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4QN12 102013 202013 STOCK  INDEX
to Buy leo Q158 Q146 Eﬁ;ﬁssm }2 I | | " lyr. 184 364 [
to Sell 141 136 154 | yaded 6 | LT ptb T L CIE T T T TN [T 111 RTIN PR PP 3yr. 383 636 [
Hds(0) 71771 73402 74626 AR LRer R AR R RERRRARRRRRFRRARRARRARRLARRARRARRFRLARLRRRRRRTETRRRARRARRIRRARRARRARRERRARRARFRLARAAN Sy 686 927
199711998 (1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 [ 2006 | 2007 {2008 [2009 [2010 [2011 [2012 (2013 |2014 | ©VALUELINEPUB.LLC|16-18
2275| 2336| 1871 | 11.25| 19.04 | 1532| 1525| 2389 | 3498 | 33.73 | 3264 | 3641 | 29.88 | 3042 | 19.97 | 3327 | 36.75| 38.45 |Revenues persh A 44.85
2.42 2.65 2.29 2.86 331 339 347 329 420 4.50 4.65 4.68 4.90 5.05 3.06 5.82 6.30 6.75 |“Cash Flow" per sh 8.40
1.37 141 91 1.29 1.50 1.82 2.08 2.28 248 2.72 2.72 2.71 2.88 3.00 2.12 2.32 2.60 2.90 |Earnings pershA B 4.10
1.08 1.08 1.08 1.08 1.08 1.08 111 1.15 1.30 148 1.64 1.68 1.72 1.76 1.90 1.74 1.88 1.92 |Div'ds Decl'd per sh CF= 2.32
2.59 2.05 2.51 2.92 2.83 330 2.46 344 344 3.26 3.39 4.84 6.14 6.54 3.65 6.63 5.15 5.60 | Cap’l Spending per sh 6.45
1099 | 1142 1159 | 1150| 1219 | 1252 1466 | 18.06 | 19.29 | 20.71 | 21.74 | 2148 | 22.95 | 23.24 | 2833 | 28.76 | 33.35| 34.10 Book Value persh D 36.05
56.60 | 57.30| 57.10| 54.00| 5510 | 56.70| 6450 | 76.70 [ 77.70 | 77.70 | 76.40 | 76.90 | 77.54 | 78.00 | 117.10 | 117.88 | 117.00 | 117.00 |Common Shs Outst'g E | 117.00
147 139 214 136 14.6 125 125 131 14.3 135 147 123 112 125 188 12.6 | Bold figyres are |Avg Ann’l P/E Ratio 15.0
.85 72 122 .88 75 68 71 69 .76 .73 .78 74 75 .80 118 .82 Value|Line Relative P/E Ratio 1.00
5A% | 55%| 55%| 6.2% | 4.9% | 47%| 43% | 39% | 37% | 40% | 41% | 50% | 54% | 47% | 48% | 48% | ="' |Avg Ann'IDivd Yield 3.3%
CAPITAL STRUCTURE as of 6/30/13 983.7 | 1832.0 | 2718.0 | 2621.0 | 2494.0 | 2800.0 | 2317.0 | 2373.0 | 2338.0 | 3922.0 | 4300 | 4500 |Revenues ($mill) A 5250
Total Debt $4968 mill. Due in 5 Yrs $2370 mill. 1324 | 1530 | 1930 | 2120 | 2110 | 2076 | 2220 | 2340 | 1720 | 271.0| 305| 340 |Net Profit ($mill) 480
LT Debt 3819 il o pnierest $184 mil B.% | 37.0% | 37.7% | 37.8% | 37.6% | 405% | 35.2% | 35.9% | 40.2% | 39.8% | 38.5% | 37.0% |Income Tax Rate 325%
(Total interest coverage: 4.4x) 135% | 84% | 71% | 8% | 85% | 7.4% | 96% | 99% | 7.4% | 69% | 7.1% | 7.6% |Net Profit Margin 9.1%
Leases, Uncapitalized Annual rentals $214.9 mill. | 50.3% | 54.0% | 51.9% | 50.2% | 50.2% | 50.3% | 52.6% | 48.0% | 51.8% | 49.5% | 47.5% | 48.5% |Long-Term Debt Ratio 51.5%
Pension Assets-12/12 $845.0 mill. 49.7% | 46.0% | 48.1% | 49.8% | 49.8% | 49.7% | 47.4% | 52.0% | 48.2% | 50.5% | 52.5% | 51.5% |Common Equity Ratio 48.5%
Oblig. $968.0 mill. [ 1901.4 | 3008.0 | 3114.0 | 3231.0 | 33350 | 3327.0 | 3754.0 | 3486.0 | 6879.0 | 6716.0 | 7425 | 7725 |Total Capital ($mill) 8670
Pfd Stock None 23524 | 31780 | 3271.0 | 3436.0 | 3566.0 | 3816.0 | 4146.0 | 4405.0 | 7900.0 | 8347.0 | 8845 | 9380 |Net Plant ($mill) 11170
Common Stock 118,592,240 shs. 89% [ 63% | 79% | 80% | 7.7% [ 7.4% | 69% | 7.6% | 31% [ 54%| 55% | 6.0% [Return on Total Cap' 7.0%
as of 7/24/13 14.0% | 11.0% | 12.9% | 13.2% | 12.7% | 12.6% | 12.5% | 12.9% 52% | 80% | 80% | 85% |Returnon Shr. Equity 11.5%
14.0% | 11.0% | 12.9% | 13.2% | 12.7% | 12.6% | 12.5% | 12.9% 5.2% | 80% | 8.0% | 85% |Returnon Com Equity 11.5%
MARKET CAP: $5.3 billion (Large Cap) 6.6% | 56% | 62% | 63% | 53% | 51% | 53% | 56% J% | 2.0% | 2.0% | 3.0% [Retained to Com Eq 5.0%
CUR$|?W||5LI\ET POSITION 2011 2012 6/30/13 | 53% | 49% | 52% | 52% | 58% | 60% | 57% | 57% | 86% | 75% | 72% | 66% |All Div'ds to Net Prof 56%
Cash Assets 69 131 184 | BUSINESS: AGL Resources Inc. is a public utility holding compa-  and other allied services. Deregulated subsidiaries: Georgia Natural
Other 2677 2537 1879 | ny. Distribution subsidiaries include Atlanta Gas Light, Chattanooga Gas markets natural gas at retail. BlackRock Inc. owns 7.0% of
Current Assets 2746 2668 2063 | Gas, Elizabethtown Gas, Virginia Natural Gas, Florida City Gas and common stock; officers/directors, less than 1.0% (3/13 Proxy).
,Sc%ttsgayable 1523 Zgﬁ ﬁﬁg Elkton Gas. Acquired Nicor in 2011. The utilities have more than President & CEO: John W. Somerhalder II. Inc.. GA. Addr.: Ten
Ottaher ue 362 790 856 4.4 million cus}omers in Georgia, Virginia, Tennessee, New Jersgy, Peachtree Place N.E., Atlanta, GA 30309. Telephone: 404-584-
Current Liab. 3084 3338 5349 | Florida, and llinois. Engaged in nonregulated natural gas marketing  4000. Internet: www.aglresources.com.
Fix. Chg. Cov. 325% 330% 438% | AGL Resources continues to improve up to $150 million, and revenue growth,
ANNUAL RATES  Past Past Estd’10-12| upon last year’s earnings. The top line when a plan is accepted by the state.
ofchange (persf))  10¥rs. ~ 5Yis. 0168 | was $904 million, which was well above Meanwhile, the company seeks to file a
Revenues . 2o 306 80% | our estimate. Sales have been helped by a new depreciation rate case, which could
Earnings 80% 15%  9.0% cooler second quarter, and increased retail lower that expense by between $4 million
Dividends 50%  63%  45% | operations. We accordingly increased our and $6 million a year. These developments
Book Value 80% 50% 50% | 2013 revenue estimate from $4.155 billion should help benefit the bottom line, if ap-
Cal- | QUARTERLYREVENUES($mil)A | fFull | to $4.3 billion. Earnings came in above our proved.
endar |Mar31 Jun.30 Sep.30 Decdl| Year | estimate, as the Nicor merger-related ex- The expansion in cash flow may allow
2010 11003 359 346 665 2373 | penses may finally be in the rear window. for longer-term dividend expansion.
2011 878 375 295 790 (2338 | The company booked a $0.04-a-share on AGL Resources’ dividend yield remains
2012 f404 686 614 1218 13922 | the sale of its Compass Energy subsidiary, high for a natural gas utility, but could
2013 709 904 560 1127 14300 | and purchased a smaller retail business at further expand alongside increasing cash
2014 (840 710 610 1340 4500 | the end of June, which should add $0.02 to flow. Too, the balance sheet remains in
Cal- EARNINGS PER SHAREAB Full | share net in 2013. The interest expense good shape, and the long-term debt ratio
endar |Mar31 Jun.30 Sep.30 Dec.3l| Year | remained stable even though the debt load should remain within the historical range.
2010 | 173 17 29 81 | 300| is higher than last year. All told, we raised The company continues to have a Finan-
2011 | 159 .23 d04 37 | 212| our share earnings estimate to $2.60 from cial Strength score of A.
2012 1 11228 08 84 | 232| $2 55 as growth should remain solid for The Timeliness rank for this issue is 2
2013 1 131 41 14 T4 260 the rest of the year. (Above Average). The stock has good ap-
2014 | 170 25 15 80 | 290 New laws and base-rate cases are preciation potential for a utility and a
Cal- | QUARTERLYDIVIDENDSPADCF« | Fyil | causing some variability in forecasts. strong dividend. The company has consid-
endar |Mar.31 Jun.30 Sep.30 Dec3l| Year | The legislature in Illinois voted in a new erable potential for earnings growth, and
2009 | 43 43 43 43 172 | law that allows for infrastructure invest- the longer-term trends look to be in its fa-
2010 | 44 A4 44 A4 176 | ment surcharges to be collected by gas vor. Conservative investors and
2011 | .45 45 45 .55 190 | utilities serving over 700,000 customers in momentum-based traders may want to
2012 | 36 46 46 46 1741 the state. This new program will allow for consider this issue.
U A an advancement in capital expenditures, John E. Seibert IlI September 6, 2013

(A) Fiscal year ends December 31st. Ended

September 30th prior to 2002.

$0.13; '03, ($0.07); '08, $0.13. Next earnings
report due late October.

