
crease already provided to these smaller companies 
by having higher beias. 

Implications for Smaller Utilities 
Ti-iese findings carry important ramifications for 

re!ative!y small public ufjhties. Boosting the tradi- 
tional C M M  return by a full 400 basis points for 
s m d  utdiaes translates into a substantial premium 
over larger utilities. 

Table 2 shows the results of an analysis of 202 
utility companies that calculated cost of equity 
figures. Composites (arithmetic means) weighted by 
equity capitalization were also calculated for the 
largest and smallest 20 companies. The results show 
the impact size has on cost of equity. 

For the traditional CUM,  the large-company 
composite shows a cost of equity of 12.05 percent; 
the small company composite, 13.93 percent. How- 
ever, once the respective small ~a~italization-pre- 
rniurn is added in, the spread increases dramatically, 
to 12.07 and 17.95 percent, respectively. Clearly, the 
smaller the utility (in terms of equity capitalization), 
the Iarser the impact that size exerts on the expected 
return of that security. V 

Miclrqei i\?irlitt, CFA, is n smior constiltant wifh ibboison 
Associates, specializing in business valtlntion and cost of 
mpiinl nrmlysis. He oversees the Cost of Capital Quar- 
terly, n rqference ~ o r k  on using cost of capital for company 
cnluntions. 

PUBLIC U n m ~ s  F O ~ I G H - m ,  October 15, 1995 
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Table 7-5 Decile Portfolios ~ounds, Size, 
of the NYSE and Composition 

From 1926 to 1994 

Recent 
His:o+kaI Average Rxznt Decile Fkrk.1 Recent 

Psrcentase oi Nurrber ci Capitalizztbn Percentage ci 
Decile Toral Caitalization Cormaniss (in thousands) Total Caoitalizatin 

1 -Largest 62.34 168 2,384,44+,683 63.1 9% 
2 15.41 167 585,938,436 15.52 
3 8.56 168 306,811,948 8.13 
4 5.18 168 187,218,791 4.96 
5 3.32 167 12 1,844,654 3.23 
6 2.15 168 81,362,005 2.16 
7 1.39 168 49,092.923 1.30 
8 0.89 167 32,431,847 0.86 
9 0.53 168 17,552,595 0.46 

10-Smallest 0.23 1 €a 6,070,879 0.18 
Mid-Cap 3-5 17.06 3 3  61 5,875.394 16.32 
Low-Cap €4 4.43 503 162,626,775 4.32 
hlicro-Cap el 0 0.76 3C6 24,523,475 0.65 

Source: Center forResmrm tn Surnrf  Pn'ces. Universny of C h i c ~ g o  

Historical average percentage of total capitalbation shokvs the average, over the last 69 years, of the 
decile market values as a percentage of the total NYSE calculated etch year. Number of companies 
in deciles, recent market capitalization of deciles and recent percentage o i  total capitalization are as 
of September 30,1994. 

Rxent 
Market 

Decile Caoitalization Corroany Name 

1 -Largest S84,752,352.000 AT&T Corporation 
2 5,07 1,977,000 Alltel Corporation 
3 2,570,45 1,000 Citizens Utilities Corporation 
4 1,462,677,000 Owens Coming Fiberglass CorporaGon 
5 91 5,547,750 Tosco Corporation 
6 61 7,148,250 Entena Corporation 
7 403,901,625 Commonwealth Energy Systems 
8 241,076,250 Z y n  1ndus:iies Incorporat~d 
9 149,25',500 Oneida Limited 

1 0-Smallest 70,284,375 FAestek Incorporated 

Source: Cenrer forResmrch in Securiry Prices, Universrr/ o lChfc~go.  

Market capitalization and name of larges: company in each decile as of September 30, 1%3. 
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Division Data Request 4-20 
 
Request: 
 

  Please provide a copy of any analysis performed by Mr. Moul to determine whether the 
non-regulated companies listed on Schedule NG-PRM-11 operate in competitive markets or 
possess any market power.   

 
Response: 
 
 Copies of the Value Line reports that contain the requested information for each 
Company listed on Schedule NG-PRM-11 are provided as Attachment DIV 4-20.   
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AFLAC INC. NYSE-AFL 62.83 15.7 18.3
19.0 1.03 1.6%

TIMELINESS 2 Lowered 7/4/08

SAFETY 1 Raised 7/20/07

TECHNICAL 3 Lowered 5/23/08
BETA .70 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 120 (+90%) 19%
Low 95 (+50%) 12%
Insider Decisions

A S O N D J F M A
to Buy 0 0 0 0 0 0 0 0 0
Options 2 0 2 4 0 0 4 0 0
to Sell 2 0 4 4 0 0 4 0 2
Institutional Decisions

3Q2007 4Q2007 1Q2008
to Buy 272 340 297
to Sell 334 297 375
Hld’s(000) 303950 305034 305826

High: 14.5 22.7 28.4 37.5 36.1 33.4 36.9 42.6 49.7 49.4 63.9 68.8
Low: 9.4 11.3 19.5 16.8 23.0 23.1 28.0 33.8 35.5 41.6 45.2 56.8

% TOT. RETURN 6/08
THIS VL ARITH.

STOCK INDEX
1 yr. 24.0 -18.0
3 yr. 50.9 11.3
5 yr. 116.8 63.2

CAPITAL STRUCTURE as of 3/31/08
Total Debt $1606 mill. Due in 5 Yrs $1518 mill.
LT Debt $1606 mill. LT Interest $38.0 mill.

(17% of Cap’l)
Leases, Uncapitalized: Annual rentals: $46.0 mill.
Pension Assets-12/07 $229.0 mill.
Oblig. $311.0 mill

Pfd Stock None
Common Stock 475,337,623 shares
as of 5/2/08
MARKET CAP: $30 billion (Large Cap)
FINANCIAL POSITION 2006 2007 3/31/08

($MILL.)
Bonds 50686 55410 61786
Stocks 25 22 23
Defer’d Acq 6025 6654 7354
Other 3069 3722 3106
Total Assets 59805 65805 72269

Res’ves, Prems 43050 48221 55102
Policy Claims 2390 2455 2694
Other 6024 6334 6339
Total Liab. 51464 57010 64135

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Premium Inc 9.0% 9.5% 9.5%
Invest Income 9.0% 8.0% 9.0%
Earnings 16.5% 16.0% 14.5%
Dividends 20.0% 25.0% 21.0%
Book Value 13.5% 10.0% 10.5%

Cal- Full
endar Year

QUARTERLY PREMIUM INC. ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2005 3041 3020 2997 2932 11990
2006 3005 3093 3102 3114 12314
2007 3156 3162 3260 3395 12973
2008 3635 3600 3600 3665 14500
2009 3700 3725 3775 3900 15100
Cal- Full

endar Year
EARNINGS PER SHAREA

Mar.31 Jun.30 Sep.30 Dec.31
2005 .65 .64 .66 .59 2.54
2006 .72 .75 .72 .66 2.85
2007 .82 .82 .85 .78 3.27
2008 .98 1.02 1.04 .96 4.00
2009 1.10 1.15 1.16 1.09 4.50
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B ■

Mar.31 Jun.30 Sep.30 Dec.31
2004 .095 .095 .095 .095 .38
2005 .11 .11 .11 .11 .44
2006 .13 .13 .13 .16 .55
2007 .185 .205 .205 .205 .80
2008 .24 .24

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
5.44 6.79 8.30 10.69 10.72 11.02 11.18 13.67 15.57 15.35 16.71 19.42 22.44 24.03

.86 1.11 1.34 1.80 1.85 2.02 2.14 2.58 2.93 2.95 3.14 3.50 3.89 4.15

.30 .39 .47 .58 .60 .67 .78 1.00 1.20 1.34 1.56 1.89 2.30 2.54

.06 .06 .07 .08 .10 .11 .13 .15 .17 .19 .23 .30 .38 .44
1.75 2.19 2.56 3.76 3.85 6.44 7.09 7.28 8.87 10.33 12.43 13.01 15.04 15.89

619.12 622.26 624.00 567.97 551.54 532.81 531.37 531.48 529.21 525.10 514.44 510.93 503.61 498.89
231% 225% 209% 178% 220% 187% 230% 325% 298% 279% 236% 252% 263% 269%

13.5 12.8 11.3 11.5 14.2 18.1 20.9 23.8 22.0 21.5 18.8 17.4 17.2 16.8
.82 .76 .74 .77 .89 1.04 1.09 1.36 1.43 1.10 1.03 .99 .91 .89

1.4% 1.3% 1.4% 1.3% 1.1% .9% .8% .6% .6% .7% .8% .9% 1.0% 1.0%

5943.0 7264.0 8239.0 8061.0 8595.0 9921.0 11302 11990
1138.0 1369.0 1550.0 1550.0 1614.0 1787.0 1957.0 2071.0

21.0 20.0 33.0 18.0 62.0 40.0 34.0 40.0
7102.0 8653.0 9822.0 9629.0 10271 11748 13293 14101
4877.0 5885.0 6618.0 6303.0 6589.0 7529.0 8482.0 8890.0
35.0% 35.7% 35.1% 36.4% 34.6% 35.4% 34.8% 34.2%
429.0 550.0 657.0 687.0 823.8 986.0 1186.0 1292.0

- - - - - - - - - - - - - - - -
31183 37041 37232 37860 45058 50964 59326 56361
3770.0 3868.0 4694.0 5425.0 6394.0 6646.0 7573.0 7927.0
11.4% 14.2% 14.0% 12.7% 12.9% 14.8% 15.7% 16.3%

9.6% 12.4% 12.2% 10.9% 11.1% 12.6% 13.3% 13.7%
16% 13% 12% 14% 14% 15% 15% 16%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
25.00 26.66 30.45 32.60 Premium Inc per sh 38.65
4.41 4.80 5.20 5.65 Investment Inc per sh 7.40
2.85 3.27 4.00 4.50 Earnings per sh A 6.50

.55 .80 .96 1.16 Div’ds Decl’d per sh B■ 1.88
16.93 18.08 20.00 22.15 Book Value per sh 30.70

492.55 486.53 470.00 460.00 Common Shs Outst’g C 440.00
270% 295% Bold figures are

Value Line
estimates

Price to Book Value 350%
16.1 16.3 Avg Ann’l P/E Ratio 16.5

.87 .86 Relative P/E Ratio 1.10
1.2% 1.5% Avg Ann’l Div’d Yield 1.8%

12314 12973 14500 15100 Premium Inc ($mill) 17000
2171.0 2333.0 2450 2600 Investment Inc ($mill) 3250

52.0 59.0 50.0 50.0 Other Income ($mill) 50.0
14537 15365 16800 17650 Total Income ($mill) 20300
9016.0 9285.0 9550 10100 Benefits & Reserves ($m) 12000
34.4% 34.6% 34.5% 34.5% Income Tax Rate 34.5%
1433.0 1616.0 1890 2090 Net Profit ($mill) 2860

- - - - - - - - Insur in Force ($bill) - -
59805 65805 71000 77000 Total Assets ($mill) 101000
8341.0 8795.0 9400 10200 Shr. Equity ($mill) 13500
17.2% 18.4% 20.0% 20.5% Return on Shr. Equity 21.0%
14.1% 14.1% 15.0% 15.0% Retained to Com Eq 15.5%

18% 23% 24% 26% All Div’ds to Net Prof 29%

Company’s Financial Strength A
Stock’s Price Stability 100
Price Growth Persistence 80
Earnings Predictability 100

(A) Diluted operating earnings. Excludes non-
recurring items: ’07, 4¢; ’06, 10¢; ’05, 38¢; ’04,
23¢; ’03, (37¢); ’97, 18¢. Next earnings report
due late July.

(B) Dividends historically paid in early March,
June, September, and December.
■ Dividend reinvestment plan available.

(C) In millions, adjusted for stock splits.

BUSINESS: Aflac Incorporated is the world’s largest underwriter of
supplemental cancer insurance, most of which is sold through
businesses and employee organizations in Japan. Also sells life,
Medicare supplement, accident, and long-term convalescent care
policies. The company does business in all 50 states and Japan.
Japanese operations, largely medical, cancer, and life insurance,

accounted for roughly 71% of revenues and 72% of profits in 2007.
Has about 8,100 employees. Officers and directors own 4.6% of
the stock, with 20.3% of voting power (3/08 proxy). Chairman &
CEO: Daniel P. Amos. President: Kriss Cloninger III. Inc.: Georgia.
Address: 1932 Wynnton Road, Columbus, Georgia 31999. Tele-
phone: 706-323-3431. Internet: www.aflac.com.

Aflac is benefiting from the weaker
dollar. With about 70% of its earnings in
Japan, the stronger yen added about $0.05
a share in the first quarter of 2008. Still,
earnings would have risen about 13% if
the yen had remained at the prior-year pe-
riod’s average rate of 119 to the dollar,
rather than the 105 per dollar in the
March 2008 frame. That said, profits rose
by double digits in both Japan and the
U.S. Results in Japan benefited from
strong growth in new health and cancer
policies introduced in 2007, a lower bene-
fits ratio, and better recruiting. U.S. prof-
its were helped by higher premiums,
deriving from sales growth last year,
though investment income growth was
held back by stock repurchases.
The balance of 2008 should bring
more of the same. With interest rates
likely to remain low in the U.S., Aflac
should continue to benefit from a weak
dollar through at least the rest of the year.
Profits in Japan will probably rise at a
good clip, buoyed by sales of the new medi-
cal insurance product, Gentle Ever, and
the new cancer policy, Cancer Forte; the
latter is Aflac’s first new cancer insurance

offering in six years and is being well
received. Moreover, about 120 banks have
begun to offer Aflac policies at branches,
including the four ‘‘megabanks’’, and that
will likely give earnings a visible lift.
We look for solid growth in 2009 and
beyond, though possibly restrained by
a stronger dollar. Late in 2008, Japan
Post will probably begin to sell Aflac
policies at some of its 24,000 post offices,
and by the end of next year, most of the
network should be offering them. While
there will likely be some effect on sales
through other distribution channels, Ja-
pan Post should contribute a net gain.
More important, Aflac’s newer policies
have lower benefit ratios than products
devised years ago; thus, Aflac Japan’s
profitability should rise slowly but steadily
for at least the next few years. And in the
U.S., most people have heard of Aflac,
thanks to the ubiquitous fowl, and many
would buy policies if offered at work.
These timely shares have above-
average risk-adjusted total return
potential. Aflac plans to raise the divi-
dend faster than its earnings grow.
Sigourney B. Romaine, CFA July 18, 2008

LEGENDS
16.5 x Earnings p sh. . . . Relative Price Strength

3-for-2 split 3/96
2-for-1 split 6/98
2-for-1 split 3/01
Options: Yes
Shaded area indicates recession

© 2008, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.
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ALLSTATE CORP. NYSE-ALL 45.19 8.5 8.4
10.0 0.56 3.6%

TIMELINESS 3 Raised 1/25/08

SAFETY 1 Raised 9/22/06

TECHNICAL 3 Raised 8/8/08
BETA .90 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 90 (+100%) 21%
Low 75 (+65%) 16%
Insider Decisions

O N D J F M A M J
to Buy 0 1 0 0 0 0 0 0 0
Options 0 0 0 0 0 0 0 1 0
to Sell 0 0 0 0 0 0 1 1 0

Institutional Decisions
4Q2007 1Q2008 2Q2008

to Buy 300 272 276
to Sell 362 363 334
Hld’s(000) 396891 386972 377779

High: 47.2 52.4 41.0 44.8 45.9 41.9 43.3 52.0 63.2 66.1 65.9 52.9
Low: 28.1 36.1 22.9 17.2 30.0 31.0 30.0 42.6 49.7 50.2 48.9 42.5

% TOT. RETURN 8/08
THIS VL ARITH.

STOCK INDEX
1 yr. -14.8 -9.4
3 yr. -12.8 12.4
5 yr. 43.7 56.8

CAPITAL STRUCTURE as of 6/30/08
Total Debt $5640 mill. Due in 5 Yrs $2100 mill.
LT Debt $5640 mill. Total Interest $350 mill.

(21% of Cap’l)
Leases, Uncapitalized Annual rentals $304 mill.

Pension Assets 12/07: $5.1 bill. Oblig. $5.0 bill.
Pfd Stock None
Common Stock 541,517,994 shs.
as of 7/31/08

MARKET CAP: $24.5 billion (Large Cap)
FINANCIAL POSITION 2006 2007 6/30/08

($MILL.)
Bonds 97293 94451 83224
Stocks 6152 5257 4664
Mortgages 9467 10830 10629
Other 44642 45870 52316
Total Assets 157554 156408 150833
Unearned Prems 10427 10409 10266
Reserves P/C 18866 18865 18863
Other 106415 105283 101995
Total Liab’ties 135708 134557 131124

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Premium Inc 7.5% 8.0% 5.0%
Invest Income 8.0% 8.0% 6.0%
Earnings 11.0% 12.5% 9.0%
Dividends 12.0% 12.5% 8.0%
Book Value 9.5% 7.5% 7.0%

Cal- Full
endar Year

NET PREMIUMS EARNED A

Mar.31 Jun.30 Sep.30 Dec.31
2005 6821 6874 6918 6975 27588
2006 6876 6860 6801 6832 27369
2007 6806 6822 6819 6786 27233
2008 6764 6750 6750 6736 27000
2009 6700 6800 6850 6950 27300
Cal- Full

endar Year
EARNINGS PER SHARE B

Mar.31 Jun.30 Sep.30 Dec.31
2005 1.67 1.66 d2.52 1.49 2.30
2006 2.01 2.00 1.88 1.78 7.67
2007 1.93 1.76 1.54 1.24 6.47
2008 1.33 1.24 1.30 1.38 5.25
2009 1.40 1.50 1.50 1.50 5.90
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C

Mar.31 Jun.30 Sep.30 Dec.31
2004 .28 .28 .28 .28 1.12
2005 .28 .32 .32 .32 1.24
2006 .35 .35 .35 .35 1.40
2007 .35 .38 .38 .38 1.49
2009 .38 .41 .41

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
18.08 18.14 18.73 19.71 20.89 21.89 23.60 25.56 29.32 30.67 33.28 35.05 38.05 42.71

3.68 3.69 3.79 4.08 4.31 4.51 4.69 5.11 6.21 6.63 6.91 7.06 7.74 8.89
d3.84 d.61 d1.84 d.19 d.04 1.27 1.66 .58 .25 6.45 8.77 11.79 d4.05 d8.24

d.58 1.50 .54 2.12 2.32 3.56 3.94 3.38 2.95 1.60 2.92 3.77 4.41 2.30
- - .18 .36 .39 .43 .48 .54 .60 .68 .74 .84 .88 1.07 1.20

6.18 11.44 9.39 14.25 15.22 18.36 20.16 21.09 23.39 23.48 24.84 29.21 31.95 31.25
870.52 900.00 897.45 890.00 884.00 850.00 818.00 787.00 746.00 723.75 702.00 704.00 683.00 646.00

- - 133% 133% 111% 153% 201% 220% 160% 121% 161% 149% 126% 146% 178%
- - 10.2 23.1 7.5 10.1 10.4 11.3 10.0 9.6 23.7 12.7 9.8 10.6 24.2
- - .60 1.52 .50 .63 .60 .59 .57 .62 1.21 .69 .56 .56 1.29
- - 1.2% 2.9% 2.5% 1.8% 1.3% 1.2% 1.8% 2.4% 2.0% 2.3% 2.4% 2.3% 2.2%

19307 20112 21871 22197 23361 24677 25989 27588
70.3% 73.0% 75.0% 79.0% 75.6% 70.6% 68.7% 76.8%
22.4% 24.4% 24.2% - - 11.8% 11.9% 24.3% 25.4%

7.3% 2.6% .8% 21.0% 12.6% 17.4% 7.0% -2.2%
31.5% 29.4% 26.4% 5.9% 16.1% 24.0% 23.2% 15.5%
3294.0 2720.0 2211.0 1167.0 2067.0 2653.0 3088.0 1765.0

5.8% 5.8% 6.2% 6.3% 5.4% 4.9% 4.7% 5.0%
87691 98119 104808 109175 117426 134142 149725 156072
17240 17565 18201 16996 17438 20565 21823 20186
19.1% 15.5% 12.1% 6.9% 11.9% 12.9% 14.2% 8.7%
17.3% 13.5% 9.8% 3.7% 8.5% 9.8% 10.7% 4.6%

13% 17% 23% 46% 28% 24% 24% 47%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
44.00 48.37 50.45 52.00 P/C Prem Earned p sh A 57.00
9.93 11.43 10.20 10.45 Investment Inc p sh 12.75
d.99 3.14 1.75 2.35 Underwriting Inc p sh 4.00
7.67 6.47 5.25 5.90 Earnings per sh B 8.35
1.37 1.52 1.64 1.75 Div’ds Decl’d per sh C 2.25

35.12 38.81 40.15 43.75 Book Value per sh 59.45
622.00 563.00 535.00 525.00 Common Shs Outst’g D 520.00
164% 150% Price to Book Value 140%

7.5 9.0 Bold figures are
Value Line
estimates

Avg Ann’l P/E Ratio 10.0
.40 .47 Relative P/E Ratio .65

2.4% 2.6% Avg Ann’l Div’d Yield 2.7%

27369 27233 27000 27300 P/C Premiums Earned A 29640
58.5% 64.9% 68.0% 67.0% Loss to Prem Earned 65.0%
28.5% 28.7% 28.5% 28.5% Expense to Prem Writ 28.0%
13.0% 6.5% 3.5% 4.5% Underwriting Margin 7.0%
30.4% 30.3% 30.0% 30.0% Income Tax Rate 30.0%
4993.0 4636.0 2075 3045 Net Profit ($mill) 4375

5.3% 5.3% 5.0% 5.0% Inv Inc/Total Inv 6.0%
157554 156408 153500 156000 Total Assets ($mill) 180000
21846 21851 21485 22960 Shr. Equity ($mill) 30920
22.9% 21.2% 9.5% 13.5% Return on Shr. Equity 14.0%
18.9% 17.1% 5.5% 9.0% Retained to Com Eq 10.5%

17% 19% 43% 31% All Div’ds to Net Prof 27%

Company’s Financial Strength A
Stock’s Price Stability 95
Price Growth Persistence 60
Earnings Predictability 45

(A) Excludes life.
(B) Earnings from operations in 2002 and
thereafter, based on operating income per
diluted share. Before 2002, included realized

cap. gains: ’00, $0.36; ’99, $0.79; ’98, $0.86;
’97, $0.79; ’96, $0.49; ’95, $0.34.
Next earnings report due late October.
(C) Dividends historically paid in early January,

April, July, and October. Special dividend,
rights buyback, $0.01 per right, paid 1/2/04.
(D) In millions, adjusted for split.

BUSINESS: Allstate Corporation is the second-largest proper-
ty/casualty insurer, and one of the largest life insurers in the coun-
try. 2007 Revenue breakdown: property/casualty (74%); life insur-
ance (5%); Investment Income (21%). Total work force 38,000 em-
ployees. Property/Casualty premium breakdown: standard auto,
63% of net written premiums; non-standard, 5%; homeowners,

23%; other personal lines, 9%. Life insurance includes annuity,
term, universal life, whole life. Northern Trust Corporation owns
5.1% of common shares outstanding; officers & directors own 1.0%
(5/08 proxy). Chairman and Chief Executive Officer: Thomas J. Wil-
son. Address: Allstate Plaza, Northbrook, Illinois 60062. Telephone:
847-402-5000. Internet: www.allstate.com.

Allstate Corp.’s earnings comparisons
continue to suffer in this environ-
ment. Weather conditions contributed to
catastrophe losses that were at record
levels for the June interim, and about 60%
more than in the same period last year.
Lower automobile and home sales, due to
the weak domestic economy, led to a
decline in new applications and premiums
written. In all,
We don’t expect earnings to recover to
last year’s levels until 2010. Although
there has been a decline in claims fre-
quency on the auto side (perhaps due to
higher gas prices and less driving), claims
severity continues to rise, increasing total
loss ratios. Even with the slowdown in
new business, rate increases would better
reflect the underwriting experience, and
we do not expect to see Allstate cut rates
to chase growth at the expense of profita-
bility. Too, higher-premium programs like
Your Choice Auto, which offer additional
benefits, continue to gain traction, and the
company has plans to roll this offering out
in more states.
Acquisitions may provide a boost in
this slow environment. Allstate recently

closed the purchase of the Partnership
Marketing Group, the second-largest pro-
vider of roadside assistance in the country.
This should roughly double the company’s
motor club segment, and increase the cus-
tomer base to which it can cross-market.
The investment portfolio has taken a
hit, as well. Net investment income in the
second quarter was down 14% from the
year-ago period due to a larger percentage
of more-liquid, short-term assets, as well
as reduced income from limited partner-
ships. Allstate has been reducing its ex-
posure to riskier assets, particularly mort-
gage loans and securities of financial insti-
tutions, and has been realizing capital
losses as it sheds these investments.
These neutrally ranked shares don’t
stand out for the long term. Although
an aggressive stock-buyback program
should lend support to share earnings, we
project only average capital appreciation
out to 2011-2013. However, the company
receives good marks for its Financial
Strength (A), and has been steadily in-
creasing its quarterly dividend, where the
yield is somewhat above average.
William Kuo September 19, 2008

LEGENDS
10.0 x Earnings p sh. . . . Relative Price Strength

2-for-1 split 7/98
Options: Yes
Shaded area indicates recession

© 2008, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

To subscribe call 1-800-833-0046.

RECENT
PRICE

P/E
RATIO

RELATIVE
P/E RATIO

DIV’D
YLD( )Trailing:

Median:
VALUE
LINE

Narragansett Electric Company 
Attachment DIV 4-20 
Page 2 of 26



160
120
100
80
60
50
40
30

20
15

2-for-1

Percent
shares
traded

45
30
15

Target Price Range
2011 2012 2013

AMERISOURCE NYSE-ABC 41.49 13.8 15.0
19.0 0.90 0.7%

TIMELINESS 3 Raised 2/22/08

SAFETY 2 Raised 5/30/08

TECHNICAL 3 Lowered 5/30/08
BETA .75 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 95 (+130%) 24%
Low 70 (+70%) 15%
Insider Decisions

O N D J F M A M J
to Buy 0 0 0 0 0 0 0 0 0
Options 0 0 0 2 0 0 0 0 0
to Sell 0 0 0 2 0 0 0 0 0
Institutional Decisions

3Q2007 4Q2007 1Q2008
to Buy 109 131 163
to Sell 262 187 169
Hld’s(000) 161245 155029 152519

High: 16.6 20.2 20.7 26.8 36.0 41.4 36.7 32.0 42.2 49.0 56.6 48.6
Low: 10.3 11.1 5.5 6.0 20.1 25.1 22.8 24.9 26.5 40.2 42.2 36.7

% TOT. RETURN 7/08
THIS VL ARITH.

STOCK INDEX
1 yr. -10.6 -12.2
3 yr. 18.1 7.2
5 yr. 34.8 58.6

AmerisourceBergen was formed in 2001
by the merger of AmeriSource and Bergen
Brunswig. Prior to that, AmeriSource was
formed to acquire Alco Health Services
Corp. in a $545 million leveraged buyout of
that company in 1988. In April of 1995 the
company issued 6.6 million shares at an of-
fering price of $5.25 a share. That offering
was led by Donaldson, Lufkin & Jenrette. A
subsequent offering of 4.8 million shares
was made in May of ’96 at $8.75 a share.
CAPITAL STRUCTURE as of 6/30/08
Total Debt $1233.1 mill. Due in 5 Yrs $201.1 mill.
LT Debt $1231.2 mill. LT Interest $60.0 mill.

(Total interest coverage: 25.3x) (31% of Cap’l)

Leases, Uncapitalized $56.6 mill.

Pension Assets-9/07 $104.4 mill. 0blig. $109.8
mill.
Pfd Stock None
Common Stock 158,461,460 shs.

MARKET CAP: $6.6 billion (Large Cap)
CURRENT POSITION 2006 2007 6/30/08

($MILL.)
Cash Assets 1329.1 1107.6 583.1
Receivables 3427.1 3472.4 3667.1
Inventory (LIFO) 4422.1 4101.5 4116.3
Other 32.1 32.8 81.3
Current Assets 9210.4 8714.3 8447.8
Accts Payable 6499.3 6988.8 7039.1
Other 959.9 868.2 832.4
Current Liab. 7459.2 7857.0 7871.5

ANNUAL RATES Past Past Est’d ’04-’06
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Sales 16.5% 22.0% 12.0%
‘‘Cash Flow’’ 17.5% 21.5% 11.0%
Earnings 16.5% 15.5% 12.0%
Dividends - - - - 22.0%
Book Value - - 28.5% 4.5%

Fiscal
Year
Ends

Full
Fiscal
Year

QUARTERLY SALES ($ mill.) A

Dec.31 Mar.31 Jun.30 Sep.30
2005 12204 12241 12603 12965 50013
2006 13536 14049 14446 14642 56673
2007 15696 15284 15392 15297 61669
2008 16239 17294 17508 18044 69085
2009 16980 18070 18610 18540 72200
Fiscal
Year
Ends

Full
Fiscal
Year

EARNINGS PER SHARE A B

Dec.31 Mar.31 Jun.30 Sep.30
2005 .30 .45 .46 .48 1.69
2006 .44 .55 .57 .61 2.17
2007 .65 .68 .60 .63 2.56
2008 .62 .82 .70 .71 2.85
2009 .73 .86 .81 .85 3.25
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C

Mar.31 Jun.30 Sep.30 Dec.31
2004 .013 .013 .013 .013 .05
2005 .013 .013 .013 .013 .05
2006 .025 .025 .025 .050 .13
2007 .050 .050 .050 .075 .23
2008 .075 .075

1998 1999 2000 2001 2002 2003 2004 2005
88.48 95.03 111.40 76.41 188.14 203.04 232.46 239.84

.84 .98 1.10 .77 1.97 2.32 2.59 2.10

.69 .81 .95 1.16 1.65 1.98 2.03 1.69
- - - - - - - - .05 .05 .05 .05

.11 .15 .16 .11 .30 .40 .90 .98

.78 1.62 2.71 13.71 15.51 17.86 20.64 20.53
96.92 102.70 104.22 207.07 213.89 224.28 210.23 208.52

21.3 18.9 11.6 22.8 20.5 15.2 14.1 19.0
1.11 1.08 .75 1.17 1.12 .87 .74 1.01

- - - - - - - - .1% .2% .2% .2%

8575.4 9760.1 11610 15823 40241 45537 48871 50013
1.9% 2.0% 1.9% 1.8% 2.0% 2.1% 2.0% 1.5%
14.8 17.4 16.1 21.6 61.2 71.0 75.8 81.2
66.8 83.1 99.0 138.2 359.6 449.2 468.4 356.7

39.0% 38.1% 38.0% 38.3% 39.7% 39.2% 38.4% 37.8%
.8% .9% .9% .9% .9% 1.0% 1.0% .7%

403.1 592.7 569.1 1980.0 2250.1 2602.4 2191.5 1935.6
453.8 558.7 413.2 1597.3 1756.5 1722.7 1157.1 951.5

75.3 166.3 282.3 2838.6 3316.3 4005.3 4339.0 4280.4
16.6% 14.2% 17.2% 3.6% 8.5% 9.1% 9.5% 7.4%
88.7% 50.0% 35.1% 4.9% 10.8% 11.2% 10.8% 8.3%
88.7% 50.0% 35.1% 4.9% 10.5% 10.9% 10.5% 8.1%

- - - - - - - - 3% 2% 2% 3%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
295.04 367.16 460.55 501.40 Sales per sh A 593.75

2.88 3.48 3.60 3.95 ‘‘Cash Flow’’ per sh 5.15
2.17 2.56 2.85 3.25 Earnings per sh A B 4.30

.10 .20 .30 .30 Div’ds Decl’d per sh C .40

.59 .70 .85 .85 Cap’l Spending per sh .90
21.56 18.46 19.00 21.00 Book Value per sh 26.60

192.09 167.96 150.00 144.00 Common Shs Outst’g D 144.00
18.9 19.2 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 19.5
1.02 1.00 Relative P/E Ratio 1.30
.2% .4% Avg Ann’l Div’d Yield .5%

56673 61669 69085 72200 Sales ($mill) A 85500
1.5% 1.5% 1.5% 1.5% Operating Margin 1.5%
86.0 91.2 95.0 100 Depreciation ($mill) 120

468.0 494.0 440 470 Net Profit ($mill) 625
36.8% 37.1% 38.0% 38.0% Income Tax Rate 38.0%

.8% .7% .6% .7% Net Profit Margin .7%
1751.2 857.3 655 810 Working Cap’l ($mill) 1180
1093.9 1227.3 1225 1225 Long-Term Debt ($mill) 925
4141.2 3099.7 2850 3025 Shr. Equity ($mill) 3830

9.1% 11.7% 11.5% 12.0% Return on Total Cap’l 14.0%
11.3% 14.9% 15.5% 15.5% Return on Shr. Equity 16.5%
10.8% 13.4% 14.0% 14.0% Retained to Com Eq 15.0%

4% 8% 11% 9% All Div’ds to Net Prof 9%

Company’s Financial Strength B++
Stock’s Price Stability 90
Price Growth Persistence 45
Earnings Predictability 75

(A) Fiscal year ends Sept. 30th. (B) Primary
earnings through fiscal 1997, diluted thereafter.
Excludes n/r (losses)/gains: ’98, ($0.34); ’99,
($0.07); ’01, ($0.21); ’02, ($0.13); ’03, ($0.07);

’04, ($0.07); ’05, ($0.33); ’06, ($0.09); ’07,
$0.09. Next egs. report due late Oct. (C) Divi-
dend historically paid in early March, June,
Sept., and Dec. (D) In millions, adjusted for

stock splits.

BUSINESS: AmerisourceBergen was created by the merger of
AmeriSource Health and Bergen Brunswig. The company is a full-
service wholesale distributor of pharmaceutical products and re-
lated health-care services in the U.S. It operates in two segments:
Pharmaceutical Distribution and PharMerica, its international
pharmacy. Acquired Gulf Dist. Inc. and Diabetic Shoppe, Inc., in

’96; Walker Drug in ’97; C.D. Smith in July ’99. 2007 depreciation
rate: 11.5%. Goldman Sachs owns 11.7% of common; Officers and
directors, 3.0% (1/08 Proxy). Has about 11,300 employees. In-
corporated: DE. President & CEO: R. David Yost. Address: 1300
Morris Drive, Suite 100, Chesterbrook, PA 19087. Telephone: 610-
727-7000. Internet: www.amerisourcebergen.net.

AmerisourceBergen has inked an
agreement to sell its PMSI workers’
compensation business to H.I.G. Capi-
tal, LLC for approximately $40 million,
plus a contingency payment of up to an ad-
ditional $10 million, subject to adjust-
ments at closing. This transaction, which
ought to be completed by the end of Sep-
tember of this year, comes as a bit of a
surprise, as ABC had announced in April
that it was no longer interested in selling
the divison, since the bids that were
received did not reflect the turnaround
value of the business. However, after re-
evaluating its alternatives, management
decided to sell the business and focus on
its pharmaceutical distribution and re-
lated businesses.
In the meantime, we look for the com-
pany to post double-digit earnings ad-
vances both this fiscal year and next
(years end September 30th). During the
June quarter, AmerisourceBergen posted a
hefty 17% jump in year-over-year share
net, on record sales of $17.8 billion, with
much of the good news attributable to im-
pressive demand reported by the pharma-
ceutical distribution division. And over the

balance of this year and into next, we look
for ABC to benefit from the expected
growth of its largest institutional custom-
ers and improving operating margins. As a
result, fiscal 2008 earnings should ap-
proach the $2.85-a-share mark, with
roughly a 14% improvement the following
year.
AmerisourceBergen is in strong finan-
cial shape. The company finished off the
June interim with $583.1 million in cash,
a rather impressive feat given that it had
repurchased $554 million in outstanding
common stock during the first nine
months of fiscal 2008. And we look for
ABC to use a majority of the $144 million
remaining in its current share repurchase
authorization during the last quarter of
the year.
Investors with an eye toward 2011-
2013 may wish to consider neutrally
ranked AmerisourceBergen stock. At
the current quotation, the issue offers
strong appreciation potential 3 to 5 years
hence, thanks, in large part, to the double-
digit sales and earnings advances we envi-
sion over that period.
Kenneth A. Nugent August 29, 2008

LEGENDS
17.0 x ″Cash Flow″ p sh. . . . Relative Price Strength

2-for-1 split 3/99
2-for-1 split 12/05
Options: Yes
Shaded area indicates recession
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BRISTOL-MYERS SQ. NYSE-BMY 21.65 15.5 20.2
26.0 1.02 5.7%

TIMELINESS 3 Lowered 1/4/08

SAFETY 2 Raised 7/20/07

TECHNICAL 4 Lowered 6/27/08
BETA 1.00 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 40 (+85%) 20%
Low 30 (+40%) 13%
Insider Decisions

A S O N D J F M A
to Buy 0 0 0 0 0 0 0 0 0
Options 0 0 0 0 0 0 0 0 0
to Sell 0 0 0 0 0 0 0 0 0
Institutional Decisions

3Q2007 4Q2007 1Q2008
to Buy 374 418 386
to Sell 446 420 490
Hld’s(000)148788714599621430945

High: 49.1 67.6 79.3 74.9 73.5 51.9 29.2 31.3 26.6 26.4 32.3 27.4
Low: 26.6 44.2 57.3 42.4 48.5 19.5 21.0 22.2 20.7 20.1 25.7 19.4

% TOT. RETURN 6/08
THIS VL ARITH.

STOCK INDEX
1 yr. -32.0 -18.0
3 yr. -7.1 11.3
5 yr. -5.7 63.2

Bristol-Myers Squibb was incorporated in
Delaware in August 1933 as successor to a
New York business started in 1887. The
company was formed by a merger between
Bristol-Myers Company and Squibb Corpo-
ration on October 4, 1989. The combination
was effected through an exchange of 2.4
shares of Bristol-Myers for each share of
Squibb.
The merger was effected utilizing the
pooling-of-interests accounting method.
CAPITAL STRUCTURE as of 3/31/08
Total Debt $6341 mill. Due in 5 Yrs $1951 mill.
LT Debt $4390 mill. LT Interest $312.1 mill.

(31% of Cap’l)
(Total interest coverage: 3.9x)
Leases, Capitalized $49.0 mill.

Pension Assets-12/07 $6.3 bill. Oblig. $6.8 bill.

Pfd Stock None
Common Stock 1,975,290,706 shs.
as of 4/28/08
MARKET CAP: $42.8 billion (Large Cap)
CURRENT POSITION 2006 2007 3/31/08

($MILL.)
Cash Assets 4013 2225 2319
Receivables 3247 4240 4381
Inventory (Avg Cst) 2079 2162 2209
Other 963 1721 1645
Current Assets 10302 10348 10554
Accts Payable 1239 1442 1476
Debt Due 187 1891 1951
Other 5070 5311 5390
Current Liab. 6496 8644 8817

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Sales 2.5% - - 4.0%
‘‘Cash Flow’’ -0.5% -6.5% 6.5%
Earnings -2.5% -10.0% 8.5%
Dividends 4.0% 1.0% 3.5%
Book Value 5.5% 3.0% 2.0%

Cal- Full
endar Year

QUARTERLY SALES ($ mill.)
Mar.31 Jun. 30 Sep. 30 Dec. 31

2005 4532 4889 4767 5019 19207
2006 4676 4871 4154 4213 17914
2007 4317 4757 4893 5381 19348
2008 5181 5250 5250 5299 20980
2009 5450 5500 5700 5850 22500
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun. 30 Sep. 30 Dec. 31
2005 .32 .50 .44 .26 1.52
2006 .32 .34 .17 d.02 .81
2007 .35 .36 .43 d.05 1.09
2008 .33 .35 .42 .30 1.40
2009 .35 .40 .45 .40 1.60
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B■

Mar.31 Jun.30 Sep.30 Dec.31
2004 .28 .28 .28 .28 1.12
2005 .28 .28 .28 .28 1.12
2006 .28 .28 .28 .28 1.12
2007 .28 .28 .28 .28 1.12
2008 .31 .31

1998 1999 2000 2001 2002 2003 2004 2005
9.19 10.21 9.32 9.91 9.35 10.77 9.98 9.84
1.89 2.45 2.48 2.81 1.43 2.01 1.70 2.01
1.55 2.06 2.36 2.41 1.07 1.59 1.21 1.52

.78 .86 .98 1.10 1.12 1.12 1.12 1.12

.40 .36 .30 .52 .51 .48 .35 .38
3.81 4.36 4.70 5.48 4.63 5.04 5.25 5.74

1988.8 1980.8 1953.5 1960.6 1937.4 1940.5 1942.4 1952.3
35.2 33.1 24.6 23.8 29.1 15.9 20.8 15.9
1.83 1.89 1.60 1.22 1.59 .91 1.10 .85

1.4% 1.3% 1.7% 1.9% 3.6% 4.4% 4.4% 4.6%

18284 20222 18216 19423 18119 20894 19380 19207
31.4% 34.3% 37.6% 38.3% 26.2% 27.5% 29.9% 31.6%
625.0 678.0 746.0 781.0 735.0 789.0 909.0 929.0

3141.0 4167.0 4096.0 4723.0 2034.0 3106.0 2388.0 3000.0
26.4% 27.7% 25.2% 14.3% 16.4% 25.9% 34.2% 20.5%
17.2% 20.6% 22.5% 24.3% 11.2% 14.9% 12.3% 15.6%
2991.0 3730.0 4192.0 3523.0 1755.0 4388.0 4958.0 5393.0
1364.0 1342.0 1336.0 6237.0 6261.0 8522.0 8463.0 8364.0
7576.0 8645.0 9180.0 10736 8967.0 9786.0 10202 11208
35.5% 42.1% 39.5% 28.9% 14.8% 18.8% 14.8% 17.2%
41.5% 48.2% 44.6% 44.0% 22.7% 31.7% 23.4% 26.8%
21.0% 28.5% 23.6% 24.1% NMF 9.6% 2.1% 7.3%

49% 41% 47% 45% 107% 70% 91% 73%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
9.13 9.77 10.65 11.40 Sales per sh 12.05
1.29 1.54 1.85 2.05 ‘‘Cash Flow’’ per sh 2.35

.81 1.09 1.40 1.60 Earnings per sh A 1.85
1.12 1.12 1.24 1.24 Div’ds Decl’d per sh B■ 1.40
.41 .43 .45 .45 Cap’l Spending per sh .55

5.92 5.34 5.50 5.70 Book Value per sh C 6.35
1962.4 1979.4 1975.0 1975.0 Common Shs Outst’g D 1970.0

29.8 26.4 Bold figures are
Value Line
estimates

Avg Ann’l P/E Ratio 19.0
1.61 1.38 Relative P/E Ratio 1.25

4.6% 4.0% Avg Ann’l Div’d Yield 4.0%

17914 19348 20980 22500 Sales ($mill) 23700
23.7% 24.4% 26.5% 27.5% Operating Margin 28.5%
956.0 892.0 915 930 Depreciation ($mill) 980

1585.0 2165.0 2765 3160 Net Profit ($mill) 3645
23.2% 22.7% 23.0% 24.0% Income Tax Rate 24.0%

8.8% 11.2% 13.2% 14.0% Net Profit Margin 15.4%
3806.0 1704.0 3200 3500 Working Cap’l ($mill) 4000
9673.0 4381.0 4345 4300 Long-Term Debt ($mill) 4500
11612 10562 10850 11300 Shr. Equity ($mill) C 12530
9.1% 15.5% 19.5% 23.0% Return on Total Cap’l 24.5%

13.6% 20.5% 25.5% 28.0% Return on Shr. Equity 29.0%
NMF NMF 3.0% 6.5% Retained to Com Eq 7.0%
NMF 102% 89% 78% All Div’ds to Net Prof 76%

Company’s Financial Strength A
Stock’s Price Stability 85
Price Growth Persistence 5
Earnings Predictability 60

A) Based on avg. shares outstanding thru. ’97,
diluted thereafter. Next earnings report due late
July. Excludes nonrecurring losses: ’98, 25¢.
Includes extraordinary charge of $0.11 in 2Q

’04.
(B) Dividends historically paid in the first week
of February, May, August, and November. ■

Dividend reinvestment plan available.

(C) Includes intangibles. In ’07: $6328 million,
$3.20/sh.
(D) In millions, adjusted for stock splits.

BUSINESS: Bristol-Myers Squibb Company manufactures proprie-
tary medical products, ethical pharmaceuticals, diagnostics, infant
formula, orthopedic implants, health and beauty aids. Major brand
names include: Plavix ($4.8 billion in ’07 sales), Avapro, Pravachol,
Coumadin, Reyataz, Sustiva, Baraclude, Erbitux, Taxol, Sprycel,
Ixempra, Abilify, Enfamil, Enfagrow. Acquired DuPont Pharma.

10/01/01. International operations represent 46% of sales (35% of
operating profit); R&D, 16.9%. ’07 depreciation rate: 10.3%. Es-
timated plant age: 14 years. Has about 46,050 employees Officers
& directors own 1% of stock (3/08 proxy). Chairman and CEO:
James M. Cornelius. Incorporated: DE. Addr.: 345 Park Ave., NY,
NY 10154. Tel.: 212-546-4000. Internet: www.bms.com.

Income-oriented investors may be in-
terested in Bristol-Myers Squibb. The
seven-point drop in the stock price this
year has resulted in a highly attractive
dividend yield. Bristol raised the annual
dividend to a very generous $1.24 a share
in 2008. Given that the company has well
over $2 billion on the balance sheet, and
will likely generate cash flow per share of
$1.85 this year, we feel the dividend is
secure. Those investors looking for a little
more security may want to consider the $2
convertible preferred stock, which has a
dividend of $0.50 a share. Either invest-
ment strategy should prove fruitful, while
awaiting a partial resurrection in the
stock price.
The next few years should be fairly
eventful for holders of this good-
quality stock. We feel that at this point
most, if not all, the bad news is already
baked into the equity. Hard on the heels of
patent exclusivity losses on mainstay
drugs, BuSpar, Pravachol, Taxol, and
Glucophage, is the near-term patent loss of
Plavix. Generic drug manufacturers are
pursuing this platelet blocker with un-
mitigated tenacity. Meanwhile, it remains

to be seen whether newer drugs like
Sprycel, Sustiva, Abilify, Reyataz, and Er-
bitux will fill the revenue gap left by the
aforementioned heavyweights. To combat
the prospective shortfall, Bristol is hoping
to sell its baby food business Mead
Johnson for around $9 billion, possibly off-
loading the ConvaTec wound care unit,
and cutting costs (8% of the workforce over
the next two years). Proceeds would most
likely be used to acquire other brand name
and/or generics companies, as well as con-
sumer healthcare entities. The recent ac-
quisition of Kosan BioSciences for $190
million is a small indication of things to
come.
Given this stock’s depressed valua-
tion, investors might think this is a
good time to buy. And for those inter-
ested in income, it probably is. But those
expecting the stock to rebound quickly are
likely in for a surprise. There are few, if
any, long- or short-term catalysts. Much
will depend on the company’s ability to
reposition itself (via divestiture and acqui-
sition), such that it becomes attractive to a
potential suitor.
Jeremy J. Butler July 18, 2008

LEGENDS
15.0 x ″Cash Flow″ p sh. . . . Relative Price Strength

2-for-1 split 3/97
2-for-1 split 3/99
Options: Yes
Shaded area indicates recession
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CAPITOL FED. FIN’L NDQ-CFFN 38.76 69.2 84.3
NMF 4.55 5.2%

TIMELINESS 3 Lowered 7/4/08

SAFETY 2 Raised 10/25/02

TECHNICAL 3 Lowered 6/20/08
BETA .80 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 50 (+30%) 11%
Low 35 (-10%) 3%
Insider Decisions

A S O N D J F M A
to Buy 0 0 0 0 0 1 0 0 0
Options 1 0 0 0 0 1 0 0 0
to Sell 1 0 0 1 0 0 0 0 0
Institutional Decisions

3Q2007 4Q2007 1Q2008
to Buy 43 35 41
to Sell 32 38 40
Hld’s(000) 8824 8955 9047

High: 10.6 16.8 22.3 29.2 37.9 39.6 37.3 39.0 40.4 41.4
Low: 9.3 8.9 14.8 20.2 27.8 29.3 32.7 31.5 29.3 27.6

% TOT. RETURN 6/08
THIS VL ARITH.

STOCK INDEX
1 yr. 8.1 -18.0
3 yr. 29.5 11.3
5 yr. 80.6 63.2

Capitol Federal Financial is a federally
chartered holding company, which con-
verted from mutual to stock ownership on
March 31, 1999. On that day, the company
sold 37,807,183 shares at $10 per share in
a subscription offering to certain depositors.
It also sold an additional 53,705,104 shares
during its IPO. The offering, led by Charles
Webb & Company, netted proceeds of
$355.5 million.
CAPITAL STRUCTURE as of 3/31/08

FHLB Advances $2547.6 mill.
(77% of Cap’l)

Other LT Debt $53.6 mill.

Leases, Uncapitalized: Annual rentals $1.0 mill.
No Defined Benefit Pension Plan
Pfd Stock None

Common Stock 74,063,559 shs.

MARKET CAP: $2.9 billion (Mid Cap)
EARNINGS FACTORS

Margin (%) 2006 2007 3/31/08
Earning Asset Yield 5.08 5.28 5.31
Cost of Funds 3.89 4.35 4.11
Yield-Cost Margin 1.19 .93 1.20

Net Changes ($mill.) 2006 2007 3/31/08
Loans -243.0 69.0 1.4
Savings Deposits -59.9 22.4 98.2
FHLB Advances &
Other Borrowing -157.7 -536.5 400.0
ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Mortgage Lns - - - - 1.0%
Savings Dep - - - - 2.0%
Earnings - - -8.5% 8.0%
Dividends - - 28.0% 1.0%
Book Value - - -2.0% 1.0%

Fiscal
Year
Ends

Full
Fiscal
Year

SAVINGS DEPOSITS ($ mill.) A

Dec.31 Mar. 31 Jun. 30 Sep. 30
2005 4151 4051 3991 3960
2006 3937 4015 3895 3900
2007 3935 4003 3947 3922
2008 3981 4021 4030 4050
2009 4050 4100 4150 4200
Fiscal
Year
Ends

Full
Fiscal
Year

EARNINGS PER SHARE A B

Dec.31 Mar. 31 Jun. 30 Sep. 30
2005 .25 .24 .22 .18 .89
2006 .18 .19 .15 .14 .66
2007 .14 .12 .10 .08 .44
2008 .12 .16 .13 .14 .55
2009 .13 .13 .14 .15 .55
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C

Mar.31 Jun.30 Sep.30 Dec.31
2004 .50 .50 .50 .50 2.00
2005 .50 .50 .50 .50 2.00
2006 .50 .50 .50 .50 2.00
2007 .50 .50 .50 .50 2.00
2008 .50 .50

1998 1999 2000 2001 2002 2003 2004 2005
- - 69.62 94.13 96.27 103.17 96.81 100.00 102.50
- - 42.61 47.26 53.30 59.71 57.75 55.78 53.31
- - .39 .90 .99 1.22 .72 .55 .89
- - .20 .42 .57 .74 .90 2.00 2.00
- - 11.44 11.78 13.04 13.42 13.31 11.25 11.64
- - 91.51 83.72 80.41 73.55 73.38 73.99 74.29
- - 25.6 11.9 16.9 19.2 40.0 61.1 39.0
- - 1.46 .77 .87 1.05 2.28 3.23 2.08
- - 2.0% 3.9% 3.4% 3.2% 3.1% 6.0% 5.8%

- - 409.8 533.2 597.1 586.6 484.7 408.4 423.5
- - 61.7% 65.7% 68.7% 63.2% 67.4% 65.8% 57.7%
- - 42.9 76.3 77.8 89.6 52.0 40.3 65.1
- - 38.2% 36.8% 36.9% 39.1% 39.0% 39.7% 38.3%
- - 10.5% 14.3% 13.0% 15.3% 10.7% 9.9% 15.4%
- - 6539.3 8265.2 8635.4 8781.1 8582.5 8541.0 8409.7
- - 1345.0 3225.0 3200.0 3200.0 3200.0 3449.4 3426.5
- - 1046.5 986.2 1048.3 987.4 976.4 832.4 865.1
- - - - - - - - - - - - - - - -
- - - - - - - - - - - - - - - -
- - 16.0% 11.9% 12.1% 11.2% 11.4% 9.7% 10.3%
- - 21.2% 11.6% 10.6% 11.7% 15.0% 17.9% 17.4%
- - .66% .92% .90% 1.02% .61% .47% .77%
- - 4.1% 7.7% 7.4% 9.1% 5.3% 4.8% 7.5%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
98.69 90.39 94.20 96.90 Mortgage Loans per sh 103.50
52.69 52.83 54.50 56.50 Savings Deposits per sh 60.00

.66 .44 .55 .55 Earnings per sh A B 1.05
2.00 2.00 2.00 2.00 Div’ds Decl’d per sh C 2.10

11.66 11.68 11.65 11.70 Book Value per sh 12.35
74.03 74.26 74.30 74.30 Common Shs Outst’g D 74.30
50.8 84.5 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 40.0
2.74 4.44 Relative P/E Ratio 2.65

6.0% 5.4% Avg Ann’l Div’d Yield 5.0%

435.7 435.5 440 460 Gross Income ($mill) 490
65.2% 70.1% 67.0% 67.5% Int Cost to Gross Inc 60.0%

48.1 32.3 40.0 42.5 Net Profit ($mill) 76.5
38.9% 39.0% 39.0% 39.0% Income Tax Rate 39.0%
11.0% 7.4% 9.1% 9.2% Net Profit Margin 15.5%
8199.1 7675.9 8000 8200 Total Assets ($mill) 8750
3268.7 2732.2 2700 2800 FHLB Advances ($mill) 3300
863.2 867.6 865 870 Shr. Equity ($mill) 915

1440.0 1600.0 1000 1100 New Loan Volume ($mill) 1400
.17% .16% .20% .21% Problem Assets to Lns .16%

10.5% 11.3% 10.8% 10.6% Shr. Eq. to Total Assets 10.5%
16.7% 17.8% 17.0% 17.5% G&A Exp to Gross Inc 15.5%
.59% .42% .50% .50% Return on Total Assets .85%
5.6% 3.7% 4.5% 5.0% Return on Shr. Equity 8.5%

Company’s Financial Strength B++
Stock’s Price Stability 90
Price Growth Persistence 40
Earnings Predictability 45

(A) Fiscal year ends September 30th.
(B) Diluted earnings. Fiscal 2004 earnings ex-
clude a debt restructuring charge of $2.03/
share. Next earnings report due early August.

(C) Dividends paid in mid-Feb., May, Aug., and
Nov. Excludes special dividends: ’06; $0.09,
’05; $0.30, ’03; $0.81, ’02; $1.22. Starting in
’05, CFFN has paid a special dividend equal to

25% of the excess of net income over the
scheduled annual dividend payments. Histori-
cally, dividends have been waived by Cap.
Fed. Savings Bank. (D) In millions.

BUSINESS: Capitol Federal Financial is the holding company for
Cap. Fed. Savings Bank. It has 39 branch locations in Kansas and
is the leading residential lender in the state. The bank serves the
Topeka, Kansas City, Wichita, Lawrence, Manhattan, Emporia, and
Salina areas. It primarily attracts retail deposits and uses the funds
to provide mortgage loans to owner-occupied residences. Deposits

include passbook and statement savings, money market accounts,
NOW and noninterest bearing checking. Loans at 9/30/07: 96% real
estate; 4% consumer. Has about 724 empl. Cap. Fed. Sav. Bank
owns 70.3% of shs.; Off. & dir., 2.6% (12/07 proxy). Chrmn.: John
C. Dicus. CEO: John B. Dicus. Inc.: KS. Addr.: 700 Kansas Ave.
Topeka, KS 66603. Tel.: 785-235-1341. Net: www.capfed.com.

Capitol Federal posted good results
for the March quarter (fiscal year
ends September 30th). Share net was
the best in two years, as net interest in-
come was bolstered by lower funding costs.
Interest expense declined almost $7 mil-
lion due to the maturation of higher-cost
deposits that were not renewed, and by
the termination of a $575 million interest-
rate swap. Too, interest costs were con-
tained in part by recent interest-rate cuts
by the Federal Reserve.
Loan quality appears steady. The per-
centage of loans that are categorized as
nonperforming (90 or more days delin-
quent) remained at .19% as of March 31st,
unchanged from December 31st. About
one-third of the nonperforming loans have
LTV (loan-to-value) ratios greater than
80%, but most of these nonperformers
have private mortgage insurance, which
substantially reduces the bank’s exposure.
Still, although the percentage of troubled
loans stayed steady since December, it
compares unfavorably to the year-ago
ratio. Too, loans from 30 to 89 days delin-
quent (and hence not yet included in the
nonperforming total) increased $1.2 mil-

lion since September 30th, to $18.9 mil-
lion. Simply put, the quality of the loan
portfolio has dropped a touch, but
remains steady, for now. We attribute this
to the generally stable condition of Cap
Fed’s local economy.
Asset and loan growth are what is
needed. Capitol Federal is in the business
of making mortgage loans, from which it
earns a spread. March results were aided
by a widening spread, due in part to man-
agement actions aimed at reducing the
cost of funds, and in part due to Federal
Reserve actions that resulted in a general-
ly lower level of interest rates. That said,
we expect that asset and loan growth will
remain sluggish at least through the end
of calendar 2008, as the local and national
economies continue to languish.
We see no reason to rush into these
good-yielding shares. We expect that as-
set growth will be challenged by sluggish
macroeconomic trends, and that interest-
rate spreads may be pressured if the Fed-
eral Reserve raises interest rates in an at-
tempt to quell emerging inflationary pres-
sures.
Douglas G. Maurer, CFA July 18, 2008

LEGENDS
40.0 x Earnings p sh. . . . Relative Price Strength

Options: Yes
Shaded area indicates recession
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Target Price Range
2011 2012 2013

CHUBB CORP. NYSE-CB 48.27 8.3 7.6
15.0 0.55 2.8%

TIMELINESS 3 Lowered 4/11/08

SAFETY 1 Raised 6/20/08

TECHNICAL 3 Lowered 6/6/08
BETA .95 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 85 (+75%) 17%
Low 70 (+45%) 12%
Insider Decisions

O N D J F M A M J
to Buy 0 0 0 0 0 0 0 0 0
Options 1 2 1 0 13 9 4 5 0
to Sell 1 6 3 0 9 0 2 6 1

Institutional Decisions
4Q2007 1Q2008 2Q2008

to Buy 288 287 245
to Sell 279 284 308
Hld’s(000) 323671 315997 313803

High: 39.3 44.4 38.2 45.1 43.3 39.3 34.6 38.7 49.7 54.7 56.0 54.9
Low: 25.6 27.7 22.0 21.6 27.8 26.0 20.9 31.5 36.5 46.6 45.7 45.2

% TOT. RETURN 8/08
THIS VL ARITH.

STOCK INDEX
1 yr. -3.8 -9.4
3 yr. 17.8 12.4
5 yr. 57.5 56.8

CAPITAL STRUCTURE as of 6/30/08
Total Debt $4435 mill. Due in 5 Yrs $2060 mill.
LT Debt $4435 mill. LT Interest $270 mill.

(24% of Cap’l)
Leases, Uncapitalized Annual rentals $89.0 mill.
Pension Assets-12/07 $1409 mill.

Oblig. $1658 mill.
Pfd Stock None
Common Stock 360,557,474 shs.

MARKET CAP: $17.4 billion (Large Cap)
FINANCIAL POSITION 2006 2007 6/30/08
($MILL.)
Bonds 31966 33871 33931
Stocks 1957 2320 1996
ReinsuranceRecov. 2594 2307 2355
Other 13760 12076 13546
Total Assets 50277 50574 51828
Unearned Prems 6546 6599 6681
Reserves 22293 22623 23192
Other 7575 6907 7822
Total Liab’ties 36414 36129 37695

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Premium Inc 8.5% 8.0% 3.0%
Invest Income 6.0% 7.0% 8.0%
Earnings 11.0% NMF 2.0%
Dividends 6.5% 8.0% 8.0%
Book Value 8.0% 11.5% 9.0%

Cal- Full
endar Year

NET PREMIUMS EARNED ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2005 3035 3019 3043 3079 12176
2006 3019 2970 2974 2995 11958
2007 2985 2964 2978 3019 11946
2008 2976 2986 2950 2973 11885
2009 2950 2940 2940 2945 11775
Cal- Full

endar Year
EARNINGS PER SHARE B

Mar.31 Jun.30 Sep.30 Dec.31
2005 1.11 1.14 .45 1.17 3.87
2006 1.42 1.35 1.37 1.46 5.60
2007 1.53 1.60 1.68 1.60 6.41
2008 1.65 1.40 1.40 1.55 6.00
2009 1.50 1.45 1.45 1.45 5.85
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C■

Mar.31 Jun.30 Sep.30 Dec.31
2004 .18 .195 .195 .195 .77
2005 .195 .215 .215 .215 .84
2006 .215 .25 .25 .25 .97
2007 .25 .29 .29 .29 1.12
2008 .29 .33 .33

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
9.04 9.99 10.87 11.89 13.07 15.28 16.34 16.10 17.57 19.57 23.61 27.09 30.20 29.12
1.98 2.28 2.39 2.43 2.03 2.14 2.53 2.55 2.74 2.89 2.91 2.97 3.26 3.37
d.22 d1.20 d.11 .24 .04 .20 d.58 d.50 d.24 d2.91 d2.46 d.18 2.01 2.17
1.74 .98 1.49 1.96 1.38 2.20 2.10 1.83 2.01 .32 .58 2.08 3.63 3.87

.39 .42 .46 .49 .54 .58 .62 .64 .66 .68 .70 .72 .78 .86
11.30 11.96 12.23 15.09 15.62 16.82 17.39 17.87 19.96 19.18 20.03 22.67 26.28 29.68

350.08 350.84 347.28 348.85 349.72 337.43 324.53 350.98 349.84 340.14 342.40 375.93 385.35 418.08
166% 182% 153% 142% 155% 191% 212% 168% 171% 185% 164% 131% 133% 144%

10.8 22.2 12.6 10.9 17.6 14.7 17.6 16.4 17.0 NMF NMF 14.3 9.6 11.0
.66 1.31 .83 .73 1.10 .85 .92 .93 1.11 NMF NMF .82 .51 .59

2.1% 1.9% 2.5% 2.3% 2.2% 1.8% 1.7% 2.1% 1.9% 1.9% 2.1% 2.4% 2.2% 2.0%

5303.8 5652.0 6145.9 6656.4 8085.3 10183 11636 12176
68.8% 70.5% 67.5% 80.8% 75.4% 67.6% 63.1% 64.3%
33.5% 32.3% 32.9% 32.6% 31.3% 30.4% 29.2% 28.0%
-2.3% -2.8% -.4% -13.4% -6.7% 2.0% 7.7% 7.7%
16.8% 12.5% 16.0% - - - - 11.2% 24.2% 23.5%
707.0 621.1 714.7 111.5 200.9 753.9 1402.4 1578.2
5.7% 5.8% 5.8% 5.8% 5.2% 4.7% 4.2% 4.3%

20746 23537 25027 29449 34114 38361 44260 48061
5644.1 6271.8 6981.7 6525.3 6859.2 8522.0 10126 12407
12.5% 9.9% 10.2% 1.7% 2.9% 8.8% 13.8% 12.7%

8.9% 6.5% 7.0% NMF NMF 5.9% 10.9% 9.9%
29% 34% 32% NMF 118% 33% 21% 22%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
29.08 31.89 33.95 33.65 P/C Prem Earned p sh 35.95
3.84 4.64 5.05 5.20 Investment Inc p sh A 6.30
4.59 5.51 4.30 3.70 Underwriting Inc p sh A 2.80
5.60 6.41 6.00 5.85 Earnings per sh B 5.95
1.00 1.16 1.32 1.40 Div’ds Decl’d per sh C■ 1.60

33.71 38.56 42.55 46.30 Book Value per sh 56.25
411.28 374.65 350.00 350.00 Common Shs Outst’g D 345.00
149% 137% Bold figures are

Value Line
estimates

Price to Book Value 140%
9.0 8.2 Avg Ann’l P/E Ratio 13.0
.49 .44 Relative P/E Ratio .85

2.0% 2.2% Avg Ann’l Div’d Yield 2.1%

11958 11946 11885 11775 P/C Premiums Earned 12400
55.2% 52.8% 58.0% 59.5% Loss to Prem Earned 62.5%
29.0% 30.1% 29.5% 29.5% Expense to Prem Writ 29.5%
15.8% 17.1% 12.5% 11.0% Underwriting Margin 8.0%
27.8% 28.0% 28.0% 28.0% Income Tax Rate 28.0%
2367.0 2564.0 2210 2100 Net Profit ($mill) 2120

4.5% 4.5% 4.5% 5.0% Inv Inc/Total Inv 5.5%
50277 50574 52000 53500 Total Assets ($mill) 62000
13863 14445 14900 16200 Shr. Equity ($mill) 19400
17.1% 17.8% 15.0% 13.0% Return on Shr. Equity 11.0%
14.1% 14.7% 11.5% 10.0% Retained to Com Eq 8.0%

17% 17% 21% 23% All Div’ds to Net Prof 26%

Company’s Financial Strength A
Stock’s Price Stability 95
Price Growth Persistence 80
Earnings Predictability 45

(A) Before taxes. Incl. p/c inv. inc. after 1996.
(B) Primary egs. thru 1996. Dil. thereafter.
Excl. cap. gains/(losses) begin. with 2002: ’02,
7¢; ’03, 15¢; ’04, 38¢; ’05, 60¢; ’06, 38¢; ’07,

60¢; Q1 ’08, 12¢; Q2 ’08, (13¢). Incl. cap.
gains: ’00, 10¢; ’99, 17¢; ’98, 27¢; ’97, 20¢;
’96, 17¢; ’95, 24¢; ’92, 69¢. Excl. nonrec. loss:
’93, $2.43. Qtrs. may not add due to diff. in

shs. out’g. Next egs. rpt. due late Oct. (C)
Dividends are historically paid early January,
April, July, October. ■ Dividend reinvestment
plan available. (D) In mill., adj. for stock splits.

BUSINESS: The Chubb Corporation is a holding company engaged
in property and casualty insurance. The company has offices lo-
cated throughout North America, Europe, South America, and the
Pacific Rim. Acquired Executive Risk, Inc. in July, 1999. Sold
life/health and real estate operations in 1997. Mix of p/c premiums
written at 12/31/07: personal lines, 31%; standard commercial,

43%; specialized commercial, 25%; Reinsurance, 1%. Has about
10,600 employees. Morgan Stanley owns 6.2% of common stock;
officers and directors control less than 1% of common (3/08 proxy).
Chairman, President, and CEO: John D. Finnegan. Incorporated:
N.J. Address: 15 Mountain View Road, P.O. Box 1615, Warren, NJ
07061. Telephone: 908-903-2000. Internet: www.chubb.com.

High catastrophe losses hurt Chubb’s
operating results in the second quar-
ter. Indeed, earnings per share came in
$0.20 below the year-ago tally and a nickel
short of our estimate. Much of the weak-
ness stemmed from above-normal cata-
strophe losses related to storms in the
Midwest that impacted the commercial
property and marine insurance line. These
losses, which accounted for 5.4 percentage
points of the combined ratio, essentially
penalized share earnings by $0.28. A large
loss incurred within the surety line didn’t
help matters either, as it offset some of the
favorable reserve development and exerted
additional pressure on the combined ratio.
Meanwhile, soft pricing within the
P/C insurance sector seems apt to per-
sist for a while. No doubt, industrywide
competition in the U.S. is largely to blame
for the decline in the company’s top line in
recent years. Although foreign business is
providing some relief, intense pricing pres-
sure on the homefront will likely continue
to make growth within the core domestic
operations fairly challenging.
Still, we’re leaving our 2008 share-
profit estimate of $6.00 intact. Our tar-

get is within management’s annual guid-
ance of $5.70 to $6.10, which is based on a
combined ratio of between 86% and 88%.
Granted, given the unusually high outlays
incurred in the June quarter and consider-
ing that the hurricane season is currently
in progress, Chubb now expects
catastrophe losses to make up four points
of the combined ratio for the full year, in-
stead of three points as it originally as-
sumed. However, the company’s earnings
guidance reflects a positive outlook for the
second half of 2008. Looking ahead, we
don’t expect a pickup in profits until after
2009, though a healthier pricing backdrop
and better loss and expense trends may
prove our projections conservative.
Share repurchases should continue,
which would be a good use of excess cash
and beneficial to share net. More than
nine million shares remained in the stock
buyback authorization as of June 30th.
Conservative investors may want to
look here. A well-covered dividend, along
with a top-notch Safety rank and high
marks for Financial Strength and Price
Stability, gives this issue some appeal.
J. Susan Ferrara September 19, 2008

LEGENDS
13.0 x Earnings p sh. . . . Relative Price Strength

2-for-1 split 5/96
2-for-1 split 4/06
Options: Yes
Shaded area indicates recession
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Target Price Range
2011 2012 2013

COMMERCE BANCSH. NDQ-CBSH 45.64 17.4 15.1
15.0 1.15 2.3%

TIMELINESS 3 Raised 10/26/07

SAFETY 1 New 7/27/90

TECHNICAL 3 Lowered 5/30/08
BETA .95 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 55 (+20%) 7%
Low 45 (Nil) 2%
Insider Decisions

O N D J F M A M J
to Buy 0 0 0 2 0 0 0 0 0
Options 0 2 1 2 2 0 1 0 1
to Sell 1 2 0 1 2 5 2 1 1
Institutional Decisions

4Q2007 1Q2008 2Q2008
to Buy 86 80 102
to Sell 82 79 72
Hld’s(000) 32590 33003 34444

High: 28.8 31.7 28.1 30.4 31.0 35.0 40.6 43.4 48.6 48.3 48.4 46.8
Low: 16.4 20.9 21.8 17.9 23.4 25.8 27.6 36.2 39.9 43.4 41.2 36.5

% TOT. RETURN 8/08
THIS VL ARITH.

STOCK INDEX
1 yr. 3.6 -9.4
3 yr. 3.1 12.4
5 yr. 45.7 56.8

CAPITAL STRUCTURE as of 6/30/08

LT Debt $1,075.7 mill. LT Interest $35.0 mill.
Due In 5 Years $421.3 mill.

Pension Assets-12/07 $104.8 mill. Oblig.$86.3
mill.

Pfd Stock None

Common Stock 72,053,819 shs.
as of 8/1/08

MARKET CAP: $3.3 billion (Mid Cap)

ASSETS 2006 2007 6/30/08
Loans 9828.4 10471.8 10971.1
Funds Sold 527.8 655.2 466.2
Securities 3496.3 3297.0 3782.9
Other Earning - - - - - -
Other 1377.8 1780.8 1798.3
LIABILITIES($Mill.)
Deposits 11744.9 12551.6 12535.6
Funds Borrowed 1771.3 1239.2 1613.8
Long-Term Debt 53.9 583.6 1075.7
Net Worth 1442.1 1527.7 1605.5
Other 218.1 302.7 187.9
Total 15230.3 16204.8 17018.5
Loan Loss Resrv. 131.7 133.6 145.2
ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Loans 8.5% 8.5% 6.0%
Earnings 9.0% 6.5% 4.5%
Dividends 12.0% 14.5% 5.0%
Book Value 7.5% 6.0% 9.5%
Total Assets 7.5% 7.5% 6.0%

Cal-
endar

LOANS ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2005 8275 8370 8614 8771
2006 9010 9251 9701 9828
2007 9772 10093 10317 10472
2008 10792 10971 11100 11300
2009 11400 11500 11700 12000
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2005 .63 .69 .81 .74 2.87
2006 .70 .74 .73 .77 2.94
2007 .70 .75 .77 .60 2.82
2008 .89 .77 .47 .72 2.85
2009 .66 .73 .74 .77 2.90
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B

Mar.31 Jun.30 Sep.30 Dec.31
2004 .189 .189 .189 .189 .76
2005 .208 .208 .208 .208 .83
2006 .222 .222 .222 .222 .89
2007 .238 .238 .238 .238 .95
2008 .25 .25 .25

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
.82 .92 1.01 1.06 1.21 1.38 1.56 1.75 1.96 2.04 2.26 2.43 2.68 2.87
.18 .20 .22 .25 .28 .32 .35 .39 .42 .46 .49 .61 .76 .83

6.84 7.55 7.67 8.94 9.64 10.39 11.39 10.92 12.99 14.53 16.54 17.56 18.04 17.93
88.26 94.39 94.95 98.87 95.89 94.43 94.88 98.87 88.05 87.60 85.64 82.62 79.11 74.62

10.5 11.0 10.3 11.2 11.7 14.9 18.1 14.4 11.7 13.2 13.8 13.6 14.7 15.3
.64 .65 .68 .75 .73 .86 .94 .82 .76 .68 .75 .78 .78 .81

2.1% 1.9% 2.1% 2.1% 2.0% 1.6% 1.3% 1.5% 1.8% 1.7% 1.6% 1.8% 1.9% 1.9%

11402 11401 11115 12903 13308 14287 14250 13886
6929.8 7453.9 7778.2 7508.5 7745.3 8007.5 8173.0 8770.7

427.7 466.0 480.7 467.9 500.0 502.4 497.3 501.7
36.9 35.3 35.2 36.4 34.1 40.7 30.4 28.8

214.0 236.2 252.8 277.5 280.6 301.7 326.9 341.2
379.3 419.0 430.4 439.6 452.9 472.1 482.8 496.5
150.1 166.2 178.6 182.0 199.5 206.5 220.3 223.2

33.5% 32.9% 33.3% 32.4% 32.0% 29.1% 29.2% 29.7%
1.32% 1.46% 1.61% 1.41% 1.50% 1.45% 1.55% 1.61%

27.1 25.7 224.7 392.6 338.5 401.0 389.5 269.4
1080.8 1079.8 1143.8 1272.5 1416.3 1451.0 1426.9 1337.8

9.5% 9.5% 10.3% 9.9% 10.6% 10.2% 10.0% 9.6%
60.8% 65.4% 70.0% 58.2% 58.2% 56.0% 57.4% 63.2%
13.9% 15.4% 15.6% 14.3% 14.1% 14.2% 15.4% 16.7%
10.8% 12.1% 12.3% 11.1% 11.1% 10.7% 11.2% 11.9%

22% 22% 21% 22% 21% 25% 28% 28%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
2.94 2.82 2.85 2.90 Earnings per sh A 3.70
.89 .95 1.00 1.04 Div’ds Decl’d per sh B 1.20

19.61 21.25 23.10 25.40 Book Value per sh 33.35
73.55 71.89 72.50 74.00 Common Shs Outst’g C 78.00
15.6 15.9 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 13.0
.84 .83 Relative P/E Ratio .85

1.9% 2.1% Avg Ann’l Div’d Yield 2.5%

15230 16205 17500 18500 Total Assets ($mill) 23000
9828.4 10472 11300 12000 Loans ($mill) 15000

513.2 538.1 580 615 Net Interest Inc ($mill) 730
25.6 42.7 95.0 80.0 Loan Loss Prov’n ($mill) 90.0

361.6 379.8 415 405 Noninterest Inc ($mill) 475
525.4 574.8 615 625 Noninterest Exp ($mill) 690
219.8 206.7 205 215 Net Profit ($mill) 290

32.1% 31.2% 28.0% 32.0% Income Tax Rate 32.0%
1.44% 1.28% 1.15% 1.15% Return on Total Assets 1.25%

53.9 583.6 1075 1200 Long-Term Debt ($mill) 1600
1442.1 1527.7 1675 1880 Shr. Equity ($mill) 2600

9.5% 9.4% 9.5% 10.0% Shr. Eq. to Total Assets 11.5%
64.5% 64.6% 64.5% 65.0% Loans to Tot Assets 65.0%
15.2% 13.5% 12.0% 11.5% Return on Shr. Equity 11.0%
10.7% 9.0% 8.0% 7.5% Retained to Com Eq 7.5%

30% 33% 35% 36% All Div’ds to Net Prof 32%

Company’s Financial Strength A
Stock’s Price Stability 100
Price Growth Persistence 50
Earnings Predictability 100

(A) Based on diluted shares outstanding. Next
earnings report due mid-Oct.
(B) Dividends historically paid in late March,
June, September, and December. Plus stock

dividend: 5% in ’94, ’95, ’96, ’97, ’98, ’99, ’00,
’01, ’02, ’03, ’04, ’05, ’06, ’07.
(C) In millions, adjusted for stock split &
dividends.

BUSINESS: Commerce Bancshares, Inc. has over 360 locations in
Missouri, Illinois, Kansas, Oklahoma, & Colorado. Subsidiaries
engaged in mortgage, credit-related insurance, venture capital, and
real estate activities. Annualized net loan losses, .42% of average
loans in ’07. Loan loss reserve, 1.31% of loans at 6/30/08; problem
& past-due assets, .58%. Loan portfolio (12/31/07): commercial,

31%; commercial real estate, 27%; residential mortgage, 15%; con-
sumer, 27%. On 6/30/08, had 5,181 full-time equivalent empl.
Directors & officers own 9.4% of stock; Commerce Bank in trust ca-
pacities, 12.5%; American Century, 5.7% (proxy 3/08). CEO: D.W.
Kemper. Inc.: MO. Address: 1000 Walnut, P.O. Box 13686, Kansas
City, MO 64199. Tel.: 816-234-2000. Internet: commercebank.com.

Commerce Bancshares’ earnings pat-
tern has been lumpy lately. Reported
results have included some one-time
items: a $0.06-a-share gain on the sale of a
bank branch in the June quarter; the
$0.27-a-share positive effect of the Visa in-
itial public offering in the March period;
and $0.18-a-share of Visa litigation costs
in the final period of 2007. The company
now expects to buy back about $545 mil-
lion of auction-rate securities from its cus-
tomers at a possible $28 million loss,
which would boost operating expenses and
reduce earnings in this year’s September
interim by about $0.26 a share.
The company’s problem asset and
loan loss ratios are much lower than
most banks’, but Commerce isn’t im-
mune to credit problems. The bank is a
fairly conservative lender, and its area
doesn’t include the real estate markets hit
hardest by the housing debacle. Even so,
since the end of 2007, losses on credit
cards, marine, and recreational vehicle
loans have ticked up; nonaccrual real
estate loans (though still very low) have
increased; potential problem credits have
risen, from $127 million last December

31st to $180 million as of mid-2008. Com-
merce’s loan loss reserve is more than dou-
ble its problem and past-due loans. Still,
we look for some further increase in loan
losses in the uncertain economic climate
and somewhat higher reserve provisions
over the rest of 2008 and into 2009.
Reflecting the possible loss on the
auction-rate securities and higher
credit costs, we have lowered our
share-net estimates for 2008 and 2009,
by a dime and $0.15, respectively. Operat-
ing expenses advanced a little faster than
core revenues (minus the branch sale gain)
in the June quarter. But much of the ex-
pense growth was in support of revenues
(incentive pay, marketing outlays to at-
tract depositors, data processing costs that
track bank card income), so we look for the
revenue/expense balance to improve.
Quarterly comparisons of reported earn-
ings will be difficult in the first half of
next year given the 2008 one-time gains.
The stock has held up well, and dis-
counts much of its appreciation
potential to 2011-2013. Too, the dividend
yield is only about average.
Theresa Brophy September 19, 2008

LEGENDS
13.0 x Earnings p sh. . . . Relative Price Strength

3-for-2 split 3/98
Options: Yes
Shaded area indicates recession
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Target Price Range
2011 2012 2013

COSTCO WHOLESALE NDQ-COST 61.78 20.9 21.3
24.0 1.35 1.0%

TIMELINESS 3 Lowered 8/1/08

SAFETY 2 Raised 5/12/06

TECHNICAL 3 Raised 6/20/08
BETA .90 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 105 (+70%) 15%
Low 80 (+30%) 8%
Insider Decisions

S O N D J F M A M
to Buy 0 0 0 0 0 0 0 0 0
Options 0 3 4 0 4 3 5 8 3
to Sell 1 4 5 2 5 4 5 10 4
Institutional Decisions

3Q2007 4Q2007 1Q2008
to Buy 262 345 339
to Sell 353 329 363
Hld’s(000) 358352 353105 358252

High: 22.6 38.1 49.4 60.5 46.4 46.9 39.0 50.5 51.2 57.9 72.7 75.2
Low: 11.9 20.6 32.7 25.9 29.8 27.1 27.0 35.1 39.5 46.0 51.5 59.7

% TOT. RETURN 6/08
THIS VL ARITH.

STOCK INDEX
1 yr. 20.9 -18.0
3 yr. 61.3 11.3
5 yr. 99.6 63.2

CAPITAL STRUCTURE as of 5/11/08
Total Debt $2284.4 mill. Due in 5 Yrs $983.8 mill.
LT Debt $2186.9 mill. LT Interest $115.0 mill.
Incl. $900 mill. of 5.3% senior notes due 2012 and
$1.1 bill. of 5.5% senior notes due 2017.

(20% of Cap’l)
Leases, Uncapitalized Annual rentals $114.7 mill.
No Defined Benefit Pension Plan

Pfd Stock None

Common Stock 434,774,651 shs.
as of 6/8/08

MARKET CAP: $26.9 billion (Large Cap)
CURRENT POSITION 2006 2007 5/11/08

($MILL.)
Cash Assets 2833.1 3355.5 3654.6
Receivables 565.4 762.0 682.6
Inventory (FIFO) 4568.7 4879.5 5305.8
Other 264.9 327.1 435.5
Current Assets 8232.1 9324.1 10078.5
Accts Payable 4581.4 5124.9 5720.5
Debt Due 349.9 113.7 97.5
Other 2887.9 3343.1 3707.5
Current Liab. 7819.2 8581.7 9525.5

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Sales 10.0% 11.0% 10.0%
‘‘Cash Flow’’ 12.5% 11.0% 11.5%
Earnings 13.5% 11.0% 12.0%
Dividends - - - - 8.5%
Book Value 15.0% 12.0% 7.0%

Fiscal
Year
Ends

Full
Fiscal
Year

QUARTERLY REVENUES ($ mill.) A E

Nov.Per Feb.Per May Per Aug.Per
2005 11578 12658 11997 16702 52935
2006 12933 14059 13284 19875 60151
2007 14152 15342 14888 20527 64909
2008 15809 16959 16610 22622 72000
2009 17100 18300 17850 25000 78250
Fiscal
Year
Ends

Full
Fiscal
Year

EARNINGS PER SHARE A B

Nov.Per Feb.Per May Per Aug.Per
2005 .40 .54 .43 .66 2.03
2006 .45 .62 .49 .75 2.31
2007 .51 .66 .56 .90 2.63
2008 .59 .74 .67 .90 2.90
2009 .65 .80 .70 1.15 3.30
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C

Mar.31 Jun.30 Sep.30 Dec.31
2004 - - - - .10 .10 .20
2005 .10 .10 .115 .115 .43
2006 .115 .115 .13 .13 .49
2007 .13 .145 .145 .145 .57
2008 .145 .16

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
28.15 35.70 37.84 46.75 49.77 51.21 55.77 62.01 71.83 77.03 85.13 93.00 103.98 112.04

.63 .77 .77 .92 1.04 1.25 1.51 1.74 1.98 2.00 2.29 2.43 2.86 3.11

.47 .50 .44 .53 .61 .82 1.02 1.18 1.35 1.29 1.48 1.53 1.86 2.03
- - - - - - - - - - - - - - - - - - - - - - - - .20 .43

3.45 4.14 3.87 3.92 4.52 5.78 6.82 7.98 9.47 10.81 12.51 14.33 16.48 18.80
235.19 434.15 435.59 390.33 393.15 427.19 435.18 442.74 447.76 451.75 455.33 457.48 462.64 472.48

35.5 21.3 19.6 14.1 14.9 16.9 24.4 30.7 31.1 29.7 26.8 21.2 20.0 22.4
2.15 1.26 1.29 .94 .93 .97 1.27 1.75 2.02 1.52 1.46 1.21 1.06 1.19

- - - - - - - - - - - - - - - - - - - - - - - - .5% .9%

24270 27456 32164 34797 38762 42546 48107 52935
12.7% 12.8% 12.6% 12.7% 13.0% 13.3% 13.4% 13.2%

4.2% 4.3% 4.0% 3.7% 3.8% 3.6% 3.8% 3.7%
278 292 313 365 374 397 417 433

459.8 545.3 631.4 602.1 700.0 721.0 882.4 989.3
40.0% 40.0% 40.0% 40.0% 38.5% 37.8% 37.0% 35.5%

1.9% 2.0% 2.0% 1.7% 1.8% 1.7% 1.8% 1.9%
431.3 449.7 65.7 d229.7 180.8 700.4 1098.5 1477.4
930.0 918.9 790.1 859.4 1210.6 1289.6 993.7 710.7

2965.9 3532.1 4240.3 4882.9 5694.2 6555.0 7624.8 8881.1
12.4% 12.8% 12.9% 10.8% 10.3% 9.4% 10.4% 10.5%
15.5% 15.4% 14.9% 12.3% 12.3% 11.0% 11.6% 11.1%
15.5% 15.4% 14.9% 12.3% 12.3% 11.0% 10.4% 8.8%

- - - - - - - - - - - - 10% - -

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
130.12 148.53 165.50 184.10 Revenues per sh A E 232.55

3.50 4.05 4.60 5.20 ‘‘Cash Flow’’per sh 6.80
2.31 2.63 2.90 3.30 Earnings per sh B 4.60
.49 .55 .63 .70 Div’ds Decl’d per sh C■ .80

19.78 19.73 20.00 21.50 Book Value per sh 29.50
462.28 437.01 435.00 425.00 Common Shs Outst’g D 415.00

22.1 21.0 Bold figures are
Value Line
estimates

Avg Ann’l P/E Ratio 20.0
1.19 1.11 Relative P/E Ratio 1.35

1.0% 1.0% Avg Ann’l Div’d Yield .9%

60151 64909 72000 78250 Revenues ($mill) A E 96500
13.2% 13.3% 13.5% 13.5% Gross Margin 14.0%
3.6% 3.6% 3.7% 3.8% Operating Margin 4.0%

458 488 545 560 Number of Stores 630
1103.2 1202.3 1290 1425 Net Profit ($mill) 1955
37.0% 36.7% 37.0% 37.0% Income Tax Rate 37.0%

1.8% 1.9% 1.8% 1.8% Net Profit Margin 2.0%
412.9 742.4 100 d400 Working Cap’l ($mill) 225
215.4 2108.0 2050 2000 Long-Term Debt ($mill) 1900

9143.4 8623.3 8700 9150 Shr. Equity ($mill) 12250
11.9% 11.5% 12.0% 13.0% Return on Total Cap’l 13.5%
12.1% 13.9% 15.0% 15.5% Return on Shr. Equity 16.0%
9.5% 11.1% 12.0% 12.5% Retained to Com Eq 13.5%
21% 20% 21% 20% All Div’ds to Net Prof 17%

Company’s Financial Strength A
Stock’s Price Stability 85
Price Growth Persistence 90
Earnings Predictability 100

(A) Fiscal year ends on Sunday nearest Aug.
31st. Interim periods cover 12, 12, 12, 16
weeks.
(B) Primary egs. through ’93, thereafter diluted.

Excludes n/r gains/(losses): ’94, $1.38; ’95,
37¢; ’97, 20¢; ’99, 64¢; ’05, 15¢; ’07, (26¢).
Next earnings report due early October.
(C) Div’ds historically paid in late Feb., May,

Aug., Nov. ■ Div’d reinvestment plan available.
(D) In mill. adjusted for split.
(E) Incl. membership fees.

BUSINESS: Costco Wholesale Corp., formerly known as Costco
Companies, Inc., was formed by the merger of Price Co. and
Costco Wholesale in October ’93. Company operates wholesale-
membership warehouses in the U.S. (389 as of 2/08), Canada (75),
United Kingdom (19), Korea (6), Taiwan (5), Japan (7), and 30
warehouses in Mexico through a joint partnership. Sells mer-

chandise directly from warehouses to a restricted membership.
Food and sundries account for 54% of sales. Employs 127,000. Off.
& Dir. own 2.3% of stock; Davis Selected Advisors, 14.2%; (12/07
proxy). Chrmn.: Jeffrey H. Brotman. Pres. & CEO: James D.
Sinegal. Inc.: WA. Address: 999 Lake Drive, Issaquah, WA 98027.
Tel.: 425-313-8100. Internet: www.costco.com.

Although Costco will likely achieve a
healthy share-net gain this year, re-
sults will be hurt due to rising vendor
costs. The company recently revealed that
its suppliers have been raising prices at a
faster rate then previously expected, large-
ly due to inflationary pressures. Costco
has decided to limit the amount of these
price increases that it will pass on to its
customers in an effort to continue provid-
ing less expensive wares compared to its
competition. This should allow COST to
maintain market-share gains and custom-
er loyalty, albeit at the expense of profits
over the coming quarters. Furthermore,
the company indicated that greater gas
sales will continue to damper profitability
because they are a lower-margin item. In
response to this recent development, we
have cut our 2008 and 2009 earnings es-
timates by $0.10 and $0.15 to $2.90 and
$3.30 per share, respectively.
We expect sales gains to remain
robust, however. In its fiscal third
quarter, (year ends August 31st) traffic
trends, and an increase in the average
transaction amount, drove same-store
sales up 4% year over year, with an addi-

tional 4% credited to the higher gas prices
and foreign currency translation. We think
that consumers’ concern over the current
economic backdrop will continue to steer
them toward Costco’s thrifty merchandise,
resulting in further same-store sales gains
going forward.
Membership remains best in class. At
the end of the third quarter, COST led the
industry in total members with 52.6 mil-
lion, which reflects a 1.5% sequential ad-
vance. Revenues from membership fees
rose 10% year over year, which certainly
helped boost earnings since there are min-
imal costs associated with the fees. Too,
the membership renewal rate remained
strong at an industry leading 87%.
These shares are not particularly ap-
pealing. The company’s revised earnings
outlook has put a damper on investor
sentiment, and the shares are down 15%
since our May report. Pricing pressure
should remain in the near term, and our
projections indicate below-average capital
gains potential to 2011–2013. Thus, most
investors should hold off on this issue un-
til a more favorable entry point arises.
Kevin Downing August 8, 2008

LEGENDS
15.0 x ″Cash Flow″ p sh. . . . Relative Price Strength

2-for-1 split 1/00
Options: Yes
Shaded area indicates recession
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DENTSPLY INTERNT’L NDQ-XRAY 40.62 20.8 22.4
20.0 1.35 0.5%

TIMELINESS 3 Lowered 4/4/08

SAFETY 2 Raised 6/8/01

TECHNICAL 3 Raised 8/29/08
BETA .80 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 60 (+50%) 10%
Low 45 (+10%) 3%
Insider Decisions

O N D J F M A M J
to Buy 0 0 0 0 0 0 0 0 0
Options 0 1 0 0 0 1 0 2 0
to Sell 0 1 0 0 0 1 0 2 0
Institutional Decisions

3Q2007 4Q2007 1Q2008
to Buy 183 206 188
to Sell 192 202 240
Hld’s(000) 118425 121389 121986

High: 10.6 11.7 9.8 14.5 17.3 21.8 23.7 28.4 29.2 33.8 47.8 47.1
Low: 7.4 6.7 6.8 7.7 10.8 15.6 16.0 20.9 25.4 26.1 29.4 35.2

% TOT. RETURN 7/08
THIS VL ARITH.

STOCK INDEX
1 yr. 10.8 -12.2
3 yr. 46.4 7.2
5 yr. 89.1 58.6

CAPITAL STRUCTURE as of 6/30/08
Total Debt $581.5 mill. Due in 5 Yrs $475.0 mill.
LT Debt $576.6 mill. LT Interest $25.2 mill.
(Total interest coverage: 17.2x) (26% of Cap’l)

Leases, Uncapitalized Annual rentals $24.0 mill.
Pension Assets-12/07 $68.4 mill. Oblig. $151.8
mill.