(B) Diluted earnings per share. Excl. nonrecur- | (C) Dividends historically paid early March,
ring gains (losses):"99, $0.39; '00, $0.13; '01,
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June, Sept., and Dec. = Div'd reinvest. plan

from the Nicor merger.

available. (D) Includes intangibles. In 2012:
$1933 million, $17.91/share.
(E) In millions. (F) Excluding special dividends

Company’s Financial Strength A
Stock’s Price Stability 100
Price Growth Persistence 60
Earnings Predictability 70
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Atmos Energy’'s history dates back to | 2003 | 2004 | 2005 | 2006 | 2007 |2008 [2009 [2010 [2011 |2012 |2013 [2014 | ©VALUELINEPUB.LLC|16-18
1906 in the Texas Panhandle. Over the| 5439 | 4650 | 6175 | 7527 | 66.03 | 79.52 | 5369 | 53.12 | 4815 | 3810 | 41.75| 42.95 Revenues pershA 56.30
years, through various mergers, it became | 323 | 291| 390 | 426 | 414 | 419 | 429 | 464 | 472| 476| 520| 545 |“CashFlow" persh 6.05
part of Pioneer Corporation, and, in 1981, 171 | 158 | 172| 200| 194| 200 | 197 | 216 | 226| 210| 245| 260 |Earningspersh AB 3.00
Pioneer named its gas distribution division| 120 | 122| 124| 126| 128| 130 | 132 | 134 | 136| 138| 140| 1.42 |Divids Decl'd pershCs 150
Energas. In 1983, Pioneer organized| 310 303 | 414| 520 439 520| 551 | 602| 690 812| 880| 9.00|Cap'lSpending persh 10.00
Energas as a separate subsidiary and dis- | 16.66 | 18.05| 19.90 | 2016 | 2201 | 22.60 | 2352 | 24.16 | 2498 | 2614 | 29.70 | 3130 |Book Value per sh 34,65
tributed the outstanding shares of Energas | 51.48 | 6280 | 80.54 | 81.74 | 89.33 | 90.81 | 9255 | 90.16 | 90.30 | 90.24 | 91.00 | 92.00 |Common Shs Outstg® | 103.00
to Pioneer shareholders. Energas changed [ 134 159 | 16| 135| 159 | 136 | 125| 132 | 144 | 159 Boldfiglresare |AvgAnn'l PIE Ratio 140
its name to Atmos in 1988. Atmos acquired 76 84 86 7 84 82 83 84 90| 101| \ValuelLine  |Relative P/E Ratio 95
Trans Louisiana Gas in 1986, Western Ken- | 52% | 49% | 45% | 47% | 42% | 48% | 53% | 47% | 42% | 4.1% estimates | ayg Ann'l Div'd Yield 3.5%
tucky Gas Utility in 1987, Greeley Gas in["799.9 [ 29200 | 49733 | 61524 | 56984 | 72213 | 4969.1 | 4789.7 | 4347.6 | 34385 | 3800 | 3950 |Revenues ($mill) A 5800
1993, United Cities Gas in 1997, and others. | 795 | g6 | 1358 | 1623 | 1705 | 1803 | 1797 | 2012 | 1093 | 1922 | 225 | 240 | Net Profit ($mill) 310
CAPITAL STRUCTURE as of 6/30/13 37.1% | 37.4% | 37.7% | 37.6% | 35.8% | 38.4% | 34.4% | 38.5% | 36.4% | 33.8% | 37.5% | 37.5% |Income Tax Rate 38.0%
Total Debt $2597.6 mill. Due in 5 Yrs $1320.0 mill. | 2805 | 3.0% | 2.7% | 2.6% | 2.9% | 25% | 3.6% | 4.2% | 46% | 56% | 59% | 6.1% |NetProfit Margin 5.3%
LLTTD"?:;?;“GE";&Q"; 1X,L1Tm'2|‘fr:§5r;§“°-° mill. 75020 | 432% | 57.7% | 57.0% | 52.0% | 50.8% | 40.9% | 45.4% | 49.4% | 45.3% | 49.0% | 49.0% |Long-Term Debt Ratio | 49.0%
goverage: a1 49.8% | 56.8% | 42.3% | 43.0% | 48.0% | 49.2% | 50.1% | 54.6% | 50.6% | 54.7% | 51.0% | 51.0% |Common Equity Ratio | 51.0%
Pfd Stock None 1516.0 | 17225 | 3374.4 | 3629.2 | 3836.8 | 4136.9 | 4439.1 | 4793.1 | 5147.9 | 5475.6 | 5950 | 6340 |Net Plant ($mill) 8000
Pension Assets-9/12 $343.1 mill. _ 6.2% | 58% | 53% | 6.1% | 59% | 59% | 59% | 69% | 6.1% | 58% | 55% | 55% |Return on Total Cap'l 6.0%
c Oblig. $480.0 mill 93% | 76% | 85% | 9.8% | 8.7% | 88% | 8.3% | 9% | 8.8% | 81% | 85% | 8.5% |RetumonShrEquity | 85%
ommon Stock 90,640,211 shs. .
a5 0f 81213 9.3% | 7.6% | 85% | 9.8% | 8.7% | 88% | 83% | 9.2% | 88% | 81% | 85% | 85% |ReturnonComEquity | 8.5%
MARKET CAP: $3.8 billion (Mid Cap) 28% | 17% | 23% | 3.6% | 3.0% | 3.1% | 27% | 3.5% 33% | 28% | 35% | 4.0% |Retainedto Com Eq 4.5%
CURRENT POSITION 2011 2012 6/30/13 70% 7% 3% 63% 65% 65% 68% 62% 62% 65% 57% 54% |All Div'ds to Net Prof 50%
Cas(ﬁMALsLé)ets 131.4 64.2 32.0 | BUSINESS: Atmos Energy Corporation is engaged primarily in the  mercial; 3%, industrial; and 4% other. 2012 depreciation rate 3.3%.
Other 879.6 763.8 650.3 | distribution and sale of natural gas to more than three million cus- Has around 4,760 employees. Officers and directors own 1.2% of
Current Assets 1011.0 8280 682.3 | tomers through six regulated natural gas utility operations: Louisi- common stock (12/12 Proxy). President and Chief Executive Of-
Accts Payable 291.2 2152 229.9 | ana Division, West Texas Division, Mid-Tex Division, Mississippi ~ficer: Kim R. Cocklin. Incorporated: Texas. Address: Three Lincoln
Debt Due 208.8 571.1  142.0 | Division, Colorado-Kansas Division, and Kentucky/Mid-States Divi-  Centre, Suite 1800, 5430 LBJ Freeway, Dallas, Texas 75240. Tele-
Other 367.6 _489.7 _348.7 | sjon, Gas sales breakdown for 2012: 65%, residential; 28%, com-  phone: 972-934-9227. Internet: www.atmosenergy.com.
Current Liab. 867.6 12760 7206 - - —
Fix. Chg. Cov. 432% 448% 445% | Atmos Energy is about to close the crease was for the Mid-Tex division, where
ANNUAL RATES Past _ Past Estd 10-12| POOKs on a prosperous fiscal 2013, rates became effective last January.)
of change (per sh) 10Yrs 5y, t'1618 | which  ends on September 30th. Finances appear decent. The total
Revenues | 50% -7.0% 35% | Through the first nine monts, results for amount available under several credit
E%?r?i'r‘]géow ao%  30%  43% | the core natural gas distribution segment facilities, net of outstanding letters of
Dividends 15% 15w 15% | were helped, in part, by higher rates in credit, was nearly $880 million for the first
Book Value 65% 40% 55% | such service areas as Kentucky/Mid-States nine months. Too, long-term debt looks
Fiscal | QUARTERLY REVENUES (Smil)A | Full | and Louisiana. Another contributing factor manageable and cash flow from operations
gear 1pec.3l Mar3l Jun.30 Sep.30 F\'(Zg?' here was cooler temperatures within divi- is adequate. Consequently, the company
2010 12929 19403 7702 7863 |4780.7| Sions like Mississippi and Colorado- ought to continue to be able to satisfy its
2011 1333 15815 8436 7892 |43476 | Kansas. Meanwhile, the regulated trans- working capital requirements and capital
2012 10840 12255 5764 552.6 |34385| mission and storage operation benefited spending program.
2013 110342 13090 857.9 5989 (3800 | from higher revenues from two Gas The equity has climbed to a record
2014 f050 1355 910 635 |3950 | Reliability Infrastructure Program filings high in recent months. Indeed, it seems
Fiscal EARNINGS PER SHARE A B E Full | that became effective in April, 2012 and that investors are quite pleased with the
gﬁgg Dec.31 Mar.31 Jun.30 Sep.30 F\'(gg?' May, 2013. Barring a fourth-quarter company's operating performance during
2010 | 100 117 do3 .02 | 216] pullback, it appears that the company's fiscal 2013. Other positives include a 2
2011 81 140 04 01 | 226 full-year share net will soar about 16%, to (Above Average) Safety rank and excellent
2012 68 112 31 . 2.10 | $2.45, versus the fiscal 2012 tally. We an- score for Price Stability.
2013 85 123 3 .01 | 245| ticipate a slower rate of bottom-line However, total return possibilities out
2014 82 137 38 03 | 260| growth next year partly due to the difficult to 2016-2018 are not impressive. That's
Cal- | QUARTERLY DIVIDENDS PAID C= Full | comparison. mainly because these shares are trading
endar |Mar.31 Jun.30 Sep.30 Dec3l| Year | Meanwhile, there has been much ac- well within our Target Price Range. The
2009 33 33 33 33| 133| tivity on the rate-filing front. During current dividend is healthy, although we
2010 | 335 335 335 34 | 135/ the first nine months of fiscal 2013, Atmos think additional increases will remain
2011 34 34 34  345| 137| completed 12 rate-case proceedings, which moderate. Meanwhile, the stock is neutral-
2012 345 345 345 35 | 1.39| ought to result in a $70.5 million rise in ly ranked for Timeliness.
2013 35 35 35 annual operating income. (Most of the in- Frederick L. Harris, 111 September 6, 2013

(A) Fiscal year ends Sept. 30th. (B) Diluted | 14¢.

shrs. Excl. nonrec. items: '03, d17¢; '06, d18¢; | Dividends historically paid in early March,
'07, d2¢; '09, 12¢; '10, 5¢; '11, (1¢). Excludes | June, Sept., and Dec. = Div. reinvestment plan.

Next egs. rpt. due eary Nov. (C) [(D) In millions.

outstanding.

discontinued operations: ’11, 10¢; 12, 27¢; 13, Direct stock purchase plan avail.
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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
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(E) Qtrs may not add due to change in shrs

Company’s Financial Strength B++
Stock’s Price Stability 100
Price Growth Persistence 65
Earnings Predictability 90
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ANNUAL RATES  Past

Past Est'd '10-'12

of change (persh) 10 Yrs. 5Yrs.  to'16-'18
Revenues -- -15% 2.0%
“Cash Flow” 2.0% 4.0% 4.5%
Earnings 20% 30%  2.5%
Dividends 1.0% 1.0% 1.5%
Book Value 4.0% 4.5% 3.5%
Cal- QUARTERLY REVENUES ($ mill.) Full
endar [Mar.31 Jun.30 Sep.30 Dec.31| VYear
2010 | 3462 3017 3707 3139 |[13325
2011 | 3349 2993 3629 2967 |[12938
2012 | 3078 2771 3438 2901 |12188
2013 | 3306 2767 3527 2900 | 12500
2014 | 3300 2900 3600 3000 | 12800
Cal- EARNINGS PER SHARE A Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| VYear
2010 .80 64 123 .80 347
2011 | 1.06 56 130 .65 357
2012 .94 73149 .70 3.86
2013 | 117 49 145 64 3.75
2014 | 1.10 60 150 .65 3.85

Cal- QUARTERLY DIVIDENDS PAID B = Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year
2009 .59 .59 .59 .59 2.36
2010 595 595 595  595| 238
2011 .60 .60 .60 .60 240
2012 605 605 605 .605| 242
2013 615 615

ary has revised its general rate case.
Initially, Consolidated Edison Company of
New York filed for an electric rate increase
of $375 million (3.3%), a gas tariff hike of
$25 million (1.3%), and a $5 million
decrease in steam rates. The utility sought
a return of 10.35% on a common-equity
ratio of 50%. New rates are to be effective
at the start of 2014, and CECONY would
get additional rate relief in the following
two years. However, the staff of the New
York State Public Service Commission
(NYSPSC) is proposing sharp decreases for
each service. The staff is recommending
that electric, gas, and steam rates be
slashed by $187 million, $122 million, and
$28 million, respectively, based on a re-
turn of 8.7% on a common-equity ratio of
48%. In June, CECONY revised its re-
quest. The company is now seeking raises
in its electric, gas, and steam rates of $425
million, $26 million, and $11 million,
respectively, based on a 10.1% return on a
50% common-equity ratio.