Pfd Stock None

Common Stock 148,659,688 shs.
as of 7/29/08
MARKET CAP: $6.0 billion (Large Cap)
CURRENT POSITION 2006 2007 6/30/08

($MILL.)
Cash Assets 65.1 316.3 423.3
Receivables 290.8 307.6 371.5
Inventory (FIFO) 232.4 258.0 282.8
Other 129.9 100.1 104.6
Current Assets 718.2 982.0 1182.1
Accts Payable 80.0 82.3 94.4
Debt Due 3.0 1.2 4.9
Other 228.4 228.9 226.3
Current Liab. 311.4 312.4 325.6

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Sales 11.5% 10.0% 10.5%
‘‘Cash Flow’’ 12.5% 11.5% 11.5%
Earnings 14.0% 14.5% 11.5%
Dividends 9.5% 9.5% 11.0%
Book Value 14.5% 16.0% 11.0%

Cal- Full
endar Year

QUARTERLY SALES ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2005 407.0 444.7 416.0 447.4 1715.1
2006 431.0 472.4 435.7 471.4 1810.5
2007 472.9 507.3 488.1 541.5 2009.8
2008 560.8 594.8 535 579.4 2270
2009 590 605 565 615 2375
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2005 .30 .35 .32 .37 1.34
2006 .33 .39 .33 .37 1.42
2007 .38 .44 .39 .44 1.66
2008 .45 .53 .44 .49 1.91
2009 .49 .55 .51 .55 2.10
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B

Mar.31 Jun.30 Sep.30 Dec.31
2004 .027 .027 .027 .027 .11
2005 .03 .03 .03 .03 .12
2006 .035 .035 .035 .035 .14
2007 .04 .04 .04 .04 .16
2008 .045 .045 .045

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
3.49 3.33 3.15 3.53 4.07 4.44 4.88 5.10 5.74 7.25 9.65 9.91 10.51 10.87

.35 .39 .45 .47 .59 .66 .72 .80 .92 1.05 1.21 1.38 1.52 1.69

.24 .30 .33 .33 .42 .46 .50 .57 .64 .70 .92 1.07 1.20 1.34
- - - - .01 .05 .06 .07 .07 .08 .08 .09 .09 .10 .11 .12

.11 .07 .08 .11 .13 .17 .19 .21 .18 .32 .37 .48 .35 .29

.69 1.42 1.80 1.95 2.27 2.61 2.54 2.88 3.36 3.91 5.33 7.07 8.96 7.87
145.47 166.19 166.55 162.00 161.40 162.30 162.90 162.90 155.10 155.80 156.80 158.60 161.20 157.80

22.8 21.9 18.8 17.8 16.8 19.2 18.3 14.7 16.2 20.1 20.3 18.8 20.6 20.4
1.38 1.29 1.23 1.19 1.05 1.11 .95 .84 1.05 1.03 1.11 1.07 1.09 1.09

- - - - .2% .9% .8% .7% .8% .9% .8% .7% .5% .5% .4% .4%

795.1 830.9 889.8 1129.1 1513.7 1570.9 1694.2 1715.1
22.5% 22.8% 23.1% 21.1% 19.7% 20.2% 20.7% 20.8%

37.5 39.6 41.4 54.3 43.9 45.7 49.3 50.6
80.2 89.9 101.0 109.9 146.1 172.6 195.8 215.5

36.7% 34.9% 33.5% 34.4% 33.0% 32.3% 30.4% 29.1%
10.1% 10.8% 11.4% 9.7% 9.7% 11.0% 11.6% 12.6%
128.1 138.5 157.4 125.7 175.2 389.8 651.8 288.8
217.5 145.3 109.5 723.5 769.8 790.2 779.9 270.1
413.8 468.9 520.4 609.5 835.9 1122.1 1444.0 1241.6

13.8% 15.5% 16.6% 9.0% 10.0% 9.7% 9.4% 14.8%
19.4% 19.2% 19.4% 18.0% 17.5% 15.4% 13.6% 17.4%
16.7% 16.6% 16.9% 15.7% 15.8% 14.0% 12.5% 15.8%

14% 13% 13% 13% 10% 9% 8% 9%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
11.93 13.33 15.50 16.75 Sales per sh 21.90

1.80 2.03 2.35 2.55 ‘‘Cash Flow’’ per sh 3.50
1.42 1.66 1.91 2.10 Earnings per sh A 2.85
.14 .16 .18 .20 Div’ds Decl’d per sh B .26
.33 .43 .35 .35 Cap’l Spending per sh .40

8.39 10.05 11.25 12.10 Book Value per sh D 16.30
151.80 150.80 146.50 142.00 Common Shs Outst’g C 130.00

21.2 22.5 Bold figures are
Value Line
estimates

Avg Ann’l P/E Ratio 19.0
1.14 1.18 Relative P/E Ratio 1.25
.5% .4% Avg Ann’l Div’d Yield .5%

1810.5 2009.8 2270 2375 Sales ($mill) 2845
20.4% 20.7% 21.0% 21.5% Operating Margin 22.5%

47.4 50.3 56.0 60.0 Depreciation ($mill) 68.0
225.3 256.4 290 305 Net Profit ($mill) 385

30.2% 30.5% 28.5% 28.5% Income Tax Rate 30.0%
12.4% 12.8% 12.8% 12.9% Net Profit Margin 13.5%
406.8 669.6 615 655 Working Cap’l ($mill) 685
367.2 482.1 575 410 Long-Term Debt ($mill) 285

1273.8 1516.1 1645 1720 Shr. Equity ($mill) D 2120
13.9% 13.4% 13.5% 14.5% Return on Total Cap’l 16.0%
17.7% 16.9% 17.5% 17.5% Return on Shr. Equity 18.0%
16.0% 15.3% 15.5% 15.5% Retained to Com Eq 16.0%

10% 10% 9% 10% All Div’ds to Net Prof 9%

Company’s Financial Strength B++
Stock’s Price Stability 95
Price Growth Persistence 95
Earnings Predictability 100

(A) Diluted earnings. Prior to ’97, egs. based
on avg. shares out. Quarterlies may not sum to
total due to rounding. Excl. nonrec. gains
(losses): ’93, (12¢); ’94, 4¢; ’98, (29¢); ’01, 8¢;

’02, 1¢; ’03, 2¢; ’04, 8¢. Extra. chg.: ’93, (10¢).
Disc. op.: ’94, 1¢; ’03, 3¢; ’04, 27¢; ’05,
($1.05); ’06, 1¢; 07’ 2¢; ’08, 1¢. Next egs.
report due late Oct. (B) Dividends historically

paid in early January, April, July, and October.
(C) In millions, adjusted for stock splits. (D)
Incl. intang. In ’07, $1203.6 mill., $7.98/sh.

BUSINESS: Dentsply International Inc. develops, manufactures,
and markets products for the dental industry. Dental consumable
and laboratory products include artificial teeth, root canal instru-
ments, impression materials, dental sealants, and anesthetics. Den-
tal equipment includes dental x-ray systems, intraoral cameras,
computer imaging systems and related software. Divested medical

equip. unit 12/94. Foreign sales accounted for about 59% of ’07 to-
tal. Has about 8,900 emplys. Dentsply ESOP owns 5.1% of com-
mon; Fidelity, 5.7%; Barclays Global, 6.3%; Off. & Dir., 1.8% (4/08
Proxy). Chairman: John C. Miles II. CEO: Gerald K. Kunkle, Jr. Inc.:
Delaware. Address: 570 West College Avenue, P.O. Box 872, York,
PA 17405. Tel.: 717-845-7511. Internet: www.dentsply.com.

Dentsply performed very well in
2008’s initial half. Excluding the volatile
precious metals business, year over year
increases in aggregate sales were 17.2%
and 17.3% in the first and second quar-
ters, respectively. More important, organic
growth in the two periods was solid, at
6.3% and 5.9%; acquistions and changes in
exchange rates account for the balance.
There was a marked quarter-to-quarter
deceleration in the United States, with
growth slowing from 4.0% to 1.0%, but this
softness was more than offset by persis-
tent strength in international markets.
Europe was especially robust, with growth
accelerating 1.5 percentage points to 10%.
Earnings per share, meantime, were up
20% (year over year), and topped our $0.49
estimate by $0.04, helped by better-than-
expected revenues and margins.
We’re leaving our share-net estimates
for the year’s second half and 2009 un-
changed, though. The anemic showing in
the U.S. last period reflected both a diffi-
cult comparison base, which was inflated
by the release of pent-up demand for anes-
thetics, and delayed purchases by distribu-
tors as they waited for the late-quarter

launch of the Stylus dental handpiece. So,
domestic organic growth could re-accele-
rate. That said, we’re reluctant to raise
our near-term expectations for the follow-
ing reasons: persistent weakness at home
will undoubtedly continue to curb demand
for high-end discretionary items; the com-
bination of softening labor markets and
rising inflation in the Euro zone suggest a
slowing in international sales. Manage-
ment raised its full-year guidance from
$1.83–$1.88 to $1.86–$1.91, and we’ve
added $0.04 to our figure, now $1.91, due
to the June-quarter outperformance. Our
estimate for 2009 stays at $2.10 a share.
We don’t have a strong position on
this stock. Favorable socioeconomic and
demographic trends are long-term posi-
tives, as are the company’s diversified
product portfolio and productive R&D pro-
gram. Healthy finances also give manage-
ment the wherewithal to boost share net
through acquisitions and stock repur-
chases. XRAY shares are neutrally ranked
for the year ahead, however, and current
valuations probably preclude better-than-
average 3- to 5-year price appreciation.
George Rho August 29, 2008

LEGENDS
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EQUIFAX INC. NYSE-EFX 34.75 13.6 14.4
18.0 0.88 0.5%

TIMELINESS 3 Raised 10/27/06

SAFETY 2 Raised 12/7/07

TECHNICAL 3 Raised 3/14/08
BETA .90 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 80 (+130%) 23%
Low 60 (+75%) 15%
Insider Decisions

O N D J F M A M J
to Buy 0 0 0 0 0 0 0 0 0
Options 0 2 0 0 1 0 2 0 1
to Sell 0 0 1 0 2 0 1 3 0
Institutional Decisions

3Q2007 4Q2007 1Q2008
to Buy 116 130 128
to Sell 182 166 165
Hld’s(000) 104425 105314 107517

High: 37.2 45.0 39.9 36.5 38.8 31.3 27.6 28.5 39.0 41.6 46.3 39.9
Low: 26.5 29.8 20.1 19.9 18.6 19.0 17.8 22.6 27.0 30.2 35.2 31.5

% TOT. RETURN 7/08
THIS VL ARITH.

STOCK INDEX
1 yr. -12.9 -12.2
3 yr. -2.3 7.2
5 yr. 53.9 58.6

CAPITAL STRUCTURE as of 6/30/08
Total Debt $1340.5 mill. Due in 5 Yrs $127.3 mill.
LT Debt $1213.2 mill. LT Interest $75.0 mill.
(LT int. earned: 8.4x; total int. coverage: 7.5x)

(45% of Cap’l)
Leases, Uncapitalized Annual rentals $17.4 mill.
Pension Assets-12/07 $606.6 mill.

Pension Oblig. $581.6 mill.
Pfd Stock None
Common Stock 128,247,757 shs.
as of 7/25/08
(Excl. 3,900,000 shs. held by employee benefit
trusts, not counted in earnings per. sh. calc.)
MARKET CAP: $4.5 billion (Mid-Cap)
CURRENT POSITION 2006 2007 6/30/08

($MILL.)
Cash Assets 67.8 81.6 72.6
Receivables 244.8 295.8 305.9
Other 32.6 47.6 54.8
Current Assets 345.2 425.0 433.3

Accts Payable 23.5 31.1 31.6
Debt Due 330.0 222.1 127.3
Other 228.6 293.7 275.4
Current Liab. 582.1 546.9 434.3

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Revenues 2.0% 4.0% 9.5%
‘‘Cash Flow’’ 5.5% 5.0% 10.0%
Earnings 6.0% 8.0% 11.0%
Dividends -7.5% -7.0% 4.0%
Book Value 12.5% 31.0% 22.0%

Cal- Full
endar Year

QUARTERLY REVENUES ($ mill.) A

Mar.31 Jun.30 Sep.30 Dec.31
2005 343.4 363.4 375.3 361.3 1443.4
2006 374.0 387.7 394.6 390.0 1546.3
2007 405.1 454.5 492.5 490.9 1843.0
2008 503.1 501.9 500 505 2010
2009 515 540 550 550 2155
Cal- Full

endar Year
EARNINGS PER SHARE B

Mar.31 Jun.30 Sep.30 Dec.31
2005 .44 .45 .45 .46 1.80
2006 .48 .49 .52 .53 2.02
2007 .54 .57 .58 .59 2.28
2008 .60 .64 .62 .64 2.50
2009 .65 .67 .68 .70 2.70
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C ■

Mar.31 Jun.30 Sep.30 Dec.31
2004 .02 .03 .03 .03 .11
2005 .03 .04 .04 .04 .15
2006 .04 .04 .04 .04 .16
2007 .04 .04 .04 .04 .16
2008 .04 .04

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001F 2002 2003 2004 2005
7.48 7.81 8.97 10.54 11.96 9.16 11.58 13.23 14.47 8.36 8.17 9.23 9.84 11.17

.92 .96 1.18 1.46 1.74 1.76 2.12 2.55 2.77 1.90 2.00 2.24 2.29 2.48

.52 .63 .81 .98 1.22 1.26 1.34 1.55 1.68 1.09 1.38 1.48 1.62 1.80

.26 .28 .31 .32 .33 .35 .35 .36 .37 .23 .08 .08 .11 .15

.34 .35 .20 .38 .66 .58 .85 .90 .81 .10 .09 .11 .13 .36
1.70 1.63 2.28 2.30 2.81 2.34 2.62 1.61 2.82 1.79 1.63 2.80 4.05 6.35

151.55 155.82 158.59 153.96 151.43 149.16 140.04 134.00 135.84 136.20 135.70 132.70 129.40 129.20
16.3 17.5 16.8 17.9 20.7 25.2 28.1 20.7 15.6 21.7 18.3 15.5 15.8 18.7

.99 1.03 1.10 1.20 1.30 1.45 1.46 1.18 1.01 1.11 1.00 .88 .83 1.00
3.1% 2.5% 2.2% 1.8% 1.3% 1.1% .9% 1.1% 1.4% 1.0% .3% .3% .4% .4%

1621.0 1772.7 1965.9 1139.0 1109.3 1225.4 1272.8 1443.4
29.0% 30.5% 30.7% 36.9% 38.9% 35.7% 36.1% 34.9%
103.8 125.3 148.8 106.2 80.5 95.3 81.1 82.2
193.4 215.9 228.0 152.3 191.3 201.8 215.8 238.6

40.9% 41.0% 40.8% 42.1% 39.3% 35.7% 38.5% 37.5%
11.9% 12.2% 11.6% 13.4% 17.2% 16.5% 17.0% 16.5%
101.2 104.6 178.7 82.1 d142.3 d68.9 d157.3 d14.1
869.5 933.7 993.6 693.6 690.6 663.0 398.5 463.8
366.5 215.6 383.6 243.5 221.0 371.5 523.6 820.3

17.3% 21.4% 19.0% 18.5% 23.1% 21.3% 24.6% 19.7%
52.8% 100.1% 59.4% 62.5% 86.6% 54.3% 41.2% 29.1%
38.6% 76.0% 45.8% 49.3% 81.4% 51.3% 38.3% 26.6%

27% 24% 23% 21% 6% 6% 7% 8%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
12.40 14.21 16.10 17.25 Revenues per sh A 21.60
2.76 3.35 3.70 3.90 ‘‘Cash Flow’’ per sh 5.05
2.02 2.28 2.50 2.70 Earnings per sh B 3.70
.16 .16 .16 .16 Div’ds Decl’d per sh C ■ .20
.42 .91 1.10 .15 Cap’l Spending per sh .15

6.72 10.79 13.65 16.30 Book Value per sh D 26.20
124.70 129.70 125.00 125.00 Common Shs Outst’g E 125.00

18.1 17.4 Bold figures are
Value Line
estimates

Avg Ann’l P/E Ratio 19.0
.98 .91 Relative P/E Ratio 1.25

.4% .4% Avg Ann’l Div’d Yield .3%

1546.3 1843.0 2010 2155 Revenues ($mill) A 2700
33.6% 35.5% 36.5% 36.5% Operating Margin 36.5%

82.8 127.7 130 135 Depreciation ($mill) 150
261.0 307.4 330 350 Net Profit ($mill) 480

35.1% 33.9% 36.0% 38.0% Income Tax Rate 40.0%
16.9% 16.7% 16.4% 16.3% Net Profit Margin 17.8%
d236.9 d121.9 d95.0 50.0 Working Cap’l ($mill) 460

173.9 1165.2 1065 865 Long-Term Debt ($mill) 265
838.1 1399.2 1710 2040 Shr. Equity ($mill) 3275

27.4% 12.9% 13.0% 13.0% Return on Total Cap’l 14.5%
31.1% 22.0% 19.5% 17.0% Return on Shr. Equity 14.5%
28.7% 20.5% 18.0% 16.0% Retained to Com Eq 14.0%

8% 7% 6% 6% All Div’ds to Net Prof 5%

Company’s Financial Strength B++
Stock’s Price Stability 90
Price Growth Persistence 55
Earnings Predictability 100

(A) Telecredit incl. since ’90.
(B) Dil. egs. Excl. n/r gain/(loss): ’93, (41¢);
’97, (2¢); ’01, (25¢); ’03, (17¢); ’04, (14¢); ’05,
6¢. Excl. disc. g/(l): ’01, 4¢; ’02, (10¢); ’03,

(10¢); ’07, (26¢). Next egs. rpt. due late Oct.
(C) Dividends historically paid in mid-Mar.,
June, Sept., Dec. ■ Div’d reinvest. plan avail.
(D) Incl. intang. In ’07: $2694.8 mill., $20.78/sh.

(E) In mill., adj. for splts.
(F) Certegy spin off, 7/01; excl. as of 1/01.

BUSINESS: Equifax Inc. enables and secures global commerce
through its information management, consumer credit, marketing
services, business information, authentication, and e-commerce
businesses. Acquired Naviant, 8/02; TALX, 5/07. Insurance Serv-
ices group spun off, 8/97 (Equifax stkhldrs. received 1⁄10 sh. of
ChoicePoint per sh. of EFX). Payment Services division spun off,

7/01 (Equifax stockholders received one share of Certegy common
stock for every two shares of EFX stock owned). Has about 7,000
employees (12/07). Fidelity owns 12.7% of common stock; of-
ficers/directors, 5.8% (3/08 Proxy). Chairman/CEO: Richard Smith.
Inc.: GA. Address: 1550 Peachtree Street, N.W. Atlanta, Georgia
30309. Telephone: 404-885-8000. Internet: www.equifax.com.

Equifax will probably experience
decent 2008 top-line growth in spite of
softening market fundamentals. The
economy seems to be headed into a reces-
sion. In fact, we are projecting a moderate
contraction for the upcoming December
and March quarters. But, so far, it’s been
a fairly orderly and moderate slowdown,
which has still been relatively favorable
for the company’s earnings growth. Con-
sumer sentiment has been weak, and the
overall trend for spending is down. As a
result, client firms will likely require help
generating sales leads. Demand for solu-
tions, like those offered by Equifax, should
expand over time. Also, lending standards
have tightened over the past year. Conse-
quently, risk assessment products that
weed out undesirables stand to do well.
Expansion prospects for Information
Solutions (IS) appear good, thanks to
an expanding portfolio of enabling technol-
ogy products. Although a soft housing
market has slowed mortgage-related oper-
ations, management has found ways to
mostly offset this loss of business by shift-
ing into other segments of lending, such as
software systems that support the loan

market. The company’s enabling technol-
ogy products now account for more than
30% of total loan industry transactional
volume. Equifax’s share of the market
stands to rise in the coming years, too,
with new releases and acquisitions.
Predictive analytical software has
promise, too. The segment should in-
creasingly benefit as additional products
come to the fore.
Things at Marketing Services will
probably continue to be somewhat
difficult. These products make use of the
company’s database of consumer credit ac-
tivity to identify cross-selling op-
portunities for large financial corporations.
But customers have been focusing more on
managing existing accounts rather than
acquiring new ones. Given such an envi-
ronment, we expect this to continue for the
next several quarters.
Overall, we look for good profit
growth. A favorable shift in revenue mix,
some efficiency-enhancing measures, and
share repurchases should all help to lift
share net nicely this year and next.
EFX stock has 3- to 5-year appeal.
Warren Thorpe September 5, 2008

LEGENDS
15.0 x ″Cash Flow″ p sh. . . . Relative Price Strength

2-for-1 split 12/95
Options: Yes
Shaded area indicates recession
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EVEREST RE GROUP NYSE-RE 80.37 6.6 7.9
10.0 0.43 2.4%

TIMELINESS 3 Lowered 2/1/08

SAFETY 1 Raised 8/1/08

TECHNICAL 4 Lowered 7/25/08
BETA .90 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 165 (+105%) 21%
Low 135 (+70%) 16%
Insider Decisions

S O N D J F M A M
to Buy 0 0 0 0 0 0 0 0 0
Options 0 0 0 0 0 0 0 0 0
to Sell 0 0 1 0 0 1 0 0 1
Institutional Decisions

3Q2007 4Q2007 1Q2008
to Buy 116 149 142
to Sell 153 133 142
Hld’s(000) 58456 57879 57144

High: 43.0 45.3 38.9 74.8 78.5 76.5 85.3 90.7 108.5 103.3 115.9 105.3
Low: 26.0 28.8 20.5 20.7 46.5 42.6 47.9 69.2 80.2 85.6 91.4 73.6

% TOT. RETURN 6/08
THIS VL ARITH.

STOCK INDEX
1 yr. -25.2 -18.0
3 yr. -11.0 11.3
5 yr. 9.2 63.2

Everest Reinsurance Holdings, Inc.’s ini-
tial public offering occurred in October of
1995. The IPO, which generated proceeds
of $737 million (44 million shares were
issued at a price of $16.75 per share), was
underwritten by Goldman Sachs and Com-
pany. On February 24th, 2000, a restructur-
ing was completed, and Everest Re Group,
Ltd. became the new parent holding compa-
ny of Everest Reinsurance Holdings (which
remains the holding company for RE’s U.S.
operations).
CAPITAL STRUCTURE as of 3/31/08
Total Debt $1179.0 mill. Due in 5 Yrs $84.0 mill.

(17% of Cap’l)
Leases Uncapitalized: Annual rentals $8.5 mill.
Pension Assets 12/07-$83.0 mill.

Oblig. $90.6 mill.
Pfd Stock None
Common Stock 61,929,503 shs.
as of 5/1/08

MARKET CAP: $5.0 billion (Large Cap)
FINANCIAL POSITION 2006 2007 3/31/08

($MILL.)
Fixed Maturities 10319.9 10245.6 10602.1
Stocks 1613.7 1560.0 1242.6
Premiums Due 1136.8 989.9 960.7
Other 4037.2 5204.0 5240.6
Total Assets 17107.6 17999.5 18046.0
Unearned Premiums 1612.3 1567.1 1496.0
Reserves 8840.1 9040.6 9124.4
Other 1547.5 1707.0 1792.6
Total Liabilities 11999.9 12314.7 12413.0

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Premium Inc 12.5% 12.5% 5.5%
Invest Income 9.5% 6.5% 7.0%
Earnings 14.5% 12.5% 14.5%
Dividends 25.5% 28.5% 15.5%
Book Value 13.0% 14.0% 10.0%

Cal- Full
endar Year

NET PREMIUMS EARNED ($ mill.)
Mar.31 Jun. 30 Sep. 30 Dec. 31

2005 1055 1092 959.4 906.7 4013.1
2006 1021 893.3 958.3 980.6 3853.2
2007 1004 999.3 997.1 997.1 3997.5
2008 912 942.1 900 915.9 3670
2009 920 940 950 960 3770
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun. 30 Sep. 30 Dec. 31
2005 2.90 3.03 d7.79 d2.63 d4.49
2006 2.42 3.35 3.68 3.07 12.52
2007 4.13 3.36 3.68 1.00 12.17
2008 3.03 2.90 2.95 3.32 12.20
2009 3.05 3.20 2.75 3.15 12.15
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B

Mar.31 Jun.30 Sep.30 Dec.31
2004 .10 .10 .10 .10 .40
2005 .11 .11 .11 .11 .44
2006 .12 .12 .12 .24 .60
2007 .48 .48 .48 .48 1.92
2008 .48 .48

1998 1999 2000 2001 2002 2003 2004 2005
21.36 22.85 25.53 31.70 44.67 67.11 79.45 61.35

4.90 5.39 6.55 7.35 6.89 7.22 8.90 8.09
d.37 d.73 d.75 d4.27 .44 3.22 .93 d12.41
3.26 3.25 4.02 2.10 5.14 8.29 7.48 d4.49

.20 .24 .24 .28 .32 .36 .40 .44
29.58 28.30 34.42 37.16 46.54 56.82 66.65 64.08
50.00 46.90 46.00 46.30 50.90 55.70 55.70 64.60
129% 105% 114% 178% 130% 123% 122% 144%

11.7 9.1 9.7 31.6 11.8 8.4 10.9 - -
.61 .52 .63 1.62 .64 .48 .58 - -

.5% .8% .6% .4% .5% .5% .5% .5%

1068.0 1071.5 1174.2 1467.5 2273.7 3737.9 4425.1 4013.1
72.9% 72.0% 75.3% 82.4% 71.7% 69.6% 74.4% 94.0%
30.3% 30.5% 26.6% 29.2% 23.6% 25.6% 24.5% 26.2%
-3.2% -2.5% -1.9% -11.6% 4.8% 4.8% 1.2% -20.2%
22.3% 19.6% 19.6% - - 20.0% 13.3% 10.0% - -
165.2 158.1 186.4 99.0 263.0 472.9 423.2 d259.0
5.8% 6.3% 6.0% 6.1% 5.1% 4.5% 4.6% 4.6%
5997 5704 7013 7796 9865 12683 15073 16475

1479.2 1327.5 1583.4 1720.5 2578.6 3374.9 3712.5 4139.7
11.2% 11.9% 11.8% 5.8% 10.2% 14.0% 11.4% NMF
10.5% 11.0% 11.1% 5.0% 10.3% 13.8% 10.8% NMF

6% 7% 6% 13% 7% 8% 5% NMF

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
59.28 61.12 61.15 62.85 P/C Prem Earned p sh 83.35
9.68 10.43 10.00 10.50 Investment Inc p sh 14.00
6.71 5.66 5.40 5.35 Underwriting Inc p sh 5.00

12.52 12.17 12.20 12.15 Earnings per sh A 15.00
.60 1.92 2.00 2.08 Div’ds Decl’d per sh B 2.35

78.58 86.92 96.65 112.50 Book Value per sh 134.15
65.00 65.40 60.00 60.00 Common Shs Outst’g C 60.00
121% 117% Price to Book Value 90%

7.6 8.4 Bold figures are
Value Line
estimates

Avg Ann’l P/E Ratio 10.0
.41 .44 Relative P/E Ratio .65

.6% 1.9% Avg Ann’l Div’d Yield 1.6%

3853.2 3997.5 3670 3770 P/C Premiums Earned 5000
63.2% 63.7% 64.0% 65.0% Loss to Prem Earned 68.0%
25.5% 27.0% 27.0% 26.5% Expense to Prem Writ 26.0%
11.3% 9.3% 9.0% 8.5% Underwriting Margin 6.0%
14.5% 18.2% 17.0% 17.0% Income Tax Rate 17.0%
818.3 770.3 730 730 Net Profit ($mill) 900
5.1% 5.5% 5.7% 6.0% Inv Inc/Total Inv 6.5%

17108 17999 19000 20750 Total Assets ($mill) 24000
5107.7 5684.8 5800 6750 Shr. Equity ($mill) 8050
16.0% 13.5% 20.0% 11.0% Return on Shr. Equity 11.0%
15.3% 11.4% 10.5% 9.0% Retained to Com Eq 9.5%

5% 16% 16% 17% All Div’ds to Net Prof 16%

Company’s Financial Strength A
Stock’s Price Stability 95
Price Growth Persistence 70
Earnings Predictability 5

(A) Diluted earnings. Includes capital gains
(losses): ’01, (36¢); ’00, Nil; ’99, (22¢); ’98,
(1¢). Excludes capital gains and losses 2002
and thereafter. Excludes charge of 62¢ in

2002. Next earnings report due late Oct.
(B) Dividends historically paid in late March,
late June, late September, and late December.
(C) In millions.

BUSINESS: Everest Re Group underwrites P/C reinsurance on a
treaty and facultative basis for insurance and reinsurance compa-
nies in the U.S. and abroad. The company operates in five seg-
ments: U.S. Reinsurance (32% of ’07, net premiums earned); U.S.
Insurance (18%); Specialty Underwriting (7%); Int’l (20%); and
Bermuda Operations (23%). Has 779 employees. Officers and

directors own approximately 1.7% of common stock; FMR, 9.3%;
Southeastern Asset Management, 6.8%; Oppenheimer, 5.4% (4/08
proxy). Chairman and CEO: Joseph Taranto. President and COO:
Thomas Gallagher. Incorporated: Bermuda. Add.: Wessex House
(2nd fl.), 45 Reid Street, PO Box HM 845, Hamilton HM DX,
Bermuda. Telephone: 441-295-0006. Internet: www.everestre.com.

Everest Re Group posted a year-over-
year share-net decline during the
March quarter. The reinsurer registered
earnings of $3.03 per share on an operat-
ing basis, relative to $4.13 last year. The
combined ratio (the sum of the loss and ex-
pense ratios) increased 6.7% from last
year, while net investment income fell 4%.
The latter decline was due to reduced in-
come from the company’s investment in
limited partnerships. It should be noted
that last year’s March quarter was partic-
ularly strong, with an abnormally low
level of catastrophes. Thus, on an absolute
basis, this year’s first quarter was fairly
solid. June-quarter operating earnings
came in at $2.90 per share.
We look for relatively stable bottom-
line results for 2008 and 2009, in ag-
gregate. The primary insurance and
reinsurance markets have been in a grad-
ual decline over the past two or three
years. This followed several years of good
times. At this juncture, we don’t believe
that Everest has significant exposure to
many of the natural disasters that have
been publicized in recent weeks, though
we look for a year-to-year profit decline

during the September quarter.
We have left our 3- to 5-year earnings
estimate intact at $15.00 per share. It
appears that pricing conditions will im-
prove by that time, as supply and demand
conditions tighten. Indeed, management’s
stringent underwriting standards might
well result in a profitable combined ratio
over the 3 to 5 years ahead.
Everest stock has declined sharply in
price over the past three months. Al-
though this has been the case with the
broader market averages, we believe that
investors have been concerned about the
direction of the reinsurance market. In-
deed, floods, wildfires, and other natural
disasters have made the headlines lately.
Although we believe that these
catastrophes might well hurt reinsurers’
profits in the near term, these events
might well give these companies greater
bargaining power during 2009’s renewal
season. In summary, neutrally ranked
Everest stock offers solid price recovery
potential over the pull to 2011–2013.
Earnings Predictability is low, however,
which is commonplace among reinsurers.
Alan G. House August 1, 2008

LEGENDS
10.0 x Earnings p sh. . . . Relative Price Strength

Options: Yes
Shaded area indicates recession
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Target Price Range
2011 2012 2013

A.J. GALLAGHER & CO. NYSE-AJG 26.04 16.8 16.9
17.0 1.04 4.9%

TIMELINESS 3 Raised 8/24/07

SAFETY 1 Raised 5/23/08

TECHNICAL 2 Raised 8/15/08
BETA .75 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 40 (+55%) 15%
Low 35 (+35%) 12%
Insider Decisions

S O N D J F M A M
to Buy 0 1 0 0 0 1 0 0 0
Options 0 1 0 0 0 2 1 0 1
to Sell 0 1 0 0 0 1 1 0 1
Institutional Decisions

3Q2007 4Q2007 1Q2008
to Buy 106 95 76
to Sell 94 125 122
Hld’s(000) 72448 67359 66629

High: 9.6 11.7 16.6 34.3 38.8 37.2 32.7 34.3 32.8 31.8 31.8 26.6
Low: 7.4 8.4 10.6 11.5 21.9 21.7 23.3 25.4 26.5 24.4 24.0 22.4

% TOT. RETURN 7/08
THIS VL ARITH.

STOCK INDEX
1 yr. -3.1 -12.2
3 yr. 4.2 7.2
5 yr. 16.7 58.6

CAPITAL STRUCTURE as of 6/30/08
Total Debt $505.0 mill.
LT Debt 400.0 mill. (36% of Cap’l)

Leases, Uncapitalized Annual rentals $72.0 mill.
Pension Assets-12/07 $198.5 mill.

Oblig. $187.3 mill.
Pfd Stock None

Common Stock 93,300,000 shs.

MARKET CAP: $2.4 billion (Mid Cap)
CURRENT POSITION 2006 2007 6/30/08

($MILL.)
Cash Assets 208.0 255.9 232.9
Receivables 2011.2 1905.1 1779.3
Investments - - - - - -
Other 157.0 114.8 120.6
Current Assets 2376.2 2275.8 2132.8
Accts Payable 1958.8 1874.0 1756.8
Debt Due 8.9 - - 105.0
Other 433.6 358.2 300.6
Current Liab. 2401.3 2232.2 2162.4

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Revenues 9.0% 8.5% 7.0%
‘‘Cash Flow’’ 10.5% 8.5% 3.0%
Earnings 8.5% 4.0% 6.5%
Dividends 15.5% 17.5% 3.5%
Book Value 14.5% 11.5% 8.0%

Cal- Full
endar Year

QUARTERLY REVENUES ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2005 346.8 371.1 389.9 376.1 1483.9
2006 327.5 370.6 421.1 414.8 1534.0
2007 375.0 427.6 410.7 410.0 1623.3
2008 375.8 428.9 435 450.3 1690
2009 400 450 480 470 1800
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2005 .33 .54 .52 .41 1.80
2006 .17 .37 .51 .35 1.40
2007 .21 .46 .54 .37 1.58
2008 .18 .45 .52 .40 1.55
2009 .20 .50 .56 .44 1.70
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B■

Mar.31 Jun.30 Sep.30 Dec.31
2004 .25 .25 .25 .25 1.00
2005 .28 .28 .28 .28 1.12
2006 .30 .30 .30 .30 1.20
2007 .31 .31 .31 .31 1.24
2008 .32 .32

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
4.83 5.23 6.03 6.42 7.01 7.35 7.66 8.22 9.32 10.69 12.66 14.04 16.07 15.61

.53 .64 .71 .80 .85 .97 .97 1.13 1.31 1.71 1.87 2.19 2.42 3.55

.39 .51 .54 .64 .66 .81 .81 .88 1.05 1.39 1.53 1.78 1.99 1.80

.16 .18 .22 .25 .29 .31 .35 .40 .46 .52 .60 .72 1.00 1.12

.10 .11 .12 .15 .15 .17 .20 .22 .18 .29 .51 .28 .31 .24
1.61 2.00 1.64 1.91 2.06 2.47 2.87 3.29 3.95 4.37 5.96 6.88 8.26 8.04

56.52 60.74 59.14 61.70 65.17 66.44 70.58 73.68 79.50 85.11 88.55 90.00 92.10 95.70
15.9 16.3 14.6 13.9 12.8 10.5 12.9 14.3 20.6 21.0 20.2 15.4 15.9 16.0

.96 .96 .96 .93 .80 .61 .67 .82 1.34 1.08 1.10 .88 .84 .85
2.6% 2.1% 2.8% 2.8% 3.5% 3.6% 3.3% 3.2% 2.1% 1.8% 1.9% 2.6% 3.2% 3.9%

540.7 605.8 740.6 910.0 1120.8 1263.8 1480.3 1483.9
17.8% 19.7% 19.1% 20.1% 22.1% 21.2% 20.2% 27.7%

11.7 15.3 16.3 20.0 25.8 31.2 34.8 32.7
56.5 67.8 87.8 125.3 140.1 165.5 188.5 307.0

33.2% 35.0% 30.0% 11.7% 30.5% 24.4% 20.0% 12.1%
10.5% 11.2% 11.9% 13.8% 12.5% 13.1% 12.7% 20.6%

.3 17.1 48.9 d42.3 24.0 46.6 15.7 15.5
- - - - - - - - 128.3 122.1 140.0 107.6

202.5 242.5 314.4 371.6 528.2 619.1 761.0 769.1
27.9% 27.9% 27.9% 33.7% 22.2% 22.9% 21.4% 35.7%
27.9% 27.9% 27.9% 33.7% 26.5% 26.7% 24.8% 39.9%
16.5% 16.4% 17.2% 22.5% 17.0% 16.7% 13.6% 26.6%

41% 41% 38% 33% 36% 37% 45% 33%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
15.59 17.64 18.35 19.55 Revenues per sh 25.20

1.72 2.00 1.90 2.10 ‘‘Cash Flow’’ per sh 2.75
1.40 1.58 1.55 1.70 Earnings per sh A 2.25
1.20 1.24 1.28 1.32 Div’ds Decl’d per sh B■ 1.44

.34 .44 .45 .45 Cap’l Spending per sh .55
8.78 7.78 8.05 8.45 Book Value per sh C 10.60

98.40 92.00 92.00 92.00 Common Shs Outst’g D 92.00
19.9 17.7 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 17.0
1.07 .94 Relative P/E Ratio 1.15

4.3% 4.4% Avg Ann’l Div’d Yield 3.8%

1534.0 1623.3 1690 1800 Revenues ($mill) 2320
15.1% 15.1% 16.5% 17.0% Operating Margin 17.5%

31.8 29.3 33.0 36.0 Depreciation ($mill) 42.0
137.5 154.6 145 160 Net Profit ($mill) 210

17.7% 22.7% 40.0% 40.0% Income Tax Rate 40.0%
9.0% 9.5% 8.6% 8.9% Net Profit Margin 9.1%
d25.1 43.6 20.0 40.0 Working Cap’l ($mill) 60.0

25.9 400.0 400 400 Long-Term Debt ($mill) 400
864.1 715.5 740 780 Shr. Equity ($mill) 975

15.9% 14.6% 13.5% 14.0% Return on Total Cap’l 16.0%
15.9% 21.6% 19.5% 20.5% Return on Shr. Equity 21.5%
2.7% 5.0% 3.5% 5.0% Retained to Com Eq 8.0%
83% 77% 81% 76% All Div’ds to Net Prof 63%

Company’s Financial Strength A
Stock’s Price Stability 95
Price Growth Persistence 40
Earnings Predictability 80

(A) Primary earnings through 1997; Diluted
thereafter. Incl. cap. gains; ‘97, $0.26; ’99,
$0.03. Excludes nonrecurring charge of $0.21
in ’03, $1.48 in ’05. Excludes loss from discon-

tinued operations of $0.16 in ’07.
Next earnings report due late October.
(B) Dividends historically paid in mid-April,
July, October, January. ■Dividend reinvestment

plan available.
(C) Includes intangibles: ’07, $756.2 million;
$8.22/sh.
(D) In millions, adjusted for stock splits.

BUSINESS: Arthur J. Gallagher & Company provides insurance
brokerage, risk management, and employee benefit services to a
wide variety of commercial, industrial, institutional and governmen-
tal organizations through over 250 offices in seven countries. Risk
management services analyze risks and determine the best pro-
tection through insurance and risk control (loss control and pre-

vention). Commissions are generated through negotiation and
placement of insurance for its clients. Officers & directors own
about 3.3% of common stock; (4/08 proxy). Has about 9,300 em-
ployees. President & Chief Executive Officer: J. Patrick Gallagher.
Inc.: DE. Address: Two Pierce Place, Itasca, Illinois 60143. Tele-
phone: 630-773-3800. Internet: www.ajg.com.

Arthur Gallagher’s June-interim earn-
ings were in line with our expecta-
tions. The company posted share net of
$0.45, which was a penny shy of the prior
year’s tally. What’s more, sales were rela-
tively flat year over year. As has been the
case over the past few years, acquisitions
continued to be the main contributor to
growth for the brokerage division, where
revenues climbed 6%. Excluding take-
overs, though, sales in the segment were
actually down 1%. Meanwhile, risk man-
agement revenues rose 7%, all of which
was through in-house efforts. Specifically,
the division benefited from solid gains in
its international operations, where sales
jumped 26%.
We expect ongoing softness in insur-
ance premium-rate pricing environ-
ment in the year ahead. Proper-
ty/casualty premium prices have been flat
or have even declined over the past few
years, especially for commercial policies,
as competition has intensified. And we
think that the environment will remain
fierce over the coming quarters. Thus, in-
ternal growth will likely be limited. As a
result, additional cost-cutting efforts may

be in the works. Overall, these initiatives,
along with some volume growth and high-
er investment income, ought to offset the
lower pricing that Gallagher will probably
face over the next year.
Acquisitions should continue to be the
primary growth catalyst. Historically,
AJG has averaged 15 takeovers annually.
Since the beginning of this year, it has
picked up the pace, closing 20 deals. And
we believe that Gallagher will continue to
implement its aggressive acquisition stra-
tegy, given its ability to successfully in-
tegrate smaller companies into its opera-
tions. However, we do not expect the num-
ber of transactions going forward to be as
large in the coming years, due to slimmer
pickings.
These shares have not moved much
since our May coverage. Furthermore,
they do not stand out for the upcoming
year or the pull to 2011–2013. Neverthe-
less, the selection does offer a measure of
conservative appeal for income-oriented
investors, given that it carries our highest
Safety Rank (1) and has an above-average
dividend yield.
Randy Shrikishun August 22, 2008

LEGENDS
13.0 x ″Cash Flow″ p sh. . . . Relative Price Strength

2-for-1 split 3/00
2-for-1 split 1/01
Options: Yes
Shaded area indicates recession
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Target Price Range
2011 2012 2013

INT’L FLAVORS & FRAG. NYSE-IFF 39.97 13.1 14.3
18.0 0.84 2.5%

TIMELINESS 3 Lowered 8/31/07

SAFETY 2 Lowered 9/22/00

TECHNICAL 3 Raised 8/15/08
BETA .85 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 75 (+90%) 19%
Low 55 (+40%) 11%
Insider Decisions

O N D J F M A M J
to Buy 0 0 0 2 0 0 0 0 0
Options 0 1 0 0 0 0 0 0 0
to Sell 0 1 0 0 0 1 0 0 0
Institutional Decisions

4Q2007 1Q2008 2Q2008
to Buy 126 143 103
to Sell 151 136 151
Hld’s(000) 75275 71970 64527

High: 53.4 51.9 48.5 37.8 31.7 37.4 36.6 43.2 42.9 49.9 54.8 48.0
Low: 39.9 32.1 33.6 14.7 19.8 26.0 29.2 32.8 31.2 32.5 45.7 38.0

% TOT. RETURN 8/08
THIS VL ARITH.

STOCK INDEX
1 yr. -18.3 -9.4
3 yr. 18.2 12.4
5 yr. 40.5 56.8

CAPITAL STRUCTURE as of 6/30/08

Total Debt $1216.4 Due in 5 Yrs $479.0 mill.
LT Debt $1068.9 mill. LT Interest $32.8 mill.
(LT interest earned: 5.0x; total int. cov.: 3.7x)

(35% of Capital)
Pension Assets-12/07 $1.1 bill. Oblig. $1.2 bill.

Pfd Stock None
Common Stock 78,563,492 million shs.
as of 7/18/08

MARKET CAP: $3.1 billion (Mid Cap)
CURRENT POSITION 2006 2007 6/30/08

($MILL.)
Cash Assets 115.1 151.5 119.5
Receivables 369.9 412.2 477.2
Inventory (Avg Cst) 446.6 484.2 525.7
Other 148.2 142.6 156.6
Current Assets 1079.8 1190.5 1279.0
Accts Payable 111.7 131.0 137.2
Debt Due 15.9 152.4 147.6
Other 319.2 255.5 258.0
Current Liab. 446.8 538.9 542.8

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Sales 6.0% 7.0% 8.0%
‘‘Cash Flow’’ 2.5% 5.5% 8.5%
Earnings - - 6.5% 10.5%
Dividends -5.5% -9.0% 9.5%
Book Value 0.5% 8.0% 11.5%

Cal- Full
endar Year

QUARTERLY SALES ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2005 523.0 515.6 493.1 461.7 1993.4
2006 511.4 530.5 539.1 514.4 2095.4
2007 566.1 573.7 583.3 553.5 2276.6
2008 596.6 636.1 620 577.3 2430
2009 635 675 645 610 2565
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2005 .55 .60 .48 .33 1.96
2006 .58 .67 .63 .47 2.34
2007 .69 .76 .71 .53 2.69
2008 .70 .81 .80 .64 2.95
2009 .80 .90 .85 .70 3.25
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B ■

Mar.31 Jun.30 Sep.30 Dec.31
2004 .16 .16 .175 .175 .67
2005 .175 .175 .185 .185 .72
2006 .185 .185 .185 .185 .74
2007 .21 .21 .23 .23 .88
2008 .23 .23 .25

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
9.77 10.61 11.80 12.97 13.06 13.07 13.27 13.73 15.01 19.46 19.20 20.23 21.52 21.97
1.94 2.12 2.35 2.61 2.45 2.46 2.38 2.34 2.25 2.73 2.85 3.05 3.04 3.04
1.64 1.78 2.03 2.24 2.00 2.00 1.90 1.79 1.48 1.41 1.94 2.13 2.08 1.96

.91 1.00 1.12 1.27 1.38 1.45 1.49 1.52 1.29 .60 .60 .62 .67 .72

.43 .72 .91 .85 .72 .53 .85 .97 .62 .55 .87 .70 .75 1.03
8.48 7.96 9.04 10.06 9.79 9.17 8.91 8.19 6.48 5.53 6.10 7.90 9.63 10.09

115.26 112.06 111.46 110.95 109.97 109.13 106.05 104.82 97.43 94.76 94.25 93.99 94.52 90.74
21.5 20.8 19.8 22.2 23.2 23.9 22.7 22.4 18.8 18.5 16.9 15.1 18.1 18.9
1.30 1.23 1.30 1.49 1.45 1.38 1.18 1.28 1.22 .95 .92 .86 .96 1.01

2.6% 2.7% 2.8% 2.6% 3.0% 3.0% 3.4% 3.8% 4.6% 2.3% 1.8% 1.9% 1.8% 1.9%

1407.3 1439.5 1462.8 1843.8 1809.2 1901.5 2033.7 1993.4
25.3% 23.7% 22.0% 22.2% 21.9% 23.1% 21.3% 19.9%

49.0 56.4 69.3 123.5 84.5 86.5 91.0 91.9
203.8 189.2 149.8 135.1 183.7 200.1 196.1 184.3

34.5% 33.5% 33.6% 38.0% 34.0% 32.0% 30.2% 17.3%
14.5% 13.1% 10.2% 7.3% 10.2% 10.5% 9.6% 9.2%
575.1 465.7 d160.1 336.2 507.3 376.6 561.9 d11.4

4.3 3.8 417.4 939.4 1007.1 690.2 669.0 131.3
945.1 858.5 631.3 524.2 574.7 742.6 910.5 915.3

21.5% 21.9% 14.3% 10.7% 12.2% 14.8% 13.2% 17.6%
21.6% 22.0% 23.7% 25.8% 32.0% 26.9% 21.5% 20.1%

4.7% 3.3% NMF 14.8% 22.1% 19.1% 14.6% 12.7%
78% 85% 104% 43% 31% 29% 32% 37%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
23.43 28.10 30.95 32.90 Sales per sh 38.80

3.38 3.93 4.20 4.55 ‘‘Cash Flow’’ per sh 5.60
2.34 2.69 2.95 3.25 Earnings per sh A 4.20
.74 .88 .96 1.05 Div’ds Decl’d per sh B■ 1.35
.65 .81 1.15 1.05 Cap’l Spending per sh 1.00

10.12 7.62 8.60 10.70 Book Value per sh C 17.65
89.42 81.02 78.50 78.00 Common Shs Outst’g D 75.00
16.3 18.5 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 16.0
.87 .97 Relative P/E Ratio 1.05

1.8% 1.8% Avg Ann’l Div’d Yield 2.0%

2095.4 2276.6 2430 2565 Sales ($mill) 2910
20.8% 19.9% 19.5% 19.8% Operating Margin 21.0%

89.7 82.8 85.0 87.5 Depreciation ($mill) 90.0
213.7 235.7 245 265 Net Profit ($mill) 330

27.6% 24.8% 29.0% 29.0% Income Tax Rate 30.0%
10.2% 10.4% 10.1% 10.4% Net Profit Margin 11.4%
633.0 651.6 745 910 Working Cap’l ($mill) 1445
791.4 1060.2 1100 1100 Long-Term Debt ($mill) 1100
905.2 617.2 675 835 Shr. Equity ($mill) C 1325

12.6% 14.1% 14.0% 14.0% Return on Total Cap’l 13.5%
23.6% 38.2% 36.5% 32.0% Return on Shr. Equity 25.0%
16.2% 25.8% 25.0% 22.0% Retained to Com Eq 17.5%

32% 33% 31% 30% All Div’ds to Net Prof 31%

Company’s Financial Strength B++
Stock’s Price Stability 95
Price Growth Persistence 45
Earnings Predictability 85

(A) Primary earnings through ’97, then basic.
Excludes one-time gains/(losses): ’92, 50¢; ’96,
29¢; ’99, 26¢; ’00, 26¢; ’01, 20¢; ’02, 8¢; ’03,
30¢; ’04, 3¢, ’05, (8¢); ’06, 14¢; ’07, (11¢). Ex-

ludes discontinued: ’05 Q1, (2¢). Next earnings
report due late Oct. Qtly egs. may not sum due
to round’g.(B) Dividends historically paid in
mid-January, April, July, and October. ■ Divi-

dend reinvestment plan available.
(C) Includes intangibles. In 2007: $732.8 mil-
lion, $9.05 per share.
(D) In millions, adjusted for stock split.