ConEd’s utilities in New York State
have proposed a storm-hardening

plan. Last fall, Hurricane Sandy caused
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Nl 565 586 oaa|Shares 14 TP PP OOV 11101 FP T KA OEI FrmT v 3y 480 @6 |
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199711998 (1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 [ 2006 | 2007 {2008 [2009 [2010 [2011 [2012 (2013 |2014 | ©VALUELINEPUB.LLC|16-18
3024 | 3046 | 35.04| 4448 | 4541 | 39.65| 4351 | 40.24 | 47.66 | 47.14 | 4823 | 49.62 | 46.36 | 4569 | 44.17 | 4162 | 42.65| 43.70 |Revenues per sh 48.75
508| 529| 574| 551| 570| b544| 512| 454| 527 | 528| 577| 59| 58 | 624 | 661 715| 7.25| 7.55 “CashFlow” persh 8.75
295| 304| 313| 274| 321| 313| 283 | 232| 299 | 295| 348| 336| 314 | 347 | 357 | 38| 375| 385 Earningspersh A 4.25
210 212 214| 218| 220| 222| 224| 226| 228| 230 232| 234| 236| 238 | 240| 242| 246| 250 Div'dDecl'dpersh B = 2.62
278 266 317 452 520| 568 572| 560 659 | 717 7.09| 850 | 780 | 696 | 6.72| 7.06| 870| 7.90 Cap’l Spending persh 8.25
2518 | 25.88| 2631| 25.81| 26.71| 27.68| 2844 | 29.09 | 29.80 | 31.09 | 3258 | 3543 | 36.46 | 37.93 | 39.05| 4053 | 41.45| 42.80 |Book Value persh ¢ 41.75
23549 | 232.83 | 21381 | 212.03 | 212.15 | 213.93 | 225.84 | 242.51 | 245.29 | 257.46 | 272.02 | 273.72 | 281.12 | 291.62 | 292.89 | 292.87 | 293.00 | 293.00 |Common Shs Outst'g D | 293.00
109 153 1.40| 120| 120| 133| 143| 182 151 | 155| 138| 123| 125| 133 151 | 154 | Bold figlres are |Avg Ann’l P/E Ratio 135
63 80 80 78 61 73 82 96 80 84 73 74 83 85 95 98 | ValuelLine Relative P/E Ratio 90
65% | 4.6%| 4.9%| 6.6% | 57% | 53%| 55% | 53% | 5.0% | 50% | 48% | 57% | 60% | 52% | 45% | 41%| ="' |Avg Ann'lDivd Yield 45%
CAPITAL STRUCTURE as of 6/30/13 9827.0 | 9758.0 | 11690 | 12137 | 13120 | 13583 | 13032 | 13325 | 12938 | 12188 | 12500 | 12800 |Revenues ($mill) 14250
Total Debt $12379 mill. Duein 5 Yrs $4302.0 mill. | 6390 | 560.0 | 719.0 | 749.0 | 936.0 | 933.0 | 868.0 | 9920 | 1062.0 | 1141.0 | 1115 | 1135 |Net Profit ($mill) 1250
(LJTD"ftgtrfsltoe‘*a"rﬁgj'_"a 0x)LT Interest $514.0mill. 35705 | 34.3% | 33.6% | 35.2% | 32.6% | 36.0% | 34.2% | 36.0% | 36.1% | 34.5% | 36.0% | 36.0% |Income Tax Rate 36.0%
o 42% | T7% | 22% | 16% | 19% | 17% | 26% | 24% 1.6% 5% | 1.0% | 1.0% |AFUDC % to Net Profit 1.0%
Leases, Uncapitalized Annual rentals $52.0 mill. 50.4% | 47.4% | 49.6% | 50.2% | 45.6% | 48.3% | 48.5% | 48.6% | 46.5% | 45.9% | 47.0% | 47.0% [Long-Term Debt Ratio 47.0%
48.0% | 51.0% | 49.0% | 48.5% | 53.1% | 50.6% | 50.4% | 50.4% | 52.5% | 54.1% | 53.0% | 53.0% |Common Equity Ratio 53.0%
Pension Assets-12/12 $9.14 bill. | 13369 | 13828 | 14921 | 16515 | 16687 | 19160 | 20330 | 21952 | 21794 | 21933 | 22975 | 23625 |Total Capital ($mill) 26300
bid Stock None Oblig. $13.4bill | 15995 | 16106 | 17112 | 18445 | 19914 | 20874 | 22464 | 23863 | 25003 | 26939 | 28475 | 29700 |Net Plant ($mill) 33300
6.3% | 56% | 63% | 60% | 7.0% | 62% | 57% | 59% | 62% | 65% | 6.0% | 6.0% |Returnon Total Cap'l 6.0%
Common Stock 292,872,896 shs. 96% | 77% | 9.6% | 9.1% | 10.3% | 94% | 83% | 88% | 9.1% | 9.6% | 9.0% | 9.0% |Returnon Shr. Equity 9.0%
as of 7/26/13 98% | 7.8% | 9.7% | 9.2% | 104% | 95% | 84% | 89% | 92% | 9.6% | 9.0% | 9.0% |Returnon Com Equity E | 9.0%
MARKET CAP: $17 billion (Large Cap) 2.9% 8% | 26% | 26% | 39% | 31% | 25% | 32% | 3.1% | 36% | 3.0% | 3.0% |Retained to Com Eq 3.5%
ELECTRIC OPERATING STATISTICS T1% | 8% | 74% | T3% | 63% | 67% | 71% | 65% 66% | 62% | 65% | 64% |All Div'ds to Net Prof 61%
9% Change Retal Sales (KWH) 2+0318 2_011}1 2011% BUSINESS: Copsolidated Edison, Inc. is a holding company for ers. Pursue; gompetitive energy opportulnities through three wholly
Avg. Indust, Use (MWH) NA NA NA | Consolidated Edison Company of New York, Inc. (CECONY), which  owned subsidiaries. Purchases most of its power. Fuel costs: 39%
Avg. Indust. Revs. per KWH (¢) NA NA NA | sells electricity, gas, and steam in most of New York City and of revenues. '12 reported depreciation rates: 2.8%-3.1%. Has
g?ﬁ???aﬁ‘@ﬁ%kn%w) 1’2\‘9’%5 1:’1\'7“35 12@15 Westchester County. Also owns Orange and Rockland Utilites 15,000 employees. Chairman, President & CEO: Kevin Burke. In-
Annual Load Factor (4 NME NMF NMF | (O&R, acquired 7/99), which operates in New York, New Jersey, —corporated: New York. Address: 4 Irving Place, New York, New
% Change Customers (yr-en) NA NA NA | and Pennsylvania. Has 3.6 million electric, 1.2 million gas custom-  York 10003. Tel.: 212-460-4600. Internet: www.conedison.com.
Fied Charge Cov. (1) 331 360 382 | Consolidated Edison’s largest subsidi- CECONY and Orange and Rockland to in-

cur $394 million of operating expenses and
$156 million of capital costs. Most of the
operating expenses were deferred for fu-
ture recovery. CECONY is proposing to
recoup these costs over a three-year peri-
od. As a result, ConEd wants to spend $1
billion through 2016 to improve its system
so that it can better withstand severe
storms. The proposal requires the approval
of the NYSPSC.

We have cut our 2013 and 2014 earn-
ings estimates by $0.10 a share and
$0.05 a share, respectively. Second-
quarter results were below our expectation
due in part to a loss of $0.06 a share due
to the effects of mark-to-market account-
ing. We include this in our presentation
because it is an ongoing part of quarterly
results. We are more cautious in our 2014
forecast due to the wide disparity between
CECONY’s rate request and the staff
recommendation.

This top-quality stock offers a divi-
dend yield that is slightly above aver-
age for a utility. Like most utility stocks,
3- to 5-year total return potential is low.
Paul E. Debbas, CFA August 23, 2013

(A) Diluted EPS. Excl. nonrec. losses: '02, 11¢; | June, Sept., and Dec. = Div'd reinvestment | '10: 10.15% elec., 9.6% gas and steam; O&R
'03, 45¢; '13, 41¢; gain on discontinued opera- | plan available. (C) Incl. intangibles. In '12:
tions: '08, $1.01. Next earnings report due late | $35.35/sh. (D) In mill. (E) Rate base: net orig. | on avg. com. eq., '12: 9.5%. Regulatory
cost. Rate allowed on com. eq. for CECONY in | Climate: Below Average.
© 2013 Value Line Publishing LLC. 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.

Oct. (B) Divds historically paid in mid-Mar.,

in '12 (elec.) 9.4%, in '09 (gas) 10.3%; earned

Company’s Financial Strength A+
Stock’s Price Stability 100
Price Growth Persistence 65
Earnings Predictability 85

To subscribe call 1-800-833-0046.
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ONDJFMAMJ b
0By 00000O0O0O0O = == 16
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Institutional Decisions ’ A B N N e DL THIS  VLARITH
Q12 1Q018 20083 | percent 15 - Sl [ Ly STooc TiNoex L
bl B B lgg|shaes 10 . T[N YR 11T 1[I RTTORRAr A 11 RTA I 1 3y 489 @6 |
HUs(000) 11283 13116 20780 R PSTATTERR LTI ERERTRRAACRAARRARRARRVRRARRARNAR 0 00T EREE AT RE RECRRERTEREFRERREY Sy 338 927
199711998 (1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 [ 2006 | 2007 {2008 [2009 [2010 [2011 [2012 (2013 |2014 | ©VALUELINEPUB.LLC|16-18
3433 | 3104 2604 2999 | 53.08| 39.84| 54.95| 5959 | 75.43 | 9351 | 93.40 | 10044 | 8549 | 77.83 | 71.48 | 49.76 | 43.25| 50.00 |Revenues persh A 56.05
332| 302| 256| 268| 300| 256 315| 279| 298| 381 | 387 | 422| 456 | 411 | 462| 458 4.25| 4.75|"CashFlow” persh 5.85
184| 158| 147| 137| 161| 118 18| 182 | 190| 237 | 231| 264 | 292 | 243 | 28 | 279| 270| 2.95|Eamingspersh AB 385
130| 132| 134| 134| 134| 134| 134| 135| 137| 140| 145| 149 | 153 | 157 | 161| 166| 170| 1.74 |Div'ds Decl'dpersh C= | 2.0
2441 268| 258 277 251 280 267 245| 284 297 272| 257 236| 256 | 302 471 450 2.90 [Cap'l Spending persh 3.00
1426| 1457| 1496| 1499| 1526| 1507 | 1565| 1696 | 17.31 | 18.85| 1979 | 2212 | 2332 | 2402 | 2556 | 26.60 | 26.40 | 2355 |Book Value per sh P 21.35
1756 | 1763 1888 1888 | 18.88| 1896 19.1| 2098 | 2117 | 21.36 | 2165 | 21.99 | 2217 | 22.29 | 2243 22.62| 26.00 | 32.00 [Common Shs Outst'g E | 33.00
25| 155| 158 149 145| 200| 136| 157| 162 136| 142| 143 | 134 | 137 130| 145 Boldfiglresare |AvgAnn'l PIE Ratio 155
7 81 90 97 T4 109 78 83 86 NE] 5 86 89 87 82 97 | ValuelLine |Relative PJE Ratio 1.05
56% | 5.4%| 5.8% | 6.6% | 57% | 57%| 54% | 47% | 44% | 43% | 44% | 39% | 39% | 47% | 43% | 41%| ="' |Avg Ann'l Divd Yield 3.8%
CAPITAL STRUCTURE as of 6/30/13 1050.3 | 1250.3 | 1597.0 | 1997.6 | 2021.6 | 2209.0 | 1895.2 | 1735.0 | 1603.3 | 11255 | 1125 | 1600 |Revenues ($mill) A 1850
Total Debt $464.5 mill. Due in 5 Yrs $50.0 mill. 346| 361| 401| 505| 498 | 57.6| 643 | 540 | 638 631| 700| 950 |Net Profit ($mill) 127.0
LT Debt $464.5 il o, =1 interest $24.0mil. 3.0% | 34.8% | 34.1% | 325% | 33.4% | 313% | 33.6% | 33.4% | 314% | 32.0% | 3L0% | 30.0% |Income Tax Rate 28.0%
(Total interest coverage: 6.1x) 33% | 20% | 25% | 25% | 25% | 26% | 34% | 3.% | 40% | 56% | 6.3% | 5.9% |Net Profit Margin 6.9%
50.4% | 51.6% | 48.1% | 49.5% | 45.3% | 44.4% | 42.9% | 405% | 38.9% | 36.0% | 54.0% | 54.0% [Long-Term DebtRatio | 45.0%
Leases, Uncapitalized Annual rentals $.9 mill. 49.4% | 48.3% | 51.8% | 50.4% | 54.6% | 55.5% | 57.1% | 59.5% | 61.1% | 64.0% | 46.0% | 46.0% |Common Equity Ratio 55.0%
Pension Assets-9/11 $248.0 mill. ) 605.0 | 7374 | 707.9 | 7989 | 7845 | 876.1 | 906.3 | 899.9 | 937.7 [ 941.0 | 1485 | 1635 |Total Capital ($mill) 2570
bid Stock None Oblig. $384.2mill. | 6517 | 6469 | 6795 | 7638 | 7938 | 8232 | 8559 | 884.1 | 928.7 | 10193 | 1025 | 1535 |Net Plant (mill) 1920
Common Stock 32,692,182 shs. 4% [ 6.6% | 76% | 84% | 85% | 81% | 87% | 74% | 81% | 65% | 55% | 7.0% [Return on Total Cap' 5.5%
as of 7/26/13 115% | 10.1% | 10.9% | 12.5% | 11.6% | 11.8% | 12.4% | 10.1% | 11.1% | 10.6% | 10.0% | 12.5% |Return on Shr. Equity 9.0%
11.6% | 10.1% | 10.9% | 12.5% | 11.6% | 11.8% | 12.4% | 10.1% | 11.1% | 10.6% | 10.0% | 12.5% |Return on Com Equity 9.0%
MARKET CAP: $1.4 billion (Mid Cap) 30% | 27% | 31% | 5.1% | 4.3% | 52% | 59% | 36% | 49% | 43% | 45% | 5.0% |Retained to Com Eq 4.5%
CUR$|?W||5LI\ET POSITION 2011 2012 6/30/13 | 74% | 73% | 72% | 59% | 63% | 56% | 53% | 64% | 56% | 60% | 63% | 59% |All Div'ds to Net Prof 52%
Cash Assets 43.3 275 556.5 | BUSINESS: Laclede Group, Inc., is a holding company for Laclede tial, 64; commercial and industrial, 21%; transportation, 2%; other,
Other 3258 3155 _284.9 | Gas, which distributes natural gas in eastern Missouri, including the  13%. Has around 1,640 employees. Officers and directors own ap-
Current Assets 369.1 343.0  841.4 | ity of St. Louis, St. Louis County, and parts of 10 other counties. proximately 7% of common shares (1/13 proxy). Chairman: William
Accts Payable 96.6 895 1049 Has roughly 628,000 customers. Purchased SM&P Utility Re-  E. Nasser; CEO: Suzanne Sitherwood. Incorporated: Missouri. Ad-
Debt Due 26.0 250 7 | sources, 1/02; divested, 3/08. Utility therms sold and transported in  dress: 720 Olive Street, St. Louis, Missouri 63101. Telephone: 314-
Other 89.3 137.6 77.9 | fiscal 2012: 1.0 bill. Revenue mix for regulated operations: residen-  342-0500. Internet: www.thelacledegroup.com.
Current Liab. 2319 2521 18281 gclede Group reported mixed fiscal new rate case by the end of the year, con-
Fix. Chg. Cov. 463% 442% 458% | third-quarter results (years end Sep- cerning the Infrastructure System Re-
AfN;\‘UAL RAEES 1535‘ 5P$St 53:416191'812 tember 30th). Revenues were down, placement Surcharge. The legacy Laclede
ofchange fpersh)  10yre, - SYis, 01618 | Jargely due to lower Gas Marketing reve- Group agreed not to file a new rate case
“Cash Flow” 50% 45%  4.5% nues. The Gas Utility segment, however, until fiscal 2016 in order for $14.8 million
Eiﬁ\llfifgiings ;-8‘;@ 3-8‘3? g-g‘gf reported good results thanks to much to be placed into the base rate from its
Book Value 55%  65% 30 | cooler weather. Too, repayments ex- ISRS program. This is likely to take some
Fiscal T Fal panded, offsetting increased infrastructure seasonality out of revenues.
vecal | QUARTERLYREVENUES(Smill)» | Full | shending. Earnings per share of $0.25 The balance sheet is in flux. The com-
Ends |Dec.31 Mar31 Jun.30 Sep30| vear | were hurt due to a larger number of pany raised $428 million by selling over 10
2010 |491.2 6353 3245 2840 |17350 | shares outstanding. We are lowering our million shares late in the fiscal third
%gﬁ ﬁ‘(‘)g g‘égg i‘é‘ég %ég ﬁggg 2013 estimate from $2.85 a share to $2.70 quarter. Too, Laclede sold $450 million of
2013 3070 3976 1653 2551 |1125 based on a much higher share count, and debt in _the fiscal fourth quarter, which
2014 15100 550 290 250 |1600 | Merger-related expenses. ) should increase company leverage. Al-
Fiscal | EARNINGS PER SHARE A5 F ol The Laclede Group’s closing of the though the increased interest expense will
Year |pocat Mardl Jund0 Sen.3o| Fiscdl Missouri Gas purchase should occur likely drag on fourth-quarter earnings,
Ends . 50 Jun. p- Year | jn  fiscal 2013. Permission has been earnings will be helped by new revenues
2000 (103 126 2L dO7 | 243) granted by the Missouri Public Service in 2014. Further changes should occur as
%8% ﬁg igg gg g(ljg %gg Commission to close the deal on or after the deal closes. ) )
2013 | 114 134 25 do3 | 270| September 1st, and management is eager Laclede Group stock has a Timeliness
014 | 125 140 40 d10 | 295 | for the transaction to close. The New Eng- rank of 4 (Below Average). This issue
- UARTERLY DIVIDENDS PAID C = " land Gas Co. portion of the deal, however, has decent 3- to 5-year total return poten-
Cg' Q 5” is taking longer to receive regulatory ap- tial, an above-average Safety rank of 2,
endar |Mar.31 Jun.30 Sep.30 Dec3l| Year| .oy a) for the subsequent selloff to Algon- and a dividend yield that is about average
2009 | 385 385 385 385 | 154 | quin Power. Laclede may ultimately own for a gas utility Still, waiting for a better
2000 | 395 395 395 3% | 138| the assets in Massachusetts. price point may be the best strategy at
%gg ﬂg ﬂg ﬁg ﬁg igg Rate cases will improve future profit- this juncture.
2013 | 425 425 45 ' ability. Missouri Gas is expected to file a John E. Seibert 111 September 6, 2013

(A) Fiscal year ends Sept. 30th.

(B) Based on average shares outstanding in
'97, then diluted. Excludes nonrecurring loss:
'06, 7¢. Excludes gain from discontinued oper-
© 2013 Value Line Publishing LLC. 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.

ations: '08, 94¢. Next earnings report due late
October. (C) Dividends historically paid in early | (E) In millions.
January, April, July, and October. = Dividend
reinvestment plan available. (D) Incl. deferred

(F) Qtly. egs. may not sum

charges. In '12: $456.0 mill., $20.41/sh.

change in shares outstanding.

Company’s Financial Strength B++
Stock’s Price Stability 100
due to rounding or | Price Growth Persistence 50
Earnings Predictability 85