BUSINESS: International Flavors & Fragrances is a leading manu-
facturer of flavor and fragrance chemicals sold to consumer prod-
ucts manufacturers worldwide. Fragrances account for about 56%
of 2007 sales; flavors, 44%. Its products are principally used in per-
fumes, cosmetics, soaps and detergents, prepared foods,
beverages, dairy foods, pharmaceuticals, and confectionery and to-

bacco products. In ’07, international operations generated 72% of
sales; R&D, 8.7% of sales. ’07 depreciation rate: 7.4%. Acquired
Bush Boake Allen, 11/00. Has about 5,300 employees. Off./dir. own
1.9% of stock; 2 instit. (in total), 13.7% (3/08 proxy). Chairman &
CEO: Robert M. Amen. Inc.: NY. Address: 521 W. 57th St., New
York, NY 10019. Telephone: 212-765-5500. Internet: www.iff.com.

International Flavors & Fragrances
continues to perform well this year.
The company’s top line has been bene-
fiting from strong growth in Latin America
and Asia. Sales in both of those areas have
been advancing well into the double digits.
Non-U.S. sales now comprise almost 75%
of total revenues. IFF continues to post
solid bottom-line increases as a result.
However, weak domestic results remain
an offsetting factor. Meanwhile, higher
material costs and a shift in product mix
have been weighing on margins. There-
fore, financial results in the second half of
2008 should moderate a bit as input costs
rise. And. . .
We have lowered our September-
period and 2008 share-net estimates
by a nickel. The Fragrance business unit
will probably remain in the doldrums, at
least in the near term. As consumers try to
pinch pennies, discretionary items like
perfumes and colognes have not been in
high demand. Consequently, it will likely
take some time for that unit to rebound.
This trend should be offset by an ever-
expanding geographic footprint, as well as
higher demand for fragrance ingredients.

Meanwhile, the Flavors division should
continue to do well as IFF implements
pricing increases, wins new customer ac-
counts, and experiences heightened
volumes. All told, the bottom line ought to
increase about 10% this year.
The company stands to post solid re-
sults next year. We look for the top and
bottom lines to increase 6% and 10%,
respectively. The majority of the lift in
sales should stem from the Flavors seg-
ment. Also, the company’s international
operations, predominantly in emerging
markets, continue to augur well for both
sales and earnings. Meanwhile, IFF’s mar-
gins ought to start to rebound next year as
cost-cutting efforts begin to gain traction.
But a bit of uncertainty stems from the
domestic economy and how that will con-
tinue to weigh on profitability.
At present, these shares do not stand
out for the short or long term. The
equity is only ranked to mirror the broader
market for the coming six to 12 months.
And it offers only modestly attractive risk-
adjusted total return potential for the pull
to 2011-2013.
Bryan Fong September 12, 2008

LEGENDS
11.0 x ″Cash Flow″ p sh. . . . Relative Price Strength

Options: Yes
Shaded area indicates recession
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Target Price Range
2011 2012 2013

INT’L SPEEDWAY NDQ-ISCA 38.22 12.4 12.8
21.0 0.79 0.3%

TIMELINESS 3 Lowered 6/6/08

SAFETY 3 New 5/25/01

TECHNICAL 3 Lowered 7/18/08
BETA .80 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 80 (+110%) 21%
Low 55 (+45%) 10%
Insider Decisions

S O N D J F M A M
to Buy 0 0 1 0 0 0 0 0 1
Options 0 0 0 0 0 0 0 0 0
to Sell 0 0 0 0 1 0 0 1 0
Institutional Decisions

3Q2007 4Q2007 1Q2008
to Buy 77 72 85
to Sell 95 97 82
Hld’s(000) 26549 26817 25914

High: 24.9 41.8 71.1 54.1 48.0 46.0 46.6 54.8 60.6 54.3 54.8 44.8
Low: 17.0 23.0 34.0 30.1 30.4 31.5 35.4 41.0 43.6 43.5 41.0 35.4

% TOT. RETURN 7/08
THIS VL ARITH.

STOCK INDEX
1 yr. -23.0 -12.2
3 yr. -36.3 7.2
5 yr. -3.9 58.6

CAPITAL STRUCTURE as of 5/31/08
Total Debt $376.2 mill. Due in 5 Yrs $165.2 mill.
LT Debt $223.3 mill. LT Interest $11.5 mill.
(Total interest coverage: 16.6x) (24% of Cap’l)
Leases, Uncapitalized: Annual rentals $3.9 mill.
No Defined Benefit Pension Plan

Pfd Stock None

Common Stock 49,636,480 shs.
Includes 28,192,064 Cl. ‘A’ shrs. (1/5 vote each)
and 21,444,416 Cl. ‘B’ shrs. (1 vote each)

MARKET CAP: $1.9 billion (Mid Cap)
CURRENT POSITION 2006 2007 5/31/08

($MILL.)
Cash Assets 137.7 96.6 81.3
Receivables 52.7 46.9 72.4
Inventory (Avg Cost) 4.0 4.5 5.7
Other 9.2 11.8 19.0
Current Assets 203.6 159.8 178.4
Accts Payable 29.6 37.5 22.7
Debt Due .8 2.5 152.9
Other 165.9 172.3 239.7
Current Liab. 196.3 212.3 415.3

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Revenues 16.5% 9.0% 7.5%
‘‘Cash Flow’’ 17.0% 11.0% 8.0%
Earnings 16.5% 14.5% 6.5%
Dividends 4.0% 6.0% 10.0%
Book Value 17.0% 5.0% 12.5%

Fiscal
Year
Ends

Full
Fiscal
Year

QUARTERLY REVENUES ($ mill.) A

Feb. 28 May 31 Aug. 31 Nov. 30
2005 179.4 157.5 166.5 236.7 740.1
2006 193.9 172.1 178.9 253.5 798.4
2007 185.2 181.5 196.3 253.6 816.6
2008 193.9 174.9 205 236.2 810
2009 195 185 210 240 830
Fiscal
Year
Ends

Full
Fiscal
Year

EARNINGS PER SHARE A

Feb. 28 May 31 Aug. 31 Nov. 30
2005 .77 .50 .69 1.03 2.99
2006 .83 .58 .69 1.19 3.29
2007 .70 .51 .53 1.11 2.85
2008 .80 .54 .71 1.00 3.05
2009 .82 .56 .74 1.03 3.15
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B

Mar.31 Jun.30 Sep.30 Dec.31
2004 - - .06 - - - - .06
2005 - - .06 - - - - .06
2006 - - .08 - - - - .08
2007 - - .10 - - - - .10
2008 - - .12

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
- - - - - - - - 2.79 3.67 4.38 5.62 8.29 9.94 10.35 10.82 12.16 13.88
- - - - - - - - .76 1.03 1.22 1.54 1.98 2.67 2.77 2.87 3.27 3.94
- - - - - - - - .57 .77 .98 1.22 1.02 1.65 2.00 2.05 2.44 2.99
- - - - - - - - .05 .06 .06 .06 .06 .06 .06 .06 .06 .06
- - - - - - - - 1.01 1.00 1.67 2.38 2.50 1.85 1.01 1.36 2.54 4.67
- - - - - - - - 3.10 5.45 8.51 16.99 17.89 19.48 11.70 13.65 16.55 19.50
- - - - - - - - 34.40 38.50 43.10 53.12 53.15 53.16 53.19 53.22 53.27 53.32
- - - - - - - - - - 26.9 30.4 39.2 41.3 24.7 20.1 19.4 19.6 18.2
- - - - - - - - - - 1.55 1.58 2.23 2.68 1.27 1.10 1.11 1.04 .97
- - - - - - - - - - .3% .2% .1% .1% .1% .1% .2% .1% .1%

189.0 298.7 440.4 528.5 550.6 575.7 647.8 740.1
39.2% 40.5% 39.4% 42.4% 42.8% 41.5% 42.1% 42.7%

13.1 25.1 51.2 54.5 41.2 44.2 44.4 50.9
39.4 56.6 54.0 87.6 106.3 108.7 129.8 159.4

37.8% 39.8% 44.2% 42.5% 39.0% 40.2% 39.7% 39.6%
20.8% 19.0% 12.3% 16.6% 19.3% 18.9% 20.0% 21.5%

27.4 d51.9 d54.1 d28.5 12.1 d104.8 149.9 14.9
2.8 496.1 470.6 402.5 309.6 75.2 369.3 368.4

366.9 902.5 950.9 1035.4 622.3 726.5 881.7 1040.0
10.7% 4.3% 4.9% 7.0% 12.7% 13.9% 11.2% 11.8%
10.7% 6.3% 5.7% 8.5% 17.1% 15.0% 14.7% 15.3%
10.1% 6.0% 5.3% 8.2% 16.6% 14.5% 14.4% 15.0%

6% 5% 6% 4% 3% 3% 2% 2%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
14.96 15.36 16.35 17.30 Revenues per sh A 21.55
4.32 4.36 4.70 4.95 ‘‘Cash Flow’’ per sh 6.25
3.29 2.85 3.05 3.15 Earnings per sh A 4.05

.08 .10 .12 .12 Div’ds Decl’d per sh B .16
2.07 1.81 1.90 2.10 Cap’l Spending per sh 2.10

21.64 21.80 26.35 30.25 Book Value per s C 41.00
53.37 53.18 49.50 48.00 Common Shs Outst’g D 48.00
14.8 17.6 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 16.5
.80 .92 Relative P/E Ratio 1.10

.2% .2% Avg Ann’l Div’d Yield .1%

798.4 816.6 810 830 Revenues ($mill) A 1035
43.0% 41.0% 41.5% 41.5% Operating Margin 42.5%

56.8 80.2 83.0 85.0 Depreciation ($mill) D 105
173.6 151.9 150 150 Net Profit ($mill) 195

37.9% 37.8% 39.0% 39.0% Income Tax Rate 39.0%
21.7% 18.6% 18.7% 18.3% Net Profit Margin 18.7%

7.3 d52.5 d185.0 d125 Working Cap’l ($mill) 190
367.3 375.0 300 300 Long-Term Debt ($mill) 340

1155.1 1159.1 1305 1450 Shr. Equity ($mill) 1965
11.8% 10.4% 9.5% 9.0% Return on Total Cap’l 8.5%
15.0% 13.1% 11.5% 10.5% Return on Shr. Equity 10.0%
14.7% 12.6% 11.0% 10.0% Retained to Com Eq 9.5%

2% 3% 4% 4% All Div’ds to Net Prof 3%

Company’s Financial Strength B+
Stock’s Price Stability 95
Price Growth Persistence 45
Earnings Predictability 85

(A) Fiscal year ends November 30th.
Diluted earnings.
Excludes non-recurring gains/(losses): ’98, 2¢;
’00, (7¢); ’02, ($9.74); ’03, (29¢); ’04, 50¢; ’06,

($1.09); ’07, 14¢.
Next earnings report due late September.
(B) Dividend historically paid annually in mid-
June.

(C) Incl intang. In 2007: $297.8 mill., $5.79/sh.
(D) In millions.

BUSINESS: International Speedway Corporation owns and/or op-
erates 12 motorsports facilities in the U.S., including Daytona Inter-
national Speedway and Talladega (AL) Superspeedway. Hosts 20
races in the popular NASCAR NEXTEL Cup series. Also sponsors
Busch Grand National, CART, IRL, & other events. Acquired Pens-
Raceway Associates, 2/07. Fiscal 2007 revenue sources: ticket

sales, 31%; broadcast & sponsorship fees and hospitality rentals,
59%; concessions, 10%. Has 1,100 employees. Officers & directors
control 66.6% of the voting rights (3/08 Proxy). Chairman & CEO:
James C. France. Address: 1801 West International Speedway
Boulevard, Daytona Beach, FL 32114. Telephone: 386-254-2700.
Internet: iscmotorsports.com.

Weak consumer sentiment hurt Inter-
national Speedway during the second
quarter of fiscal 2008 (ends November
30th). Although the $0.54 a share tally
represents a solid advance over the pre-
vious year’s mark, it fell a penny short of
our expecations. The primary reason was
weak attendance-related revenue results,
which declined from roughly $57 million
during the like period in 2007, to $53 mil-
lion. The Food, Beverage, and Mer-
chandise segment also registered tepid re-
sults. In sum, a combination of factors, in-
cluding rising costs for gas and food, led
consumers to tighten their budgets. These
conditions will likely persist for the re-
mainder of the year.
Management has tempered 2008 guid-
ance to the lower half of its previous
range. The racetrack operator is now
looking for between $805 million and $815
million in revenue and $3.05 to $3.10 in
earnings per share.
The company should continue to re-
turn capital to shareholders. Interna-
tional Speedway purchased approximately
one million shares, for $40 million, during
the recent quarter. Over the last two

years, IS has bought back almost four mil-
lion shares for approximately $170 million.
This leaves roughly $80 million remaining
on its $250 million authorization plan. Ad-
ditionally, proceeds from the eventual sale
of the property on Staten Island will likely
also be allocated to repurchases. During
the fourth quarter of 2007, management
reached an agreement to sell the 676-acre
property for roughly $100 million. How-
ever, the buyer backed out, and the land
was once again placed on the market.
Management hopes to finalize a sale by
the end of the current calendar year.
Motorsports Authentics (MA) turned
in another profitable quarter. The
50/50 joint venture between IS and Speed-
way Motorsports registered a profit of
nearly $6 million. This reflects advances
on new strategies. In light of the fact that
the venture has generated a healthy profit
this year, we view management’s expecta-
tions of break-even results in 2008 to be
overly conservative.
These neutrally ranked shares offer
only average appreciation potential to
2011-2013.
Dominic B. Silva August 15, 2008

LEGENDS
12.0 x ″Cash Flow″ p sh. . . . Relative Price Strength

Options: Yes
Shaded area indicates recession
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MERCURY GENERAL NYSE-MCY 52.43 13.5 14.2
14.0 0.89 4.4%

TIMELINESS 3 Raised 6/13/08

SAFETY 2 Raised 9/26/03

TECHNICAL 3 Raised 4/11/08
BETA .90 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 85 (+60%) 16%
Low 60 (+15%) 8%
Insider Decisions

O N D J F M A M J
to Buy 0 0 0 0 0 0 0 0 0
Options 0 0 1 0 0 0 0 2 0
to Sell 0 0 2 0 0 0 0 3 1

Institutional Decisions
4Q2007 1Q2008 2Q2008

to Buy 101 84 83
to Sell 98 98 88
Hld’s(000) 23655 25404 26999

High: 55.5 70.0 45.5 44.9 44.5 51.2 50.3 60.3 60.4 59.9 59.1 53.4
Low: 26.1 33.0 20.9 21.1 32.0 37.3 33.5 46.3 51.2 48.8 48.8 42.3

% TOT. RETURN 8/08
THIS VL ARITH.

STOCK INDEX
1 yr. 1.1 -9.4
3 yr. -2.7 12.4
5 yr. 38.6 56.8

CAPITAL STRUCTURE as of 6/30/08
Total Debt $154.1 mill. Due in 5 Yrs. $129.5 mill.
LT Debt $154.1 mill. LT Interest $11.0 mill.

(8% of Cap’l)
Leases, Uncapitalized Annual rentals $9.5 mill.

No Defined Benefit Pension Plan
Pfd Stock None

Common Stock 54,743,913 shs.
as of 4/30/08
MARKET CAP: $2.9 billion (Mid Cap)
FINANCIAL POSITION 2006 2007 6/30/08

($MILL.)
Bonds 2899.0 2887.8 2772.0
Stocks 318.4 413.1 493.1
Other 1083.7 1113.6 1045.7
Total Assets 4301.1 4414.5 4310.8
Unearned Premium 950.3 938.4 919.6
Reserves 1088.8 1103.9 1020.9
Other 537.8 510.2 504.0
Total Liab. 2576.9 2552.5 2444.5

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Premium Inc 14.0% 15.0% 6.0%
Invest Income 7.0% 5.0% 11.0%
Earnings 6.5% 15.5% 5.5%
Dividends 14.5% 12.0% 4.5%
Book Value 10.0% 10.0% 6.5%

Cal- Full
endar Year

P/C PREMIUMS EARNED ($ mill.) A

Mar.31 Jun.30 Sep.30 Dec.31
2005 684.7 707.3 722.9 732.8 2847.7
2006 736.7 753.4 753.1 753.8 2997.0
2007 755.8 754.1 748.8 735.2 2993.9
2008 720.9 711.2 722 725.9 2880
2009 745 750 755 770 3020
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2005 1.05 1.31 1.24 .83 4.43
2006 .99 .64 1.22 .89 3.74
2007 1.11 1.15 1.13 .69 4.08
2008 1.02 .86 1.02 .95 3.85
2009 1.04 .92 1.04 1.00 4.00
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B

Mar.31 Jun.30 Sep.30 Dec.31
2004 .37 .37 .37 .37 1.48
2005 .43 .43 .43 .43 1.72
2006 .48 .48 .48 .48 1.92
2007 .52 .52 .52 .52 2.08
2008 .58 .58 .58

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
8.34 8.66 9.66 11.23 13.72 18.71 20.51 21.83 23.05 25.44 32.04 39.41 46.38 52.15

.97 .99 1.00 1.15 1.28 1.57 1.76 1.83 1.96 2.11 2.08 1.92 2.01 2.24
1.24 1.18 .55 .81 1.07 2.75 3.37 2.42 1.45 1.26 1.75 4.04 7.04 6.70
1.53 1.76 1.22 1.66 1.93 2.84 3.22 2.45 2.02 1.94 2.05 3.25 4.94 4.43

.25 .30 .35 .40 .48 .58 .70 .84 .96 1.06 1.20 1.32 1.48 1.72
6.47 8.22 8.34 10.30 11.66 14.51 16.78 16.71 19.06 19.71 20.21 23.07 26.77 29.44

54.63 54.78 54.83 54.89 55.01 55.12 54.68 54.43 54.19 54.28 54.36 54.42 54.51 54.61
155% 200% 171% 173% 202% 265% 307% 193% 147% 190% 216% 186% 191% 192%

6.5 9.3 11.8 10.8 12.2 13.5 16.0 13.2 13.9 19.3 21.3 13.2 10.4 12.8
.39 .55 .77 .72 .76 .78 .83 .75 .90 .99 1.16 .75 .55 .68

2.5% 1.8% 2.5% 2.2% 2.0% 1.5% 1.4% 2.6% 3.4% 2.8% 2.7% 3.1% 2.9% 3.0%

1121.6 1188.3 1249.2 1380.6 1741.5 2145.0 2528.6 2847.7
61.0% 66.4% 72.2% 73.2% 72.8% 67.7% 62.6% 65.4%
22.5% 22.2% 21.1% 20.9% 20.3% 20.9% 21.3% 21.0%
16.5% 11.4% 6.7% 5.9% 6.9% 11.4% 16.2% 13.6%
24.5% 20.7% 14.9% 15.6% 14.7% 24.5% 29.8% 27.9%
177.5 133.7 109.4 105.3 111.9 177.0 268.6 242.8
6.2% 6.3% 6.0% 6.1% 6.1% 4.7% 4.4% 4.2%
1877 1906 2142 2317 2645 3120 3610 4042
917.4 909.6 1032.9 1069.7 1098.8 1255.5 1459.5 1607.8

19.4% 14.7% 10.6% 9.8% 10.2% 14.1% 18.4% 15.1%
15.2% 9.7% 5.6% 4.5% 4.3% 8.4% 12.9% 9.3%

22% 34% 47% 55% 57% 41% 30% 39%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
54.82 54.70 54.20 54.90 P/C Prem Earned p sh 70.20
2.76 2.90 2.90 3.25 Investment Inc p sh 4.35
5.97 5.44 1.85 2.20 Underwriting Inc p sh 3.50
3.74 4.08 3.85 4.00 Earnings per sh A 6.00
1.92 2.08 2.32 2.48 Div’ds Decl’d per sh B 2.80

31.54 34.02 34.55 36.55 Book Value per sh 42.55
54.67 54.73 55.00 55.00 Common Shs Outst’g C 55.00
172% 156% Bold figures are

Value Line
estimates

Price to Book Value 170%
14.5 13.0 Avg Ann’l P/E Ratio 12.0

.78 .69 Relative P/E Ratio .80
3.5% 3.9% Avg Ann’l Div’d Yield 3.9%

2997.0 2993.9 2880 3020 P/C Premiums Earned 4200
67.5% 68.0% 68.5% 68.5% Loss to Prem Earned 68.0%
21.3% 22.1% 28.0% 27.5% Expense to Prem Earn 27.0%
11.2% 9.9% 3.5% 4.0% Underwriting Margin 5.0%
31.2% 23.8% 20.0% 28.0% Income Tax Rate 30.0%
204.2 224.3 212 220 Net Profit ($mill) 330
4.7% 4.8% 4.5% 5.0% Inv Inc/Total Inv 5.5%
4301 4414 4520 4950 Total Assets ($mill) 6400

1724.1 1862.0 1900 2010 Shr. Equity ($mill) 2340
11.8% 12.0% 11.0% 11.0% Return on Shr. Equity 14.0%
5.8% 5.9% 4.5% 4.0% Retained to Com Eq 7.5%
51% 51% 60% 62% All Div’ds to Net Prof 47%

Company’s Financial Strength B++
Stock’s Price Stability 95
Price Growth Persistence 45
Earnings Predictability 70

(A) Basic earnings. Includes capital gains
(losses): ’01, $0.08; ’00, $0.05; ’99, $0.06; ’98,
$0.09; ’97, $0.06; ’96 ($0.04); ’95, $0.02; ’94,
($0.12); ’93, ($0.04); ’92, ($0.07); ’91, ($0.02);

’90, ($0.01). Excl. gain/(loss) in ’02 and there-
after. Next earnings report due early Nov.
(B) Dividends historically paid in late March,
June, September, and December.

(C) In millions, adjusted for stock split.

BUSINESS: Mercury General is an insurance holding company that
writes private passenger (83.7% of ’07 premiums written), and com-
mercial auto insurance (4.1%), as well as other property/casualty
insurance (12.2%). Sells through approx. 4,500 agents. Most of the
company’s business is in California (78.0% of ’07 premiums writ-
ten), but also operates in Georgia, Illinois, Oklahoma, Texas, Flor-

ida, Virginia, New York, New Jersey, Arizona, Pennsylvania, Michi-
gan and Nevada. Acq’d American Fidelity 12/96. Has about 5,200
employees. Off. and dir. own 34.8% of stock (incl. George Joseph’s
34.4%); (3/08 proxy). Chrmn.: George Joseph. Pres. & CEO:
Gabriel Tirador. Inc: CA. Addr.: 4484 Wilshire Blvd., Los Angeles,
CA 90010. Tel.: 323-937-1060. Web: www.mercuryinsurance.com.

Mercury’s June-interim results fell
short of our expectations. The softened
pricing environment and increased compe-
tition, especially in California, caused net
premiums earned to decline 6% year over
year. Lower investment income also drove
down the top line. And although losses and
expenses were lower than a year earlier,
the insurer’s combined ratio deteriorated
300 basis points, to 97%. Overall, because
of these factors, share net missed our es-
timate of $1.04 by 17%, and was off the
prior year’s tally by 25%.
We have reduced our earnings-per-
share estimate for 2009 by 5%, to
$4.00. This was due to the intensifying
competitive environment, both within and
outside the insurer’s home market and the
depressed premium prices. In addition, we
think the insurer will continue to
strengthen reserves over the coming
quarters to cushion against the probability
of greater loss development in the difficult
Florida and New Jersey markets. That
said, healthy renewal rates and stronger
underwriting efforts should help lift
premiums. Elevated gas prices may also
help to keep more drivers off the road,

thereby lowering the probability of
automobile accidents.
We are optimistic for the coming 3 to
5 years. Mercury is a low-cost provider,
and should gain greater market share
within and outside of California. It cur-
rently operates in 13 states, and expansion
opportunities seem plentiful. All told, we
envision annual earnings and premium
gains of 5%–10% over the pull to
2011–2013. But as the company expands,
it will probably face some unfavorable
reserve development in new markets.
Thus, greater experience and scale in
states such as Florida and New Jersey
would be necessary to help mitigate losses.
Despite the recent difficulties in Mer-
cury’s operating environment, its
stock has held up fairly well over the
past few months. And even though the
equity is ranked to only mirror the broader
markets over the next year and provides
subpar appreciation potential for the
2011–2013 pull, it does have some appeal.
Specifically, its relatively high dividend
yield and solid Safety rank may attract
conservative, income-oriented investors.
Randy Shrikishun September 19, 2008

LEGENDS
12.0 x Earnings p sh. . . . Relative Price Strength

2-for-1 split 10/97
Options: Yes
Shaded area indicates recession
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MINERALS TECH. NYSE-MTX 65.56 17.2 19.2
19.0 1.10 0.3%

TIMELINESS 2 Raised 5/9/08

SAFETY 2 New 12/21/01

TECHNICAL 3 Lowered 9/5/08
BETA .95 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 115 (+75%) 15%
Low 85 (+30%) 7%
Insider Decisions

O N D J F M A M J
to Buy 0 0 0 0 0 1 0 0 0
Options 1 1 0 0 0 1 0 3 0
to Sell 2 2 2 0 6 3 0 3 0
Institutional Decisions

4Q2007 1Q2008 2Q2008
to Buy 80 75 81
to Sell 50 70 67
Hld’s(000) 20364 20246 20826

High: 46.1 55.6 57.0 54.1 48.0 54.9 60.8 68.8 69.5 61.3 72.3 73.3
Low: 32.1 35.9 36.8 28.9 32.0 32.0 34.1 51.3 51.5 47.8 56.0 52.0

% TOT. RETURN 8/08
THIS VL ARITH.

STOCK INDEX
1 yr. -0.1 -9.4
3 yr. 8.8 12.4
5 yr. 32.1 56.8

CAPITAL STRUCTURE as of 6/29/08
Total Debt $121.0 mill. Due in 5 Yrs $38.0 mill.
LT Debt $101.2 mill. LT Interest $6.5 mill.

(11% of Capital)

Leases, Uncapitalized: Annual rentals $6.7 mill.
Pension Assets-12/07 $244.5 mill.

Oblig. $194.8 mill.

Preferred Stock None
Common Stock 18,907,040 shares

MARKET CAP: $1.2 billion (Mid Cap)
CURRENT POSITION 2006 2007 6/29/08

($MILL.)
Cash Assets 76.3 138.7 152.2
Receivables 188.8 180.9 211.9
Inventory (FIFO) 129.9 103.4 128.7
Other 16.8 50.2 49.3
Current Assets 411.8 473.2 542.1
Accts Payable 61.0 66.1 78.0
Debt Due 89.7 16.7 19.8
Other 61.4 84.3 67.1
Current Liab. 212.1 167.1 164.9

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Sales 8.5% 9.0% 6.0%
‘‘Cash Flow’’ 6.0% 2.5% 6.5%
Earnings 3.0% - - 12.5%
Dividends 7.0% 15.0% Nil
Book Value 7.5% 8.0% 7.5%

Cal- Full
endar Year

QUARTERLY SALES ($ mill.)
Mar.Per Jun.Per Sep.Per Dec.31

2005 250.8 244.7 246.8 253.5 995.8
2006 264.7 266.4 265.3 262.9 1059.3
2007 265.5 271.4 266.5 274.3 1077.7
2008 277.5 299.8 297.7 300 1175
2009 300 325 325 325 1275
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.Per Jun.Per Sep.Per Dec.31
2005 .73 .63 .60 .63 2.59
2006 .63 .63 .72 .63 2.61
2007 .56 .74 .69 .84 2.82
2008 .88 .98 .85 .99 3.70
2009 1.00 1.05 1.00 1.10 4.15
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B

Mar.31 Jun.30 Sep.30 Dec.31
2004 .05 .05 .05 .05 .20
2005 .05 .05 .05 .05 .20
2006 .05 .05 .05 .05 .20
2007 .05 .05 .05 .05 .20
2008 .05 .05 .05

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
15.76 18.97 20.90 23.15 24.62 23.32 27.93 30.52 33.60 34.89 37.34 39.71 45.00 49.91

2.11 2.77 3.06 3.53 3.95 4.00 5.06 5.78 6.09 6.03 6.11 5.75 6.51 6.43
.97 1.25 1.48 1.75 1.91 2.23 2.50 2.80 2.89 2.58 2.63 2.52 2.82 2.59
- - .10 .10 .10 .10 .10 .10 .10 .10 .10 .10 .10 .20 .20

2.29 2.37 2.28 5.08 4.31 2.99 3.78 3.53 5.17 3.22 1.84 2.57 5.19 5.59
14.90 15.19 16.86 18.37 19.85 18.08 22.42 23.22 24.22 25.89 29.48 34.52 38.95 38.65
25.00 22.58 22.61 22.65 22.58 25.83 21.81 20.89 19.97 19.61 20.16 20.49 20.52 19.95

19.2 22.2 18.9 19.7 19.3 17.7 18.8 16.8 14.4 15.5 17.4 18.8 20.6 23.7
1.16 1.31 1.24 1.32 1.21 1.02 .98 .96 .94 .79 .95 1.07 1.09 1.26

- - .4% .4% .3% .3% .3% .2% .2% .2% .2% .2% .2% .3% .3%

609.2 637.5 670.9 684.4 752.7 813.7 923.7 995.8
23.9% 24.5% 23.3% 22.0% 20.0% 18.4% 17.7% 15.7%

53.1 58.7 60.8 66.5 69.0 66.3 70.5 75.0
57.2 62.1 60.7 51.8 54.2 51.6 63.1 53.3

31.7% 31.2% 31.0% 29.6% 26.5% 26.4% 27.3% 29.7%
9.4% 9.7% 9.1% 7.6% 7.2% 6.3% 6.8% 5.3%
112.9 102.5 81.9 86.3 167.1 218.1 242.8 145.9

88.2 75.2 89.9 88.1 89.0 98.2 94.8 40.3
489.2 485.0 483.6 507.8 594.2 707.4 799.3 771.2

10.4% 11.5% 11.1% 9.4% 8.4% 6.7% 7.2% 6.7%
11.7% 12.8% 12.6% 10.2% 9.1% 7.3% 7.9% 6.9%
11.2% 12.4% 12.1% 9.8% 8.8% 7.0% 7.4% 6.4%

4% 3% 3% 4% 4% 4% 7% 8%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
55.50 56.45 61.85 67.10 Sales per sh 76.00

7.06 7.30 7.95 8.40 ‘‘Cash Flow’’ per sh 10.00
2.61 2.82 3.70 4.15 Earnings per sh A 5.45
.20 .20 .20 .20 Div’ds Decl’d per sh B .20

4.46 2.41 2.65 2.65 Cap’l Spending per sh 2.95
39.43 39.35 42.30 46.05 Book Value per sh D 60.20
19.09 19.09 19.00 19.00 Common Shs Outst’g C 18.75

21.1 22.9 Bold figures are
Value Line
estimates

Avg Ann’l P/E Ratio 18.0
1.14 1.20 Relative P/E Ratio 1.20
.4% .3% Avg Ann’l Div’d Yield .2%

1059.3 1077.7 1175 1275 Sales ($mill) 1425
15.9% 17.3% 16.7% 16.5% Operating Margin 17.5%

83.2 84.6 80.0 80.0 Depreciation ($mill) 85.0
51.6 54.8 71.0 80.0 Net Profit ($mill) 105

30.9% 32.9% 31.0% 32.0% Income Tax Rate 33.0%
4.9% 5.1% 6.1% 6.3% Net Profit Margin 7.5%
199.7 306.1 370 445 Working Cap’l ($mill) 710
113.4 111.0 100 95.0 Long-Term Debt ($mill) 80.0
752.6 751.2 805 875 Shr. Equity ($mill) D 1125
6.3% 6.8% 8.5% 8.5% Return on Total Cap’l 8.5%
6.9% 7.3% 9.0% 9.0% Return on Shr. Equity 9.0%
6.3% 6.8% 8.5% 8.5% Retained to Com Eq 8.5%

8% 7% 5% 5% All Div’ds to Net Prof 4%

Company’s Financial Strength B++
Stock’s Price Stability 90
Price Growth Persistence 50
Earnings Predictability 90

(A) Primary earnings through ’96, diluted there-
after. Excludes nonrecurring items: ’00, d31¢;
’01, d10¢; ’02, d2¢; ’03, 57¢; ’06, d8¢; ’07,
d$6.16; ’08, 26¢. Quarterly figures may not

sum due to rounding. Next earnings report due
late October.
(B) Dividends historically paid in March, June,
September, and December.

(C) In millions.
(D) Includes intangibles. In ’07: $72.0 million,
$3.77 a share.

BUSINESS: Minerals Technologies Inc. develops, produces and
markets a broad range of specialty mineral, mineral-based and
synthetic mineral products and supporting systems and services.
Has two main segments: The Specialty Minerals unit produces and
sells precipitated calcium carbonate and lime. The refractories busi-
ness produces and markets monolithic and shaped refractory mate-

rials and products. Employs about 2,700. Officers & directors own
1.1% of common; M&G Investment, 15.0%; FMR, 13.8%;
Dimensional Fund, 8.2%; Capital World, 7.2%; Vanguard, 6.9%
(4/08 proxy). Chairman & CEO: Joseph C. Muscari. Incorporated:
DE. Address: 405 Lexington Ave., New York, NY 10174. Tele-
phone: 212-878-1800. Internet: www.mineralstech.com.

Minerals Technologies is having a
good year. In the June quarter, sales in-
creased 10%, to $299.8 million. About half
of the total revenue advance was attribut-
able to the weaker dollar, though, which
led to $14.1 million in foreign currency
translation gains. The remainder of the
top-line growth was generated by a slight
uptick in volume and by product price
hikes necessitated by higher raw materials
and energy costs. By segment, Specialty
Minerals, which includes the Precipitated
Calcium Carbonate (PCC) and Processed
Minerals product lines, enjoyed a 5% sales
advance in the interim. Favorable foreign
currency exchange rates and product price
increases more than offset volume declines
that were spurred by weakness in the
North American construction and automo-
tive markets. Refractories, which primari-
ly serves the steel industry, posted a 22%
top-line gain in the June quarter, thanks
to higher selling prices and strong
demand. The hefty revenue growth led to
better expense leveraging, which allowed
Minerals to record a 32% share-earnings
advance. Ongoing improvement initiatives
and restructuring also boosted profits.

We expect the company to slow down
some in the second half, though. Paper
PCC volumes will likely decline slightly in
the North American and European mar-
kets. Weakness in the domestic residential
and commercial construction markets, as
well as the global automotive market, will
probably persist, which bodes ill for the
processed minerals product lines. We look
for Mineral’s operating and profit margins
to continue contracting, due to escalating
raw materials prices. Like many of its
competitors, the company recently an-
nounced further product price hikes, but
energy, fuel, freight, and raw material out-
lays will likely mitigate any pricing gains.
Still, our 2008 share-earnings estimate
is a dime higher than our previous
target. Keeping a close eye on expenses
and raising the price of talc, lime, and
PCC products should enable the company
to keep its operating margin in the
16.5%–17.0% range for now.
This issue is timely, so momentum in-
vestors may want to delve deeper. How-
ever, these shares offer below-average
long-term price appreciation potential.
Erik A. Antonson September 12, 2008

LEGENDS
9.0 x ″Cash Flow″ p sh. . . . Relative Price Strength

Options: No
Shaded area indicates recession
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Target Price Range
2011 2012 2013

ODYSSEY RE HLDS NYSE-ORH 37.66 12.1 12.1
NMF 0.78 0.7%

TIMELINESS 3 Raised 6/13/08

SAFETY 3 New 9/28/07

TECHNICAL 3 Lowered 6/13/08
BETA .75 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 55 (+45%) 10%
Low 35 (-5%) -1%
Insider Decisions

S O N D J F M A M
to Buy 0 0 0 0 0 1 0 0 0
Options 0 0 0 0 0 0 0 0 0
to Sell 0 0 0 0 0 0 1 0 2

Institutional Decisions
3Q2007 4Q2007 1Q2008

to Buy 56 58 52
to Sell 95 70 74
Hld’s(000) 73474 70707 67780

High: 18.2 20.3 23.3 27.8 26.9 38.7 45.1 39.5
Low: 11.1 12.9 15.5 20.1 22.5 19.5 32.5 34.8

% TOT. RETURN 6/08
THIS VL ARITH.

STOCK INDEX
1 yr. -16.7 -18.0
3 yr. 46.3 11.3
5 yr. 72.9 63.2

CAPITAL STRUCTURE as of 3/31/08

Total Debt $489.2 mill. Due in 5 Yrs. NIL
LT Debt $489.2 million LT Interest $37.7 mill.

Pension Assets-12/07 $52.4 mill. Oblig. $66.7

Pfd Stock $40.0 million

Common Stock 66,264,246 shs.
as of 5/5/08

MARKET CAP: $2.5 billion (Mid Cap)
FINANCIAL POSITION 2006 2007 3/31/08

($MILL.)
Bonds 3501.6 4402.3 4024.8
Stocks 853.0 1043.2 1049.0
Other 4599.1 4055.5 4725.5
Total Assets 8953.7 9501.0 9799.3
Unearned Prems 741.3 724.3 739.9
Reserves 5142.2 5119.1 5140.6
Other 986.6 1002.9 1106.0
Total Liab’ties 6870.1 6846.3 6986.5

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Premium Inc - - 12.0% 2.0%
Invest Income - - 21.5% 7.5%
Earnings - - 21.0% 17.0%
Dividends - - 21.5% 6.5%
Book Value - - 15.0% 11.0%

Cal- Full
endar Year

NET PREMIUMS EARNED ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2005 564.1 568.2 590.5 554.0 2276.8
2006 553.5 584.6 545.4 542.3 2225.8
2007 538.9 514.7 548.0 518.9 2120.5
2008 511.4 490 505 493.6 2000
2009 515 500 520 515 2050
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2005 .25 .55 d2.38 d1.07 d2.65
2006 .80 1.24 .79 .91 3.74
2007 .77 .93 .77 .84 3.32
2008 .57 .90 .76 .87 3.10
2009 .65 .92 .80 .88 3.25
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B

Mar.31 Jun.30 Sep.30 Dec.31
2004 .031 .031 .031 .031 .13
2005 .031 .031 .031 .031 .13
2006 .031 .031 .031 .031 .13
2007 .063 .063 .063 .063 .25
2008 .063 .063

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
- - - - - - - - - - - - - - - - - - 13.82 22.04 30.23 36.00 32.94
- - - - - - - - - - - - - - - - - - 1.76 1.89 2.06 2.54 2.74
- - - - - - - - - - - - - - - - - - d2.12 .20 .95 .73 d5.80
- - - - - - - - - - - - - - - - - - d.14 1.27 1.81 1.70 d2.65
- - - - - - - - - - - - - - - - - - .03 .10 .11 .13 .13
- - - - - - - - - - - - - - - - - - 12.60 16.25 21.39 24.48 22.04
- - - - - - - - - - - - - - - - - - 65.14 65.00 65.00 64.76 69.13
- - - - - - - - - - - - - - - - - - 126% 104% 94% 98% 113%
- - - - - - - - - - - - - - - - - - - - 13.3 11.1 14.1 - -
- - - - - - - - - - - - - - - - - - - - .73 .63 .74 - -
- - - - - - - - - - - - - - - - - - .2% .6% .5% .5% .5%

- - - - - - 900.5 1432.6 1965.1 2331.1 2276.8
- - - - - - 80.6% 68.9% 67.5% 69.9% 90.5%
- - - - - - 6.6% 4.3% 4.7% 5.3% 6.3%
- - - - - - 12.8% 26.8% 27.8% 24.8% 3.2%
- - - - - - - - 32.1% 33.1% 31.5% - -
- - - - - - d8.0 83.0 117.4 113.2 d170.8
- - - - - - 5.3% 5.4% 5.5% 4.5% 4.8%
- - - - - - 4648 5305 6460 7706 8620
- - - - - - 820.9 1056.1 1390.2 1585.5 1623.4
- - - - - - NMF 7.9% 8.4% 7.1% NMF
- - - - - - NMF 7.2% 8.0% 6.6% NMF
- - - - - - NMF 8% 6% 7% NMF

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
31.29 30.76 30.30 31.55 P/C Prem Earned p sh 35.15
6.85 4.78 5.30 5.70 Investment Inc p sh 7.45
1.74 1.40 2.00 2.30 Underwriting Inc p sh 3.50
3.74 3.32 3.10 3.25 Earnings per sh A 3.80
.13 .25 .25 .25 Div’ds Decl’d per sh B .25

27.88 37.06 41.35 44.30 Book Value per sh 54.75
71.14 68.93 66.00 65.00 Common Shs Outst’g C 60.00
102% 105% Bold figures are

Value Line
estimates

Price to Book Value 125%
7.6 11.8 Avg Ann’l P/E Ratio 12.0
.41 .62 Relative P/E Ratio .80

.4% .6% Avg Ann’l Div’d Yield .9%

2225.8 2120.5 2000 2050 P/C Premiums Earned 2110
66.7% 66.4% 66.2% 66.0% Loss to Prem Earned 66.0%

7.1% 8.5% 8.5% 8.5% Expense to Prem Writ 9.0%
26.2% 25.0% 25.3% 25.5% Underwriting Margin 25.0%
40.1% 35.6% 35.0% 35.0% Income Tax Rate 35.0%
268.5 235.6 210 215 Net Profit ($mill) 230

10.8% 5.4% 5.5% 6.5% Inv Inc/Total Inv 8.0%
8954 9501 10000 10700 Total Assets ($mill) 12780

2083.6 2654.7 2730 2880 Shr. Equity ($mill) 3285
12.9% 8.9% 7.5% 7.5% Return on Shr. Equity 7.0%
12.7% 8.2% 7.0% 7.0% Retained to Com Eq 6.5%

6% 11% 12% 11% All Div’ds to Net Prof 10%

Company’s Financial Strength B+
Stock’s Price Stability 85
Price Growth Persistence 70
Earnings Predictability 5

(A) Based on diluted earnings. Excl. cap.
gains/(losses) ’01, $0.13; ’02, $1.92; ’03,
$2.02; ’04, $0.47; ’05, $1.16; ’06, $1.70; ’07,
$1.53 . Next egs. due late August. May not

sum due to change in shares outstanding.
(B) Dividends historically paid in mid-March,
June, Sept., and Dec.

(C) In millions

BUSINESS: Odyssey Re Holdings Corp. operates as an un-
derwriter of reinsurance, providing a full range of property and
casualty products on a worldwide basis, and an underwriter of
specialty insurance, primarily in the United States and through the
Lloyd’s of London marketplace. Policies are written through wholly
owned subsidiaries; Odyssey America, Clearwater, UK Holdings,

etc.. Has approximately 635 employees. Officers and directors own
1.3% of common stock; TIG Insurance Group, 43.0%; ORH Hold-
ings Inc., 8.9%; TIG Insurance Company, 6.8% (3/08 Proxy). Chair-
man: Prem Watsa. President and Chief Executive Officer: Andrew
A. Barnard. Inc.: Delaware. Addr.: 300 First Stamford Place, Stam-
ford, CT 06902. Tele.: (203) 977-8000. http: www.odysseyre.com.