To subscribe call 1-800-833-0046.
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Q02 1008 2008 | percent 12 STOCK  INDEX |
s 2 X ) X X 1y, 11 364 [
0S8l 68 b8 oa|Shares 8 b R Sy, 30 636 [
Hds(0) 24376 24522 23432 R RERRERE R I 1 AR Sy 565 927
1997 1998|1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [2008 [2009 [2010 | 2011 [2012 {2013 [2014 | ©VALUELINEPUB.LLC| 16-18
17.31| 17.73| 22.65| 29.42| 5122 | 4411| 6229 | 6089 | 76.19 | 79.63 | 72.62 | 90.74 | 62.34 | 64.10 | 7260 | 54.16 | 74.15| 76.35 |Revenues pershA 83.45
163 1.74 1.86 1.99 212 214 238 2.50 2.62 2.73 244 3.62 3.16 3.26 340 3.74 3.65 3.85 |“Cash Flow” per sh 4.35
.99 1.04 111 1.20 1.30 1.39 1.59 1.70 177 187 1.55 2.70 2.40 2.46 2.58 2.71 2.70 2.80 |Earnings per sh B 330
71 73 .75 .76 .78 80 83 87 91 .96 1.01 111 1.24 1.36 144 154 1.60 1.64 |Div'ds Decl'd per sh Ca 1.72
1.15 1.07 121 123 1.10 1.02 114 1.45 1.28 1.28 1.46 1.72 181 2.10 2.26 2.00 2.00 2.00 |Cap’l Spending per sh 2.00
6.92 7.26 7.57 8.29 8.80 871| 1026 | 11.25| 1060 | 15.00 | 1550 | 17.28 | 1659 | 17.62 | 18.73 | 18.15| 1880 | 20.05 |Book Value per shP 24.70
4023 | 40.07 | 39.92| 3959 | 40.00| 4150| 40.85| 4161 | 4132 | 4144 | 4161 | 42.06 | 4159 | 4117 | 4145 | 4153 | 40.00 | 40.00 |Common Shs Outst'g E 40.00
135 153 15.2 147 142 14.7 14.0 15.3 16.8 16.1 216 123 149 15.0 16.8 16.8 | Bold figyres are |Avg Ann’l P/E Ratio 14.0
.78 .80 87 .96 73 80 80 81 89 87 115 74 .99 .95 1.05 1.08 ValuejLine Relative P/E Ratio .95
5.3% | 46% | 45%| 44% | 42% | 3.9% | 37% | 33% | 3.1% | 32% | 30% | 33% | 35% | 37% | 33% | 33% | UM |ayg Annl Divid Vield 3.5%
CAPITAL STRUCTURE as of 6/30/13 ] 2544.4 | 2533.6 | 3148.3 | 3299.6 | 3021.8 | 3816.2 | 2592.5 | 2639.3 | 3009.2 | 2248.9 | 2965 | 3055 |Revenues ($mill)A 3335
Total Debt $881.6 mill. Due in 5 Yrs $214.3 mill. 654 | 716| 744 785| 653 | 1139 | 1010 | 1018 | 1065 | 1128 | 110| 115 |Net Profit ($mill) 135
LT Debt $516.2 mil. LT Interest $19.6 mill. 39.4% | 39.1% | 39.1% | 38.9% | 38.8% | 37.8% | 27.1% | 414% | 30.2% | 86% | 35.0% | 35.0% |Income Tax Rate 35.0%
Incl. $65.8 mill. capitalized leases
(LT interest earned: 7.5x total interest coverage: | 26% | 28% | 24% | 24% | 22% | 30% | 39% | 39% | 35% | 50%| 35% | 37% NetProfit Margin 4.0%
7 5x 38.1% | 40.3% | 42.0% | 34.8% | 37.3% | 38.5% | 39.8% | 37.2% | 35.5% | 39.2% | 40.0% | 38.5% |Long-Term Debt Ratio 33.5%
) e
Pension Assets-9/12 $207.8 mill. 61.9% | 59.7% | 58.0% | 65.2% | 62.7% | 61.5% | 60.2% | 62.8% | 64.5% | 60.8% | 60.0% | 61.5% |Common Equity Ratio 66.5%
Oblig. $332.2mill. [ 6768 | 7838 | 7553 | 954.0 | 10280 | 11821 |1144.8 |1154.4 | 1203.1 | 1339.0 | 1250 | 1300 |Total Capital ($mill) 1490
Pfd Stock None -
852.6 | 8804 | 905.1 | 9349 | 970.9 | 1017.3 | 1064.4 | 1135.7 | 1295.9 | 1484.9 | 1515 | 1545 |Net Plant ($mill) 1640
Common Stock 41,380,558 shs. 10.7% | 10.0% [ 102% [ Q6% | 7.7% [ 107% [ 97% | 97% | 7% | 94% | 95% | 9.5% [Return on Total Cap' 10.0%
as of 8/5/13 15.6% | 15.3% | 17.0% | 12.6% | 10.1% | 15.7% | 14.6% | 14.0% | 13.7% | 13.9% | 14.5% | 14.0% |Return on Shr. Equity 13.5%
MARKET CAP: $1.8 billion (Mid Cap) 15.6% | 15.3% | 17.0% | 12.6% | 10.1% | 15.7% | 14.6% | 14.0% | 13.7% | 13.9% | 145% | 14.0% |Return on Com Equity | 13.5%
CURRENT POSITION 2011 2012 6/30/13 | 7.7% | 7.8% | 85% | 63% | 3.6% | 95% | 72% | 6.7% | 62% | 62% | 6.0% | 6.0% |Retainedto ComEq 6.5%
Cas(ﬁMAll_;_éLts 74 45 19 51% | 49% 50% | 50% 64% | 40% 50% | 52% 55% 56% | 59% 56% |All Div'ds to Net Prof 52%
Other 7250 _642.8 _748.4 | BUSINESS: New Jersey Resources Corp. is a holding company commercial and electric utility, 63% incentive programs). N.J. Natu-
Current Assets 7324 647.3  750.3 | providing retail/wholesale energy svcs. to customers in New Jersey, ral Energy subsidiary provides unregulated retail/wholesale natural
and in states from the Gulf Coast to New England, and Canada. gas and related energy svcs. 2012 dep. rate: 2.3%. Has 927 empls.
Accts Payable 66.0 265.8  336.3 | Ney Jersey Natural Gas had about 500,070 customers at 9/30/12  Off./dir. own about 1.1% of common (12/12 Proxy). Chrmn., CEO &
Bﬁ?t bue }1982 28;9 3823 in Monmouth and Ocean Counties, and other N.J. Counties. Fiscal ~Pres. : Laurence M. Downes. Inc.: NJ Addr.. 1415 Wyckoff Road
or . : . : J. : . . . Inc.: : ,
Current Liab. 703.4 6531 7955 | 2012 volume: 161 bill. cu. ft. (6% interruptible, 31% residential and ~ Wall, NJ 07719. Tel.: 732-938-1480. Web: www.njresources.com.
Fix. Chg. Cov. 700% 700% 700% | New Jersey Resources posted solid fi- performing nicely this year, a trend that
ANNUAL RATES  Past Past Est'd'10-12| nancial results for the June interim. we expect to continue. These steady gains
dchange persh) - 10¥s, - 5xs, 01618 | Indeed, the top line advanced more than will likely be offset by diminished top- and
“Cash Flow” 50% 60%  4.0% 80% on a year-over-year basis. A good por- bottom-line contributions at the Clean En-
Earnings 70%  85%  4.0% tion of that gain can be attributed to an al- ergy Ventures segment. Overall, these fac-
Dividends oo 8% 30% | most doubling of nonutility volumes, tors ought to leave earnings relatively un-
- . s . thanks to solid contributions from the NJR changed for 2013 and contribute to modest
Riscal DQUA?,RlTEE/ILY %EVEJNUE%(()WS'”-) /;0 full.| Energy Services unit. Meanwhile, the reg- share-net advances in 2014 and beyond.
Ends | DEC. arol Jun. €p.30| vear | ulated utility segment, New Jersey Natu- Meanwhile, the balance sheet is
2010 |609.6 9184 4798 63L5 (26393 | ral Gas, added 5,301 new customer ac- providing a firm underpinning. On the
2011|7132 9770 6481 6709 |3009.2 | counts during the first nine months of this upside, the long-term debt load has
2012 16424 6129 4251 5685 122489 | year. Finally, the NJR Home Services divi- decreased about 2%, and represents a rela-
%gﬁ ;ggo gggQ ;ggs ggge gggg sion also logged nicely higher earnings tively modest portion of the capital struc-
- contributions during the quarter. On bal- ture, especially for a utility company.
Riscal | EARNINGSPERSHARE AB | Full | ance the bottom line more than doubled, Notably, the company made it through dif-
Ends |Dec3l Mar3l Jun30 Sep30| vear | to $0.23 a share. This was relatively in ficulties caused by Superstorm Sandy
2010 | 66 155 28 d03 | 246| line with our previous expectation. How- without a hitch, financially. What's more,
%gg 13)&1) i% i?) d% %5;? ever, management recently raised its guid- the board recently approved a one-million-
. : : : : ance for fiscal 2013. share increase to the existing stock-
%gﬁ g? %gg %g dg% %8 As a result, we have added a dime to repurchase agreement, bringing potential
: - - = — our annual earnings estimates for this buybacks to 9.75 million shares.
Cal- | QUARTERLYDVIDENDSPAD ©» | Full | year and next to $2.70 and $2.80 a These high-quality shares may appeal
endar |Mar.31 Jun.30 Sep30 Dec.3l| Year | share, respectively. This ought to be to income-seeking accounts. Indeed,
2009 | 31 31 31 3 124 supported by 13,000-15,000 additional cus- NJR is ranked to outpace the broader mar-
2010 | 34 34 340 136 | tomer accounts at the regulated utility ket averages in the year ahead, and offers
2011 1.3 36 .36 36 | L4} djvision. Meanwhile, the wholesale energy a dividend yield that is comparable to the
ggﬁ 38 1318 1318 ?18 194 subsidiary, NJR Energy Services, and the industry average.
o ’ ’ ’ Home Services divisions have both been Bryan J. Fong September 6, 2013

(A) Fiscal year ends Sept. 30th.

(C) Dividends historically paid in early Jan.,
(B) Diluted earnings. Qtly egs may not sum to | April, July, and October. 1Q '13 div'd paid in

million, $10.63/share.

total due to change in shares outstanding. Next | 4Q '12. = Dividend reinvestment plan available.
(D) Includes regulatory assets in 2012: $441.3

earnings report due late Oct.

© 2013 Value Line Publishing LLC. 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.

(E) In millions, adjusted for splits.

Company’s Financial Strength A
Stock’s Price Stability 100
Price Growth Persistence 60
Earnings Predictability 55

To subscribe call 1-800-833-0046.




WPD-6 (17)
Page 97 of 104

RECENT 43 49 PIE 16 8(Trai|ing: 17.6' Y [RELATIVE 0 95 DIVD 3 50/

NORTHEAST UT|L|T|ES NYSE-NU | PRICE . RATIO . O \Median: 17.0/| PERATIO U, YLD 070 x. 3.8
TMELNESs 2 masamns | FOV) 3971 499) 8930 290 83| R3| 3 Wo| HF| B8 B3 %6 Target Price Range
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Institutional Decisions T Pea eneten . RS OISO RN N B X S THIS  VLARITH*

3012 4Q012 102013 ’ STOCK  INDEX

to Buy Q189 Q212 ons Eﬁ;ﬁssm 28 / Al ! lyr. 154 364 [C
o Sell 178 170 166 | traded 10 | TIPS T 11111 | T S AT R TTAR A T 3yr. 767 636 [
Hid's(000) 199126 204838 207192 T 11| Y v (e e T e AR R RRYR A XTI} O Sy 1114 927
199711998 (1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 [ 2006 | 2007 {2008 [2009 [2010 [2011 [2012 (2013 |2014 | ©VALUELINEPUB.LLC|16-18

2946 | 28.77| 3391 | 40.86| 52.82| 40.89| 4753 | 51.82 | 41.85| 44.64 | 37.27 | 3722 | 3097 | 27.76 | 2521 | 19.98 | 2350 | 24.20 |Revenues per sh 26.25

2.68 373 5.68 339 | 1048 6.32 5.80 5.00 5.46 3.69 4.82 6.16 4.96 5.68 488 4.03 5.35 5.70 |“Cash Flow" per sh 6.75
d1.05 d36| dll4 d.20 1.37 1.08 1.24 91 .98 .82 159 1.86 191 2.10 2.22 1.89 2.55 2.75 |Earnings per sh A 325
.25 -- 10 40 45 53 58 63 68 73 .78 .83 .95 1.03 110 132 147 1.56 | Div'd Decl'd per sh B = 1.80
1.85 1.79 2.50 2.88 340 3.86 431 485 5.89 5.49 714 8.06 5.17 541 6.08 4.69 5.15 5.45 | Cap’l Spending per sh 475

16.34 | 1563 | 1580 | 1543 | 16.27 | 17.33| 17.73| 1780 | 1846 | 18.14 | 1865 | 19.38 | 20.37 | 21.60 | 22.65| 29.41 | 29.80 | 30.90 [Book Value per sh ¢ 3475
130.18 | 130.95 | 131.87 | 143.82 | 130.13 | 127.56 | 127.70 | 129.03 | 131.59 | 154.23 | 156.22 | 155.83 | 175.62 | 176.45 | 177.16 | 314.05 | 315.00 | 316.00 |Common Shs Outst'g © | 319.00

-- -- -- -- 141 16.1 134 208 19.8 211 18.7 137 12.0 134 154 19.9 | Bold figyres are |Avg Ann’l P/E Ratio 14.0
-- -- -- 72 88 .76 1.10 1.05 1.46 .99 82 .80 85 97 127 ValuejLine Relative P/E Ratio .95

2.4% 6% | 19% | 23% | 30%| 35% | 3.3% | 35% | 33% | 2.6% | 3.2% | 42% | 36% | 32% | 35% | *UP'S|Avg Ann'l Divid Yield 4.0%
CAPITAL STRUCTURE as of 3/31/13 6069.2 | 6686.7 | 5507.3 | 6884.4 | 5822.2 | 5800.1 | 5439.4 | 4898.2 | 4465.7 | 6273.8 | 7400 | 7650 |Revenues ($mill) 8400
Total Debt $9265.5 mill. Due in 5 Yrs $3588.6 mill. | 1627 | 1221 | 1285 | 126.2 | 2515 | 296.2 | 335.6 | 377.8 | 4003 | 533.0| 810 | 880 |Net Profit ($mill) 1060
I 516.6 mil o et recucton ponds. 321% | 298% | 308% | -~ | 303% | 29.7% | 349% | 36.6% | 299% | 34.0% | 35.0% | 350% |Income Tax Rate 0%
(LT interest earned: 3.8x) ' 7.0% | 6.8% | 17.4% | 215% | 13.9% | 158% | 4.6% | 7.% | 86% | 2.3% | 4.0% | 5.0% |AFUDC % to Net Profit 4.0%
Leases, Uncapitalized Annual rentals $22.4 mill. 63.9% | 64.2% | 63.2% | 58.7% | 59.2% | 60.4% | 57.2% | 55.1% | 53.4% | 43.7% | 45.5% | 45.5% |Long-Term Debt Ratio 46.0%
Pension Assets-12/12 $3.41 hill. 34.3% | 34.0% | 35.1% | 39.7% | 39.2% | 38.1% | 41.5% | 43.6% | 45.3% | 55.4% | 53.5% | 53.5% |Common Equity Ratio 53.0%

, _ Oblig. $5.02 bill. | 6591.6 [ 6749.4 | 6923.2 | 7052.0 | 74311 | 7926.2 | 8629.5 | 87418 | 8856.0 | 16675 | 17475 | 18275 [Total Capital ($mill) 21000

mgl 52“3’25 ﬁégiﬁs@hﬁ% ?é"rgtgg-ég(‘)"'-ar) nor 154299 | 58642 | 64172 | 6242.2 | 72299 | 82079 | 8340.0 | 9567.7 | 10403 | 16605 | 17500 | 18450 | Net Plant (mil 20600
subject to mandatory redemption. P 42% | 28% | 35% | 29% | 50% | 54% | 54% | 58% | 5%% | 42% | 55% | 6.0% [Returnon Total Cap'l 6.0%
Common Stock 314,621,345 shs. 6.8% | 51% | 50% | 43% | 83% | 94% | 9.1% | 9.6% 9.7% | 57% | 85% | 9.0% |Returnon Shr. Equity 9.5%
as of 4/30/13 6.9% | 51% | 51% | 43% | 84% | 9.6% | 9.2% | 9.8% 9.8% | 57% | 85% | 9.0% |Returnon Com EquityE | 9.5%
MARKET CAP: $14 billion (Large Cap) 37% | 16% | 15% 3% | 43% | 53% | 47% | 5.0% 5.0% | 1.6% | 35% | 4.0% |RetainedtoCom Eq 4.5%
ELECTRIC OPERATING STATISTICS 48% | T0% | 72% | 94% | 50% | 45% | 50% | 49% 50% | 72% | 58% | 57% |All Div'ds to Net Prof 55%
9% Change Retal Sales (KWH) 2+011.9 2_011.% +24071(2) BUSINESS: Northeast Utilities is the parent of utilities that have 3.1 eastern MA. Acq'd NSTAR 4/12. Elec. rev. breakdown: res’l, 53%;
Avg. Indust, Use (MWH) 627 624 NA | mill. elec., 487,000 gas customers. Connecticut Light & Power comm’l, 30%; ind'l, 6%; other, 11%. Generating sources not avail.
Avg. Indust. Revs. per KWH (¢) NA NA NA | (CL&P) serves most of CT; Public Service Co. of New Hampshire ~ Fuel costs: 33% of revs. '12 reported depr. rates: 2.5%-3.3%. Has
ggg?cﬂg’aglmlke(r’\m) Nﬁ Nﬁ Nﬁ (PSNH) supplies power to three fourths of NH's population; West- 8,700 empls. Chairman: Charles W. Shivery. Pres. & CEO: Thomas
Annual Load Factor o NA NA NA | em Massachusetts Electric Co. (WMECO) serves western MA; J. May. Inc.: MA. Address: One Federal St., Building 111-4, Spring-
% Change Customers (yr-en) +5 +.4 +59.8 | NSTAR supplies power to parts of eastern MA & gas to central & field, MA 01105. Tel.: 413-785-5871. Internet: www.nu.com.

Fied Charge Cov. (1) 284 201 320 | Northeast Utilities is on track to post We expect further bottom-line growth
ANNUAL RATES Past Past Estd 10-12 much higher earnings this year. The in 2014, mainly due to additional
ofchange (persf)  10¥rs.  5Yrs, to'1618 | comparison isn't exactly apples to apples, transmission investment. Also, the
Revenues 6.0% -10.0% 15% | since the company booked significant ex- service area’s economy is showing signs of
“Cash Flow” 30%  1.0%  55% penses associated with its merger with improvement. We have raised our estimate
Earnings 105% 13.0%  8.0% NSTAR i :

Dividends 95% 95%  80% in 2012, but the transaction has by $0.05 a share, to $2.75.

Book Value 40% 60% 60% | worked out well, so far. NU is on track to Investors should be aware of some

; achieve (or beat) its target of a 3% reduc- threats to the company’s allowed
eﬁg; Ma?%/'\lRTJEE,L]S%EVggg%%@&”231 Eé‘elllr tion in operating and maintenance costs. ROEs. The Federal Energy Regulatory

2010 | 1340 1111 1243 1204 | 48982 The company is benefiting from lower in- Commission is examining NU's allowed

2011 | 1235 1048 1115 1068 |44657| terest rates, too—in fact, its interest pay- ROEs after complaints from some affected

2012 | 1100 1629 1861 1684 |6273.8| Ments on almost $2 billion of debt that it parties in New England. This matter prob-

2013 | 1995 1636 2010 1750 |7400 | issued since the merger closed are lower ably won't be resolved until mid- to late

2014 | 2075 1700 2075 1800 | 7650 | than those on over $900 million of borrow- 2014. Next year, Connecticut Light &

Cal- EARNINGS PER SHARE A Full ings that it retired. Furthermore, NU's Power is required to file a rate case, so a
endar |Mar.3L Jun30 Sep.30 Dec3l| vear | Significant transmission investment is cut in its allowed ROE of 9.4% is possible.

2010 ) I = 5 | 210 boosting the company's profits, especially We are not assuming any change in al-

2011 ‘64 m 51 %4 | 220| since its allowed return on equity for lowed ROEs in our estimates and projec-

2012 | 56 15 66 55 | 189| transmission is well above its allowed tions, but if such a reduction occurs, it

2013 72 54 74 55 | 255| ROE for the rest of its business. Finally, wouldn't affect earnings until 2015.

2014 76 61 77 61 | 275| NU has benefited from more favorable This timely stock has a dividend yield

Cal- | QUARTERLY DIVIDENDS PAID B« Full weather patterns this year. The winter re- tht_':l'l:. is sl_ightly below average for a
endar |Mar31 Jun30 Sep.30 Dec3l| Year | turned to normal after an unusually mild utility. With the recent price near the

2009 | 2375 2375 2375 2375 95 2012, and a hot July has prompted us to midpoint of our 2016-2018 Target Price

2010 | 25605 25605 25625 25625 102 | raise our 2013 earnings estimate by a Range, total return potential is low,

01 | 275 975 975 975 | 110 | Nickel a share, to $2.55. This is within despite our expectation of healthy divi-

2012 | 294 343 343 343 | 132 | management's targeted range of $2.45- dend growth.