Odyssey Re likely posted a low single-
digit earnings decline for the June pe-
riod. The company was scheduled to issue
second-quarter results shortly after this
report went to press. Premiums earned
probably receded a bit. This trend has
been an ongoing problem across all insur-
ance markets. Continued competition and
price cuts have been making it difficult for
many in this industry to expand policy
volumes. Meanwhile, the turmoil affecting
the capital markets has been weighing on
investment income. In sum, these factors
likely resulted in the aforementioned
bottom-line downturn.
This year ought to prove challenging
for the Connecticut-based reinsurer.
As the year progresses, premium declines
will likely remain evident. Meanwhile,
ORH’s combined ratio has slipped in the
recent quarters. This situation stemmed
from windstorm Emma, floods in Austra-
lia, and snowstorms in China, which
boosted catastrophe claims. Consequently,
we have lowered our 2008 earnings tally
by about 9%. Meanwhile, this year’s hurri-
cane season causes uncertainty with
regards to 2009’s prospects. Nonetheless,

Acquisitions and continued share
repurchases augur well for share net.
Hudson Insurance Group, the U.S. insur-
ance division of ORH, recently purchased
the remaining 60% stake of Hooghuis
Group LLC (HGL). It bought 40% of the
company back in 2004. HGL is an un-
derwriting agency specializing in U.S. of-
ficers & directors liability insurance. This
move should increase synergies and reduce
expenses for Odyssey. Meanwhile, the
board of directors just approved an in-
crease in the previous share repurchase
program. ORH can now buy up to $400
million in stock. So far, it has bought back
roughly $212 million, or 5.8 million shares.
In all, we believe these actions will benefit
the bottom line in the years to come. But,
Investors may want to look elsewhere.
These shares are ranked to mirror the
broader market in the coming six to 12
months. But, economic malaise, turmoil in
the capital markets, and competitive rates
do not augur well for its long-term pros-
pects. Consequently, the equity offers
below-average appreciation potential for
the pull to 2011-2013.
Bryan Fong August 1, 2008

LEGENDS
12.0 x Earnings p sh. . . . Relative Price Strength

Options: Yes
Shaded area indicates recession
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30
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Target Price Range
2011 2012 2013

PEPSI BOTT. GROUP NYSE-PBG 28.40 12.1 12.5
NMF 0.78 2.5%

TIMELINESS 3 Lowered 3/7/08

SAFETY 3 Raised 11/9/01

TECHNICAL 4 Lowered 5/23/08
BETA .75 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 80 (+180%) 31%
Low 55 (+95%) 20%
Insider Decisions

S O N D J F M A M
to Buy 0 0 0 0 0 0 0 0 0
Options 2 0 0 2 1 0 0 0 0
to Sell 3 1 1 2 1 1 1 0 1
Institutional Decisions

3Q2007 4Q2007 1Q2008
to Buy 158 194 132
to Sell 132 132 194
Hld’s(000) 134509 135466 130506

High: 12.6 21.3 25.0 34.8 27.6 31.4 30.3 35.8 43.4 42.0
Low: 7.8 8.2 15.8 21.7 17.0 24.0 26.0 28.0 30.1 26.0

% TOT. RETURN 6/08
THIS VL ARITH.

STOCK INDEX
1 yr. -15.7 -18.0
3 yr. 1.9 11.3
5 yr. 47.2 63.2

CAPITAL STRUCTURE as of 6/14/08
Total Debt $5645 mill. Due in 5 Yrs $265 mill.
LT Debt $3476 mill. LT Interest $160 mill.

(Total interest coverage: 4.0x) (60% of Cap’l)

Leases, Uncapitalized Annual rentals $54.0 mill.

Pension Assets-12/06 $1.45 bill. Oblig. $1.58 bill.

Common Stock 218,353,461 shs.
as of 4/19/08

MARKET CAP: $6.2 billion (Large Cap)
CURRENT POSITION 2006 2007 6/14/08

($MILL.)
Cash Assets 629 647 517
Receivables 1332 1520 1956
Inventory (FIFO) 533 577 773
Other 255 342 395
Current Assets 2749 3086 3641
Accts Payable 1677 1968 2078
Debt Due 374 247 2169
Other - - - - - -
Current Liab. 2051 2215 4247

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Sales -2.5% 11.5% 6.5%
‘‘Cash Flow’’ - - 12.0% 6.0%
Earnings 15.0% 21.5% 9.0%
Dividends - - NMF 9.5%
Book Value - - 8.0% 16.5%

Cal- Full
endar Year

QUARTERLY SALES ($ mill.) A

Mar.Per Jun.Per Sep.Per Dec.Per
2005 2147 2862 3214 3662 11885
2006 2367 3138 3460 3765 12730
2007 2466 3360 3729 4036 13591
2008 2650 3522 3925 4203 14300
2009 2750 3600 4100 4300 14750
Cal- Full

endar Year
EARNINGS PER SHARE A B

Mar.Per Jun.Per Sep.Per Dec.Per
2005 .15 .59 .78 .34 1.86
2006 .14 .61 .86 .28 1.89
2007 .12 .70 .99 .39 2.20
2008 .12 .78 1.05 .40 2.35
2009 .15 .85 1.10 .45 2.55
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C

Mar.31 Jun.30 Sep.30 Dec.31
2004 .01 .05 .05 .05 .16
2005 .05 .08 .08 .08 .29
2006 .08 .11 .11 .11 .41
2007 .11 .14 .14 .14 .53
2008 .14 .17

1992 1993 1994 1995 1996 1997 1998 1999 F 2000 2001 2002 2003 2004 2005
- - - - - - - - 60.03 59.93 64.01 25.02 27.62 30.05 31.78 37.07 41.39 47.50
- - - - - - - - 4.31 4.53 4.28 2.04 2.42 2.83 3.00 3.58 3.94 4.32
- - - - - - - - .45 .54 d.01 .36 .77 .95 1.46 1.50 1.73 1.86
- - - - - - - - - - - - - - .03 .04 .04 .04 .04 .16 .29
- - - - - - - - 3.80 4.29 4.61 1.87 1.78 2.11 2.15 2.33 2.72 2.86
- - - - - - - - - - d1.67 d2.16 5.21 5.70 5.70 6.29 6.79 7.40 8.17
- - - - - - - - 110.00 110.00 110.00 300.00 288.96 281.00 290.00 276.92 263.48 250.21
- - - - - - - - - - - - - - 28.6 18.1 22.4 18.5 14.7 16.3 15.3
- - - - - - - - - - - - - - 1.63 1.18 1.15 1.01 .84 .86 .81
- - - - - - - - - - - - - - .3% .3% .2% .1% .2% .6% 1.0%

7041.0 7505.0 7982.0 8443.0 9216.0 10265 10906 11885
10.6% 12.0% 13.3% 14.1% 14.6% 14.8% 14.3% 13.8%
472.0 505.0 471.0 514.0 443.0 568.0 580.0 615.0

d1.0 107.2 229.0 280.0 428.0 422.0 457.0 466.0
NMF 37.7% 37.1% 36.5% 34.1% 36.1% 33.7% 34.6%
NMF 1.4% 2.9% 3.3% 4.6% 4.1% 4.2% 3.9%

d2095 546.0 617.0 467.0 489.0 561.0 458.0 d186.0
3300.0 3268.0 3271.0 3285.0 4523.0 4493.0 4489.0 3939.0
d238.0 1563.0 1646.0 1601.0 1824.0 1881.0 1949.0 2043.0

3.6% 4.3% 6.6% 7.7% 8.2% 8.5% 8.9% 9.9%
- - 6.9% 13.9% 17.5% 23.5% 22.4% 23.4% 22.8%
- - 6.5% 13.2% 16.7% 22.9% 21.9% 21.9% 19.7%
- - 6% 5% 4% 3% 3% 7% 14%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
52.60 60.67 66.20 68.60 Sales per sh A 77.15
4.57 5.27 5.60 5.85 ‘‘Cash Flow’’ per sh 6.75
1.89 2.20 2.35 2.55 Earnings per sh B 3.30

.41 .53 .65 .77 Div’ds Decl’d per sh C 1.13
3.00 3.81 3.50 3.70 Cap’l Spending per sh 4.50
8.61 11.67 13.65 16.00 Book Value per sh D 23.80

242.00 224.00 216.00 215.00 Common Shs Outst’g E 210.00
16.8 16.1 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 20.0
.91 .84 Relative P/E Ratio 1.35

1.3% 1.5% Avg Ann’l Div’d Yield 1.2%

12730 13591 14300 14750 Sales ($mill) 16200
13.1% 12.8% 11.0% 11.5% Operating Margin 12.0%
649.0 669.0 680 690 Depreciation ($mill) 725
457.0 511.0 530 570 Net Profit ($mill) 695

32.9% 28.0% 30.0% 30.0% Income Tax Rate 35.0%
3.6% 3.8% 3.7% 4.0% Net Profit Margin 4.3%
698.0 871.0 d285.0 d50.0 Working Cap’l ($mill) 570

4754.0 4770.0 3400 3300 Long-Term Debt ($mill) 3000
2084.0 2615.0 2950 3450 Shr. Equity ($mill) 5000

8.6% 8.8% 9.5% 10.0% Return on Total Cap’l 9.5%
21.9% 19.5% 18.0% 16.5% Return on Shr. Equity 14.0%
17.6% 15.2% 13.0% 12.0% Retained to Com Eq 9.0%

20% 22% 26% 29% All Div’ds to Net Prof 35%

Company’s Financial Strength B
Stock’s Price Stability 90
Price Growth Persistence 60
Earnings Predictability 90

(A) Fiscal year ends on last Sat. in December.
Quarters are 12, 12, 12, and 16 weeks.
(B) Diluted egs. Excl. nonrecurring items: ’98,
($2.63); ’99, 5¢; ’01, 8¢; ’03, (2¢); ’04, 1¢, ’06

27¢, ’07, 9¢. Quarterly earnings may not sum
due to rounding. Next egs rpt. due mid-Oct.
(C) Dividends historically paid at the end of
Mar., June, Sept., and Dec.

(D) Includes intangibles. In 2007: $5.71 bill,
$25.50/sh.
(E) In millions; adjusted for stock split.
(F) ’99 figure treats IPO as of January 1, 1999.

BUSINESS: Pepsi Bottling Group, Inc. is the world’s largest manu-
facturer, seller, and distributor of Pepsi-Cola beverages. PBG ac-
counts for 55% of domestic Pepsi-Cola product shipments, 32% of
international shipments. About 78% of sales are in United States.
Operates 95 production facilities in the U.S., Canada, Spain,
Greece, Turkey, and Russia. The company has the capacity to

deliver over 100 million eight-ounce servings per day. 2007
depreciation rate: 7.9%. Has approximately 69,100 employees.
PepsiCo owns 35.7% of common; off./dir.; 1.2%; Barclays Global
Investors, 9.4% (4/08 proxy). Chairman and CEO: Eric Foss. Inc.:
DE. Address: One Pepsi Way, Somers, New York 10589. Tele-
phone: 914-767-6000. Internet: www.pbg.com.

Despite persistent domestic chal-
lenges, Pepsi Bottling Group
delivered solid second-quarter re-
sults. Share net and revenues advanced
11.5% and almost 5.0% during the June
period. As a result, our 2008 top- and
bottom-line estimates suggest progress of
5.0% and 6.8% for the year, and gains of
3.0% and 8.5% in 2009. Although the com-
pany is currently navigating through a dif-
ficult operating environment, its near- and
long-term initiatives will likely steer PBG
toward sustained earnings growth.
But all news is not good for PBG. It
continues to face domestic headwinds.
Consumers are notably altering their
spending habits, in light of escalating gas
and food prices. Even well- known brands,
like Pepsi, are being hurt by tightened
budgets, dwindling store traffic, and bulk-
buying, as a means of obtaining greater
value. Rising raw material costs, such as
for high fructose corn syrup and
aluminum, are also factors in shrinking
operating margins this year. Meanwhile,
one of management’s alternatives has
been to focus on other geographic regions.
Europe continues to be a bright spot

for the beverage bottler. Foreign reve-
nues increased about 2.5% compared to
the first half of last year. Russia and
Turkey are notable, as the latter country
has experienced four consecutive quarters
of revenue growth. And the acquisition of
Lebedyansky, by PepsiCo, should be com-
pleted shortly. This deal will augment
PBG’s drink portfolio, as Lebedyansky is
the biggest juice maker in Russia. Al-
though revenue growth is modest, and in-
tegration costs will likely dampen short-
term earnings, such moves will allow the
bottler to increase its geographic presence.
New products should pique waning
consumer interest. The company is in-
troducing beverages in its hydration and
CSD segments for the summer season, and
this should boost third-quarter profits.
Shareholder value is also being en-
hanced in two ways. The company is
continuing its share-repurchase program,
and the company increased the quarterly
dividend payout by 21% in June.
This neutrally ranked stock has wide
capital appreciation potential for the
2011-2013 period.
Nira Maharaj August 1, 2008

LEGENDS
10.0 x ″Cash Flow″ p sh. . . . Relative Price Strength

2-for-1 split 12/01
Options: Yes
Shaded area indicates recession
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PITNEY BOWES NYSE-PBI 34.10 11.8 12.5
16.0 0.77 4.2%

TIMELINESS 3 Lowered 11/9/07

SAFETY 2 Lowered 1/11/08

TECHNICAL 3 Lowered 7/11/08
BETA .85 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 65 (+90%) 20%
Low 50 (+45%) 13%
Insider Decisions

A S O N D J F M A
to Buy 0 0 0 1 0 0 0 0 0
Options 2 0 0 0 0 0 0 1 0
to Sell 2 0 0 0 0 0 0 0 0
Institutional Decisions

3Q2007 4Q2007 1Q2008
to Buy 185 182 174
to Sell 208 238 222
Hld’s(000) 179767 181459 179085

High: 45.8 66.4 73.3 54.1 44.7 44.4 42.8 47.0 47.5 48.0 49.7 39.4
Low: 26.8 42.2 40.9 24.0 32.0 28.5 29.5 38.9 40.3 40.2 36.4 32.6

% TOT. RETURN 5/08
THIS VL ARITH.

STOCK INDEX
1 yr. -21.3 -9.7
3 yr. -10.7 27.3
5 yr. 9.7 85.8

CAPITAL STRUCTURE as of 3/31/08
Total Debt $4865.5 mill. Due in 5 Yrs $1900 mill.
LT Debt $4047.0 mill. LT Interest $255 mill.
Over 90% of short- and long-term debt is issued by
Pitney Bowes wholly owned finance subsidiary to
support equipment (mostly PB) leasing programs.
(Total interest coverage: 4.7x) (86% of Cap’l)
Pension Assets 12/07 $2.21 bill. Oblig. $2.15 bill.
Pfd Stock $1.0 mill. Pfd Div’d $.1 mill.
43,475 shs. $2.12 cum. no par pfd. stk. cv. to 8
shs. com., red. at $28.50.
Common Stock 207,576,000 shs.
as of 5/1/08
MARKET CAP: $7.1 billion (Large Cap)
CURRENT POSITION 2006 2007 3/31/08

($MILL.)
Cash Assets 301.6 440.5 465.9
Receivables 2148.1 2339.5 2337.6
Inventory (LIFO) 237.8 198.0 218.0
Other 231.2 341.6 357.8
Current Assets 2918.7 3319.6 3379.3
Accts Payable 1677.5 1965.6 1893.9
Debt Due 490.5 953.8 818.5
Other 578.8 637.0 738.8
Current Liab. 2746.8 3556.4 3451.2

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Revenues 7.0% 9.0% 9.0%
‘‘Cash Flow’’ 5.5% 4.0% 7.0%
Earnings 5.5% 3.0% 6.5%
Dividends 6.5% 2.0% 4.0%
Book Value -5.5% -1.0% 2.0%

Cal- Full
endar Year

QUARTERLY REVENUES ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2005 1318 1360 1356 1458 5492
2006 1362 1389 1433 1546 5730
2007 1414 1543 1509 1664 6130
2008 1574 1600 1625 1801 6600
2009 1665 1690 1715 1905 6975
Cal- Full

endar Year
EARNINGS PER SHARE (A)

Mar.31 Jun.30 Sep.30 Dec.31
2005 .63 .67 .66 .74 2.70
2006 .61 .65 .66 .77 2.69
2007 .66 .71 .63 .72 2.72
2008 .66 .68 .71 .83 2.88
2009 .72 .75 .77 .91 3.15
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID (B)■

Mar.31 Jun.30 Sep.30 Dec.31
2004 .305 .305 .305 .305 1.22
2005 .31 .31 .31 .31 1.24
2006 .32 .32 .32 .32 1.28
2007 .33 .33 .33 .33 1.32
2008 .35 .35

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
10.62 11.20 10.81 11.85 13.04 14.66 15.61 16.75 15.60 17.03 18.74 19.70 21.52 24.23

1.74 2.00 2.04 2.26 2.53 2.95 3.44 3.94 3.81 3.61 3.55 3.69 3.91 4.22
.98 1.16 1.11 1.34 1.56 1.82 2.03 2.31 2.44 2.25 2.37 2.41 2.54 2.70
.39 .45 .52 .60 .69 .80 .90 1.02 1.14 1.16 1.18 1.20 1.22 1.24
.69 .92 1.14 1.13 .92 .87 1.10 1.15 1.08 1.06 .96 1.23 1.38 1.29

5.10 5.91 5.76 6.90 7.56 6.69 6.09 6.13 5.16 3.68 3.62 4.68 5.60 5.74
323.34 316.35 302.55 299.89 295.96 279.67 270.38 264.70 248.80 242.03 235.37 232.29 230.32 226.71

17.3 17.7 17.4 14.6 16.2 19.8 25.4 26.2 15.9 17.1 16.0 15.3 17.0 16.2
1.05 1.05 1.14 .98 1.01 1.14 1.32 1.49 1.03 .88 .87 .87 .90 .86

2.3% 2.2% 2.7% 3.1% 2.7% 2.2% 1.7% 1.7% 2.9% 3.0% 3.1% 3.3% 2.8% 2.8%

4220.5 4432.6 3880.9 4122.5 4409.8 4576.9 4957.4 5492.2
32.6% 34.4% 34.4% 31.9% 28.9% 28.2% 27.3% 27.2%
361.3 412.1 321.2 317.4 264.3 288.8 306.8 332.0
567.9 629.6 626.4 556.3 572.0 569.1 594.0 625.8

34.3% 32.7% 31.5% 31.6% 31.3% 32.1% 32.2% 32.0%
13.5% 14.2% 16.1% 13.5% 13.0% 12.4% 12.0% 11.4%
d212.8 469.8 d254.9 d526.4 d797.7 d133.8 d601.4 d168.6
1712.9 1997.9 1881.9 2419.2 2316.8 2840.9 2798.9 3849.6
1648.0 1625.6 1285.0 891.4 853.3 1087.4 1290.1 1301.9
18.3% 19.0% 21.7% 18.9% 20.3% 15.9% 16.6% 14.2%
34.5% 38.7% 48.8% 62.4% 67.0% 52.3% 46.0% 48.1%
19.5% 22.0% 26.0% 30.5% 34.0% 26.5% 24.2% 26.3%

44% 43% 47% 51% 49% 49% 48% 45%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
25.97 28.58 32.20 34.90 Revenues per sh 44.05
4.40 4.59 4.95 5.35 ‘‘Cash Flow’’ per sh 6.55
2.69 2.72 2.88 3.15 Earnings per sh (A) 4.00
1.28 1.32 1.40 1.45 Div’ds Decl’d per sh (B)■ 1.60
1.49 1.23 1.35 1.45 Cap’l Spending per sh 1.70
3.16 2.99 3.05 3.25 Book Value per sh (C) 4.45

220.61 214.52 205.00 200.00 Common Shs Outst’g (D) 185.00
16.2 16.5 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 14.0
.87 .87 Relative P/E Ratio .95

2.9% 2.9% Avg Ann’l Div’d Yield 2.8%

5730.0 6130.0 6600 6975 Revenues ($mill) 8150
26.6% 25.3% 25.0% 25.0% Operating Margin 25.0%
363.3 383.1 405 420 Depreciation ($mill) 460
606.8 601.7 610 645 Net Profit ($mill) 755

34.5% 32.9% 34.0% 34.0% Income Tax Rate 34.0%
10.6% 9.8% 9.2% 9.2% Net Profit Margin 9.3%
171.9 d236.8 d125 d100 Working Cap’l ($mill) Nil

3847.6 3802.1 3900 3950 Long-Term Debt ($mill) 4000
699.2 643.3 625 650 Shr. Equity ($mill) 825

15.9% 16.4% 16.0% 17.0% Return on Total Cap’l 18.5%
86.8% 93.5% 97.5% 99.0% Return on Shr. Equity 91.5%
46.1% 48.7% 50.0% 53.5% Retained to Com Eq 55.0%

47% 48%% 49% 46% All Div’ds to Net Prof 40%

Company’s Financial Strength B++
Stock’s Price Stability 100
Price Growth Persistence 10
Earnings Predictability 100

(A) Diluted earnings since 1997. Excl. results
of discontinued operations: ’95, 7¢; ’98, 3¢; ’99,
(8¢); ’01, (10¢); ’02, 16¢; ’03, 1¢; ’06, ($2.04);
’07, 5¢; ’08-Q1, (2¢). Excludes nonrecurring

(losses) gains: ’93, (5¢); ’94, (32¢); ’99, 11¢;
’00, (1¢); ’01, (17¢); ’02, (56¢); ’03, (31¢); ’04,
(49¢); ’05, (43¢); ’06, (18¢); ’07, ($1.04); ’08-
Q1, (8¢). Next earnings report due late July.

(B) Divs. historically paid in March, June, Sep-
tember, and Dec. ■ Div. reinvestment plan
avail. (C) Includes intang. At 12/31/07: $2.76
bill., $12.85/sh. (D) In millions, adj. for split.

BUSINESS: Pitney Bowes is the world’s largest manufacturer of
postage meters and mailing equipment. Mailstream Solutions rents
postage meters and sells mail-processing systems in the U.S. and
Europe (71% of revenues in 2007; 89% of operating profit). Mail-
stream Services provides mail room and document mgt. services
and sells and services marketing systems; 29%, 11%. Sold Capital

Services (financed equip. leases) in 7/06. Spun off operation that
markets copiers and facsimile systems in 2001. Foreign opers.:
28% of revs.; R&D: 3.0%. Has about 36,100 employees. Off./ Dir.
own under 1% of common (3/08 Proxy). Chrmn.: Michael Critelli.
CEO: Murray Martin. Inc.: DE. Addr.: 1 Elmcroft Road, Stamford,
CT 06926. Tel.: 203-356-5000. Internet: www.pitneybowes.com

Pitney Bowes will likely post much
improved year-to-year earnings com-
parisons in the second half of 2008. A
number of problems surfaced in 2007’s
third quarter, and they will not be com-
pletely resolved for a while. First, mailing
equipment orders from financial institu-
tions, a key customer base, have dropped
from historical norms. Second, benefits
from the mandated migration to digital
meters in the U.S. have slowed consider-
ably since mid-2007. Finally, regulatory
changes and several other temporary fac-
tors hurt profits at the International divi-
sion lately. That said, our expectation for
considerable earnings improvement in the
coming quarters is based on easy com-
parisons, an acceleration of share repur-
chases, new operating efficiencies (dis-
cussed below), and a resolution of the
problems at International.
The company is nearing completion of
its latest restructuring program. The
previous program was completed in 2006,
but the beneficial impact on operating
margins was offset by rising pension costs
and intensified pricing pressures. At pres-
ent, the main objectives are to pare the

employment count by 1,400 (4%) and re-
duce annual overhead costs by at least
$100 million by 2009. Related charges are
estimated at about $350 million.
Stock repurchases are running well
above last year’s level. Outlays of $180
million for this activity in the 2008 first
quarter were twice last year’s same-period
level, and most of the remaining amount of
the board’s $500 million authorization was
slated to be spent in the June interim. The
total was $400 million in 2007. Estimated
free cash flow of $450 million plus addi-
tional debt should cover this year’s likely
purchases.
Long-term revenue and profit growth
potential is modest. Given the down-
ward trend in the operating margin since
2000, we think PB’s targeted operating ef-
ficiencies will, at best, enable the margin
to stabilize. Too, the likely decrease in
shares outstanding to 2011–2013 accounts
for almost half of projected annual earn-
ings growth of almost 8%.
At the currently depressed quotation,
these shares offer good risk-adjusted
total return potential to 2011–2013.
David R. Cohen July 11, 2008

LEGENDS
9.0 x ″Cash Flow″ p sh. . . . Relative Price Strength

2-for-1 split 1/98
Options: Yes
Shaded area indicates recession
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Target Price Range
2011 2012 2013

PROGRESSIVE CP. NYSE-PGR 17.76 14.2 12.4
16.0 0.94 0.8-

Nil%
TIMELINESS 3 Raised 3/14/08

SAFETY 2 Raised 6/24/05

TECHNICAL 3 Lowered 8/22/08
BETA .85 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 40 (+125%) 23%
Low 30 (+70%) 14%
Insider Decisions

O N D J F M A M J
to Buy 0 0 0 0 0 0 0 0 1
Options 0 1 4 1 0 2 2 0 3
to Sell 0 1 1 1 0 1 1 0 3

Institutional Decisions
4Q2007 1Q2008 2Q2008

to Buy 159 138 184
to Sell 223 209 178
Hld’s(000) 488886 491899 498712

High: 10.1 14.3 14.5 9.3 12.6 15.1 21.2 24.3 31.2 30.1 25.2 21.3
Low: 5.1 7.8 5.7 3.8 6.8 11.2 11.6 18.3 20.3 22.2 17.3 15.0

% TOT. RETURN 8/08
THIS VL ARITH.

STOCK INDEX
1 yr. -9.2 -9.4
3 yr. -15.7 12.4
5 yr. 15.2 56.8

CAPITAL STRUCTURE as of 6/30/08
Total Debt $2174.7 mill. Due in 5 Yrs $350.0 mill.
LT Debt $2174.7 mill. LT Interest $108.6 mill.

(31% of Cap’l)
Leases, Uncapitalized Annual rentals $94.3 mill.
No Defined Pension Benefit Plan
Pfd Stock None

Common Stock 675,549,693 shs.
as of 7/31/08

Market Cap: $12.0 billion (Large Cap)
FINANCIAL POSITION 2006 2007 6/30/08

($MILL.)
Bonds 9958.9 9184.9 9212.9
Stocks 4149.1 4597.8 4763.1
Premiums Due 2413.4 2395.1 2515.5
Other 2960.7 2665.3 2422.9
Total Assets 19482.1 18843.1 18914.4
Loss Reserves 5725.0 5942.7 6000.6
Unearned Prems 4335.0 4210.4 4403.6
Other 2575.5 3754.5 3704.7
Total Liabilities 12635.5 13907.6 14108.9

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Premium Inc 17.0% 17.0% 5.0%
Invest Income 12.0% 12.0% 14.0%
Earnings 18.0% 32.5% 1.0%
Dividends .5% -3.5% NMF
Book Value 14.5% 16.0% 7.5%

Cal- Full
endar Year

NET PREM. EARNED ($ mill.) A

Mar.31 Jun.30 Sep.30 Dec.31
2005 3350 3454 3479 3481 13764
2006 3501 3564 3544 3509 14118
2007 3494 3509 3462 3412 13877
2008 3390 3411 3375 3324 13500
2009 3350 3350 3400 3400 13500
Cal- Full

endar Year
EARNINGS PER SHARE B E

Mar.31 Jun.30 Sep.30 Dec.31
2005 .51 .49 .39 .36 1.75
2006 .55 .51 .53 .53 2.10
2007 .49 .39 .42 .34 1.65
2008 .35 .32 .30 .28 1.25
2009 .35 .30 .35 .30 1.30
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C

Mar.31 Jun.30 Sep.30 Dec.31
2004 .006 .006 .008 .008 .03
2005 .008 .008 .008 .008 .03
2006 .008 .008 .009 .009 .03
2007 - - - - - - - - - -
2008 .145 - -

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
1.77 1.93 2.56 3.15 3.73 4.83 5.69 6.48 7.20 8.13 10.19 12.32 15.44 16.15

.19 .16 .19 .23 .26 .32 .34 .39 .44 .47 .52 .51 .57 .63

.06 .21 .21 .18 .32 .32 .48 .12 d.32 .39 .78 1.57 2.30 1.92

.15 .30 .25 .27 .35 .44 .51 .33 .08 .46 .81 1.41 1.85 1.75

.02 .02 .02 .02 .02 .02 .02 .02 .02 .02 .03 .03 .03 .03

.66 1.05 1.25 1.61 1.95 2.46 2.94 3.14 3.25 3.69 4.32 5.47 6.05 7.17
805.20 865.20 854.40 865.20 858.00 867.60 870.00 877.20 882.00 880.80 872.00 920.40 852.80 852.40
255% 285% 233% 212% 226% 301% 367% 319% 198% 275% 310% 308% 351% 345%

10.9 10.0 11.7 12.6 12.7 16.8 21.2 30.1 NMF 22.2 16.6 11.9 11.5 14.2
.66 .59 .77 .84 .80 .97 1.10 1.72 NMF 1.14 .91 .68 .61 .76

.9% .6% .6% .5% .4% .3% .2% .2% .3% .2% .2% .1% .1% .1%

4948.0 5683.6 6348.4 7161.8 8883.5 11341 13170 13764
68.2% 74.9% 83.2% 73.5% 70.9% 67.4% 65.0% 68.0%
21.8% 21.6% 21.7% 21.4% 21.5% 19.9% 20.2% 20.1%
10.0% 3.5% -4.9% 5.1% 7.6% 12.7% 14.9% 11.9%
30.9% 28.3% - - 30.0% 32.2% 32.6% 32.7% 32.3%
456.7 297.4 66.1 411.4 718.4 1245.2 1597.2 1393.9
5.6% 5.5% 5.7% 5.2% 4.7% 3.9% 4.1% 4.0%
8463 9705 10052 11122 13564 16282 17184 18899

2557.1 2752.8 2869.8 3250.7 3768.0 5030.6 5155.4 6107.5
17.9% 10.8% 2.3% 12.7% 19.1% 24.8% 31.0% 22.8%
17.2% 10.1% 1.6% 12.0% 18.5% 24.3% 30.5% 22.4%

4% 6% 30% 5% 3% 2% 1% 2%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
18.87 20.40 20.15 20.45 P/C Prem Earned p sh A 25.40

.87 1.00 .90 .95 Investment Inc p sh 1.25
2.51 1.51 1.00 1.10 Underwriting Inc p sh 1.80
2.10 1.65 1.25 1.30 Earnings per sh B 2.55
.03 - - .15 Nil Div’ds Decl’d per sh C .28

9.15 7.26 8.05 9.00 Book Value per sh 12.85
748.00 680.20 670.00 660.00 Common Shs Outst’g D 630.00
277% 296% Price to Book Value 260%

12.1 13.0 Bold figures are
Value Line
estimates

Avg Ann’l P/E Ratio 13.0
.65 .68 Relative P/E Ratio .85

.1% .1% Avg Ann’l Div’d Yield .8%

14118 13877 13500 13500 P/C Premiums Earned A 16000
66.5% 71.5% 73.0% 73.0% Loss to Prem Earned 72.0%
20.1% 21.1% 22.0% 21.5% Expense to Prem Writ 21.0%
13.3% 7.4% 5.0% 5.5% Underwriting Margin 7.0%
32.3% 30.2% 30.0% 30.0% Income Tax Rate 32.0%
1647.5 1182.5 850 870 Net Profit ($mill) 1605

4.6% 4.9% 4.0% 4.0% Inv Inc/Total Inv 4.5%
19482 18843 18800 19300 Total Assets ($mill) 25000
6846.6 4935.5 5390 5950 Shr. Equity ($mill) 8100
24.1% 24.0% 16.0% 14.5% Return on Shr. Equity 20.0%
23.7% 24.0% 16.0% 14.0% Retained to Com Eq 18.0%

2% 2% 11% Nil All Div’ds to Net Prof 11%

Company’s Financial Strength B+
Stock’s Price Stability 90
Price Growth Persistence 60
Earnings Predictability 60

(A) Incl. some D&O liab. insurance. (B) Dil.
Optg. EPS starting in 2002. Excluding. n/r
gains (losses): ’94, 21¢; ’96, (1¢); ’99, (4¢); ’00,
(9¢). Inc. cap. gains/(losses): ’92, 5¢; ’93, 32¢;

’94, 7¢; ’95, 13¢; ’96, 2¢; ’97, 28¢; ’98, 3¢; ’99,
14¢; ’00, 8¢; ’01, (32¢). Next quarterly earnings
report due mid-November. (C) Beginning in
2007, a variable div’d will be declared once a

year at yearend. Paid a special div’d of $2.00
per share in 8/07. (D) In millions, adjusted for
stock splits. (E) May not sum to total due to
change in share count.

BUSINESS: The Progressive Corporation of Ohio is an insurance
holding company that writes standard and nonstandard (i.e., high
risk) private passenger automobile coverage. Also writes recrea-
tional vehicle, mobile home, nonstandard commercial vehicle, and
credit-related insurance. 2007 geographical premium breakdown:
Florida, 12.0%; Texas, 7.8%; New York, 6.2%; California, 8.0%;

Georgia, 5.4%; Ohio, 4.8%; other states, 55.8%. Statutory surplus,
$4.6 billion at 12/07. Has 26,851 employees. Peter B. Lewis con-
trols 7.2% of common stock; other off./dir., 1.5%; Davis Slcted Adv,
11.6% (3/08 Proxy). Chrmn.: Peter B. Lewis. President and CEO:
Glenn Renwick. Inc.: Ohio. Addr.: 6300 Wilson Mills, Mayfield Vil-
lage, Ohio 44143. Tel.: 216-461-5000. Web: www.progressive.com.

Progressive Corp.’s earnings com-
parisons will likely remain depressed
for the next few quarters. In the June
interim, net premiums earned declined
3%, year over year. New business applica-
tions were down 5%, reflecting fewer car
and home sales in a slowing economy.
Large catastrophe losses also contributed
to lower-than-expected earnings. In all, we
expect net earned premiums to stay rough-
ly flat through 2009. Based on results for
the first half of the year, no dividend
would be payable under the new annual
variable dividend policy.
In the face of slowing growth, the
company has been focusing on cus-
tomer retention and cost-cutting. It
reorganized its Agency and Direct seg-
ments into one group to realize savings in
IT, product design, and customer servic-
ing. A new claims service center was
recently completed, with two more
planned through next year. Policy life ex-
pectancy has been increasing, and renewal
applications were up 5% in the latest
quarter, as the company tinkers with its
customer loyalty programs.
The Direct segment, driven by Inter-

net sales, should account for a grow-
ing share of policies written. Direct
policies, currently about 38% of the per-
sonal auto lines, increased 7% over a year
ago, while the number of Agency policies
declined 2%. Progressive recently entered
the Massachusetts market with its Inter-
net products, and plans to follow with
agency- and phone-based offerings next
year. As insurance shoppers grow in-
creasingly comfortable with the con-
venience of online quotes, growth in this
higher-margin area should accelerate. In
addition, the company is testing a few new
products, such as usage-based insurance,
and a program in which coverage levels
are matched to the customer’s desired pay-
ment amount.
These shares offer worthwhile appre-
ciation potential over the 3- to 5-year
pull. As the industry comes out of the
recent slump, the company’s focus on cost
saving and customer retention should
benefit its long-term performance. Also,
continued stock buybacks ought to bolster
share earnings. The potential loss of the
small dividend should not hurt the stock.
William Kuo September 19, 2008

LEGENDS
13.0 x Earnings p sh. . . . Relative Price Strength

3-for-1 split 4/02
4-for-1 split 5/06
Options: Yes
Shaded area indicates recession
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Target Price Range
2011 2012 2013

REINSURANCE GROUP NYSE-RGA 44.11 7.7 8.3
12.0 0.51 0.8%

TIMELINESS 3 Raised 6/13/08

SAFETY 1 Raised 10/19/07

TECHNICAL 3 Lowered 4/18/08
BETA .90 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 80 (+80%) 17%
Low 65 (+45%) 11%
Insider Decisions

A S O N D J F M A
to Buy 0 0 0 0 0 0 0 0 0
Options 0 0 0 0 1 0 0 0 0
to Sell 0 0 0 0 0 0 0 0 0
Institutional Decisions

3Q2007 4Q2007 1Q2008
to Buy 91 111 103
to Sell 91 80 92
Hld’s(000) 33120 33699 32469

High: 31.1 47.1 49.2 38.4 42.2 33.7 42.6 48.7 48.7 58.7 64.8 59.3
Low: 19.7 25.1 22.1 15.4 28.0 24.0 24.8 36.4 40.8 45.6 48.8 42.3

% TOT. RETURN 6/08
THIS VL ARITH.

STOCK INDEX
1 yr. -27.3 -18.0
3 yr. -4.5 11.3
5 yr. 40.3 63.2

CAPITAL STRUCTURE as of 3/31/08
Total Debt $925.9 mill. Due in 5 Yrs $200.0 mill.

LT Debt $925.9 mill. LT Interest $50.0 mill.
(LT interest earned: 19.2x) (23% of Cap’l)

Pension Assets-12/07 $24.2 mill.
Oblig. $44.7 mill.

Pfd Stock none

Common Stock 62,281,408 shs.
as of 4/30/08
MARKET CAP: $2.7 billion (Mid Cap)
CURRENT POSITION 2006 2007 3/31/08

($MILL.)
Bonds 8372.2 9397.9 9387.1
Stocks - - - - - -
Mortgages 735.6 831.6 812.5
Other 9929.0 11368.5 11612.9
Total Assets 19036.8 21598.0 21812.5
Reserves 5315.4 6333.2 6449.0
Unearn Prems 1826.8 2055.3 2196.1
Other 9079.3 10019.7 10108.5
Total Liab. 16221.5 18408.2 18753.6

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Premium Inc 14.5% 16.0% 9.0%
Invest Income 13.5% 12.5% 11.5%
Earnings 11.5% 20.0% 11.5%
Dividends 10.5% 8.5% 6.0%
Book Value 15.0% 17.5% 8.5%

Cal- Full
endar Year

QUARTERLY PREM. ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2005 901.8 931.4 973.5 1060.1 3866.8
2006 992.5 1076.6 1076.2 1200.7 4346.0
2007 1125.5 1207.6 1227.9 1348.0 4909.0
2008 1298.1 1380 1396.9 1520 5595
2009 1450 1535 1550 1675 6210
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2005 .95 .32 1.13 1.15 3.54
2006 1.09 1.10 1.18 1.27 4.65
2007 1.28 1.31 1.49 1.42 5.50
2008 1.10 1.50 1.55 1.60 5.75
2009 1.61 1.65 1.68 1.71 6.65
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B■

Mar.31 Jun.30 Sep.30 Dec.31
2004 .06 .06 .06 .09 .27
2005 .09 .09 .09 .09 .36
2006 .09 .09 .09 .09 .36
2007 .09 .09 .09 .09 .36
2008 .09 .09

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
- - 15.74 11.87 14.59 17.27 22.10 22.43 26.34 28.48 33.55 40.05 42.52 53.61 63.31
- - 2.29 1.87 2.31 3.50 4.98 6.66 6.81 6.62 6.88 7.57 7.49 9.30 10.47
- - 1.00 1.05 1.24 1.44 1.90 2.08 1.15 2.12 .80 2.58 3.22 3.56 3.54
- - .05 .11 .12 .13 .15 .17 .22 .24 .24 .24 .24 .27 .36
- - 11.58 7.28 9.65 10.89 13.21 16.52 14.68 17.51 20.30 24.72 31.33 36.50 41.38
- - 24.13 38.04 39.07 39.07 37.81 45.31 49.94 49.29 49.53 49.46 62.16 62.45 61.08
- - 116% 149% 136% 165% 187% 219% 247% 165% 175% 118% 106% 113% 109%
- - 13.5 10.4 10.5 12.5 13.0 17.4 31.5 13.7 44.4 11.3 10.3 11.6 12.8
- - .80 .68 .70 .78 .75 .90 1.80 .89 2.28 .62 .59 .61 .68
- - .4% 1.0% .9% .7% .6% .5% .6% .8% .7% .8% .7% .7% .8%

1016.4 1315.6 1404.1 1661.8 1980.7 2643.2 3347.4 3866.8
301.8 340.3 326.5 340.6 374.5 465.6 580.5 639.2

23.2 26.5 23.8 34.4 41.4 41.8 27.4 65.2
1341.4 1682.4 1754.4 2036.7 2396.6 3150.5 3955.4 4571.2

797.9 1067.1 1103.6 1376.8 1539.5 2108.4 2678.5 3187.9
35.5% 42.0% 39.5% 39.7% 33.8% 34.3% 33.6% 33.9%

89.7 53.1 105.8 39.9 128.5 166.2 224.6 225.5
330.6 446.9 545.9 616.0 758.9 1252.2 1458.8 1736.6
6319 5124 6062 6894 8893 12113 14048 16194
748.5 733.0 862.9 1005.6 1222.5 1947.7 2279.0 2527.5

12.0% 7.2% 12.3% 4.0% 10.5% 8.5% 9.9% 8.9%
11.0% 5.9% 10.9% 2.8% 9.5% 7.9% 9.1% 8.0%

8% 19% 11% 30% 9% 7% 7% 10%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
70.77 79.14 88.80 97.80 Premium Inc per sh 117.90
12.70 14.64 16.35 18.25 Investment Inc per sh 23.90
4.65 5.50 5.75 6.65 Earnings per sh A 8.85

.36 .36 .36 .38 Div’ds Decl’d per sh B■ .50
45.85 51.42 55.55 61.40 Book Value per sh 75.35
61.41 62.03 63.00 63.50 Common Shs Outst’g C 67.00
110% 111% Price to Book Value 96%

10.8 10.4 Bold figures are
Value Line
estimates

Avg Ann’l P/E Ratio 8.0
.58 .55 Relative P/E Ratio .55

.7% .6% Avg Ann’l Div’d Yield .7%

4346.0 4909.0 5595 6210 Premium Inc ($mill) 7900
779.7 907.9 1030 1160 Investment Inc ($mill) 1600

72.0 149.8 130 160 Other Income ($mill) 180
5197.6 5966.7 6755 7530 Total Income ($mill) 9680
3488.4 3984.0 4460 4950 Benefits & Reserves ($m) 6500
35.0% 35.1% 35.0% 35.0% Income Tax Rate 35.0%
293.3 353.5 375 435 Net Profit ($mill) 600

1980.3 2119.9 2260 2400 Insur in Force ($bill) 3250
19037 21598 23500 26000 Total Assets ($mill) 36500
2815.4 3189.8 3500 3900 Shr. Equity ($mill) 5050
10.4% 11.1% 10.5% 11.0% Return on Shr. Equity 12.0%
9.6% 10.4% 10.0% 10.5% Retained to Com Eq 11.0%

8% 6% 6% 6% All Div’ds to Net Prof 6%

Company’s Financial Strength A
Stock’s Price Stability 90
Price Growth Persistence 90
Earnings Predictability 55

(A) Basic earnings until 1997, diluted there-
after. Includes realized investment gains and
losses through ’02, excluded thereafter. Ex-
cludes nonrecurring gain (losses): ’97, ($0.70);

’03, $0.01; ’04, ($0.01). Excludes losses from
discontinued ops.: ’98, $0.60; ’99, $0.27; ’00,
$0.56; ’01, $0.14; ’02, $0.11; ’03, $0.11; ’04,
$0.37; ’05, $0.18; ’06, $0.08; ’07, $0.23; ’08,

$0.08. Qtrs may not sum due to rounding. Next
earnings report late Oct. (B) Div’d paid in late
Feb., May, Aug., and Nov. ■ Div’d reinvestment
plan. (C) In mill., adjusted for stock splits.

BUSINESS: Reinsurance Group of America, Incorporated is an in-
surance holding company. It is engaged primarily in life reinsurance
and international life and disability insurance on a direct and
reinsurance basis. In addition, it provides reinsurance of non-
traditional business, including asset-intensive products and financial
reinsurance. In 2007, United States operations generated about

59% of net premium income; Asia Pacific (18%); Canada (10%);
Other international (13%). Officers and directors own approximately
1.6% of common stock; MetLife, 52.0% (2007 10K). President and
Chief Executive Officer: A. Greig Woodring. Incorporated: MO. Ad-
dress: 1370 Timberlake Manor Parkway, Chesterfield, MO 63017.
Telephone: 636-736-7439. Internet: www.rgare.com.

Share net for Reinsurance Group of
America plunged almost 15% in the
first quarter of 2008, compared to the
year-earlier tally. That was attributable
primarily to a jump in claims filed in the
United States and United Kingdom (the
company’s two biggest markets). On the
upside, operations in Canada and the Asia
Pacific region benefited partially from
generally favorable currency exchange
rates.
But better quarterly bottom-line com-
parisons may occur during the re-
mainder of this year, based mainly on
our assumption that mortality experience
levels moderate domestically and in the
United Kingdom. We expect businesses in
Canada and the Asia Pacific area to con-
tinue to perform nicely, also.
Nonetheless, it appears that earnings
per share for 2008, as a whole, will ad-
vance just around 5%. That could hap-
pen because of Reinsurance Group’s dis-
appointing first-quarter showing. But a
stronger rate of bottom-line growth may be
in store for next year, aided by initiatives
to boost market share (e.g., staff additions
and product enhancements).

Meanwhile, MetLife intends to divest
its 52% equity stake in RGA. Under the
terms of the transaction, RGA would
recapitalize its common stock into two
classes, Class A (with the right to elect up
to 20% of the reinsurer’s directors) and
Class B (having the right to elect 80% of
RGA’s directors). Following the
recapitalization, MetLife would offer the
Class B shares to MetLife stockholders in
exchange for shares of MetLife common
stock. We like this move partly because it
should provide management with greater
flexibility in making business decisions.
Also, the liquidity of RGA stock ought to
significantly increase. Note that the deal is
expected to close during the third quarter
of this year, pending regulatory approval
and other conditions.
These high-quality shares have lost
substantial ground over the past
several months, reflecting, no doubt, the
company’s poor performance for the first
quarter. Even at the current quotation,
capital appreciation possibilities are
limited. The Timeliness rank is only 3
(Average), as well.
Frederick L. Harris, III July 18, 2008

LEGENDS
8.0 x Earnings p sh. . . . Relative Price Strength

3-for-2 split 9/97
3-for-2 split 3/99
Options: Yes
Shaded area indicates recession
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SARA LEE NYSE-SLE 13.17 15.5 14.3
17.0 1.00 3.2%

TIMELINESS 3 New 5/2/08

SAFETY 2 Lowered 2/1/08

TECHNICAL 4 Lowered 7/11/08
BETA .80 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 25 (+90%) 20%
Low 20 (+50%) 14%
Insider Decisions

S O N D J F M A M
to Buy 0 0 0 0 0 1 2 0 0
Options 0 0 0 0 0 0 0 0 0
to Sell 0 0 0 1 0 0 0 0 0
Institutional Decisions

3Q2007 4Q2007 1Q2008
to Buy 147 188 194
to Sell 251 231 227
Hld’s(000) 499559 500652 494404

High: 28.9 31.8 29.0 25.3 24.8 23.8 23.1 24.5 25.0 19.6 18.2 16.1
Low: 18.3 22.2 21.1 13.4 18.3 16.2 16.3 20.2 17.3 14.1 14.8 12.0

% TOT. RETURN 6/08
THIS VL ARITH.

STOCK INDEX
1 yr. -27.6 -18.0
3 yr. -31.9 11.3
5 yr. -23.1 63.2

CAPITAL STRUCTURE as of 3/29/08
Total Debt $3365 mill. Due in 5 Yrs $3166 mill.
LT Debt $2478 mill. LT Interest $205.0 mill.
Incl. ESOP loan guarantees.
(LT interest earned: 6.0x; total interest
coverage: 5.0x)

(42% of Cap’l)

Pension Assets - 6/07 $4.3 bill. Oblig. $4.9 bill.