2013 | 3675 3675 $2.60. Paul E. Debbas, CFA August 23, 2013
(A) Diluted EPS. Excl. nonrec. gains (losses): | report due early Nov. (B) Div'ds historically | com. eq. in MA: '11, 9.6%; in CT: (elec.) '10, | Company’s Financial Strength B++
'02, 10¢; '03, (32¢); '04, (7¢); '05, ($1.36); '08, | paid late Mar., June, Sept., & Dec. = Div'd rein- | 9.4% (gas) '11, 8.83%; in NH: '10, 9.67%; | Stock’s Price Stability 100
(19¢); 10, 9¢. '10 & '11 EPS don't add due to | vestment plan avail. (C) Incl. def'd chgs. In "12: | earn. on avg. com. eq., '12: 7.3%. Reg. Clim.: | Price Growth Persistence 85
rounding, '12 due to chg. in shs. Next earnings | $27.55/sh. (D) In mill. (E) Rate allowed on | CT, Below Avg.; NH, Avg.; MA, Above Avg. Earnings Predictability 65
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Q12 1008 2083 | percent 15 Ly, STecC TmoEK |
vl 5 53 ga|Shaes 10 P e e I 1 Y PR 6 T PO TR (B TR 3y 30 @6 |
HIUs(000) 16052 16036 15076 L IIIII IIIII (I Sy. 159 @27
19971998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [2008 | 2009 [2010 | 2011 2013 {2014 | ©VALUELINEPUB.LLC|16-18
1582 | 16.77 | 1817 | 21.09| 2578 | 2507| 2357 | 2569 | 3301 | 3720 | 39.13 | 39.16 | 38.17 | 30.56 | 3172 27.14 27.20 | 27.80 [Revenues per sh 28.95
3.72 324 372 3.68 3.86 3.65 3.85 392 434 476 541 531 5.20 5.18 5.00 4.94 4.10 4.30 |“Cash Flow” per sh 5.30
1.76 1.02 1.70 1.79 1.88 1.62 1.76 1.86 211 2.35 2.76 2.57 2.83 273 2.39 2.22 2.15 2.30 |Earnings per sh A 320
121 122 123 1.24 1.25 1.26 1.27 1.30 1.32 1.39 144 152 1.60 1.68 1.75 1.79 183 1.87 |Div'ds Decl'd per sh Ba 2.00
5.07 4.02 478 3.46 323 311 4.90 552 348 3.56 4.48 3.92 5.09 9.35 3.76 491 6.10 6.35 | Cap’l Spending per sh 7.00
16.02 | 1659 | 17.12| 1793 | 1856 | 18.88| 19.52 | 20.64 | 21.28 | 22.01 | 2252 | 23.71 | 24.88 | 26.08 | 26.70 | 27.23 | 27.95| 29.15 Book Value per sh © 31.65
2286 | 2485| 25.09| 2523 | 2523 | 2559 2594 | 2755 | 2758 | 27.24 | 2641 | 2650 | 2653 | 2658 | 26.76 | 26.92 | 27.00 [ 27.00 |Common Shs Outst'g € | 28.00
144 26.7 145 124 12.9 17.2 15.8 16.7 17.0 15.9 16.7 18.1 15.2 17.0 19.0 21.1 | Bold figyres are |Avg Ann'l P/E Ratio 17.0
83 1.39 83 81 .66 94 90 88 91 .86 .89 1.09 1.01 1.08 119 1.35 ValuejLine Relative P/E Ratio 115
48% | 45%| 50%| 56% | 5.1% | 45% | 46% | 42% | 3.7% | 37% | 3.1% | 3.3% | 37% | 36% | 3.9% | 38% | °UF'S|Avg Ann'l Divid Yield 3.3%
CAPITAL STRUCTURE as of 6/30/13 611.3 | 707.6 | 9105 | 1013.2 | 1033.2 | 1037.9 | 1012.7 | 812.1 | 8488 | 730.6 735 750 |Revenues ($mill) 810
Total Debt $827.7 mill. Due in 5 Yrs $200 mill. 460 | 506| 581| 652 | 745| 685| 751 | 727 | 639| 599| 575| 620 |Net Profit ($mil) 90.0
LT Debt $691.7 mil. LT Interest $45.0 mill. 33.0% | 34.4% | 36.0% | 36.3% | 37.2% | 36.9% | 38.3% | 40.5% | 40.4% | 42.4% | 37.5% | 36.0% |Income Tax Rate 3L0%
(Total interest coverage: 3.3x) T5% | 70% | 64% | 6.4% | 72% | 6.6% | 74% | 8%% | 7.5% | 82%| 7.9% | 83% NetProfit Margin 11.1%
49.7% | 46.0% | 47.0% | 46.3% | 46.3% | 44.9% | 47.7% | 46.1% | 47.3% | 48.5% | 48.5% | 48.5% |Long-Term Debt Ratio 48.0%
50.3% | 54.0% | 53.0% | 53.7% | 53.7% | 55.1% | 52.3% | 53.9% | 52.7% | 51.5% | 51.5% | 51.5% |Common Equity Ratio 52.0%
Pension Assets-12/12 $249.6 mill. | 1006.6 | 1052.5 | 1108.4 | 11165 | 1106.8 | 1140.4 | 1261.8 | 1284.8 | 1356.2 | 1424.7 | 1470 | 1525 |Total Capital ($mill) 1705
Pt Stock None Oblig. $435.9mill. | 15059 | 1318.4 | 13734 | 1425.1 | 14959 | 1549.1 | 16701 | 1854.2 | 1893.9 | 19736 | 2055 | 2135 |Net Plant ($mill) 2400
57% | 59% | 65% | 7.1% | 85% | 7.7% | 7.3% | 7.0% | 6.2% | 57% | 50% | 5.0% |Returnon Total Cap'l 6.5%
Common Stock 26,975,108 shares as of 7/26/13 9.1% | 89% | 9.9% | 10.9% | 12.5% | 10.9% | 11.4% | 10.5% 89% | 82% | 7.5% | 8.0% |Returnon Shr. Equity 10.0%
9.0% | 89% | 9.9% | 10.9% | 12.5% | 10.9% | 11.4% | 10.5% 8.9% | 82% | 7.5% | 80% |Returnon Com Equity 10.0%
MARKET CAP $1.1 billion (Mid Cap) 26% | 27% | 3.7% | 45% | 6.0% | 45% | 50% | 4.0% 24% | 16% | 1.0% | 1.5% |Retainedto Com Eq 4.0%
CUR$I?\4I|ELI\|{T POSITION 2011 2012 6/30/13 | 72% | 69% | 63% | 59% | 52% | 59% | 56% | 61% | 73% | 80% | 85% | 81% |All Div'ds to Net Prof 63%
Cash Assets 5.8 8.9 12.2 | BUSINESS: Northwest Natural Gas Co. distributes natural gas to  Owns local underground storage. Rev. breakdown: residential,
Other 3429 2748 _166.9 | 90 communities, 681,000 customers, in Oregon (90% of customers) 59%; commercial, 29%; industrial, gas transportation, and other,
Current Assets 348.7  283.7  179.1 | and in southwest Washington state. Principal cities served: Portland ~ 12%. Employs 1,092. BlackRock Inc. owns 8.2% of shares; officers
,Sc%ttsgayable 13(152 lggg 1338 and Eugene, OR; Vancouver, WA. Service area population: 2.5 mill. and directors, 1.8% (4/13 proxy). CEO: Gregg S. Kantor. Inc.:
Ottaher ue 146.6 925 737 (77% in OR). Company bgys gas supply from Cangdiqn and U.S. Oregon. Address: 220 NW 2nd Ave., Portland, OR 97209. Tele-
Current Liab. 2145 3684 2730 | Producers; has transportation rights on Northwest Pipeline system.  phone: 503-226-4211. Internet: www.nwnatural.com.
Fix. Chg. Cov. 334% 329% 393% | Northwest Natural Gas’s results were the company has accordingly declined to
ANNUAL RATES  Past Past Estd’'10-12| mixed in the second quarter. Earnings $2.02-$2.22 from $2.15-$2.35. We have
ofchange (persfi)  10'¥rs. ~ 5Yis. 10’1618 | per share were $0.08, helped by increased lowered our earnings estimate to $2.15
Revenues . 200 2 5% | housing starts in the Portland housing from $2.30, and our revenue call from
Earnings 35% 05% 45% | market. Lower bad-debt expense also $735 million from $745 million, as well.
Dividends 35%  45%  25% | helped the bottom-line growth. That said, The company’s financial position
Book Value 40% 40% 30% | the company has delivered less gas thus remains in good shape. Cash flow will
Cal- | QUARTERLYREVENUES ($mil) | run | far this year, hampering profit results in likely be used to increase the dividend.
endar |Mar31 Jun.30 Sep.30 Decdl| Year | the first half when compared to last year. Like clockwork, the dividend has been
2010 |2865 1624 951 2681 | 8121 | The base-rate cases should allow for more raised by one or two cents a share every
2011 3231 1612 933 2712 | 8488 | even revenue flow to cover fixed costs, fourth quarter. With the aforementioned
2012 13096 1040 875 2295 | 7306 | likely helping in the third quarter. The hit to earnings, however, we expect a
2013 12219 1317 95 2804 | 735 | company expects to file a case rate, con- smaller raise to take place this year. The
2014 |300 125 85 240 0| cerning the rollout of compressed natural rest of cash flow will likely be used on cap-
Cal- EARNINGS PER SHARE A Full | gas refueling. We expect this could be a ital projects.
endar |Mar31 Jun.30 Sep.30 Dec.3l| Year | good sector of growth over the longer term, Northwest Natural Gas stock has a
2010 | 1.64 26 d28 111 | 273| as the move to natural gas vehicles ac- Timeliness rank of 3 (Average). The
2011 | 153 .08 d3l 109 | 239 celerates. The pension base-rate case, dividend yield is among the highest in the
2012 | 151 .05 d39 105 | 222| which has been outstanding, will likely not industry. The payout ratio remains high,
2013 | 140 08 d40 107 | 215| pe solved earlier than in 2014. however. This company is leveraged and
2014 | 145 10 d30 105 | 230 Management lowered fiscal earnings earnings could take a hit should longer-
Cal- | QUARTERLYDIVIDENDSPADB= | fFyil | guidance on a settlement charge. As term rates rise significantly, increasing
endar |Mar.31 Jun.30 Sep.30 Dec3l| Year | part of the settlement concerning its Site the associated interest expense. These
2009 | 395 395 395 415 | 160 | Remediation and Recovery Mechanism, shares have a top Price Stability score.
2010 | 415 415 415 435 | 168 | Northwest Natural Gas agreed not to seek The company’'s Financial Strength rating
2011 | 435 435 435 445 | 175 | repayment of $7 million of deferred ex- is A and this is a solid choice for income-
2012 | 445 445 445 455 | 179 penses, which will hit the income state- minded investors.
2013 | 455 455 455 ment in the third quarter. Guidance from John E. Seibert I11 September 6, 2013
(A) Diluted earnings per share. Excludes non- | (B) Dividends historically paid in mid-February, (D) Includes intangibles. In 2012: $387.9 mil- | Company’s Financial Strength A
recurring items: '98, $0.15; '00, $0.11; '06, | May, August, and November. lion, $14.41/share. Stock’s Price Stability 100
($0.06); '08, ($003) '09, 6¢; Next earnings | = Dividend reinvestment plan available. Price Growth Persistence 55
report due in early November. (C) In millions. Earnings Predictability 95
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Pepco Holdings, Inc. (PHI) was formed on | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [2009 [2010 [2011 |2012 |2013 [2014 | ©VALUELINEPUB.LLC|16-18
August 1, 2002, upon the merger of Poto- | 4233 | 38.35 | 4249 | 4357 | 46.71 | 4888 | 41.66 | 31.27 | 2602 | 22.09 | 20.00 | 20.65 [Revenues per sh 25.50
mac Electric Power Co. (PEPCO) and Con-| 380 | 371| 367| 347 | 330 | 355 | 28| 297 | 300| 321| 310 3.25|“CashFlow" persh 3.70
ectiv. In the $2.2 billion deal, PEPCO com-| 135| 146 | 149 | 133| 153 | 193 | 106 | 124 | 114| 124| 110| 1.25 |Earnings persh A 1.70
mon stockholders received one common| 100| 100| 100| 104 | 104| 108 | 108 | 108 | 108| 108| 1.08| 112 |Div'd Decl'dpersh Bs 1.16
share in PHI for each of their shares, and [ 348 | 275 | 246 247 | 311| 357 | 389 | 356 | 414 529| 520| 520 CaplSpending persh 4,00
Conectiv investors exchanged each of their | 17.48 | 17.87 | 1888 | 1882 | 2004 | 19.14 | 1915 | 1879 | 19.06 | 19.33 | 19.00 | 19.45 |Book Value persh ¢ 2150
common shares for $25 worth of PHI stock [ 171.77 | 18833 | 189.82 | 191.93 | 200.51 | 218.91 | 222.27 | 225.08 | 22750 | 230.02 | 250.00 | 252.00 |Common Shs Outst'g D | 255.00
and cash, prorated 50/50. 134 136 149| 181 182 122 137| 140 | 167| 156 | Boldiigires are |Avg Ann'lPE Ratio 140
.76 72 .79 98 97 73 91 89 1.05 .99 Value|Line Relative P/E Ratio .95
550 | 50% | 45% | 43% | 3.7% | 46% | 74% | 62% | 57% | 56% | "™ |Avg Ann’l Divd Yield 4.9%
CAPITAL STRUCTURE as of 6/30/13 7271.3 | 72218 | 8065.5 | 8362.9 | 9366.4 | 10700 |9259.0 | 7039.0 | 5920.0 | 5081.0 [ 5000 | 5200 |Revenues ($mill) 6500
Total Debt $5271 mill. Due in 5 Yrs $1784 mill. 2452 | 2613 | 2774 | 2544 | 2965 | 4000 | 2350 | 2760 | 257.0 | 2850 | 275| 315 |Net Profit ($mill) 430
(LLTT'?rigtrjs‘tlezjgg'('j';37X)LT'“‘9“9“ $250 mill 183% | 38.7% | 38.8% | 39.1% | 39.3% | 29.6% | 31.9% | 18.8% | 37.2% | 35.4% | 35.0% | 35.0% |Income Tax Rate 35.0%
o -- -- -- -- -- -- -- -- -- - Nil Nil |AFUDC % to Net Profit Nil
Pension Assets-12/12 $2.0 bill. Oblig. $2.5 bill. 63.1% | 59.7% | 57.1% | 54.6% | 54.1% | 56.2% | 53.8% | 49.0% | 49.1% | 47.3% | 46.0% | 47.5% [Long-Term Debt Ratio | 50.0%
35.6% | 39.6% | 42.3% | 45.1% | 45.9% | 43.8% | 46.2% | 51.0% | 50.9% | 52.7% | 54.0% | 52.5% |Common Equity Ratio 50.0%
Pfd Stock None 8439.3 | 8494.0 | 8469.3 | 8004.0 | 8753.0 | 9568.0 | 9203.0 | 8292.0 | 8516.0 | 8432.0 | 8750 | 9300 |Total Capital ($mill) 10880
6964.9 | 7088.0 | 7312.0 | 7576.6 | 7876.7 | 8314.0 | 8863.0 | 7673.0 | 8220.0 | 8846.0 | 9600 | 10000 |Net Plant ($mill) 11000
Common Stock 249,142,538 shs. 48% [ 50% | 50% | 51% | 51% | 58% | 45% | 51% | 45% | 49% | 45% | 50% [Returnon Total Capl 6.0%
as of 7/25/13 T9% | T6% | 7.6% | 7.0% | 7.4% | 95% | 55% | 65% | 59% | 64% | 6.0% | 65% |Returnon Shr. Equity 8.0%
T1% | 77% | 77% | 7.0% | 7.4% | 95% | 55% | 65% | 59% | 64% | 6.0% | 6.5% |Return on Com Equity E | 8.0%
MARKET CAP: $5.0 billion (Large Cap) 20% | 25% | 24% | 15% | 23% | 42% | NMF | 8% | 3% | 8%| 5% | .5% |Retained to Com Eq 2.5%
ELECTRIC OPERATING STATISTICS 75% | 68% | 69% | 78% | 68% | 56% | 101% | 87% 95% | 87% | 98% | 90% |All Div'ds to Net Prof 69%
9% Change Retal Sales (KWH) 2&12 2_021%5 20,&/% BUSINESS: Pepco Holdings, Inc. _consists mainly of _three eler_:tric pine Corp. EI_et_:tricity customers: 1.8 million; gas customers:
Avg. Resid| Use (KWH% 11253 10836 10451 | utility submdmrle_s:_?otomac Electric Power Co., serving Washlng- 125,000. Electricity break_dqwn: residential, 40%; comr_nermal, 41%;
Avg. Resid Revs. per KWH(¢) NA NA NA | ton, D.C. and adjoining areas of Maryland; Delmarva Power, which ~ other, 19%. 2012 depreciation rate: 2.5%. Has approximately 5,040
gapﬁltygl Eeak (MWM Nﬁ Nﬁ Nﬁ serves the peninsula area of Delaware, Maryland and Virginia; and ~ employees as of 12/31/12. Chrmn., Pres. & CEO: Joseph M. Rigby.
AﬁﬁualoL%éd g;ncrlré?r( nw) NA NA NA | Atlantic City Electric, serving southern New Jersey. In July 2010, Inc.: DE. Address: 701 Ninth Street, N.W., Wash., D.C. 20068. Tel-
% Change Customers zyr-end) +1.1 +.7 +.3 | Pepco sold competitive energy business (Conectiv Energy) to Cal- ephone.: 202-872-2000. Internet: www.pepcoholdings.com.
Fited Charge Cov. (%) 204 251 253 | Pepco Holdings’ second-quarter re- by year’s end. )
ANNUAL RATES Past _ Past Estd 10-12] Sults came in below our expectations. The company reached a settlement in
ofchange (persh)  10¥rs.  5vis. to'16/18 | 1he  Washington, DC-based utility its Atlantic Electric rate case. On June
Revenues 5.5% -10.0% -.5% reported earnings of $0.22 a share during 21st, the New Jersey Board of Public Utili-
;‘E%?r?ifrllF;OW” -3-%‘;{/0 %g‘(’f %-%‘;//o the period, versus our estimate of $0.25 ties approved a settlement agreement that
Diegss Y Tow 10w | (the figure excludes one-time charges re- will provide for an annual rate increase of
Book Value 5% -~ 20% | lated to cross-border lease investments). $26 million based on a return on equity of
Cal- | QUARTERLY REVENUES (5 mill) il Despite the slight miss, the company reaf- 9.75%. The revenue increase includes full
endar Mar.3L Jun30 Sep.30 Dec3l| vear firmed its full-year earnings guidance of recovery of incremental storm restoration
2010 11819 1636 2067 1517 7039 $1.05-$1.20 a share, though it did ac- costs by including capital cost in rate base
2011 1634 1409 1643 1234 |s5920 | Knowledge that challenges related to weak and amortizing the deferred O&M ex-
2012 11292 1179 1476 1134 | 5081 | load growth and regulatory outcomes con- penses of $26 million over a three-year pe-
2013 1226 1053 1500 1221 | 5000 | tinue to be somewhat of a burden. All told, riod. The outcome was less constructive
2014 [1250 1100 1550 1300 5200 | we have lowered our 2013 share-net es- than expected by the company.
Cal- EARNINGS PER SHARE AF Full timate by a nickel, to $1.10. ) Income-oriented accounts should con-
endar Mar.31 Jun30 Sep.30 Dec3l| vear | RAte-case outcomes continue to dis- sider taking a position here. Shares of
2010 16 % 5 % | 124] @Ppoint. On July 12th, the company Pepco are currently yielding an attractive
2011 27 0 35 10 | 114 ]| received yet another lackluster regulatory 5.3%, well above the utility industry’s
2002 | 30 27 49 18 | 124 ruling in its electric distribution rate case 3.8% mean. Based on the steady earnings
2013 24 2 43 21 | 110| in Maryland. The commission’s order au- stream we project for 2013 and 2014, the
2014 25 25 50 25 | 125| thorized a $28 million increase in rates payout appears well covered over this
Cal- | QUARTERLYDIVIDENDSPAIDE= | gy | 0@Sed on a 9.36% return on equity, which time. In our view, the favorable income
endar |Mar3l Jun30 Sep.30 Decdl| Year | WS less than half of the amount re- component remains a key draw.
2009 | 27 97 7 97 108 quested in Pepco’s initial filing. Moreover, The stock has been upgraded a notch
2010 | 27 57 57 57 1og| 1t was denied two of three grid resiliency for Timeliness to 2 (Above Average).
2011 | 27 97 97 97 108 | charge proposals. As a result, the company By utility standards, total return potential
2002 | 27 27 o7 o7 108 | filed an appeal of this decision and plans to 2016-2018 is also above average.
2013 | 27 27 27 to file its next base rate case in Maryland Michael Ratty August 23, 2013