Common Stock 706,307,100 shs.

MARKET CAP: $9.3 billion (Large Cap)
CURRENT POSITION 2006 2007 3/29/08

($MILL.)
Cash Assets 2231 2520 1258
Receivables 1750 1307 1433
Inventory (FIFO) 2153 1050 1297
Other 640 766 720
Current Assets 6774 5643 4708
Accts Payable 1226 1075 1068
Debt Due 2152 1464 887
Other 2899 1762 1814
Current Liab. 6277 4301 3769

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Sales .5% -1.0% 2.0%
‘‘Cash Flow’’ 2.0% -2.0% 3.5%
Earnings 1.0% -5.5% 5.5%
Dividends 6.0% 3.0% -3.0%
Book Value -1.5% 20.0% 7.5%

Fiscal
Year
Ends

Full
Fiscal
Year

QUARTERLY SALES ($ mill.) A

Sep.Per Dec.Per Mar.Per Jun.Per
2005 4757 5073 4670 4754 19254
2006 3900 4155 3789 4100 15944
2007 2891 3182 3006 3199 12278
2008 3131 3491 3243 3485 13350
2009 3300 3675 3400 3625 14000
Fiscal
Year
Ends

Full
Fiscal
Year

EARNINGS PER SHARE A B

Sep.Per Dec.Per Mar.Per Jun.Per
2005 .44 .40 .23 .29 1.36
2006 .28 .32 .22 .11 .93
2007 .21 .21 .13 .17 .72
2008 .10 .22 .22 .26 .80
2009 .13 .24 .25 .28 .90
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C■

Mar.31 Jun.30 Sep.30 Dec.31
2004 .1875 .1875 .1875 .1875 .75
2005 .1975 .1975 .1975 .1975 .79
2006 .1975 .1975 .1975 .10 .69
2007 .10 .10 .10 .10 .40
2008 .105 .105 .105

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
13.80 15.02 16.16 18.43 19.20 20.54 21.72 22.64 20.69 22.70 22.46 23.53 24.64 24.50

1.10 1.23 1.31 1.43 1.56 1.72 1.84 1.90 2.06 2.19 1.99 2.22 2.31 2.31
.62 .70 .74 .81 .92 1.02 1.11 1.21 1.27 1.33 1.36 1.49 1.59 1.36
.31 .28 .31 .34 .37 .41 .45 .49 .53 .57 .60 .62 .75 .78
.53 .75 .65 .50 .56 .57 .51 .61 .76 .68 .85 .96 .67 .68

3.18 3.33 3.14 3.79 4.16 4.17 1.69 1.17 1.19 1.15 1.93 2.36 3.71 3.74
959.45 970.76 961.53 961.31 970.11 960.55 921.33 883.78 846.33 781.96 784.72 777.35 793.92 785.89

19.5 19.9 16.2 15.4 17.0 18.5 24.1 21.8 16.1 15.6 15.6 13.5 13.2 16.4
1.18 1.18 1.06 1.03 1.06 1.07 1.25 1.24 1.05 .80 .85 .77 .70 .87

2.5% 2.0% 2.6% 2.7% 2.4% 2.2% 1.7% 1.9% 2.6% 2.7% 2.8% 3.1% 3.6% 3.5%

20011 20012 17511 17747 17628 18291 19566 19254
11.9% 11.5% 13.4% 12.5% 11.5% 12.0% 11.3% 11.3%
618.0 553.0 602.0 599.0 471.0 532.0 561.0 737.0

1102.0 1147.5 1158.0 1136.0 1111.0 1212.0 1272.0 1081.0
31.0% 28.7% 26.1% 21.0% 18.0% 17.7% 17.5% 15.8%

5.5% 5.7% 6.6% 6.4% 6.3% 6.6% 6.5% 5.6%
d513.0 d966.0 d785.0 125.0 d477.0 754.0 323.0 843.0
2270.0 1892.0 2248.0 2640.0 4326.0 5157.0 4171.0 4115.0
1866.0 1299.0 1259.0 1137.0 1742.0 2052.0 2948.0 2938.0
28.5% 38.7% 34.9% 33.4% 20.3% 18.4% 19.4% 17.2%
59.1% 88.3% 92.0% 99.9% 63.8% 59.1% 43.1% 36.8%
42.0% 66.1% 66.8% 72.3% 41.4% 39.0% 18.9% 21.0%

41% 40% 42% 43% 44% 41% 56% 43%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
20.95 16.95 18.95 20.15 Sales per sh A 23.10
1.81 1.48 1.55 1.70 ‘‘Cash Flow’’ per sh 2.30

.93 .72 .80 .90 Earnings per sh B 1.40

.79 .40 .42 .44 Div’ds Decl’d per sh C■ .55

.82 .87 .80 .80 Cap’l Spending per sh .85
3.22 3.61 2.60 3.05 Book Value per sh D 4.10

760.98 724.43 705.00 695.00 Common Shs Outst’g E 650.00
19.7 23.3 19.0 Avg Ann’l P/E Ratio 17.0
1.06 1.22 1.05 Relative P/E Ratio 1.15

4.3% 2.4% 2.8% Avg Ann’l Div’d Yield 2.4%

15944 12278 13350 14000 Sales ($mill) A 15000
12.8% 10.9% 11.5% 12.0% Operating Margin 13.5%
662.0 539.0 510 525 Depreciation ($mill) 580
714.0 536.0 590 645 Net Profit ($mill) 915

38.2% 11.3% 33.0% 32.0% Income Tax Rate 31.0%
4.5% 4.4% 4.4% 4.6% Net Profit Margin 6.1%
497.0 1342.0 550 400 Working Cap’l ($mill) 425

3807.0 2803.0 3050 2800 Long-Term Debt ($mill) 2250
2449.0 2615.0 1845 2135 Shr. Equity ($mill) 2660
13.7% 11.8% 13.5% 15.0% Return on Total Cap’l 20.0%
29.2% 20.5% 32.0% 30.0% Return on Shr. Equity 34.5%
10.1% 6.2% 16.0% 15.5% Retained to Com Eq 21.0%

65% 70% 50% 48% All Div’ds to Net Prof 39%

Company’s Financial Strength B++
Stock’s Price Stability 95
Price Growth Persistence 10
Earnings Predictability 65

(A) Fisc. year ends on Sat. closest to June 30.
(B) Prmry. egs. until fisc. ’97. Diluted egs. beg.
fisc. ’98. Excl. net nonrecurr. items: ’92, 15¢;
’94, d55¢; ’98, d$1.73; ’99, 5¢; ’00, 49¢; ’01,

55¢; ’02, 1¢; ’05 d7¢; ’06, d40¢; ’07, d15¢; ’08,
d$1.00. Excl. disc. ops.: ’00, 8¢; ’01, 77¢; ’02,
14¢; ’03, 1¢; ’05, 2¢; ’06, 19¢; ’07, 10¢. Next
egs. report due August 7th. (C) Dividends paid

in Jan., April, July, Oct. ■ Div’d. reinv. plan
avail. (D) Incl. intang. In ’07: $3,759 mill.;
$5.19/sh. (E) In mill., adj. for stock split.

BUSINESS: Sara Lee Corporation is a diversified international
manufacturer and marketer of branded consumer products with op-
erations in beverages, specialty meats, baked goods, and
household/personal care. Meats group includes: Hillshire Farms,
Jimmy Dean, and Ball Park. Bakery group includes Earthgrains and
Sara Lee. Beverage group includes numerous brands of coffee and

tea. Apparel business (intimates and underwear) spun off, 9/06. Int’l
sales: 54% of total. ’07 deprec. rate: 10.1%. Has about 52,000 em-
ployees. Officers & directors own less than 1% of stock; three finan-
cial institutions, 18.5% (9/07 proxy). Chairman & CEO: Brenda C.
Barnes. Inc.: Maryland. Address: Three First National Plaza, Chica-
go, IL 60602. Tel.: 312-726-2600. Internet: www.saralee.com.

Sara Lee’s top line is climbing at a
good clip. Foreign currency translations
are providing a noticeable boost, reflecting
the company’s sizable presence overseas,
where it generates over half of its sales.
Otherwise, revenues have been rising at a
solid, mid-single-digit clip, with all six
businesses contributing to the gains. Price
increases to combat rising commodity costs
have been a big element of this growth,
particularly in the North American and
International Bakery divisions. Thus far,
these actions don’t seem to be sparking too
much resistance from consumers.
Sara Lee likely halted a three-year
earnings slump in fiscal 2008, which
ended on June 28th. Lower interest ex-
pense and a smaller share base have share
net headed back in the right direction, and
the company probably maintained this mo-
mentum in the June quarter. From an op-
erating perspective, though, progress has
been slower to develop, with adjusted op-
erating income actually declining modestly
year over year during the first nine
months of the fiscal year. Still,
The food producer appears to be gain-
ing the upper hand on rising com-

modity costs. In fact, improved pricing,
along with lower marketing spending and
ongoing cost-cutting initiatives, should al-
low Sara Lee to report meaningful growth
in operating profits for the final three
months of fiscal 2008.
The stock is an Average (3) selection
for Timeliness. Likewise, total return
potential to 2011-2013, though getting a
boost from an above-average dividend
yield, is unexceptional in our view. Earn-
ings now look to be headed in the right
direction, and should climb another 13%,
to $0.90 a share, in fiscal 2009. The mar-
ket, though, seems reluctant to give Sara
Lee much credit for this just yet. The
restructuring efforts begun by manage-
ment in 2005 have been slow to bear fruit,
and profits will likely remain below their
mid-decade peak for several more years.
Too, the company has expressed concerns
about the impact on its business of volatile
commodity prices and weaker economic
conditions in some key markets. In
response, we have trimmed our fiscal 2008
and 2009 calls by $0.02 and $0.05, respec-
tively, since our May report.
Robert M. Greene, CFA August 1, 2008

LEGENDS
10.0 x ″Cash Flow″ p sh. . . . Relative Price Strength

2-for-1 split 12/98
Options: Yes
Shaded area indicates recession
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SUBURBAN PROPANE NYSE-SPH 37.83 10.2 14.1
14.0 0.65 8.8%

TIMELINESS 3 Raised 6/13/08

SAFETY 3 New 9/14/07

TECHNICAL 4 Lowered 9/5/08
BETA .75 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 65 (+70%) 20%
Low 45 (+20%) 12%
Insider Decisions

O N D J F M A M J
to Buy 0 0 0 0 1 0 0 0 0
Options 0 0 0 0 0 0 0 0 0
to Sell 0 1 0 0 0 0 0 0 0
Institutional Decisions

4Q2007 1Q2008 2Q2008
to Buy 50 45 44
to Sell 46 57 45
Hld’s(000) 7629 6485 5832

High: 20.6 20.0 20.8 22.1 28.0 28.5 32.5 35.7 37.4 39.2 49.6 42.6
Low: 15.4 17.1 16.4 17.3 21.0 20.0 26.9 27.6 23.5 26.0 35.1 34.0

% TOT. RETURN 8/08
THIS VL ARITH.

STOCK INDEX
1 yr. -11.4 -9.4
3 yr. 43.0 12.4
5 yr. 91.7 56.8

Suburban Propane Partners, L.P., origi-
nally known as The Suburban Gas Compa-
ny, was formed in the suburbs of Newark,
NJ in 1928. The company’s first major ex-
pansion took place in 1945, when it ac-
quired the eastern properties of Phillips Pet-
roleum and formed the Suburban Propane
and Gas Corporation. The company has
been publicly traded on the New York Stock
Exchange since 1996, and operates as a
Master Limited Partnership.
CAPITAL STRUCTURE as of 6/28/08
Total Debt $548.7 mill. Due in 5 Yrs $125.0 mill.
LT Debt $548.7 mill. LT Interest $37.5 mill.
(Total interest coverage 11.1x) (68% of Cap’l)

Leases, Uncapitalized: Annual rentals $27.2 mill.

Pension Assets-9/07 $142.4 mill.
Oblig. $173.5 mill.

Partners’ Units 32,725,000 units

MARKET CAP: $1.2 billion (Mid Cap)
CURRENT POSITION 2006 2007 6/28/08

($MILL.)
Cash Assets 60.6 96.6 118.6
Receivables 78.5 71.6 100.3
Inventory (Avg Cst) 79.4 81.2 78.7
Other 16.9 32.8 16.5
Current Assets 235.4 282.2 314.1
Accts Payable 57.4 57.0 49.5
Debt Due - - - - - -
Other 135.2 139.4 82.8
Current Liab. 192.6 196.4 132.3

ANNUAL RATES Past Past Est’d ’05-’07
of change (per unit) 10 Yrs. 5 Yrs. to ’11-’13
Revenues 6.5% 8.5% Nil
‘‘Cash Flow’’ 6.0% -1.5% 9.0%
Earnings 16.5% 2.0% 13.5%
Cash Dist. 10.0% 3.0% 7.5%
Book Value -3.0% 13.0% 17.0%

Fiscal
Year
Ends

Full
Fiscal
Year

QUARTERLY REVENUES ($ mill.) A

Dec.per Mar. perJun. per Sep. per
2005 424.0 587.4 327.2 281.6 1620.2
2006 487.5 590.9 304.0 279.2 1661.6
2007 397.9 555.1 271.5 215.1 1439.6
2008 425.1 587.1 305.5 232.3 1550
2009 455 615 310 245 1625
Fiscal
Year
Ends

Full
Fiscal
Year

EARNINGS (PER UNIT) A

Dec. perMar. perJun. per Sep. per
2005 .77 1.90 d1.92 d1.23 d.26
2006 1.14 2.43 d.33 d.66 2.83
2007 1.67 3.22 d.04 d1.02 3.79
2008 1.27 2.87 d.42 d.37 3.35
2009 1.40 3.10 d.05 d.65 3.80
Cal- Full

endar Year
QUARTERLY DIST. (PER UNIT) B

Mar. perJun. perSep. per Dec. per
2004 .588 .600 .613 .613 2.41
2005 .613 .613 .613 .613 2.45
2006 .613 .613 .638 .663 2.53
2007 .688 .700 .713 .750 2.85
2008 .763 .775 .80

1998 1999 2000 2001 2002 2003 2004 2005
23.23 23.33 37.56 37.49 27.00 28.31 43.21 53.51

2.60 2.14 3.47 3.74 3.15 2.70 2.17 .92
1.30 .83 1.70 2.14 1.94 1.76 .96 d.26
1.54 2.00 2.11 2.20 2.28 2.33 2.41 2.45

- - - - .95 .94 .71 .52 .88 .97
5.15 6.20 2.78 2.39 .78 3.08 5.56 2.51

28.73 26.56 22.28 24.63 24.63 27.26 30.26 30.28
14.4 23.3 11.4 11.2 13.8 16.1 33.6 - -

.75 1.33 .74 .57 .75 .92 1.78 - -
8.2% 10.4% 10.9% 9.2% 8.5% 8.2% 7.5% 7.2%

667.3 619.8 836.8 923.6 665.1 771.7 1307.3 1620.2
38.2 22.0 38.5 53.5 49.1 46.2 28.9 d9.1
.1% .3% - - .7% - - .4% - - - -

5.7% 3.5% 4.6% 5.8% 7.4% 6.0% 2.2% NMF
74.3% 72.2% 89.3% 88.0% 95.2% 80.2% 73.8% 87.8%
25.7% 27.8% 10.7% 12.0% 4.8% 19.8% 26.2% 12.2%
575.7 592.9 579.0 489.2 403.1 425.0 641.1 624.2
343.8 374.0 350.6 344.4 331.0 312.8 406.7 400.0
9.3% 6.3% 10.1% 14.8% 16.4% 14.9% 7.7% 1.8%

25.8% 13.4% 62.3% 90.8% 254.7% 54.9% 17.2% NMF
25.8% 13.4% 62.3% 90.8% 254.7% 54.9% 17.2% NMF

NMF NMF NMF NMF NMF NMF NMF NMF
115% NMF 123% 102% 116% NMF NMF NMF

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
54.81 44.06 45.60 45.15 Revenues per unit A 50.00
4.09 4.66 4.25 4.70 ‘‘Cash Flow’’ per unit 5.45
2.83 3.79 3.35 3.80 Earnings per unit A 4.55
2.53 2.85 3.15 3.38 Dist. Decl’d per unit B 3.90
.76 .82 .75 .75 Cap’l Spending per unit .80

3.32 5.09 7.55 8.60 Book Value per unit C 9.45
30.31 32.67 34.00 36.00 Common Units Outst’g D 38.00

10.4 11.2 Bold figures are
Value Line
estimates

Avg Ann’l P/E Ratio 12.0
.56 .59 Relative P/E Ratio .80

8.5% 6.7% Avg Ann’l Dist. Yield 7.1%

1661.6 1439.6 1550 1625 Revenues ($mill) A 1900
90.7 123.3 115 135 Net Profit ($mill) 175
.8% 4.4% Nil Nil Income Tax Rate Nil

5.5% 8.5% 7.5% 8.5% Net Profit Margin 9.0%
84.5% 76.7% 95.0% 90.0% Long-Term Debt Ratio 85.0%
15.5% 23.3% 15.0% 15.0% Common Equity Ratio 15.0%
649.0 714.8 800 915 Total Capital ($mill) 1100
390.4 374.6 375 450 Net Plant ($mill) 525

14.5% 17.2% 16.5% 17.0% Return on Total Cap’l 16.0%
90.1% 74.2% 45.0% 45.0% Return on Shr. Equity 48.5%
90.1% 74.2% 45.0% 45.0% Return on Com Equity 48.5%
12.8% 19.9% 3.0% 6.5% Retained to Com Eq 9.0%

84% 76% 94% 89% All Dist. to Net Prof 85%

Company’s Financial Strength B+
Stock’s Price Stability 90
Price Growth Persistence 65
Earnings Predictability 10

(A) Fiscal year ends last Saturday in Septem-
ber. Basic earnings. Quarterly earnings do not
sum due to two-class method of computing
earnings per unit. Excludes discontinued oper-

ations: ’03, $0.09; ’04, $0.83; ’05, $0.03; ’07,
$1.46. Next earnings report due early Nov.
(B) Historically distributions paid mid-February,
May, August, and November. May not sum due

to rounding.
(C) Includes intangibles. At 6/28/08: $292.9
mill., $8.95 per share.
(D) In millions.

BUSINESS: Suburban Propane Partners, L.P., is a leading
marketer and distributor of propane, fuel oil, and other refined fuels
in the United States. It also markets natural gas and electricity in
deregulated markets. The partnership operates in four segments:
Propane; Fuel Oil and Refined Fuels; Natural Gas and Electricity;
and Heating, Ventilation, and Air Conditioning (HVAC). As of

9/29/07, the partnership serves approximately 1,000,000 active
propane customers through more than 300 locations in 30 states,
concentrated on the east and west coasts of the United States. Has
about 3,500 employees. Chairman & Chief Executive Officer: Mark
A. Alexander. Address: 240 Route 10 West, Whippany, NJ 07981.
Tel.: 973-887-5300. Internet: http://www.suburbanpropane.com.

Elevated commodity prices are pres-
suring margins at Suburban Propane
Partners. Through the first nine months
of fiscal 2008, expenses far outpaced reve-
nue growth, with product costs increasing
nearly three times faster than sales (year
ends on the last Saturday in September).
In addition, warmer-than-normal tempera-
tures in several markets hindered year-to-
date revenues somewhat.
The company’s hedging techniques
have faltered lately. To ensure its field
operations have adequate supply, the part-
nership keeps a certain level of inventory
on tap at all times, which is subject to
market fluctuations. SPH employs dif-
ferent tools to mitigate that risk—includ-
ing commodity futures contracts—with
realized gains/losses typically offset by in-
ventory sales. But recently, fast-rising
commodity prices have outstripped reve-
nues, leading to larger-than-expected
losses, and pulling the bottom line further
into the red.
Customer conservation efforts are on
the rise. Consumers, already being
squeezed by rising prices at the gas pump
and falling home values, have sought to

cut corners elsewhere, driving efforts to
conserve propane and heating oil.
Although revenues are making prog-
ress, earnings will likely tumble in fis-
cal 2008. While sales ought to improve
7%–8%, share earnings will likely drop
11%–12%, largely due to higher product
costs. Looking ahead,
The bottom-line outlook is more up-
beat for next year. Projections for fiscal
2009 call for more-normal seasonal
weather and, although still elevated, com-
modity prices have come back to earth
somewhat in recent months.
This issue offers subpar capital gains
potential over the pull to 2011–2013.
Despite solid long-term prospects, the
stock’s current quotation discounts much
of its upside potential over the coming
three to five years. However,
Suburban Propane Partners still fea-
tures a stellar yield. The payout on
these units is near the top of its peer
group, and is well above the Value Line
median. That, coupled with its relatively
low risk (Beta: .75), makes this a good se-
lection for income-minded accounts.
Sharif Abdou September 12, 2008

LEGENDS
0.70 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

Options: Yes
Shaded area indicates recession
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TIM HORTONS INC. NYSE-THI A 31.02 18.8 20.7
NMF 1.22 1.2%

TIMELINESS 3 New 9/5/08

SAFETY 3 New 9/7/07

TECHNICAL 4 New 9/5/08
BETA .80 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 45 (+45%) 11%
Low 30 (-5%) 1%
Insider Decisions

O N D J F M A M J
to Buy 0 0 0 0 1 0 0 0 0
Options 0 0 0 0 0 0 0 0 0
to Sell 0 0 0 0 0 2 0 0 0
Institutional Decisions

3Q2007 4Q2007 1Q2008
to Buy 78 103 98
to Sell 95 72 84
Hld’s(000) 112265 113522 111682

High: 33.0 39.9 37.5
Low: 23.8 28.6 26.3

% TOT. RETURN 7/08
THIS VL ARITH.

STOCK INDEX
1 yr. -11.1 -12.2
3 yr. — 7.2
5 yr. — 58.6

Tim Hortons Incorporated was formed in
May, 1964. It was subsequently acquired by
Wendy’s International, and it was spun off in
March, 2006. The initial public offering was
for 33.35 million shares at $23.16 per share,
representing 17.25% of the common stock
outstanding. In September, 2006, Wendy’s
distributed the remaining 82.75% to
Wendy’s stockholders by a special pro-rated
dividend distribution.

CAPITAL STRUCTURE as of 6/29/08
Total Debt $399.9 mill. Due in 5 Yrs $308.6 mill.
LT Debt $393.5 mill. LT Interest $18.0 mill.

(28% of Cap’l)
Leases, Uncapitalized Annual rentals $65.7 mill.

No Defined Benefit Pension Plan

Pfd. Stock None

Common Stock 183,983,000 shs.
MARKET CAP: $5.7 billion (Mid Cap)
CURRENT POSITION 2006 2007 6/29/08

($MILL.)
Cash Assets 151.4 195.4 90.9
Receivables 107.2 104.9 122.7
Inventory (FIFO) 35.5 60.3 58.6
Other 38.6 42.2 47.7
Current Assets 332.7 402.8 319.9
Accts Payable 99.4 133.4 108.8
Debt Due 4.7 6.1 6.4
Other 132.6 187.8 133.1
Current Liab. 236.7 327.3 248.3

ANNUAL RATES Past Past Est’d ’05-’07
of change (per ADR) 10 Yrs. 5 Yrs. to ’11-’13
Revenues - - - - 9.5%
‘‘Cash Flow’’ - - - - 10.5%
Earnings - - - - 10.0%
Dividends - - - - NMF
Book Value - - - - 17.5%

Cal- Full
endar Year

QUARTERLY REVENUES ($ mill.) A

Mar.Per Jun.Per Sep.Per Dec.Per
2005 278.3 316.9 332.0 347.3 1274.5
2006 320.6 306.5 355.7 444.4 1427.2
2007 424.6 465.3 490.5 515.5 1895.9
2008 460.3 510.7 530 559 2060
2009 490 530 555 575 2150
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.Per Jun.Per Sep.Per Dec.Per
2005 .26 .33 .35 .08 1.02
2006 .34 .34 .23 .29 1.20
2007 .31 .36 .36 .40 1.43
2008 .33 .41 .41 .45 1.60
2009 .38 .45 .47 .50 1.80
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B

Mar.31 Jun.30 Sep.30 Dec.31
2004 - - - - - - - - - -
2005 - - - - - - - - - -
2006 - - - - .06 .06 .12
2007 .07 .07 .07 .07 .28
2008 .09 .09 .09

1998 1999 2000 2001 2002 2003 2004 2005A

- - - - - - - - - - - - - - .86
- - - - - - - - - - - - - - 7.97
- - - - - - - - - - - - - - 1.41
- - - - - - - - - - - - - - 1.02
- - - - - - - - - - - - - - - -
- - - - - - - - - - - - - - 1.18
- - - - - - - - - - - - - - .21

- - - - - - - - - - 159.95
- - - - - - - - - - - - - - - -
- - - - - - - - - - - - - - - -
- - - - - - - - - - - - - - - -

- - - - - - - - - - - - - - 1274.5
- - - - - - - - - - - - - - 25.4%
- - - - - - - - - - - - - - 61.9
- - - - - - - - - - - - - - 164.3
- - - - - - - - - - - - - - 30.6%
- - - - - - - - - - - - - - 12.9%
- - - - - - - - - - - - - - d925.1
- - - - - - - - - - - - - - 75.7
- - - - - - - - - - - - - - 33.9
- - - - - - - - - - - - - - NMF
- - - - - - - - - - - - - - NMF
- - - - - - - - - - - - - - NMF
- - - - - - - - - - - - - - - -

2006 2007 2008 2009 VALUE LINE, INC. 11-13
.86 1.02 .95 .93 Trans. Rate (US$/Cdn.$) .92

7.46 10.19 11.30 11.95 Revenues per sh 14.30
1.49 1.90 2.15 2.35 ‘‘Cash Flow’’ per sh 2.85
1.20 1.43 1.60 1.80 Earnings per sh A 2.10
.12 .28 .36 .36 Div’ds Decl’d per sh B .52
.81 .94 1.05 1.15 Cap’l Spending per sh 1.30

4.58 5.38 6.75 8.30 Book Value per sh D 13.10
191.37 186.13 182.00 180.00 Common Shs Outst’g C 174.00

20.3 23.2 Bold figures are
Value Line
estimates

Avg Ann’l P/E Ratio 17.0
1.10 1.23 Relative P/E Ratio 1.15
.5% .8% Avg Ann’l Div’d Yield 1.1%

1427.2 1895.9 2060 2150 Revenues ($mill) 2490
25.2% 24.9% 24.5% 24.5% Operating Margin 26.0%

62.5 83.6 95.0 100 Depreciation ($mill) 130
223.3 269.6 290 325 Net Profit ($mill) 365

28.0% 34.0% 33.0% 33.0% Income Tax Rate 33.0%
15.6% 14.2% 14.0% 15.2% Net Profit Margin 14.7%

96.0 75.5 20.0 d25.0 Working Cap’l ($mill) d35.0
338.6 394.8 380 390 Long-Term Debt ($mill) 370
875.8 1002.1 1230 1490 Shr. Equity ($mill) 2275

19.2% 20.2% 19.0% 18.0% Return on Total Cap’l 14.0%
25.5% 26.9% 24.0% 22.0% Return on Shr. Equity 16.0%
22.8% 21.6% 18.5% 17.5% Retained to Com Eq 12.0%

10% 20% 22% 20% All Div’ds to Net Prof 25%

Company’s Financial Strength B++
Stock’s Price Stability 90
Price Growth Persistence NMF
Earnings Predictability NMF

(A) All amounts are in U.S. dollars. Also trade
on TSX: TKR:THI. Diluted earnings. Pro Forma
data before 2006. Next earnings report due late
November.

(B) Dividends historically paid late Feb.,May,
Aug., Nov.
(C) In millions.
(D) Included intangibles: In 2007: $3.1 million,

$0.02 per share.

BUSINESS: Tim Hortons Incorporated engages in the operation,
development, and franchising of quick-service restaurants. The
company was formed in 1964. As of December 31, 2007, fran-
chisees operated 97.8% of system-wide restaurants. The compa-
ny’s warehouse and distribution operations supply the restaurants,
and rental income is derived from leases of most of the franchised

restaurants. As of March 30, 2008, operated 2,839 restaurants in
Canada and 399 in the United States. Has about 1,520 employees.
Off./dir. own less than 1% of common stock (3/08 proxy). Chief Ex-
ecutive Officer: Paul D. House. Incorporated: Delaware. Address:
874 Sinclair Road, Oakville, Ontario, Canada, L6K 2Y1. Telephone:
(905) 845-6511. Internet: www.timhortons.com.

Tim Hortons posted healthy 2008
June-quarter comparisons in spite of
weakening economic conditions.
Same-store sales at its Canadian
properties increased nearly 6%, owing to
an approximately 4% price hike. The same
metric registered a 3% gain in the U.S.,
thanks to a 3% price increase.
The quick-service restaurant operator
had a solid second quarter. The compa-
ny benefited as consumers turned away
from casual dining outlets toward more
value-oriented outlets such as Tim
Hortons. Operations also got a boost from
a slew of new coffee items and baked
goods. As a result, revenue expanded near-
ly 10%, to $510 million, over the year-ago
figure. Distribution sales, the largest com-
ponent of revenue, grew 9%, to $335 mil-
lion. Revenue from rent and royalties
gained nearly 10%, to $155 million. Al-
though costs of sales and general and ad-
ministrative expenses rose considerably,
top-line growth overcame this. All told, the
coffee and donut chain registered a sur-
prising $0.41 a share, easily beating our
estimates. The performance has led us to
increase our 2008 earnings tally by a nick-

el, to $1.60.
Worsening economic conditions in
Canada pose a danger. This is particu-
larly so in Quebec and Ontario. High ener-
gy and food costs and a weakening housing
market do not augur well for consumer
sentiment. In light of the fact that a con-
siderable portion of Tim Horton’s store
base is in Canada, this company’s opera-
tions are vulnerable.
The rising price of coffee also has the
potential to hurt Tim Hortons in the
quarters ahead. A major portion of oper-
ating earnings is generated through
royalty fees, which are determined by
sales trends. Thanks to hedging practices,
managment has not been forced to in-
crease coffee prices proportionately to its
higher cost. This would have had an ad-
verse affect on sales since coffee costs ad-
vanced 40%, year over year, in April. How-
ever, new coffee contracts will likely be
negotiated at higher prices. This could
pressure operating margins.
This neutrally ranked stock offers
below-average appreciation potential
over the 3- to 5-year pull.
Dominic B. Silva September 5, 2008

LEGENDS. . . . Relative Price Strength
Options: Yes
Shaded area indicates recession
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TRANSATLANTIC HLDG NYSE-TRH 57.48 8.1 7.5
15.0 0.52 1.3%

TIMELINESS 3 Lowered 5/30/08

SAFETY 2 Raised 1/2/98

TECHNICAL 3 Lowered 4/25/08
BETA .80 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 110 (+90%) 19%
Low 85 (+50%) 12%
Insider Decisions

S O N D J F M A M
to Buy 0 0 0 0 0 0 0 0 0
Options 1 1 2 1 0 0 0 4 0
to Sell 1 0 1 1 0 0 0 0 0

Institutional Decisions
3Q2007 4Q2007 1Q2008

to Buy 72 81 81
to Sell 62 67 72
Hld’s(000) 63209 63193 63342

High: 40.8 50.4 42.9 56.5 74.2 72.8 64.7 74.7 70.9 68.3 76.2 73.8
Low: 27.1 36.7 36.8 36.7 49.6 48.2 49.1 53.2 54.1 52.7 56.1 53.3

% TOT. RETURN 6/08
THIS VL ARITH.

STOCK INDEX
1 yr. -19.9 -18.0
3 yr. 3.8 11.3
5 yr. -15.2 63.2

CAPITAL STRUCTURE as of 3/31/08

Total Debt $747.0 mill. Due in 5 Yrs $215.6
LT Debt $747.0 mill. LT Interest $43.4

No Defined Benefit Pension Plan

Pfd Stock None
Common Stock 66,236,515 shs.
as of 3/31/08

MARKET CAP: $3.8 billion (Mid Cap)
FINANCIAL POSITION 2006 2007 3/31/08

($MILL.)
Bonds 8315.1 9349.2 9539.3
Stocks 899.4 888.4 793.9
Other 5054.0 5246.7 5438.8
Total Assets 14268.5 15484.3 15772.0
Unearned Prems 1144.0 1226.7 1282.7
Reserves 7467.9 7926.3 8069.6
Other 2698.3 2982.3 3039.0
Total Liab’ties 11310.2 12135.3 12391.3

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Premium Inc 12.5% 13.5% 3.0%
Invest Income 8.0% 11.5% 7.0%
Earnings 6.5% 17.5% 10.0%
Dividends 11.5% 11.5% 12.0%
Book Value 9.5% 9.0% 11.0%

Cal- Full
endar Year

NET PREMIUMS EARNED ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2005 887.9 861.7 844.5 790.9 3385.0
2006 907.7 909.1 895.6 891.7 3604.1
2007 965.1 948.2 959.8 1029.6 3902.7
2008 1017.2 1022.7 970.1 990 4000
2009 1022 1028 1020 1030 4100
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2005 1.26 1.18 d2.31 .05 .18
2006 1.48 1.59 1.58 1.68 6.33
2007 1.44 1.87 1.94 1.97 7.22
2008 1.91 2.09 1.65 1.75 7.40
2009 1.72 1.85 1.75 1.83 7.15
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B

Mar.31 Jun.30 Sep.30 Dec.31
2004 .088 .088 .10 .10 .38
2005 .10 .10 .12 .12 .44
2006 .12 .12 .135 .135 .51
2007 .135 .135 .16 .16 .59
2008 .16 .16 .19

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
7.17 8.72 13.20 15.20 17.47 18.99 21.24 22.80 25.02 27.13 35.61 48.35 55.62 51.36
1.95 2.08 2.38 2.68 2.98 3.13 3.42 3.54 3.60 3.64 3.79 4.13 4.66 5.21
d.85 d.72 d.71 d.45 d.28 d.07 d.34 d1.24 d.08 d4.52 8.61 14.30 13.77 7.71
1.11 1.35 1.58 2.04 2.40 2.86 3.81 2.88 3.25 .29 2.63 3.64 3.64 .18

.09 .10 .13 .15 .17 .21 .23 .26 .28 .30 .31 .34 .38 .44
8.44 11.58 11.84 15.31 17.57 20.46 24.77 25.23 28.47 27.97 30.52 36.24 39.30 38.60

66.61 66.63 64.48 64.55 64.72 66.31 65.00 65.11 65.20 66.00 66.53 65.59 65.83 65.91
166% 165% 155% 150% 142% 168% 168% 158% 160% 220% 202% 156% 161% 158%

12.6 14.2 11.6 11.2 10.4 12.0 10.9 13.8 14.0 NMF 23.4 15.6 17.4 NMF
.76 .84 .76 .75 .65 .69 .57 .79 .91 NMF 1.28 .89 .92 NMF

.6% .5% .7% .7% .7% .6% .6% .7% .6% .5% .5% .6% .6% .7%

1380.6 1484.6 1631.5 1790.3 2369.5 3171.2 3661.1 3385.0
73.9% 77.4% 73.4% 87.2% 75.8% 70.4% 75.2% 85.0%
27.4% 27.8% 26.5% 27.7% - - - - - - 27.7%
-1.3% -5.2% .1% -14.9% 24.2% 29.6% 24.8% NMF
23.5% 20.7% 21.0% - - 10.1% 21.5% 5.0% - -
247.5 187.5 211.7 18.9 169.3 239.8 241.3 11.9
5.2% 5.5% 5.5% 5.4% 4.6% 4.1% 3.8% 3.8%
5253 5480 5523 6741 7287 8708 10605 12365

1610.1 1642.5 1856.4 1846.0 2030.8 2376.6 2587.1 2544.0
15.4% 11.4% 11.4% 1.0% 8.3% 10.1% 9.3% .5%
14.5% 10.4% 10.4% NMF 7.3% 9.2% 8.4% NMF

6% 9% 9% 105% 12% 9% 10% NMF

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
54.58 58.92 60.60 62.10 P/C Prem Earned p sh 65.90
6.58 7.09 7.10 7.15 Investment Inc p sh 9.35

17.28 19.09 17.05 17.60 Underwriting Inc p sh 18.85
6.33 7.22 7.40 7.15 Earnings per sh A 8.15

.51 .59 .70 .80 Div’ds Decl’d per sh B 1.00
44.80 50.56 57.25 63.70 Book Value per sh 84.55
66.04 66.23 66.00 66.00 Common Shs Outst’g C 66.00
134% 137% Bold figures are

Value Line
estimates

Price to Book Value 145%
9.5 9.6 Avg Ann’l P/E Ratio 12.0
.51 .50 Relative P/E Ratio .80

.8% .9% Avg Ann’l Div’d Yield .8%

3604.1 3902.7 4000 4100 P/C Premiums Earned 4350
68.3% 67.6% 68.0% 68.0% Loss to Prem Earned 68.0%
27.7% 27.7% 27.5% 27.5% Expense to Prem Writ 27.5%

4.0% 4.7% 4.5% 4.5% Underwriting Margin 4.5%
20.7% 18.0% 19.0% 20.0% Income Tax Rate 21.5%
419.5 480.8 490 475 Net Profit ($mill) 540
3.9% 3.8% 3.8% 3.9% Inv Inc/Total Inv 4.0%

14268 15484 16800 18235 Total Assets ($mill) 23300
2958.3 3349.0 3780 4205 Shr. Equity ($mill) 5580
14.2% 14.4% 13.0% 11.5% Return on Shr. Equity 9.5%
13.0% 13.2% 12.0% 10.0% Retained to Com Eq 8.5%

8% 8% 9% 10% All Div’ds to Net Prof 12%

Company’s Financial Strength B++
Stock’s Price Stability 95
Price Growth Persistence 40
Earnings Predictability 25

(A) Based on primary earnings through 1996;
Diluted thereafter. Incl. cap. gains: ’94, $0.19;
’95, $0.15; ’96, $0.17; ’97, $0.42; ’98, $1.51;
’99, $1.03; ’00, $0.41; ’02, $0.08; Excl non-rec

gain ’92, $0.92. Next egs. due late Oct.
(B) Dividends historically paid in mid-March,
June, Sept., and Dec.

(C) In mill., adj. for stock splits.

BUSINESS: Transatlantic Holdings Inc. is one of the largest
reinsurance companies operating through the broker market in the
U.S. It offers reinsurance capacity through its subsidiaries TRC and
Putnam for a full range of property/casualty products on a treaty
(96% of premiums) and facultative (4%) basis, in domestic (50% of
premiums) and international (50%) markets. Premium breakdown:

Casualty 71% (General Liability, Medical Malpractice, Automobile,
Aircraft, Marine, Other); Property, 29% (Fire, Marine, Homeowners,
Allied). Has 570 employees. Officers and directors own 2.1% of
common stock; AIG, 59.0%, (4/08 proxy). President and CEO:
Robert F. Orlich. Address: 80 Pine Street, New York, N.Y., 10005.
Telephone: 212-770-2162: Web: www.transre.com.

Transatlantic Holdings posted a 12%
share-net advance for the June inter-
im. The company has done a good job of
increasing its global footprint and market
share. Meanwhile, the overall financial
market downturn weighed on some of the
company’s investments. TRH registered
almost $60 million or $0.75 a share in cap-
ital losses during the June period. This
loss is excluded from earnings, as is prac-
tice for all insurance and reinsurance com-
panies in the Value Line Investment
Survey. Meanwhile, the lack of any major
catastrophic events benefited the com-
bined ratio during the second quarter. All
told, the company did a good job of
navigating these difficult times. But,
The weakening insurance environ-
ment and capital market turmoil may
weigh on this year’s results. Mean-
while, the company’s ability to capitalize
on less saturated sectors of the global
reinsurance markets opened up new busi-
ness opportunities last year. But those
niche markets are becoming scarce as
TRH’s peers scour the globe for attractive
policies. And it is unlikely that similar
benefits will persist in the second half.

This year’s hurricane season adds a
bit of uncertainty toward 2009’s pros-
pects. The previous two years of relatively
mild weather have been applying
downward pressure on policy prices.
Should 2008’s hurricane season prove to
be on the quiet side, reinsurers will have
little bargaining power during this year’s
renewal season. Conversely, an active sea-
son would detract from this year’s earn-
ings, and benefit 2009’s through higher
policy prices. Typically a more severe sea-
son shakes out the weaker reinsurers that
have loosened underwriting standards.
The equity has lost about 15% of its
market value since our May report.
But given the current market conditions,
the stock has not fallen as far as some of
its peers. Nonetheless, these shares offer
below-average appreciation potential for
the pull to 2011-2013. Also, TRH has fall-
en one notch in our Timeliness Ranking
System, and is now expected to mirror the
broader market for the year ahead. In all,
given the uncertainty affecting the mar-
kets in which it operates, we feel these
shares hold little investment appeal.
Bryan Fong August 1, 2008

LEGENDS
12.0 x Earnings p sh. . . . Relative Price Strength

3-for-2 split 7/97
3-for-2 split 7/01
5-for-4 split 7/04
Options: No
Shaded area indicates recession
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Percent
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traded

3
2
1

Target Price Range
2011 2012 2013

WEIS MARKETS NYSE-WMK 38.38 21.9 26.1
19.0 1.41 3.0%

TIMELINESS 3 Raised 8/1/08

SAFETY 1 New 7/27/90

TECHNICAL 3 Raised 7/11/08
BETA .75 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 50 (+30%) 10%
Low 40 (+5%) 5%
Insider Decisions

S O N D J F M A M
to Buy 0 0 0 0 0 0 2 0 0
Options 0 0 0 0 0 0 0 0 0
to Sell 0 0 0 0 0 0 0 0 0
Institutional Decisions

3Q2007 4Q2007 1Q2008
to Buy 45 41 45
to Sell 47 40 46
Hld’s(000) 8973 9295 8779

High: 36.3 38.9 44.3 45.3 38.3 39.5 37.5 39.9 44.2 46.3 47.1 40.2
Low: 26.9 33.3 32.9 32.0 25.8 26.9 27.4 31.0 36.1 37.8 38.2 30.2

% TOT. RETURN 6/08
THIS VL ARITH.

STOCK INDEX
1 yr. -17.3 -18.0
3 yr. -8.7 11.3
5 yr. 25.5 63.2

CAPITAL STRUCTURE as of 3/29/08
Total Debt None

Leases, Uncapitalized Annual rentals $28.9 mill.

Pension Assets-12/07: None Oblig.: $6.8 mill.

Pfd Stock None

Common Stock 26,967,165 shs.

MARKET CAP: $1.0 billion (Mid Cap)
CURRENT POSITION 2006 2007 3/29/08

($MILL.)
Cash Assets 65.7 67.4 87.7
Receivables 41.9 48.5 40.0
Inventory (LIFO) 189.5 193.7 183.4
Other 3.9 11.4 9.2
Current Assets 301.0 321.0 320.3
Accts Payable 105.9 111.6 115.5
Other 47.6 52.0 53.3
Current Liab. 153.5 163.6 168.8

ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Sales 7.5% 5.0% 3.5%
‘‘Cash Flow’’ 3.5% 2.0% 4.5%
Earnings 1.0% 2.0% 5.0%
Dividends 3.0% 1.5% 3.0%
Book Value 2.0% 2.0% 3.5%

Cal- Full
endar Year

QUARTERLY SALES ($ mill.) A

Mar.Per Jun.Per Sep.Per Dec.Per
2005 549.7 535.7 535.3 601.9 2222.6
2006 547.8 561.9 557.2 577.6 2244.5
2007 571.8 578.8 565.0 603.0 2318.6
2008 595.7 603.4 595 630.9 2425
2009 605 615 610 645 2475
Cal- Full

endar Year
EARNINGS PER SHARE AB

Mar.Per Jun.Per Sep.Per Dec.Per
2005 .62 .54 .51 .68 2.35
2006 .55 .57 .43 .52 2.07
2007 .50 .54 .33 .32 1.69
2008 .34 .48 .42 .51 1.75
2009 .45 .50 .45 .55 1.95
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C■

Mar.31 Jun.30 Sep.30 Dec.31
2004 .28 .28 1.28 .28 2.12
2005 .28 .28 .28 .28 1.12
2006 .29 .29 .29 .29 1.16
2007 .29 .29 .29 .29 1.16
2008 .29 .29

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
29.41 32.90 35.80 38.71 41.70 43.54 44.72 48.09 49.44 73.09 73.52 75.26 77.60 82.26

2.24 2.33 2.46 2.65 2.78 2.95 2.91 2.98 3.02 3.83 3.86 3.71 3.83 4.20
1.63 1.66 1.75 1.84 1.87 1.90 1.80 1.87 1.81 1.65 2.10 2.01 2.11 2.35

.68 .70 .74 .80 .88 .94 .98 1.02 1.06 1.08 1.08 1.10 2.12 1.12
15.52 16.85 17.53 18.61 19.47 20.28 21.33 22.03 22.74 19.31 20.31 21.20 21.15 22.35
43.83 43.80 43.48 42.53 42.04 41.77 41.76 41.69 41.69 27.20 27.19 27.14 27.03 27.02

15.8 16.1 14.5 14.6 16.6 16.7 19.8 19.8 20.1 19.6 15.4 16.3 16.5 16.5
.96 .95 .95 .98 1.04 .96 1.03 1.13 1.31 1.00 .84 .93 .87 .88

2.6% 2.6% 2.9% 3.0% 2.8% 3.0% 2.8% 2.8% 2.9% 3.3% 3.3% 3.3% 6.1% 2.9%

1867.5 2004.9 2061.0 1988.2 1999.4 2042.5 2097.7 2222.6
27.7% 27.7% 28.8% 29.3% 28.8% 28.5% 28.4% 28.6%

6.6% 6.9% 6.7% 6.0% 6.4% 5.7% 5.7% 5.8%
158 163 163 163 160 158 157 158
75.4 77.8 75.2 53.3 57.3 54.6 57.2 63.4

37.4% 35.5% 36.8% 38.8% 37.5% 38.1% 34.7% 36.1%
4.0% 3.9% 3.6% 2.7% 2.9% 2.7% 2.7% 2.9%
489.5 481.8 496.9 102.3 114.9 162.3 137.9 163.7

- - - - - - 25.0 - - - - - - - -
890.6 918.5 947.9 525.4 552.4 575.4 571.7 603.9
8.5% 8.5% 7.9% 9.7% 10.4% 9.5% 10.0% 10.5%
8.5% 8.5% 7.9% 10.1% 10.4% 9.5% 10.0% 10.5%
3.9% 3.8% 3.3% 3.1% 5.1% 4.3% NMF 5.5%
54% 55% 59% 70% 51% 55% 100% 48%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
83.15 85.98 89.80 91.65 Sales per sh A 103.70
3.97 3.73 3.85 4.10 ‘‘Cash Flow’’per sh 5.10
2.07 1.69 1.75 1.95 Earnings per sh B 2.75
1.16 1.16 1.16 1.18 Div’ds Decl’d per sh C■ 1.35

23.31 24.04 24.60 25.40 Book Value per sh D 28.95
26.99 26.97 27.00 27.00 Common Shs Outst’g E 27.00

19.8 25.1 Bold figures are
Value Line
estimates

Avg Ann’l P/E Ratio 16.0
1.07 1.32 Relative P/E Ratio 1.05

2.8% 2.7% Avg Ann’l Div’d Yield 3.0%

2244.5 2318.6 2425 2475 Sales ($mill) A 2800
28.9% 28.3% 28.2% 28.3% Gross Margin 28.5%
5.9% 5.2% 5.2% 5.4% Operating Margin 6.0%

156 155 155 155 Number of Stores F 165
56.0 45.7 48.0 52.0 Net Profit ($mill) 75.0

34.9% 34.4% 35.0% 36.0% Income Tax Rate 36.0%
2.5% 2.0% 2.0% 2.1% Net Profit Margin 2.7%
147.5 157.4 150 150 Working Cap’l ($mill) 150

25.0 - - Nil Nil Long-Term Debt ($mill) Nil
629.2 648.2 665 685 Shr. Equity ($mill) 780
8.9% 7.1% 7.0% 7.5% Return on Total Cap’l 9.5%
8.9% 7.1% 7.0% 7.5% Return on Shr. Equity 9.5%
3.9% 2.2% 2.5% 3.0% Retained to Com Eq 5.0%
56% 68% 65% 61% All Div’ds to Net Prof 49%

Company’s Financial Strength A
Stock’s Price Stability 90
Price Growth Persistence 35
Earnings Predictability 85

(A) Fiscal year ends on last Saturday in De-
cember. (B) Based on avg. shares outstanding
through ’96, diluted thereafter. Excludes non-
recurring gains (losses): ’92, 2¢; ’97, (3¢); ’98,

20¢; ’00, 3¢; ’01, (10¢); ’02, 7¢; ’07, 20¢. Next
earnings report due late October.
(C) Dividends historically paid in late Feb.,
May, Aug., and Nov. Includes special

$1.00/share div’d, 9/3/04. ■ Div’d reinvestment
plan available. (D) Includes intangibles. At
12/29/07: $19.9 mill., 74¢/share. (E) In mill.
(F) Grocery stores only.

BUSINESS: Weis Markets, Inc. operates 155 retail food markets (at
year end ’07), including both superstores and conventional stores,
located in PA (125 stores), MD (24), NJ (3), NY (1), and WV (2).
Owns about 50% of sites. Sells nat’l brand merchandise plus 2,000
items under its own trademarks. Owns SuperPetz, a 31-store (at
yearend) pet supply chain with stores in PA (9), OH (6), SC (5), TN

(3), AL (2), MI (2), 1 ea. in GA, IN, MD & NC. Sold Weis Food Serv-
ice, 4/00. ’07 deprec. rate: 4.5%. Has about 17,000 employees.
R.F. Weis owns 46.8% of stock; other offs. & dirs., 0.6%; Ellen
Wasserman, 6.5% (3/08 proxy). Chairman: Robert F. Weis. CEO:
Norman S. Rich. Inc.: PA. Address: 1000 South Second Street,
Sunbury, PA 17801. Tel.: 570-286-4571. Internet: www.weis.com.

Revenues are edging higher at Weis
Markets, with most of the growth being
driven by existing stores. Same-store sales
have been rising at a low- to mid-single-
digit rate in recent years, including a gain
of 4.5% in the first half of 2008. The com-
pany has been utilizing aggressive promo-
tional activity to maintain this momen-
tum. Incremental sales from remodeled,
expanded, or relocated stores are also part
of the equation. New supermarkets,
though, have not been much of a factor, as
Weis continues to focus on defending its
turf by upgrading units in existing mar-
kets, rather than pushing out into new ter-
ritory. In fact, the number of stores in op-
eration has declined slightly this decade.
Earnings remain under pressure. Prof-
its have been falling for most of the past
three years, due in part to shrinking oper-
ating margins. Share net dropped another
11% in the June quarter, to $0.48. As has
been the case for the past several quart-
ers, the food retailer was unable to in-
crease prices enough to keep pace with in-
flationary pressure on food, energy, and
labor costs. Aggressive promotional activ-
ity, while likely helping with price-

conscious customers, has also taken a toll
on margins.
The food retailer’s finances are
strong. Operating cash flow should be suf-
ficient to fund the dividend payout and
capital spending. Any efforts to accelerate
growth through aggressive new-store de-
velopment would require Weis to dip into
its cash reserves or take on debt.
These neutrally ranked shares have
below-average total return potential
to 2011-2013. Earnings, aided by easier
year-over-year comparisons and efforts to
better match pricing to the current cost
environment, should begin to rally in the
second half of 2008. Still, the difficulty the
company is having in the current operat-
ing environment tempers our enthusiasm
here. Notably, while the other traditional
supermarket operators we follow are also
experiencing rising commodity costs, most
have been able to make the adjustments
necessary to keep earnings moving higher.
Too, the current valuation is a bit lofty by
historical standards, which, in our view,
limits the upside resulting from an im-
provement in earnings.
Robert M. Greene, CFA August 1, 2008

LEGENDS
10.0 x ″Cash Flow″ p sh. . . . Relative Price Strength

Options: No
Shaded area indicates recession
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The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Fourth Set of Data Requests 

Issued June 17, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Robert L. O’Brien 
 

Division Data Request 4-21 
 
Request: 

 
  Please provide the financial statements and annual report of National Grid USA covering 

the year 2008.  If National Grid USA or Narragansett submitted an SEC Form 10Q for the 
quarter ended March 31, 2009, please provide a copy. 

 
Response: 
  

The annual report for National Grid USA is filed on a fiscal year end basis; therefore, the 
March 2008 National Grid USA Consolidated annual report is provided as DIV 4-21-1.  The 
corresponding financials are provided as Attachment DIV 4-21-2.  Reports for fiscal year ending 
March 2009 are being prepared and will be available at the end of July. 
  

No SEC filings are prepared for either Narragansett or National Grid USA.    



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Fourth Set of Data Requests 

Issued June 17, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Paul R. Moul 
 

Division Data Request 4-22 
 
Request: 

 
  Please provide any comparison Mr. Moul has undertaken concerning the regulatory risk 

of Narragansett versus his proxy electrics.   
 

Response:  
 
 Mr. Moul used reports issued by Value Line and Standard and Poor’s to assess regulatory 
risk.  The Value Line reports rank state regulatory climates as: Above Average, Average, and 
Below Average.  The Value Line reports that show these rankings are provided as Attachment 
DIV 4-22-1.  (Please note that after the Value Line reports that were used by Mr. Moul were 
published, Value Line lowered the regulatory climate in New York to Below Average).  Standard 
& Poor’s Corporation has also made a determination as to whether a state regulatory agency has 
been supportive of credit quality.  The S&P article dated November 25, 2008 showing those 
determinations is provided as Attachment DIV 4-22-2. 
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Target Price Range
2012 2013 2014

CON. EDISON NYSE-ED 38.12 12.6 12.7
14.0 1.08 6.2%

TIMELINESS 2 Raised 2/6/09

SAFETY 1 New 7/27/90

TECHNICAL 2 Lowered 1/2/09
BETA .65 (1.00 = Market)

2012-14 PROJECTIONS
Ann’l Total

Price Gain Return
High 55 (+45%) 14%
Low 45 (+20%) 10%
Insider Decisions

A M J J A S O N D
to Buy 0 0 1 1 1 2 1 1 1
Options 0 0 0 0 0 2 0 0 0
to Sell 0 0 0 1 1 2 0 0 0
Institutional Decisions

1Q2008 2Q2008 3Q2008
to Buy 183 194 184
to Sell 203 169 191
Hld’s(000) 127910 126433 125808

High: 56.1 53.4 39.5 43.4 45.4 46.0 45.6 49.3 49.3 52.9 49.3 41.8
Low: 39.1 33.6 26.2 31.4 32.7 36.6 37.2 41.1 41.2 43.1 34.1 38.1

% TOT. RETURN 1/09
THIS VL ARITH.

STOCK INDEX
1 yr. -1.1 -39.3
3 yr. 1.2 -36.6
5 yr. 20.3 -18.3

CAPITAL STRUCTURE as of 9/30/08
Total Debt $9733 mill. Due in 5 Yrs $2128 mill.
LT Debt $8849 mill. LT Interest $505.0 mill.
(LT interest earned: 4.5x)
Pension Assets-12/07 $8.4 bill. Oblig. $8.7 bill.

Pfd Stock $212.6 mill. Pfd Div’d $12.5 mill.
1,915,319 shs. $5 cum. no par, call. $105 a sh.;
375,626 shs. 4.65% cum. $100 par, call. $101 to
$102.50 a sh. Sinking Fund ends 2009.

Common Stock 273,629,636 shs.
MARKET CAP: $10.4 billion (Large Cap)

ELECTRIC OPERATING STATISTICS
2005 2006 2007

% Change Retail Sales (KWH) -1.8 -1.9 -1.6
Avg. Indust. Use (MWH) NA NA NA
Avg. Indust. Revs. per KWH (¢) NA NA NA
Capacity at Peak (Mw) 565 565 565
Peak Load, Summer (Mw) 13059 13141 12807
Annual Load Factor (%) NMF NMF NMF
% Change Customers (yr-end) +.8 +.9 +.9

Fixed Charge Cov. (%) 312 291 339
ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’12-’14
Revenues 5.0% 2.0% 3.5%
‘‘Cash Flow’’ 1.0% -.5% 5.0%
Earnings .5% .5% 1.0%
Dividends 1.0% 1.0% 1.0%
Book Value 2.5% 3.0% 3.0%

Cal- Full
endar Year

QUARTERLY REVENUES ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2006 3317 2555 3441 2824 12137
2007 3357 2956 3579 3228 13120
2008 3577 3149 3858 2999 13583
2009 3200 3500 3900 3300 13900
2010 3600 3450 3950 3375 14375
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2006 .74 .51 .92 .78 2.95
2007 .99 .58 1.15 .76 3.48
2008 1.11 2.02 .66 .58 4.37
2009 .95 .45 1.05 .75 3.20
2010 1.00 .48 1.08 .79 3.35
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B ■

Mar.31 Jun.30 Sep.30 Dec.31
2005 .57 .57 .57 .57 2.28
2006 .575 .575 .575 .575 2.30
2007 .58 .58 .58 .58 2.32
2008 .585 .585 .585 .585 2.34
2009

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
26.73 27.13 27.82 29.62 30.24 30.46 35.04 44.48 45.41 39.65 43.51 40.24 47.66 47.14

4.38 4.77 4.87 4.97 5.08 5.29 5.74 5.51 5.70 5.44 5.12 4.54 5.27 5.28
2.66 2.98 2.93 2.93 2.95 3.04 3.13 2.74 3.21 3.13 2.83 2.32 2.99 2.95
1.94 2.00 2.04 2.08 2.10 2.12 2.14 2.18 2.20 2.22 2.24 2.26 2.28 2.30
3.37 3.22 2.95 2.87 2.78 2.66 3.17 4.52 5.20 5.68 5.72 5.60 6.59 7.17

21.63 22.62 23.51 24.37 25.18 25.88 25.31 25.81 26.71 27.68 28.44 29.09 29.80 31.09
234.37 234.91 234.96 234.99 235.49 232.83 213.81 212.03 212.15 213.93 225.84 242.51 245.29 257.46

13.1 9.3 9.8 10.1 10.9 15.3 14.0 12.0 12.0 13.3 14.3 18.2 15.1 15.5
.77 .61 .66 .63 .63 .80 .80 .78 .61 .73 .82 .96 .80 .84

5.6% 7.2% 7.1% 7.0% 6.5% 4.6% 4.9% 6.6% 5.7% 5.3% 5.5% 5.3% 5.0% 5.0%

7491.3 9431.4 9634.0 8482.0 9827.0 9758.0 11690 12137
714.2 596.4 695.8 682.1 639.0 560.0 719.0 749.0

34.3% 34.8% 40.0% 36.9% 33.7% 34.3% 33.6% 35.2%
.8% 1.2% 1.3% 2.2% 4.2% 7.7% 2.2% 1.6%

44.4% 48.6% 48.2% 50.1% 50.4% 47.4% 49.6% 50.2%
53.1% 49.1% 49.6% 48.1% 48.0% 51.0% 49.0% 48.5%
10186 11137 11417 12302 13369 13828 14921 16515
11354 11893 12248 13329 15225 16106 17112 18445
8.6% 7.0% 7.8% 7.1% 6.3% 5.6% 6.3% 6.0%

12.6% 10.4% 11.8% 11.1% 9.6% 7.7% 9.6% 9.1%
12.9% 10.7% 12.0% 11.3% 9.8% 7.8% 9.7% 9.2%

4.1% 2.2% 3.8% 4.0% 2.9% .8% 2.6% 2.6%
69% 80% 69% 65% 71% 89% 74% 73%

2007 2008 2009 2010 VALUELINE, INC. 12-14
48.23 49.60 48.80 50.25 Revenues per sh 56.55

5.77 6.95 6.00 6.25 ‘‘Cash Flow’’ per sh 7.10
3.48 4.37 3.20 3.35 Earnings per sh A 3.80
2.32 2.34 2.36 2.38 Div’d Decl’d per sh B ■ 2.44
7.09 9.50 6.30 6.30 Cap’l Spending per sh 6.20

32.58 36.60 37.45 38.65 Book Value per sh C 42.80
272.02 274.00 285.00 286.00 Common Shs Outst’g 290.00

13.8 24.4 Bold figures are
Value Line
estimates

Avg Ann’l P/E Ratio 13.5
.73 .58 Relative P/E Ratio .90

4.8% 5.7% Avg Ann’l Div’d Yield 5.4%

13120 13583 13900 14375 Revenues ($mill) 16400
936.0 1196 910 960 Net Profit ($mill) 1100

32.6% 30.0% 33.0% 33.0% Income Tax Rate 33.0%
1.9% 2.0% 2.0% 2.0% AFUDC % to Net Profit 2.0%

45.6% 45.9% 46.5% 47.0% Long-Term Debt Ratio 46.5%
53.1% 54.1% 53.5% 53.0% Common Equity Ratio 53.5%
16687 18540 19985 20860 Total Capital ($mill) 23125
19914 21000 22325 23500 Net Plant ($mill) 27800
7.0% 6.5% 4.5% 4.5% Return on Total Cap’l 5.0%

10.3% 12.0% 8.5% 9.0% Return on Shr. Equity 9.0%
10.4% 12.0% 8.5% 9.0% Return on Com Equity D 9.0%

3.9% 5.5% 2.0% 2.5% Retained to Com Eq 3.0%
63% 54% 74% 71% All Div’ds to Net Prof 65%

Company’s Financial Strength A+
Stock’s Price Stability 100
Price Growth Persistence 35
Earnings Predictability 85

(A) EPS diluted. Excl. nonrecur. losses: ’02,
11¢; ’03, 45¢. Next egs. report due late April.
(B) Dividends historically paid in mid-Mar., mid-
June, mid-Sept., and mid-Dec. ■ Div’d reinvest.

plan avail. (C) Incl. intangibles. At 9/30/08:
$17.88/sh. (D) Rate base: net original cost.
Rate all’d elec. common equity: ’08, 9.1%;
earned on ’07 average common equity: 10.8%.

Regulatory Climate: Average.

BUSINESS: Consolidated Edison, Inc., parent of Consolidated
Edison Company of New York, Inc., sells electricity (75% of revs.),
gas (19%), steam (6%) in most of New York City and Westchester
County. Acquired Orange & Rockland Utilities 7/99. Commercial
rev. ratio (52%) compares with 32% for the industry. Nonincome
taxes and avg. price per kwh are among the highest in U.S. Fuel

costs: 67% of revenues; labor costs, 14%. 2007 reported deprec.
rate: 2.9%. In ’07, purchased almost all energy it sold on firm con-
tracts with nonutility generators. Has 15,214 employees, Chairman,
Chief Executive Officer & President: Kevin Burke. Incorporated:
N.Y. Add.: 4 Irving Place, New York, N.Y. 10003. Tel.: 212-460-
3903. Internet: www.coned.com.

Consolidated Edison is waiting for the
outcome of its pending rate case. A
rate decision should be forthcoming next
month for implementation by April. The
company has responded to the PSC recom-
mended decision in an attempt to further
bolster its case to raise rates and lock in a
multi-year agreement. Property taxes and
pension expenses have climbed since the
initial filing. Much of this regional electri-
city, gas, and steam provider’s earnings
potential for this year is tied to the ap-
proval of the requested increase. That
said, this year may prove difficult with
volumes on the decline due to rising unem-
ployment, consumer conservation, weak
construction levels, and an overall
lethargic economic landscape.
Despite lean economic times, Con
Edison is undertaking infrastructure
upgrades. The company plans to spend
about $2.6 billion on capital expenditures
in 2009. Earmarked projects include
reliability and technological initiatives,
and emergency response and environmen-
tal programs. Customer demand was ris-
ing until the recent downturn unfolded,
which pressed customers to conserve. It is

likely the company will include projects to
enhance demand capabilities.
The company must seek funding from
the capital markets. Constrained credit
markets have raised company financing
costs, but regulated utilities have not been
affected as much. ConEd recently issued
$600 million of 10-year senior notes in De-
cember, and was not hurt by higher rates.
But a further deterioration in the credit
markets may hamper ED’s plan to issue
about $2.0 billion in debt as well as anoth-
er $500 million in common stock. In-
creased borrowings will lift interest ex-
pense, and capital investment will likely
increase property taxes. Further, more
shares outstanding will dilute the bottom
line.
This high-quality issue is a good
choice for income-seeking accounts.
Ongoing market unpredictability has had
little impact on ED’s stock price. A new
rate plan, investments in its service area,
and growing demand should all augur well
for bottom-line growth once the recession
has lifted. Too, a steadily increasing divi-
dend provides appeal.
Mary Beth Wiedenkeller February 27, 2009

LEGENDS
0.85 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

Options: Yes
Shaded area: prior recession

Latest recession began 12/07
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EDISON INTERNAT’L NYSE-EIX 33.44 9.2 8.8
13.0 0.79 3.7%

TIMELINESS 3 Raised 5/18/07

SAFETY 3 Raised 11/11/05

TECHNICAL 3 Raised 11/28/08
BETA .80 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 55 (+65%) 16%
Low 35 (+5%) 5%
Insider Decisions

M A M J J A S O N
to Buy 1 0 0 0 0 0 1 0 1
Options 0 0 1 0 0 1 0 0 0
to Sell 0 0 1 0 0 1 0 0 0
Institutional Decisions

1Q2008 2Q2008 3Q2008
to Buy 203 205 170
to Sell 187 183 209
Hld’s(000) 245280 248036 245207

High: 27.8 31.0 29.6 30.0 16.1 19.6 22.1 32.5 49.2 47.2 60.3 55.7
Low: 19.4 25.1 21.6 14.1 6.3 7.8 10.6 21.2 30.4 37.9 42.8 26.7

% TOT. RETURN 12/08
THIS VL ARITH.

STOCK INDEX
1 yr. -38.0 -37.4
3 yr. -20.4 -26.7
5 yr. 66.1 -8.2

CAPITAL STRUCTURE as of 9/30/08
Total Debt $12504 mill. Due in 5 Yrs $4623.0 mill.
LT Debt $10523 mill. LT Interest $658.0 mill.
(LT interest earned: 3.2x)
Leases, Uncapitalized Annual rentals $980.0 mill.
Pension Assets-12/07 $3.60 bill. Oblig. $3.36 bill.
Pfd Stock $907.0 mill. Pfd Div’d $51.0 mill.
4,800,198 shs. 4.08% to 4.78%, $25 par, call.
$25.50 to $28.75/sh. 8,000,000 shs. 5.349% to
6.125%, $100 par.
Common Stock 325,811,206 shs.
as of 11/5/08
MARKET CAP: $11 billion (Large Cap)

ELECTRIC OPERATING STATISTICS
2005 2006 2007

% Change Retail Sales (KWH) +2.1 +2.9 +.1
Avg. Indust. Use (MWH) 661 710 704
Avg. Indust. Revs. per KWH (¢) 5.99 7.19 6.86
Capacity at Peak (Mw) NA NA NA
Peak Load, Summer (Mw) 21934 22889 23303
Annual Load Factor (%) 52.3 52.7 52.2
% Change Customers (yr-end) +1.6 +1.5 +.8

Fixed Charge Cov. (%) 265 266 278
ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Revenues 6.0% 1.5% 5.5%
‘‘Cash Flow’’ 4.5% 20.5% 4.5%
Earnings 7.0% - - 6.0%
Dividends 1.0% - - 4.0%
Book Value 4.5% 17.5% 8.5%

Cal- Full
endar Year

QUARTERLY REVENUES ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2005 2446 2649 3783 2974 11852
2006 2751 3001 3802 3068 12622
2007 2912 3047 3942 3212 13113
2008 3083 3382 4111 3424 14000
2009 3300 3450 4350 3600 14700
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2005 .59 .55 1.33 .90 3.38
2006 .56 .53 1.39 .80 3.28
2007 1.00 .28 1.40 .65 3.32
2008 .92 .79 1.31 .63 3.65
2009 .95 .75 1.50 .65 3.85
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B ■ †

Mar.31 Jun.30 Sep.30 Dec.31
2005 .25 .25 .25 .25 1.00
2006 .27 .27 .27 .27 1.08
2007 .29 .29 .29 .29 1.16
2008 .305 .305 .305 .305 1.22
2009 .31

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
17.83 17.47 18.64 18.95 20.13 24.58 29.12 27.85 35.96 35.10 35.26 37.25 31.30 36.38

3.54 3.63 3.67 3.95 4.45 5.49 6.65 7.20 d.52 4.35 4.79 5.88 3.79 6.99
1.75 1.57 1.56 1.66 1.64 1.75 1.86 2.03 d5.84 1.30 1.82 2.38 .69 3.38
1.39 1.42 1.11 1.00 1.00 1.00 1.04 1.08 .83 - - - - - - .80 1.02
1.89 2.81 2.54 2.18 1.75 2.08 2.75 3.55 4.57 2.86 4.88 3.95 5.32 5.73

13.30 13.31 13.72 14.34 15.07 14.71 14.55 15.01 7.43 10.04 13.62 16.52 18.57 20.30
447.74 447.80 447.80 443.61 424.52 375.76 350.55 347.21 325.81 325.81 325.81 325.81 325.81 325.81

12.6 14.8 9.7 10.0 10.8 13.7 15.1 12.9 - - 10.0 7.8 7.0 NMF 11.7
.76 .87 .64 .67 .68 .79 .79 .74 - - .51 .43 .40 NMF .62

6.3% 6.1% 7.4% 6.0% 5.7% 4.2% 3.7% 4.1% 3.9% - - - - - - 3.1% 2.6%

10208 9670.0 11717 11436 11488 12135 10199 11852
706.0 776.8 d1982 536.1 644.0 738.0 220.0 1132.0

39.2% 27.5% - - NMF 37.8% 22.4% - - 26.0%
2.8% - - - - - - 3.3% 3.7% 11.4% 4.9%

58.7% 66.1% 75.6% 73.3% 66.6% 68.1% 60.5% 54.6%
37.4% 25.7% 15.0% 18.9% 25.6% 31.1% 37.8% 40.9%
13642 20261 16080 17279 17352 17299 15995 16167
7254.0 7331.0 7819.0 8013.0 8247.0 12587 13475 14469

7.6% 5.6% NMF 6.6% 6.7% 7.2% 4.2% 9.4%
12.5% 11.3% NMF 11.6% 11.1% 13.4% 3.5% 15.4%
13.1% 13.6% NMF 13.6% 11.9% 13.6% 3.5% 16.7%

6.5% 6.4% NMF 13.6% 11.9% 13.6% NMF 12.2%
53% 57% NMF 17% 18% 1% 121% 29%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
38.74 40.25 42.95 45.10 Revenues per sh 53.50

7.25 7.60 7.65 8.05 ‘‘Cash Flow’’ per sh 9.50
3.28 3.32 3.65 3.85 Earnings per sh A 4.75
1.10 1.18 1.23 1.25 Div’d Decl’d per sh B■† 1.40
7.78 8.67 9.05 15.65 Cap’l Spending per sh 12.25

23.66 25.92 27.50 29.70 Book Value per sh C 37.50
325.81 325.81 325.81 325.81 Common Shs Outst’g D 325.81

13.0 16.0 12.5 Avg Ann’l P/E Ratio 10.0
.70 .85 .80 Relative P/E Ratio .65

2.6% 2.2% 2.7% Avg Ann’l Div’d Yield 3.0%

12622 13113 14000 14700 Revenues ($mill) 17400
1134.0 1151.0 1375 1475 Net Profit ($mill) 1790
31.4% 27.3% 32.0% 32.0% Income Tax Rate 32.0%

5.1% 8.2% 7.0% 7.0% AFUDC % to Net Profit 6.0%
51.3% 49.1% 53.0% 51.5% Long-Term Debt Ratio 46.0%
43.5% 46.0% 43.0% 44.5% Common Equity Ratio 50.5%
17725 18375 20875 21775 Total Capital ($mill) 24300
15913 17403 19050 22800 Net Plant ($mill) 32500
8.6% 8.3% 8.0% 8.5% Return on Total Cap’l 9.0%

13.1% 12.3% 12.5% 12.5% Return on Shr. Equity 12.5%
14.0% 13.0% 13.5% 13.0% Return on Com Equity E 13.0%
10.1% 9.2% 9.0% 9.0% Retained to Com Eq 9.0%

31% 33% 33% 31% All Div’ds to Net Prof 28%

Company’s Financial Strength B++
Stock’s Price Stability 95
Price Growth Persistence 70
Earnings Predictability 20

(A) Diluted EPS. Excl. nonrecur. gains (losses):
’99, (24¢); ’01, $1.88 net; ’02, $1.48; ’03, (12¢)
net; ’04, $2.12; loss from disc. ops.: ’07, 1¢.
Incl. nonrecur. losses: ’00, $7.58; ’01, $1.88.

’05 & ’07 EPS don’t add due to rounding. Next
earnings report due late Feb. (B) Div’ds histori-
cally paid late Jan., Apr., July, Oct. ■ Div’d rein-
vest. plan avail. † Shareholder invest. plan

avail. (C) Incl. def’d chgs. In ’07: $8.35/sh.
(D) In mill. (E) Rate base: net orig. cost. Rate
allowed on com. eq. in ’08: 11.5%; earned on
avg. com. eq., ’07: 13.6%. Regul. Climate: Avg.

BUSINESS: Edison International (formerly SCECorp) is a holding
company for Southern California Edison (SCE), which supplies
electricity to 4.9 million customers in a 50,000 sq. mi. area in cen-
tral, coastal, and southern California (excl. Los Angeles and San
Diego). Edison Mission Group (EMG) is an independent power pro-
ducer. Electric revenue breakdown, ’07: residential, 39%; commer-

cial, 42%; industrial, 7%; other, 12%. Generating sources, ’07:
nuclear, 21%; gas, 7%; coal, 6%; hydro, 3%; purchased, 63%. En-
ergy costs: 38% of revs. ’07 reported depr. rate (util.): 4.2%. Has
17,300 employees. Chairman, President & CEO: Theodore F.
Craver, Jr. Inc.: CA. Address: 2244 Walnut Grove Ave., Rosemead,
CA 91770. Tel.: 626-302-2222. Internet: www.edison.com.

Edison International’s utility subsidi-
ary is awaiting orders on two rate
cases. Southern California Edison is ask-
ing the state commission for a base rate
increase of $739 million (16.5%). This
would be followed by increases of $211
million in 2010 and $256 million in 2011.
This filing seeks to place the utility’s capi-
tal spending into the rate base. New tariffs
will be retroactive to the start of 2009. An
order was expected as this report was
going to press. Separately, SCE is asking
the Federal Energy Regulatory Commis-
sion for a rate hike of $129 million (1.2%)
based on a 12.7% return on equity. An or-
der is expected by the end of March. Rate
relief should help the company’s earnings
advance in 2009.
Another regulatory matter is pending
in California. SCE is proposing to spend
$875 million to add 250 megawatts of solar
power over a five-year period. The commis-
sion’s decision is expected by the end of
March.
Edison Mission Group is adding wind
capacity. This nonregulated power gener-
ator’s capacity is now predominantly coal.
Now, due to the credit crisis, it is limiting

its capacity additions to the wind turbines
that it is already committed to buy. Ideal-
ly, EMG will wind up with a portfolio of
assets that is equally divided among coal,
gas, and renewable sources (mainly wind).
The board of directors has raised the
dividend. The increase, at just two cents
(1.6%) annually, was less than in recent
years, however. Edison International has a
goal of annual dividend hikes and wants to
pay out 45%-55% of SCE’s earnings.
It appears as if Edison International
will take a sizable noncash charge
stemming from the settlement of a
dispute with the IRS. Based on settle-
ment discussions, the company figures
that the charge will be $612 million, at
most, to reflect the impairment of some
leases. We will exclude it from our presen-
tation as a nonrecurring item.
This stock looks more attractive for
the 3- to 5-year period than the near
term. Its yield is about a percentage point
below the utility average. Good earnings
and dividend growth through 2011-2013
should produce a total return that’s a cut
above the industry norm over that time.
Paul E. Debbas, CFA February 6, 2009

LEGENDS
1.65 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

Options: Yes
Shaded area: prior recession

Latest recession began 12/07
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IDACORP, INC. NYSE-IDA 30.09 12.6 13.4
15.0 1.08 4.0%

TIMELINESS 2 Raised 11/14/08

SAFETY 3 Lowered 2/14/03

TECHNICAL 3 Lowered 1/30/09
BETA .80 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 40 (+35%) 11%
Low 30 (Nil) 4%
Insider Decisions

M A M J J A S O N
to Buy 0 0 0 0 0 0 0 0 1
Options 0 0 0 0 0 0 0 0 1
to Sell 1 0 2 0 0 1 0 0 1
Institutional Decisions

1Q2008 2Q2008 3Q2008
to Buy 77 68 66
to Sell 65 74 64
Hld’s(000) 39105 37089 33763

High: 37.8 38.1 36.5 53.0 49.4 41.0 30.2 32.9 32.1 40.2 39.2 35.1
Low: 28.5 29.9 26.0 25.9 33.6 20.9 20.6 25.3 26.2 29.0 30.1 21.9

% TOT. RETURN 12/08
THIS VL ARITH.

STOCK INDEX
1 yr. -13.0 -37.4
3 yr. 12.0 -26.7
5 yr. 19.0 -8.2

CAPITAL STRUCTURE as of 9/30/08
Total Debt $1484.8 mill. Due in 5 Yrs $325.0 mill.
LT Debt $1273.0 mill. LT Interest $65.2 mill.
(LT interest earned: 2.4x)

Pension Assets-12/07 $408.0 mill. Oblig. $420.5
mill.

Pfd Stock None

Common Stock 45,566,370 shs.

MARKET CAP: $1.4 billion (Mid Cap)

ELECTRIC OPERATING STATISTICS
2005 2006 2007

% Change Retail Sales (KWH) - - +1.0 +4.3
Avg. Indust. Use (MWH) 26535 26731 27413
Avg. Indust. Revs. per KWH (¢) 3.45 2.96 2.92
Capacity at Peak (Mw) 3084 3085 3267
Peak Load, Summer (Mw) 2963 3084 3193
Annual Load Factor (%) NA NA NA
% Change Customers (yr-end) +3.8 +3.6 +2.6

Fixed Charge Cov. (%) 207 274 262
ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Revenues 2.0% -21.5% 3.0%
‘‘Cash Flow’’ .5% -4.0% 1.5%
Earnings -1.0% -7.0% 5.0%
Dividends -4.5% -8.5% Nil
Book Value 3.5% 2.5% 4.0%

Cal- Full
endar Year

QUARTERLY REVENUES($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2005 195.6 204.9 248.4 210.6 859.5
2006 268.4 242.6 230.5 184.8 926.3
2007 206.7 213.8 261.5 197.4 879.4
2008 213.4 230.2 299.7 196.7 940
2009 235 250 300 235 1020
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2005 .55 .22 .56 .42 1.75
2006 .64 .53 .76 .42 2.35
2007 .56 .42 .65 .23 1.86
2008 .48 .39 1.14 .24 2.25
2009 .56 .44 .80 .45 2.25
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B†■

Mar.31 Jun.30 Sep.30 Dec.31
2005 .30 .30 .30 .30 1.20
2006 .30 .30 .30 .30 1.20
2007 .30 .30 .30 .30 1.20
2008 .30 .30 .30 .30 1.20
2009 .30

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
13.76 14.57 14.45 14.51 15.38 19.90 29.83 17.50 27.10 150.10 24.43 20.41 20.00 20.15

3.16 3.53 3.39 3.89 4.05 4.22 4.69 4.50 5.63 5.63 4.08 3.50 4.12 3.87
1.55 1.97 1.80 2.10 2.21 2.32 2.37 2.43 3.50 3.35 1.63 .96 1.90 1.75
1.86 1.86 1.86 1.86 1.86 1.86 1.86 1.86 1.86 1.86 1.86 1.70 1.20 1.20
3.26 3.32 2.94 2.23 2.49 2.51 2.37 2.95 3.73 4.78 3.53 3.89 4.73 4.53

17.28 17.86 17.91 18.15 18.47 18.93 19.42 20.02 21.82 23.15 23.01 22.54 23.88 24.04
36.19 37.09 37.61 37.61 37.61 37.61 37.61 37.61 37.61 37.63 38.02 38.34 42.22 42.66

17.0 15.4 13.9 12.4 13.7 13.6 14.4 12.7 10.9 11.4 18.9 26.5 15.5 16.7
1.03 .91 .91 .83 .86 .78 .75 .72 .71 .58 1.03 1.51 .82 .89

7.1% 6.1% 7.4% 7.2% 6.1% 5.9% 5.4% 6.0% 4.9% 4.9% 6.0% 6.7% 4.1% 4.1%

1122.0 658.3 1019.4 5648.0 928.8 782.7 844.5 859.5
94.8 96.9 137.6 130.0 66.3 40.1 77.8 63.7

32.0% 32.0% 32.1% 33.3% - - - - - - 16.9%
1.3% 3.2% 3.6% 3.1% 3.0% 7.5% 3.9% 4.7%

49.4% 48.9% 48.3% 46.4% 49.2% 50.8% 49.3% 50.0%
44.2% 44.8% 45.9% 47.9% 47.9% 46.4% 50.7% 50.0%
1652.3 1680.3 1790.0 1818.0 1826.9 1862.5 1987.8 2048.8
1711.5 1745.7 1805.0 1886.0 1906.5 2088.3 2209.5 2314.3

7.3% 7.4% 9.2% 8.7% 5.1% 3.7% 5.3% 4.5%
11.3% 11.3% 14.9% 13.3% 7.1% 4.4% 7.7% 6.2%
12.2% 12.1% 16.0% 14.4% 7.0% 4.2% 7.2% 6.2%

2.6% 2.9% 7.5% 6.3% NMF NMF 2.7% 1.3%
80% 78% 55% 58% 113% NMF 65% 80%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
21.23 19.51 20.60 21.70 Revenues per sh 24.50

4.58 4.11 4.50 4.45 ‘‘Cash Flow’’ per sh 4.55
2.35 1.86 2.25 2.25 Earnings per sh A 2.65
1.20 1.20 1.20 1.20 Div’d Decl’d per sh B† ■ 1.20
5.16 6.39 6.05 5.85 Cap’l Spending per sh 5.35

25.77 26.79 27.80 28.85 Book Value per sh C 32.15
43.63 45.06 45.60 47.00 Common Shs Outst’g D 51.50

15.1 18.2 13.5 Avg Ann’l P/E Ratio 13.0
.82 .96 .85 Relative P/E Ratio .85

3.4% 3.5% 4.0% Avg Ann’l Div’d Yield 4.1%

926.3 879.4 940 1020 Revenues ($mill) 1260
100.1 82.3 105 110 Net Profit ($mill) 135

13.3% 14.3% 24.0% 24.0% Income Tax Rate 24.0%
4.0% 9.7% 5.0% 5.0% AFUDC % to Net Profit 5.0%

45.2% 48.9% 50.1% 49.9% Long-Term Debt Ratio 48.5%
54.8% 51.1% 49.9% 50.1% Common Equity Ratio 51.5%
2052.8 2364.2 2545 2705 Total Capital ($mill) 3205
2419.1 2616.6 2805 2980 Net Plant ($mill) 3450

6.2% 4.7% 5.5% 5.0% Return on Total Cap’l 5.0%
8.9% 6.8% 8.5% 8.0% Return on Shr. Equity 8.0%
8.9% 6.8% 8.5% 8.0% Return on Com Equity E 8.0%
4.3% 2.4% 4.0% 4.0% Retained to Com Eq 4.5%
51% 64% 52% 52% All Div’ds to Net Prof 46%

Company’s Financial Strength B+
Stock’s Price Stability 100
Price Growth Persistence 15
Earnings Predictability 50

(A) EPS diluted. Excl. nonrecurring gains
(loss): ’93, 16¢; ’00, 22¢; ’03, 26¢; ’05, (24¢);
’06, 17¢. Next earnings report due late Feb. (B)
Div’ds historically paid in late Feb., late May,

late Aug., and late Nov. ■ Div’d reinvestment
plan avail. † Shareholder investment plan avail.
(C) Incl. deferred debits. In ’07: $3.86/sh. (D) In
mill. (E) Rate Base: Net original cost. Rate al-

lowed on com. eq. in Idaho in ’04: 10.25%;
earned on avg. system com. eq., ’07: 7.1%.
Regulatory Climate: Above Average.

BUSINESS: IDACORP, Inc. is the holding company for Idaho
Power, a utility that owns 17 hydroelectric generation developments
and partly owns three coal plants. Also invests in affordable hous-
ing. Sold a patented fuel cell system in 2006. Sells electricity in
Idaho (96% of revenues.) and Oregon (4%). Revenue breakdown:
residential, 46%; commercial, 25%; industrial, 15%; other, 14%.

Fuel and purchased power cost: 51% of ’07 revenues; estimated
labor costs: 9.0%. 2007 depreciation rate: 3.0%. Fuel sources:
hydro, 46%; thermal, 54%. Has 2,044 employees. Chairman: Jon
H. Miller. Chief Executive Officer & President: J. LaMont Kean. In-
corporated: Idaho. Address: 1221 W. Idaho St., Boise, Idaho
83702. Telephone: 208-388-2200. Internet: www.idacorpinc.com.

IDACORP’s third-quarter earnings
rose a hefty 75% over those of the
year-before period. And this occured
despite the weakening domestic economy.
This gain was generated mainly by the
company’s regulated business unit, Idaho
Power, which accounted for 90% of
quarterly earnings. Increased customer
prices, a more temperate climate, and im-
proved hydro-electric operations resulted
in a $17.6 million increase in operating in-
come, which acted as a key earnings driver
in the quarter.
Power consumption in Idaho hit a
new peak during the September inter-
im. Idaho Power customers accelerated
their energy usage this past quarter, hit-
ting over 3,200 megawatts for the first
time on record. Historically, demand dur-
ing the summer months is at its highest,
stemming primarily from increased irriga-
tion pumping.
A ruling from the Idaho Public Utility
Commission on the company’s general
rate case is probable this month. The
petition, filed by IDACORP last June,
seeks a rate increase of 9.9%, which would
increase its revenues by $67 million an-

nually. Of this, $23 million relates to
power supply expense and $44 million is
for the base rate increase. The filing also
includes a requested return on equity of
11.25%, up from the current 10.25%.
The company is focused on trimming
capital expenditures. Continued volatil-
ity in credit markets, coupled with
weakening demand, has resulted in
IDACORP cutting back on spending. The
company announced that it will be im-
plementing hiring restrictions in an at-
tempt to slow operation and maintenance
spending in 2009. Moreover, management
is currently reviewing future capital plans,
which will likely result in the cancellation
or deferral of projects relating to noncore
operations.
Though timely, these shares do not
appear to be a favorable holding over
the 3- to 5-year period. At the current
quotation, this stock offers limited appreci-
ation potential, as it is already trading
within the range we see as probable for
2011-2013. Furthermore, with a yield
slightly below the industry average, we be-
lieve better utility options are available.
Michael Ratty February 6, 2009

LEGENDS
1.00 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

Options: Yes
Shaded area: prior recession

Latest recession began 12/07
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PEPCO HOLDINGS NYSE-POM 16.71 9.1 8.8
NMF 0.78 6.5%

TIMELINESS 3 Lowered 9/19/08

SAFETY 3 Lowered 6/6/03

TECHNICAL 3 Lowered 12/26/08
BETA .75 (1.00 = Market)

2012-14 PROJECTIONS
Ann’l Total

Price Gain Return
High 40 (+140%) 27%
Low 25 (+50%) 15%
Insider Decisions

A M J J A S O N D
to Buy 0 0 0 0 0 0 0 0 0
Options 2 0 0 0 0 0 0 0 0
to Sell 0 0 0 0 0 2 0 0 0
Institutional Decisions

1Q2008 2Q2008 3Q2008
to Buy 158 184 122
to Sell 129 99 174
Hld’s(000) 113740 119680 117302

High: 21.9 20.6 21.7 24.5 27.0 30.7 29.6 18.7
Low: 18.3 16.1 16.9 20.3 21.8 24.2 15.3 16.6

% TOT. RETURN 1/09
THIS VL ARITH.

STOCK INDEX
1 yr. -26.6 -39.3
3 yr. -12.0 -36.6
5 yr. 10.6 -18.3

Pepco Holdings, Inc. (PHI) was formed on
August 1, 2002, upon the merger of Poto-
mac Electric Power Co. (PEPCO) and Con-
ectiv. In the $2.2 billion deal, PEPCO com-
mon stockholders received one common
share in PHI for each of their shares, and
Conectiv investors exchanged each of their
common shares for $25 worth of PHI stock
and cash, prorated 50/50.

CAPITAL STRUCTURE as of 9/30/08
Total Debt $5754.9 mill. Due in 5 Yrs $2625 mill.
LT Debt $4642.6 mill. LT Interest $255 mill.
Incl. $418.3 mill. ACE transition bonds
and $102.3 mill. capitalized leases.
(LT interest earned: 2.6x)
Pension Assets-12/07 $1.63 bill. Oblig. $1.70 bill.
Pfd Stock $24.4 mill. Pfd Div’d $1.2 mill.
Incl. 62,145 shs 4.0%-5.0% ACE redeem. serial
pfd, $100 par val., $100-$105.5 redem. price;
181,698 shs 3.7%-5.0% DPL redeem. serial pfd,
$100.00 par val., $103-$105 remp. price
Common Stock 202,208,790 shs.
MARKET CAP: $3.4 billion (Mid Cap)

ELECTRIC OPERATING STATISTICS
2005 2006 2007

% Change Retail Sales (KWH) +2.0 +2.2 +4.7
Avg. Resid’l Use (KWH) 11333 11342 11064
Avg. Resid’l Revs. per KWH(¢) 5.59 6.44 N/A
Capacity at Peak (Mw) 5059 5060 6071
Peak Load, Summer (Mw) N/A N/A N/A
Annual Load Factor (%) N/A N/A N/A
% Change Customers (yr-end) +1.3 +1.5 +1.0

Fixed Charge Cov. (%) 199 218 220
ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’12-’14
Revenues - - -0.5% 2.5%
‘‘Cash Flow’’ - - -3.5% 6.5%
Earnings - - -4.5% 10.0%
Dividends - - - - 2.5%
Book Value - - 1.0% 4.5%

Cal- Full
endar Year

QUARTERLY REVENUES ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2006 1951.9 1916.6 2589.9 1904.5 8362.9
2007 2178.8 2084.3 2770.3 2333.0 9366.4
2008 2640.9 2518.2 3059.5 2031.4 10250
2009 2600 2550 3100 2150 10400
2010 2750 2710 3240 2300 11000
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2006 .27 .27 .58 .20 G1.33
2007 .27 .30 .68 .29 G1.53
2008 .49 .53 .59 .24 1.85
2009 .49 .51 .60 .30 1.90
2010 .55 .57 .68 .35 2.15
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B ■

Mar.31 Jun.30 Sep.30 Dec.31
2005 .25 .25 .25 .25 1.00
2006 .26 .26 .26 .26 1.04
2007 .26 .26 .26 .26 1.04
2008 .27 .27 .27 .27 1.08
2009 .27

1999 2000 2001 2002F 2003 2004 2005 2006
- - 45.87 50.20 41.11 42.33 38.35 42.49 43.57
- - 4.56 4.87 3.12 3.80 3.71 3.67 3.47
- - 1.51 2.16 1.79 1.35 1.46 1.49 1.33
- - - - - - .42 1.00 1.00 1.00 1.04
- - - - 5.35 3.06 3.48 2.75 2.46 2.47
- - 17.75 18.41 18.17 17.48 17.87 18.88 18.82
- - 165.50 158.70 164.85 171.77 188.33 189.82 191.93
- - - - - - 11.3 13.4 13.6 14.9 18.1
- - - - - - .62 .76 .72 .79 .98
- - - - - - 2.1% 5.5% 5.0% 4.5% 4.3%

- - 7590.7 7966.5 6777.3 7271.3 7221.8 8065.5 8362.9
- - 288.3 368.0 294.9 245.2 261.3 277.4 254.4
- - 47.6% 36.8% 17.0% 18.3% 38.7% 38.8% 39.1%
- - - - 4.5% - - - - - - - - - -
- - 52.1% 53.1% 58.7% 63.1% 59.7% 57.1% 54.6%
- - 41.0% 41.0% 36.4% 35.6% 39.6% 42.3% 45.1%
- - 7167.9 7123.0 8228.9 8439.3 8494.0 8469.3 8004.0
- - 6060.2 6352.0 6798.0 6964.9 7088.0 7312.0 7576.6
- - 6.0% 6.8% 4.6% 4.8% 5.0% 5.0% 5.1%
- - 8.4% 11.0% 8.7% 7.9% 7.6% 7.6% 7.0%
- - 9.8% 12.6% 9.2% 7.7% 7.7% 7.7% 7.0%
- - 9.8% 12.6% 5.3% 2.0% 2.5% 2.4% 1.5%
- - - - - - 46% 75% 68% 69% 78%

2007 2008 2009 2010 © VALUE LINE PUB., INC. 12-14
46.71 48.80 49.50 52.40 Revenues per sh 53.65
3.30 4.45 4.50 5.00 ‘‘Cash Flow’’ per sh 5.40
1.53 1.85 1.90 2.15 Earnings per sh A 2.75
1.04 1.08 1.08 1.12 Div’d Decl’d per sh B ■ 1.20
3.11 4.05 4.30 4.30 Cap’l Spending per sh 4.10

20.04 20.95 21.85 23.00 Book Value per sh C 26.00
200.51 210.00 210.00 210.00 Common Shs Outst’g D 220.00

18.2 13.0 Bold figures are
Value Line
estimates

Avg Ann’l P/E Ratio 11.5
.97 .80 Relative P/E Ratio .75

3.7% 4.6% Avg Ann’l Div’d Yield 3.8%

9366.4 10250 10400 11000 Revenues ($mill) 11800
296.5 390 400 450 Net Profit ($mill) 595

39.3% 40.0% 40.0% 40.0% Income Tax Rate 40.0%
- - 4.0% 4.0% 4.0% AFUDC % to Net Profit 4.0%

54.1% 51.5% 52.5% 52.5% Long-Term Debt Ratio 51.5%
45.9% 48.5% 47.5% 47.5% Common Equity Ratio 48.5%
8753.0 9050 9300 9800 Total Capital ($mill) 11500
7876.7 8300 8700 9000 Net Plant ($mill) 9800

5.1% 5.5% 5.5% 6.0% Return on Total Cap’l 6.5%
7.4% 9.0% 9.0% 9.5% Return on Shr. Equity 10.5%
7.4% 9.0% 9.0% 9.5% Return on Com Equity E 10.5%
2.3% 3.5% 3.5% 4.5% Retained to Com Eq 5.5%
68% 58% 59% 53% All Div’ds to Net Prof 45%

Company’s Financial Strength B
Stock’s Price Stability 100
Price Growth Persistence 35
Earnings Predictability 75

(A) Based on dil. shs. Excl. nonrecur. items:
’00, 96¢; ’01, 30¢; ’03, d69¢; ’04, 1¢; ’05, 47¢;
1Q, ’06, 3¢; 3Q, ’06, d4¢. Next egs rpt early
Mar. (B) Div’ds paid in late March, June, Sep.,

and Dec. ■ Div’d reinvest. plan. (C) Incl. def’d
chgs: ’05, $6.33/sh. (D) In mill. (E) Rate al-
lowed in MD: 11.0% (’98-Pepco), 11.9% (’93-
Delmarva); DC: 11.1% (’95-Pep.); DEL: 10.0%

(’06-Del.); NJ: N/A (’05-ACE); VA: 11.05% (’93-
Del.). Earned on ’05 avg. com. eq., 7.9%. Reg.
Clim.: Avg. (F) Pre-2003 results pro forma.
(G) Qtrly egs don’t add due to change in shs.

BUSINESS: Pepco Holdings, Inc. consists mainly of three electric
utility subsidiaries: Potomac Electric Power Co., serving Washing-
ton, D.C. and adjoining areas of Maryland; Delmarva Power, which
serves the peninsula area of Delaware, Maryland and Virginia; and
Atlantic City Electric, serving southern New Jersey. Electricity cus-
tomers: 1.8 million; gas customers: 120,000. Nonregulated units in-

clude: Conectiv Energy, Pepco Energy Services, and Potomac
Cap’l Inv. Corp. 2007 electricity revenues: residential, 37%; com-
mercial, 45%; industrial, 2%; other, 16%. 2007 depreciation rate:
3.7%. Has about 5,130 employees. Chairman, Pres. & CEO:
Dennis R. Wraase. Inc.: DE. Addr.: 701 Ninth St., N.W., Wash.,
D.C. 20068. Tel.: 202-872-2000. Internet: www.pepcoholdings.com.

PEPCO Holdings will probably face a
difficult time in 2009. The recession-
stricken economy took its toll on the com-
pany’s bottom line in 2008. Decreasing
sales and increasing bad debt expense lead
us to believe that the trend will probably
continue, at least over the next six to 12
months. On a positive note, we expect
earnings to rebound by 2010, when as-
sumed rate relief, coupled with the results
of increased transmission spending, ought
to offer a boost. All told, we’ve shaved
$0.05 off our 2009 share-earnings es-
timate, which now stands at $1.90.
The Delmarva Power subsidiary is
seeking lower rates for its customers.
It is a key supplier of electricity in the
company’s Delaware and Maryland service
areas. At the end of January, Delmarva
filed a request that would lower rates for
consumers by 4.8% (roughly $9.30 a
month). Management announced that the
lower prices being passed on to consumers
precipitate directly from projected com-
modity costs that are less than the current
rate. If approved, the changes would take
effect this spring.
A major infrastructure project augurs

well for PEPCO in upcoming years.
Over the past three decades, population in
the Washington, DC area has risen dra-
matically, resulting in about a 20% in-
crease in energy consumption. PEPCO’s
Mid-Atlantic Power Pathway (MAPP)
project should address the rise by relieving
some of the congestion currently taking
over the area’s power grid. The 230-mile
MAPP will span four states from northern
Virginia to southern New Jersey and will
have the capability to power up to an addi-
tional two million homes. This will likely
ease traffic on the current grid and im-
prove transmission throughout the region.
Construction on the project is scheduled to
begin in early 2011, with completion likely
by 2013. Preliminary estimates tag the
project’s cost at $1.4 billion.
These shares, ranked 3 (Average) for
Timeliness, may interest income-
oriented investors, thanks in large part
to the high current yield, which is well
above average for the industry. Further-
more, we believe solid earnings growth
should support further dividend increases
over the next 3 to 5 years.
Michael Ratty February 27, 2009

LEGENDS
1.00 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

Options: Yes
Shaded area: prior recession

Latest recession began 12/07
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PG&E CORP. NYSE-PCG 38.90 10.4 13.8
15.0 0.89 4.3%

TIMELINESS 2 Raised 12/19/08

SAFETY 2 Raised 5/12/06

TECHNICAL 2 Raised 12/5/08
BETA .65 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 50 (+30%) 10%
Low 40 (+5%) 5%
Insider Decisions

M A M J J A S O N
to Buy 0 0 0 0 0 0 0 0 0
Options 0 0 0 0 0 3 0 0 0
to Sell 0 0 0 0 0 3 0 0 1
Institutional Decisions

1Q2008 2Q2008 3Q2008
to Buy 171 189 165
to Sell 197 158 171
Hld’s(000) 241684 243516 240651

High: 30.9 35.1 34.0 31.8 20.9 23.8 28.0 34.5 40.1 48.2 52.2 45.7
Low: 20.9 29.1 20.3 17.0 6.5 8.0 11.7 25.9 31.8 36.3 42.6 26.7

% TOT. RETURN 12/08
THIS VL ARITH.

STOCK INDEX
1 yr. -6.4 -37.4
3 yr. 15.6 -26.7
5 yr. 59.8 -8.2

CAPITAL STRUCTURE as of 9/30/08
Total Debt $11427 mill. Due in 5 yrs $2750 mill.
LT Debt $9126 mill. LT Interest $470.0 mill.
Incl. $1310 mill. Energy Recovery Bonds.
(LT interest earned: 3.2x)
Pension Assets-12/07 $9.54 bill. Oblig. $9.08 bill.
Pfd Stock $252.0 mill. Pfd Div’d $14.0 mill.
5,973,456 shs. 4.36% to 7.04%, cum. and $25 par,
redeemable from $25.75 to $27.25; 5,784,825 shs.
5.00% to 6.00%, cum. nonredeemable and $25
par; 5,500,000 shs. 6.30% and 6.57%, cum. $25
par, subject to mandatory redemption.
Common Stock 358,198,151 shs.
MARKET CAP: $14 billion (Large Cap)

ELECTRIC OPERATING STATISTICS
2005 2006 2007

% Change Retail Sales (KWH) -1.6 +5.8 +2.2
Avg. Indust. Use (MWH) 12341 12536 12253
Avg. Indust. Revs. per KWH (¢) 8.25 8.53 8.26
Capacity at Peak (Mw) NMF NMF NMF
Peak Load, Summer (Mw) NMF NMF NMF
Annual Load Factor (%) NMF NMF NMF
% Change Customers (yr-end) - - +2.7 +2.0

Fixed Charge Cov. (%) 309 268 257
ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Revenues 2.5% -8.5% 5.5%
‘‘Cash Flow’’ 2.5% 24.5% 3.0%
Earnings 1.5% - - 7.0%
Dividends -3.0% - - 9.0%
Book Value .5% 17.5% 7.5%

Cal- Full
endar Year

QUARTERLY REVENUES ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2005 2669 2498 2804 3732 11703
2006 3148 3017 3168 3206 12539
2007 3356 3187 3279 3415 13237
2008 3733 3578 3674 3815 14800
2009 3950 3800 3850 4000 15600
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2005 .54 .70 .62 .49 2.35
2006 .60 .65 1.09 .43 2.76
2007 .71 .74 .77 .56 2.78
2008 .62 .80 .83 1.35 3.60
2009 .70 .85 .90 .75 3.20
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B ■ †

Mar.31 Jun.30 Sep.30 Dec.31
2005 - - .30 .30 .30 .90
2006 .33 .33 .33 .33 1.32
2007 .33 .36 .36 .36 1.41
2008 .36 .39 .39 .39 1.53
2009 .39

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
24.12 24.77 24.28 23.24 23.82 36.87 52.12 57.74 67.75 63.18 32.74 25.05 26.47 31.78

5.42 5.42 5.99 6.31 5.24 5.98 6.08 7.15 .80 5.66 1.14 4.80 5.71 7.12
2.58 2.33 2.76 2.95 2.16 1.57 1.88 2.24 d9.21 3.02 d2.36 2.05 2.12 2.35
1.76 1.88 1.96 1.96 1.77 1.20 1.20 1.20 1.20 - - - - - - - - 1.23
5.41 4.13 2.54 2.25 3.05 4.36 4.23 4.39 4.54 7.33 7.94 4.08 3.72 4.90

19.41 19.77 20.07 20.77 20.73 21.30 21.08 19.10 8.19 11.89 9.47 10.12 20.62 19.60
426.85 427.22 430.24 414.03 403.50 417.67 382.60 360.59 387.19 363.38 381.67 416.52 418.62 368.27

12.3 14.8 9.5 9.4 10.9 15.5 16.8 13.1 - - 4.8 - - 9.5 13.8 15.4
.75 .87 .62 .63 .68 .89 .87 .75 - - .25 - - .54 .73 .82

5.6% 5.5% 7.5% 7.1% 7.5% 4.9% 3.8% 4.1% 4.8% - - - - - - - - 3.4%

19942 20820 26232 22959 12495 10435 11080 11703
746.0 825.0 d3324 1099.0 d874.0 791.0 901.0 904.0

43.3% 1.6% - - 35.6% - - 36.7% 35.0% 37.6%
- - - - - - 1.6% - - 3.7% 3.6% 5.6%

45.6% 46.5% 62.1% 58.9% 51.5% 42.4% 45.1% 48.3%
49.6% 48.0% 30.4% 34.9% 42.8% 53.9% 53.2% 50.0%
16268 14339 10428 12399 8438.0 7815.0 16242 14446
17818 16776 16591 19167 16928 18107 18989 19955
6.5% 7.4% NMF 13.3% NMF 16.3% 7.6% 8.1%
8.4% 10.8% NMF 21.5% NMF 17.6% 10.1% 12.1%
8.9% 11.6% NMF 22.9% NMF 18.5% 10.3% 12.3%
3.4% 5.2% NMF 22.9% NMF 18.5% 10.3% 7.7%
63% 56% NMF 10% - - 2% 1% 39%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
36.02 37.42 41.30 43.10 Revenues per sh 47.75

7.71 7.98 8.35 8.05 ‘‘Cash Flow’’ per sh 9.00
2.76 2.78 3.60 3.20 Earnings per sh A 4.00
1.32 1.44 1.56 1.68 Div’d Decl’d per sh B ■ † 2.04
6.90 7.83 10.05 9.10 Cap’l Spending per sh 7.75

22.44 24.18 26.05 27.80 Book Value per sh C 34.25
348.14 353.72 358.50 362.00 Common Shs Outst’g D 383.00

14.8 16.8 10.8 Avg Ann’l P/E Ratio 11.5
.80 .89 .70 Relative P/E Ratio .75

3.2% 3.1% 4.0% Avg Ann’l Div’d Yield 4.5%

12539 13237 14800 15600 Revenues ($mill) 18300
991.0 1006.0 1305 1185 Net Profit ($mill) 1550

35.9% 34.9% 19.0% 33.5% Income Tax Rate 33.5%
6.8% 9.5% 10.0% 10.0% AFUDC % to Net Profit 7.0%

45.4% 52.6% 54.0% 51.5% Long-Term Debt Ratio 47.5%
52.9% 46.1% 45.0% 47.0% Common Equity Ratio 51.5%
14760 18558 20850 21300 Total Capital ($mill) 25300
21785 23656 25550 27100 Net Plant ($mill) 30600
8.4% 7.4% 7.5% 7.0% Return on Total Cap’l 7.5%

12.3% 11.4% 13.5% 11.5% Return on Shr. Equity 11.5%
12.5% 11.6% 14.0% 11.5% Return on Com Equity E 11.5%

6.6% 5.8% 8.0% 5.5% Retained to Com Eq 6.0%
48% 51% 44% 52% All Div’ds to Net Prof 51%

Company’s Financial Strength B++
Stock’s Price Stability 100
Price Growth Persistence 75
Earnings Predictability 5

(A) Diluted EPS. Excl. nonrecurring gains
(losses): ’94, (55¢); ’95, 4¢; ’96, (41¢); ’97,
18¢; ’99, ($2.44); ’04, $6.95. Incl. nonrecurring
loss: ’00, $11.83. ’06 EPS don’t add due to

rounding. Next earnings report due late Feb.
(B) Dividends historically paid in mid-Jan., Apr.,
July, Oct. ■ Dividend reinvestment plan avail. †
Shareholder investment plan avail. (C) Incl. in-

tangibles. In ’07: $12.60/sh. (D) In millions.
(E) Rate base: net orig. cost. Rate allowed on
com. eq. in ’07: 11.35%; earned on avg. com.
eq., ’07: 12.3%. Regulatory Climate: Average.

BUSINESS: PG&E Corporation is a holding company for Pacific
Gas and Electric Company and nonutility subsidiaries. Supplies
electricity and gas to most of northern and central California. Has
5.1 million electric, 4.3 million gas customers. Electric revenue
breakdown, ’07: residential, 41%; commercial, 40%; industrial,
11%; other, 8%. Generating sources, ’07: nuclear, 22%; hydro, 9%;

purchased and other, 69%. Fuel costs: 41% of revenues. ’07
reported depreciation rate (utility): 3.3%. Has 20,050 employees.
Chairman, President & Chief Executive Officer: Peter A. Darbee. In-
corporated: California. Address: One Market, Spear Tower, Suite
2400, San Francisco, California 94105. Telephone: 415-267-7000.
Internet: www.pgecorp.com.

PG&E has reached a favorable settle-
ment with the IRS. PG&E estimates
that the reversal of previous tax reserves
added $0.66-$0.69 to share earnings in the
fourth quarter of 2008. We will include
this in our earnings presentation because
the original reserves were also included.
The settlement will provide the company
with more than $300 million in cash.
Earnings will probably decline in 2009
due to the absence of income from the
tax settlement. Our estimate is at the
midpoint of PG&E’s targeted range of
$3.15-$3.25 a share. The stock is timely.
We look for a dividend increase at the
board meeting later this quarter. We
figure that the directors will raise the
quarterly dividend by $0.03 a share
(7.7%). That has been the pattern in re-
cent years. The payout ratio is low, by util-
ity standards, and should allow for strong
dividend growth to continue over the next
few years, at least. Even with the expected
dividend hike, however, the stock’s yield is
below average for a utility.
Expansion of the utility’s rate base
should be the main source of PG&E’s
earnings growth in the coming years.

The company replaced the steam genera-
tor of Unit 2 of the Diablo Canyon nuclear
station last year and plans to replace the
steam generator of Unit 1 in 2009. The to-
tal cost is $700 million. A 530-megawatt
gas-fired plant began commercial opera-
tion last month at a cost of $350 million. A
657-mw gas-fired facility is under con-
struction, and a 163-mw repowering of an
existing gas-fired plant awaits some ap-
provals before construction begins. The
capital budget for these two projects is
around $900 million. On the distribution
side, PG&E is proposing a $572 million
upgrade of its advanced metering system
and an $800 million, six-year program to
enhance system reliability. Each of these
requires the approval of the California
commission. Due to the company’s large
capital budget, a lot of financing will be re-
quired in the next few years, including
over $1 billion in common equity.
This stock’s total return potential to
2011-2013 is subpar, even by utility
standards. The high-single-digit earnings
and dividend growth we project are ade-
quately reflected in the share price.
Paul E. Debbas, CFA February 6, 2009

LEGENDS
1.52 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

Options: Yes
Shaded area: prior recession

Latest recession began 12/07
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PORTLAND GENERAL NYSE-POR 19.40 12.3 13.2
NMF 1.05 5.2%

TIMELINESS 3 New 11/7/08

SAFETY 2 New 11/10/06

TECHNICAL 3 Lowered 1/30/09
BETA .65 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 30 (+55%) 16%
Low 25 (+30%) 12%
Insider Decisions

M A M J J A S O N
to Buy 0 0 0 0 0 0 0 0 0
Options 0 0 0 0 0 0 0 0 0
to Sell 0 0 0 0 0 0 0 0 0
Institutional Decisions

1Q2008 2Q2008 3Q2008
to Buy 105 109 100
to Sell 82 77 88
Hld’s(000) 62154 61255 59926

High: 35.0 31.3 27.7
Low: 24.2 25.5 15.4

% TOT. RETURN 12/08
THIS VL ARITH.

STOCK INDEX
1 yr. -26.7 -37.4
3 yr. — -26.7
5 yr. — -8.2

On April 3, 2006, Portland General Electric’s
existing stock (which was owned by Enron)
was canceled, and 62.5 million shares were
issued to Enron’s creditors or the Disputed
Claims Reserve (DCR). The stock began
trading on a when-issued basis that day,
and regular trading began on April 10, 2006.
Shares issued to the DCR were released
over time to Enron’s creditors until all of the
remaining shares were released in June,
2007.
CAPITAL STRUCTURE as of 9/30/08
Total Debt $1344.0 mill. Due in 5 Yrs $322.0 mill.
LT Debt $1164.0 mill. LT Interest $72.0 mill.
(LT interest earned: 3.2x)
Leases, Uncapitalized Annual rentals $8.0 mill.

Pension Assets-12/07 $518.0 mill. Oblig. $475.0
mill.
Pfd Stock None

Common Stock 62,557,928 shs.
as of 10/24/08

MARKET CAP: $1.2 billion (Mid Cap)

ELECTRIC OPERATING STATISTICS
2005 2006 2007

% Change Retail Sales (KWH) +1.2 +3.6 +1.0
Avg. Indust. Use (MWH) 13199 15930 16148
Avg. Indust. Revs. per KWH (¢) 5.65 5.82 6.40
Capacity at Peak (Mw) NA NA NA
Peak Load, Winter (Mw) F 3608 3706 3664
Annual Load Factor (%) NA NA NA
% Change Customers (yr-end) +1.7 +1.7 +1.4

Fixed Charge Cov. (%) 239 206 320
ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Revenues - - - - 2.0%
‘‘Cash Flow’’ - - - - 1.5%
Earnings - - - - 7.0%
Dividends - - - - NMF
Book Value - - - - 3.5%

Cal- Full
endar Year

QUARTERLY REVENUES ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2005 371.0 333.0 355.0 387.0 1446.0
2006 381.0 351.0 372.0 416.0 1520.0
2007 436.0 402.0 435.0 470.0 1743.0
2008 471.0 425.0 400.0 454 1750
2009 500 450 475 475 1900
Cal- Full

endar Year
EARNINGS PER SHARE A G

Mar.31 Jun.30 Sep.30 Dec.31
2005 .61 .26 .30 d.15 1.02
2006 d.10 .43 .16 .65 1.14
2007 .88 .73 .32 .40 2.33
2008 .44 .63 - - .43 1.50
2009 .60 .55 .25 .45 1.85
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B

Mar.31 Jun.30 Sep.30 Dec.31
2005 - - - - - - - - - -
2006 - - - - .225 .225 .45
2007 .225 .225 .235 .235 .92
2008 .235 .245 .245 .245 .97
2009 .245

1998 1999 2000 2001 2002 2003 2004 2005G

- - - - - - - - - - - - - - 23.14
- - - - - - - - - - - - - - 4.75
- - - - - - - - - - - - - - 1.02
- - - - - - - - - - - - - - - -
- - - - - - - - - - - - - - 4.08
- - - - - - - - - - - - - - 19.15
- - - - - - - - - - - - - - 62.50
- - - - - - - - - - - - - - - -
- - - - - - - - - - - - - - - -
- - - - - - - - - - - - - - - -

- - - - - - - - - - - - 1454.0 1446.0
- - - - - - - - - - - - 92.0 64.0
- - - - - - - - - - - - 37.0% 40.2%
- - - - - - - - - - - - 9.8% 18.8%
- - - - - - - - - - - - 41.1% 42.3%
- - - - - - - - - - - - 58.9% 57.7%
- - - - - - - - - - - - 2171.0 2076.0
- - - - - - - - - - - - 2275.0 2436.0
- - - - - - - - - - - - 5.6% 4.6%
- - - - - - - - - - - - 7.2% 5.3%
- - - - - - - - - - - - 7.2% 5.3%
- - - - - - - - - - - - 7.2% 5.3%
- - - - - - - - - - - - - - - -

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
24.32 27.87 27.95 25.70 Revenues per sh 28.50
4.64 5.21 4.75 4.60 ‘‘Cash Flow’’ per sh 5.25
1.14 2.33 1.50 1.85 Earnings per sh A 2.25

.68 .93 .97 1.01 Div’d Decl’d per sh B 1.20
5.94 7.28 6.65 10.70 Cap’l Spending per sh 4.25

19.58 21.05 21.55 22.10 Book Value per sh C 24.75
62.50 62.53 62.60 74.00 Common Shs Outst’g D 79.00

23.4 11.9 15.1 Avg Ann’l P/E Ratio 12.5
1.26 .63 .95 Relative P/E Ratio .85

2.5% 3.3% 4.3% Avg Ann’l Div’d Yield 4.5%

1520.0 1743.0 1750 1900 Revenues ($mill) 2250
71.0 145.0 95.0 125 Net Profit ($mill) 170

33.6% 33.8% 28.5% 38.0% Income Tax Rate 38.0%
33.8% 17.9% 16.0% 23.0% AFUDC % to Net Profit 12.0%
43.4% 49.9% 51.0% 48.5% Long-Term Debt Ratio 48.0%
56.6% 50.1% 49.0% 51.5% Common Equity Ratio 52.0%
2161.0 2629.0 2760 3165 Total Capital ($mill) 3800
2718.0 3066.0 3275 3850 Net Plant ($mill) 4525

4.7% 6.9% 5.0% 5.5% Return on Total Cap’l 6.0%
5.8% 11.0% 7.0% 7.5% Return on Shr. Equity 8.5%
5.8% 11.0% 7.0% 7.5% Return on Com Equity E 8.5%
3.5% 6.6% 2.5% 3.5% Retained to Com Eq 4.0%
39% 40% 65% 55% All Div’ds to Net Prof 56%

Company’s Financial Strength B++
Stock’s Price Stability 95
Price Growth Persistence NMF
Earnings Predictability NMF

(A) Diluted earnings. ’06 EPS don’t add to full-
year total due to rounding. Next earnings report
due late February. (B) Dividends paid mid-Jan.,
Apr., July, and Oct. (C) Incl. deferred charges.

In ’07: $304.0 mill., $4.86/sh. (D) In millions.
(E) Rate base: Net original cost. Rate allowed
on common equity in ’09: 10.1%; earned on
average common equity, ’07: 11.4%. Regula-

tory Climate: Average. (F) Summer peak in ’06.
(G) ’05 per-share data are pro forma, based on
shares outstanding when the stock began trad-
ing in ’06.

BUSINESS: Portland General Electric Company (PGE) provides
electricity to 814,000 customers in 52 cities in a 4,000-square-mile
area of Oregon, including Portland and Salem. The company is in
the process of decommissioning the Trojan nuclear plant, which it
closed in 1993. Electric revenue breakdown, ’07: residential, 43%;
commercial, 35%; industrial, 13%; other, 9%. Generating sources

include coal, gas, hydro, wind, and purchased; breakdown is not
available. Fuel costs: 50% of revenues. ’07 reported depreciation
rate: 3.9%. Has 2,700 employees. Chairman: Corbin A. McNeill, Jr.
Chief Executive Officer and President: Jim Piro. Inc.: Oregon. Ad-
dress: 121 SW Salmon Street, Portland, Oregon 97204. Tel.: 503-
464-8000. Internet: www.portlandgeneral.com.

Portland General Electric has re-
ceived a rate increase. The Oregon Pub-
lic Utility Commission (OPUC) granted
the utility a tariff hike of $121 million
(7.6%), based on a 10.1% return on a 50%
common-equity ratio. Of the $121 million,
$95 million is for expected increases in net
variable power costs, with the remaining
$26 million for operating and maintenance
costs and new rate base. The company got
its full variable power cost request but
received less than a sought-after $56 mil-
lion in the ‘‘everything else’’ portion of its
application. The new rates took effect at
the start of 2009.
Earnings should wind up considerab-
ly higher in 2009. The comparison will be
easy because the OPUC ordered the utility
to refund some previously collected reve-
nues. This hurt earnings by $0.41 a share
in 2008. The aforementioned rate hike will
help, and the customer count is rising
modestly, despite the state of the economy.
All told, we estimate that earnings will
rise to $1.85 a share this year, compared
with an estimated $1.50 a share in 2008.
Our 2008 and 2009 estimates coincide
with the company’s targeted ranges of

$1.40-$1.50 and $1.80-$1.90 a share,
respectively.
Two significant capital projects are
under construction. PGE is adding 325
megawatts of capacity at the site of an ex-
isting 125-mw windfarm. The budget for
this expansion is $730 million-$770 mil-
lion. The additional capacity will come on
line in two phases, at the end of 2009 and
the end of 2010. The utility is also install-
ing an advanced metering system at an es-
timated cost of $130 million-$135 million.
The new system is expected to reduce an-
nual operating expenses by $18 million be-
ginning in 2011.
The company’s rising capital budget
will require some financing. PGE has
already issued $130 million out of a total
$300 million of long-term debt that it
plans to add in 2009. Also, the company
intends to issue $230 million of common
stock by yearend. Liquidity appears to be
adequate.
This stock’s yield and 3- to 5-year
total-return potential are slightly
above the norms for the electric utili-
ty industry.
Paul E. Debbas, CFA February 6, 2009

LEGENDS. . . . Relative Price Strength
Options: Yes
Shaded area: prior recession

Latest recession began 12/07
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Sempra EnergyEnova

Target Price Range
2011 2012 2013

SEMPRA ENERGY NYSE-SRE 45.11 11.7 10.6
11.0 1.00 3.5%

TIMELINESS 3 Raised 11/21/08

SAFETY 2 Lowered 2/4/00

TECHNICAL 3 Lowered 1/30/09
BETA .95 (1.00 = Market)

2011-13 PROJECTIONS
Ann’l Total

Price Gain Return
High 90 (+100%) 21%
Low 70 (+55%) 14%
Insider Decisions

M A M J J A S O N
to Buy 0 0 0 0 0 0 0 0 0
Options 0 1 1 0 0 2 0 0 0
to Sell 0 2 1 0 0 1 0 0 0
Institutional Decisions

1Q2008 2Q2008 3Q2008
to Buy 228 174 152
to Sell 194 219 239
Hld’s(000) 174741 174510 164754

High: 27.1 29.3 26.0 24.9 28.6 26.3 30.9 37.9 47.9 57.3 66.4 63.0
Low: 21.4 23.8 17.1 16.2 17.3 15.5 22.3 29.5 35.5 42.9 50.9 34.3

% TOT. RETURN 12/08
THIS VL ARITH.

STOCK INDEX
1 yr. -29.2 -37.4
3 yr. 2.2 -26.7
5 yr. 61.2 -8.2

Sempra Energy was formed through the
merger of Enova Corp. and Pacific Enter-
prises on June 26, 1998. Enova stock-
holders received one Sempra share for
each Enova share, and Pacific Enterprises
stockholders received 1.5038 Sempra
shares for every Pacific Enterprises share.
CAPITAL STRUCTURE as of 9/30/08
Total Debt $6485.0 mill. Due in 5 Yrs $2085.0 mill.
LT Debt $5864.0 mill. LT Interest $323.0 mill.
(LT interest earned: 7.6x)

Leases, Uncapitalized Annual rentals $120.0 mill.
Pension Assets-12/07 $2.53 bill. Oblig. $2.79 bill.

Pfd Stock $179.0 mill. Pfd Div’d $9.0 mill.
1,373,770 shs. 4.40%-5% cumulative, $20 par, call-
able $20.25-$24; 2,040,000 shs. $1.70-$1.82 cum.,
no par, callable $25.595-$26; 800,000 shs. $4.36-
$4.75 cum., no par, callable $100-$101.50; 811,073
shs. 6% cum., $25 par.

Common Stock 243,630,682 shs.
as of 10/31/08
MARKET CAP: $11 billion (Large Cap)

ELECTRIC OPERATING STATISTICS
2005 2006 2007

% Change Retail Sales (KWH) -.2 +5.3 +.2
Avg. Indust. Use (MWH) 4608 4596 4474
Avg. Indust. Revs. per KWH (¢) 6.58 8.00 10.06
Capacity at Peak (Mw) NMF NMF NMF
Peak Load, Summer (Mw) NMF NMF NMF
Annual Load Factor (%) NMF NMF NMF
% Change Customers (yr-end) +1.5 +1.3 +.7

Fixed Charge Cov. (%) 274 409 419
ANNUAL RATES Past Past Est’d ’05-’07
of change (per sh) 10 Yrs. 5 Yrs. to ’11-’13
Revenues 10.0% 5.0% 5.0%
‘‘Cash Flow’’ 3.0% 4.0% 8.0%
Earnings 7.0% 10.0% 7.0%
Dividends -2.5% 3.5% 9.0%
Book Value 7.5% 16.5% 8.0%

Cal- Full
endar Year

QUARTERLY REVENUES ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2005 2697 2276 2770 3994 11737
2006 3336 2486 2694 3245 11761
2007 3004 2661 2663 3110 11438
2008 3270 2503 2692 3035 11500
2009 3100 2600 2700 3100 11500
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2005 .92 .49 .71 1.39 3.52
2006 .90 .71 1.29 1.33 4.23
2007 .86 1.06 1.24 1.10 4.26
2008 .92 .98 1.24 .81 3.95
2009 .90 .90 1.20 1.15 4.15
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B ■ †

Mar.31 Jun.30 Sep.30 Dec.31
2005 .25 .29 .29 .29 1.12
2006 .29 .30 .30 .30 1.19
2007 .30 .31 .31 .31 1.23
2008 .31 .32 .35 .35 1.33
2009 .35

1998 1999 2000 2001 2002 2003 2004 2005
23.31 22.89 35.38 39.27 29.38 34.81 40.18 45.64

5.16 5.36 4.91 5.39 5.71 5.56 6.58 5.96
1.24 1.66 2.06 2.55 2.79 3.01 3.93 3.52
1.56 1.56 1.00 1.00 1.00 1.00 1.00 1.16
1.85 2.48 3.76 5.22 5.92 4.63 4.62 5.46

12.29 12.58 12.35 13.17 13.79 17.17 20.78 23.95
237.00 237.40 201.90 204.48 204.91 226.60 234.18 257.19

21.1 12.8 9.4 9.7 8.2 9.0 8.6 11.8
1.10 .73 .61 .50 .45 .51 .45 .63

6.0% 7.4% 5.2% 4.1% 4.4% 3.7% 2.9% 2.8%

5525.0 5435.0 7143.0 8029.0 6020.0 7887.0 9410.0 11737
306.0 405.0 440.0 534.0 586.0 655.0 930.0 898.0

31.1% 30.7% 38.0% 28.8% 19.9% 23.2% 17.2% - -
3.6% 2.2% 3.6% 5.2% 10.8% 8.4% 2.9% 5.3%

47.3% 47.6% 56.2% 55.7% 58.6% 48.4% 45.3% 43.1%
49.3% 49.0% 40.4% 41.2% 38.6% 49.0% 52.6% 55.1%
5912.0 6092.0 6166.0 6532.0 7312.0 7931.0 9255.0 11178
5441.0 5394.0 5726.0 6217.0 6832.0 10474 11086 12101

6.8% 8.3% 9.0% 10.2% 9.8% 9.8% 11.3% 9.2%
9.8% 12.7% 16.3% 18.4% 19.3% 16.0% 18.4% 14.1%

10.1% 13.2% 17.2% 19.4% 20.4% 16.6% 18.9% 14.4%
NMF .9% 7.4% 11.9% 13.1% 11.3% 14.9% 10.1%

110% 94% 58% 40% 37% 33% 22% 31%

2006 2007 2008 2009 © VALUE LINE PUB., INC. 11-13
44.89 43.79 47.35 47.35 Revenues per sh 59.50
6.74 6.93 6.95 7.45 ‘‘Cash Flow’’ per sh 10.50
4.23 4.26 3.95 4.15 Earnings per sh A 6.00
1.20 1.24 1.37 1.60 Div’d Decl’d per sh B ■ † 2.00
7.28 7.70 8.65 10.60 Cap’l Spending per sh 10.25

28.66 31.87 33.05 35.70 Book Value per sh C 45.25
262.01 261.21 243.00 243.00 Common Shs Outst’g D 230.00

11.5 14.0 13.2 Avg Ann’l P/E Ratio 13.5
.62 .73 .85 Relative P/E Ratio .90

2.5% 2.1% 2.6% Avg Ann’l Div’d Yield 2.5%

11761 11438 11500 11500 Revenues ($mill) 13700
1118.0 1135.0 1005 1040 Net Profit ($mill) 1415
31.3% 33.6% 40.0% 40.0% Income Tax Rate 39.0%

7.2% 11.5% 13.0% 14.0% AFUDC % to Net Profit 9.0%
37.0% 34.8% 41.5% 42.0% Long-Term Debt Ratio 43.5%
61.4% 63.7% 57.0% 56.5% Common Equity Ratio 55.5%
12229 13071 14125 15350 Total Capital ($mill) 18800
13175 14884 16275 18075 Net Plant ($mill) 22100
10.3% 9.6% 8.0% 8.0% Return on Total Cap’l 9.0%
14.5% 13.3% 12.0% 12.0% Return on Shr. Equity 13.5%
14.8% 13.5% 12.5% 12.0% Return on Com Equity E 13.5%
11.0% 9.7% 8.0% 7.5% Retained to Com Eq 9.0%

26% 29% 35% 38% All Div’ds to Net Prof 33%

Company’s Financial Strength A
Stock’s Price Stability 90
Price Growth Persistence 100
Earnings Predictability 90

(A) Diluted egs. Excl. nonrec. gain (loss): ’05,
17¢; ’06, (6¢); gain (losses) from disc. ops.:
’04, (10¢); ’05, (4¢); ’06, $1.21; ’07, (10¢). ’05
EPS don’t add due to rounding. Next egs. re-

port due late Feb. (B) Div’ds historically paid
mid-Jan., Apr., July, & Oct. ■ Div’d reinvest.
plan avail. † Shareholder invest. plan avail.
(C) Incl. intang. In ’07: $3.56/sh. (D) In mill.

Excl. ESOP shs. (E) Rate base: Net orig. cost.
Rate all’d on com. eq.: SDG&E in ’08, 11.1%;
SoCalGas in ’03, 10.82%; earned on avg. com.
eq., ’07: 14.2%. Regulatory Climate: Average.

BUSINESS: Sempra Energy is a holding company for San Diego
Gas & Electric Co., which sells electricity and gas mainly in San
Diego County, & Southern California Gas Co., which distributes gas
to most of Southern California. Customers: 1.4 million electric, 6.5
million gas. Electric revenue breakdown, ’07: residential, 45%; com-
mercial, 39%; industrial, 10%; other, 6%. Purchases most of its

power; the rest is nuclear and gas. Has various nonutility subsidi-
aries (54% of ’07 earnings). Acq’d EnergySouth 10/08. Power
costs: 42% of revenues. ’07 deprec. rate: 3.3%. Has 14,300 em-
ployees. Chairman & CEO: Donald E. Felsinger. President & COO:
Neal E. Schmale. Inc.: California. Address: 101 Ash St., San Diego,
CA 92101-3017. Tel.: 619-696-2034. Internet: www.sempra.com.

Sempra Energy is investing heavily in
the natural gas infrastructure busi-
ness. The company has $3.4 billion of
pipeline, storage, and liquefied natural gas
terminal projects that were completed last
year or will be completed by 2012. Sempra
also expanded its presence in gas infra-
structure last fall, when it bought Energy-
South, which has two large gas storage fa-
cilities as well as a small gas utility in Al-
abama. With this deal comes an opportuni-
ty to invest an additional $500 million (ex-
cluded from the aforementioned $3.4 bil-
lion) for majority interests in two projects
that will be built from 2010 to 2015.
Construction on the new Liberty Gas
Storage facility has hit some serious
snags. If Sempra is unable to correct the
problems, it might have to take an impair-
ment charge of approximately $65 million
after taxes. We would exclude this from
our earnings presentation.
Higher financing costs have prompted
us to cut our 2009 earnings estimate
by $0.30 a share, to $4.15. The parent
company’s credit rating is on the low end
of investment grade. In the fourth quarter,
Sempra issued two series of senior notes

that carried coupons of 8.9% and 9.8%.
Given the state of the credit markets, the
$1 billion stock buyback that the company
had planned for this year is on hold. Li-
quidity problems might well hurt the prof-
itability of Sempra’s commodities trading
joint venture with Royal Bank of Scotland,
too. Our revised share-earnings estimate
is below the company’s original targeted
range of $4.35-$4.60.
San Diego Gas & Electric has received
permission from the California com-
mission to build a transmission line.
This $1.9 billion project will be a regulated
asset and is expected to go into service in
2012. The new line will enhance the relia-
bility of SDG&E’s electric system. It will
also help the utility import renewable en-
ergy.
This stock’s total return potential to
2011-2013 is superior to that of most
utility issues. We expect Sempra’s infra-
structure projects to enhance profitability
3 to 5 years out. The current yield is about
one percentage point below the industry
mean, however, despite our estimate of a
dividend increase later this month.
Paul E. Debbas, CFA February 6, 2009

LEGENDS
1.21 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

Options: Yes
Shaded area: prior recession

Latest recession began 12/07
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The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Fourth Set of Data Requests 

Issued June 17, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Andrew E. Dinkel, III 
 

Division Data Request 4-23 
 
Request: 
 

  Please provide a listing of the currently authorized ROE and common equity ratio 
(including the month/year authorized) for each National Grid USA utility subsidiary.  

 
Response: 
 

Please see Attachment DIV 4-23. 



Narragansett Electric Company
d/b/a National Grid

Docket No. RIPUC 4065
Attachment DIV 4-23

Page 1 of 1

          Authorized      Common Equity 
           Return on        Ratio Used to

National Grid USA Utility Subsidiary            Equity (%)       Set Rates (%) Effective Date

KeySpan Energy Delivery - New York 9.80 45.0 Jan-08
KeySpan Energy Delivery - Long Island 9.80 45.0 Jan-08
Niagara Mohawk Power Corp. - Gas 10.20 43.7 May-09
Boston Gas 10.20 50.0 Oct-03
Colonial Gas 11.19 46.0 Aug-93
Essex Gas 11.19 55.0 Sep-96
Energy North Natural Gas 9.54 50.0 Aug-08
Narragansett Electric Company - Gas 10.50 47.7 Dec-08
Narragansettt Electric Company - Electric 10.50 50.0 Nov-04
Massachusetts Electric Company/
Nantucket Electric Company (1)                    ---                  --- May-00
Niagara Mohawk Power Corp - Electric (2) 10.60 38.6 Feb-02
Granite State Electric Company 9.67 50.0 Jul-07
New England Power Company 9.40 57.4 Sep-98
National Grid Generation LLC 9.50 40.0 Jan-04

(1) The companies are currently operating under a ten year settlement agreement that does not specify the return
     on equity and common equity ratio on which it is based.  The last time these items were addressed
     was in the companies' last full electric rate cases in 1995 in which they were set by the Massachusetts 
     Department of Public Utilities at 11.0% and 50.4%, respectively.
(2) The common equity ratio used to determine the company's 2009 revenue requirments under the current  
     rate plan that became effective in February 2002 was based on a forecast of the company's actual 
     common equity ratio made at that time.   The company's actual common equity ratio as of  
     December 31, 2008 was 55.0%, exclusive of goodwill.



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Fourth Set of Data Requests 

Issued June 17, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Paul R. Moul 
 

Division Data Request 4-24 
 
Request: 
 

  Please provide Mr. Moul’s assessment of the business risk (as perceived by investors and 
credit rating agencies) for pure T&D utilities versus vertically-integrated electric utilities. 

 
Response: 
 
 Standard & Poor’s Corporation (“S&P”) assigns public utilities to the following 
categories of business risk profiles: Excellent, Strong, Satisfactory, Weak, and Vulnerable.  Mr. 
Moul has observed that electric delivery utilities and integrated electric utilities are usually 
assigned excellent business risk profiles by S&P; however, some have been assigned strong 
business risk profiles.  



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Fourth Set of Data Requests 

Issued June 17, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Paul R. Moul 
 

Division Data Request 4-25 
 
Request: 

 
  Please identify the OCI amount that Mr. Moul removed from Narragansett’s common 

equity balance and the source for that figure. 
 

Response: 
 
 Mr. Moul removed the following amounts of OCI from Narragansett’s common equity 
balance.  The source of these amounts was the Company’s FERC Form No. 1. 
 

Year

Accumulated 
Other 

Comprehensive 
Income
($ millions)

2008 (73.741)$         
2007 (67.423)$         
2006 (0.589)$           
2005 (58.717)$         
2004 (54.037)$         
2003 (49.705)$         
2002 0.123$             



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Fourth Set of Data Requests 

Issued June 17, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Paul R. Moul 
 

Division Data Request 4-26 
 
Request: 
 

  Schedule NG-PRM-9, page 1 of 2, provides returns data extending through 2007.  Please 
provide the 2008 row for that table. 

 
Response: 
 
 The 2008 returns are show below.  The return on Long-Term Public Utility Bonds has not 
been updated due to the difficulty in obtaining those returns from Lehman Brothers. 
 

Year

S&P 
Composite 

Index
S&P Public 
Utility Index

Long Term 
Corporate 

Bonds   

Long Term 
Public Utility 

Bonds   

2008 -37.00% -28.96% 8.78% N/A  



The Narragansett Electric Company 
d/b/a National Grid 

R.I.P.U.C. Docket No. 4065 
Responses to Division Fourth Set of Data Requests 

Issued June 17, 2009 
______________________________________________________________________________ 
 

Prepared by or under the supervision of:  Paul R. Moul 
 

Division Data Request 4-27 
 
Request: 
 

  Provide the source documents for the S&P 500 dividend yield and growth rate shown on 
page H5 of workpaper NG-PMR-H. 
 
Response: 
 
 The requested source documents are provided as Attachment DIV 4-27.  Please note that 
the Vanguard report on PEPCO Holdings has been included because their individual company 
reports also show the annual long-term estimated growth rate for the S&P 500 companies for 
comparative purposes.  
 
 



Research Funds & Stocks  »  Stocks, Bonds, & CDs  »  Stock Profile  

PEPCO HLDGS INC COM ( New York Stock Exchange : POM )  
Overview

Fundamentals

Share details

Charts

Price history

Earnings

News

Financials

Analyst reports

First Call Consensus
 

 

Long term estimated growth rate 
Expected Annual Growth Rates

 

P/E ratio divided by the expected growth rate. The higher 
the PEG ratio, the more expensive the stock. 

PEG Ratio

 
Consensus Estimates
 

 
This Quarter 

(06/2009)
Next Quarter 

(09/2009)
This Year 
(12/2009)

Next Year 
(12/2010)

Average Estimate $0.41 $0.48 $1.54 $1.72

Number of Analysts 3 2 10 8

High Estimate $0.42 $0.50 $1.95 $2.15

Low Estimate $0.41 $0.46 $1.11 $1.41

Year Ago EPS $0.53 $0.59 $1.93 $1.54

EPS Growth –22.64% –9.43% –20.21% 11.69%

 
Current Price to Earnings
 

 

            Vanguard - Stock Earnings

4/1/2009https://personal.vanguard.com/us/secfunds/stocks/earnings?Ticker=POM
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© 1995–2009  The Vanguard Group, Inc. All rights reserved. Vanguard Marketing Corp., Distrib. Terms & conditions of use | Security Center | 
Obtain prospectus | Careers | Vanguard.mobi | Feedback | Enhanced Support 

Glossary 

Earnings data provided by Thomson, Copyright: ©2003 Thomson. 

 Company Industry S&P 500

Trailing 6.47 10.73 14.12

Forward 8 11 13

Current Fiscal Year 8.10 10.54 13.59

Next Fiscal Year 7.30 9.60 10.64

 
Earnings Estimates Revision Trend
 

 
This Quarter 

(06/2009)
Next Quarter 

(09/2009)
This Year 
(12/2009)

Next Year 
(12/2010) Long-Term Growth

Current — — — — 4.30%

7 Days Ago — — — — —

30 Days Ago $0.52 $0.62 $1.88 $2.11 —

60 Days Ago $0.52 $0.62 $1.89 $2.10 —

90 Days Ago $0.52 $0.62 $1.92 $2.13 —

 
Historical Earnings Surprise
 

 12/2008 09/2008 06/2008 03/2008 12/2007

Estimate $0.30 $0.70 $0.39 $0.35 $0.34

Actual $0.32 $0.59 $0.53 $0.49 $0.29

Difference $0.02 –$0.11 $0.14 $0.14 –$0.05

Surprise 6.70% –15.70% 35.90% 40.00% –14.70%

              Vanguard - Stock Earnings

4/1/2009https://personal.vanguard.com/us/secfunds/stocks/earnings?Ticker=POM
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^GSPC: Historical Prices for S&P 500 INDEX,RTH - Yahoo! Finance
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incompleteness, or delays, or for any actions taken in reliance on information contained herein. By accessing the Yahoo! site, you agree not to
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