(A) Based on dil. shs. Excl. nonrecur. items:
'03, d69¢; '04, 1¢; '05, 47¢; '06, d1¢; '08, 46¢; | '12, $4.8 bill. or $20.87/sh. (D) In mill. (E) Rate | avg. com. eq., 6.4%. Reg. Clim.: Avg. (F) Qtrly | Stock’s Price Stability

'10, 62¢. Next egs. rpt. due early Nov. (B) [allowed in MD: 9.36% ('13-Pepco), 10.0% ('09- | egs. may not add due to chng. in shs.

Dec.

= Div'd reinvest. plan. (C) Incl. def'd chgs:

Divids paid in early March, June, Sep., and | Delmarva); DC: 9.6% ('10-Pep.); DEL: 10.0%
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('06-Del.); NJ: 9.75% ('13-ACE); Earned on '12 | Company's Financial Strength B
95

Price Growth Persistence 25

Earnings Predictability 70
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Institutional Decisions . Spaete N THIS  VLARITH*
4012 12013 2Q2013 STOCK  INDEX

10.Buy i G0 e Roreent 1 . I . lyn 118 364 [
to Sell 78 63 83 | traded g | PO I LA o LI B R T T T T TR O Ty, 3yr. 441 636 [
HUs(000) 33873 37241 38516 | ELEAETFRT ELERARRAR RLARRFTRREFRERRLARREREERERRARRAR]RLARRARRARRFRRARRARRARA RRARRARRARRFRRARRRRRARRERRARRARRRAARAAR Sy 535 927
1997 1998|1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [2008 [2009 [2010 | 2011 [2012 {2013 [2014 | ©VALUELINEPUB.LLC| 16-18

12.84 | 1245| 1097 | 1301 | 17.06| 1257| 1814 | 19.95| 2296 | 2580 | 23.37 | 2852 | 22.36 | 21.48 | 19.83 | 1554 | 17.10| 17.75 |Revenues pershA 19.40

1.62 1.72 1.70 177 181 181 2.04 231 243 2.51 2.64 2.77 3.01 291 2.99 3.09 3.15 3.20 | “Cash Flow” per sh 345
93 .98 93 1.01 1.01 .95 111 1.27 1.32 128 1.40 1.49 1.67 1.55 157 1.66 1.75 1.80 |Earnings per sh AB 2.05
.61 .64 .68 12 .76 80 82 85 91 .95 .99 1.03 1.07 111 115 1.19 123 1.27 |Div'ds Decl'd per sh Ca 1.39
152 148 158 1.65 1.29 121 1.16 1.85 2.50 2.74 1.85 2.47 1.76 2.75 3.37 7.33 7.25 7.25 |Cap’l Spending per sh 7.25
6.95 7.45 7.86 8.26 8.63 8.91 936 | 11.15| 1153 | 11.83 | 1199 | 1211 | 1267 | 1335 | 1379 | 1421 | 1570 | 16.20 |Book Value per shD 18.05
60.39 | 61.48| 6259 | 63.83| 6493 | 66.18| 6731 | 76.67 | 76.70 | 74.61 | 7323 | 73.26 | 7327 | 7228 | 7232 | 7225| 76.00 | 76.00 |Common Shs Outst'g & 76.00
136 16.3 177 143 16.7 184 16.7 16.6 17.9 19.2 18.7 18.2 154 171 189 19.2 | Bold figyres are |Avg Ann’l P/E Ratio 18.0
.78 85 1.01 93 86 1.01 .95 88 .95 1.04 .99 1.10 1.03 1.09 119 122 Value|Line Relative P/E Ratio 120

48% | 4.0%| 41% | 50% | 45% | 46% | 44% | 41% | 38% | 3.9% | 3.8% | 3.8% | 4.1% | 42% | 3.9% | 47% | UTSAvg Ann'l Divid Yield 3.9%
CAPITAL STRUCTURE as of 4/30/13 1220.8 | 1529.7 | 1761.1 | 1924.6 | 1711.3 | 2089.1 | 1638.1 | 1552.3 | 14339 | 1122.8 | 1300 | 1350 |Revenues ($mill)A 1475
Total Debt $1320.0 mill. Due in 5 Yrs $175.0 mill. 744 | 952 | 101.3| 972| 1044 | 1100 | 1228 | 1118 | 1136| 1198 | 130| 135 |Net Profit ($mill) 155
e T O omicrest $6.1 il 3480 | 35.1% | 33.7% | 342% | 33.0% | 36.3% | 285% | 23.4% | 246% | 29.7% | 25.0% | 250% |Income Tax Rate 25.0%
(3.4;)“ cresteamed: &2 IGlIMETes coVerage: 1 6196 | 62% | 58% | 50% | 6% | 53% | 7.5% | 7.2% | 7.0% | 10.7% | 10.3% | 10.2% |Net Profit Margin 105%

42.2% | 43.6% | 41.4% | 48.3% | 48.4% | 47.2% | 44.1% | 41.0% | 40.4% | 48.7% | 45.5% | 47.5% |Long-Term Debt Ratio 47.5%
57.8% | 56.4% | 58.6% | 51.7% | 51.6% | 52.8% | 55.9% | 59.0% | 59.6% | 51.3% | 54.5% | 52.5% |Common Equity Ratio 52.5%

Pension Assets-10/12 $296.5 mill. 1 1090.2 | 1514.9 | 1509.2 | 1707.9 | 1703.3 | 16815 | 1660.5 | 1636.9 | 1671.9 | 2002.0 | 2200 | 2325 |Total Capital ($mill) 2620

Pid Stock None Oblig. $333.7mill. | 19193 | 1849.8 | 10391 | 2075.3 | 21415 | 2240.8 | 23044 | 2437.7 | 2627.3 | 31051 | 3200 | 3300 | Net Plant (mill) 3600
86% | 78% | 82% | 72% | 7.8% | 82% | 9.1% | 84% | 82% | 7.0% | 8.0% | 8.0% |Returnon Total Cap'l 8.0%

Common Stock 75,746,114 shs. 11.8% | 11.1% | 11.5% | 11.0% | 11.9% | 12.4% | 13.2% | 11.6% | 11.4% | 11.7% | 11.0% | 11.0% |Return on Shr. Equity 11.5%
as of 6/4/13 11.8% | 11.1% | 115% | 11.0% | 11.9% | 12.4% | 13.2% | 11.6% | 11.4% | 11.7% | 11.0% | 11.0% |Return on Com Equity | 11.5%
MARKET CAP: $2.5 billion (Mid Cap) 31% | 37% | 3.6% | 28% | 35% | 39% | 48% | 3.3% 31% | 33% | 35% | 3.5% |Retainedto Com Eq 3.5%
CUR$I$WI|ELI\ET POSITION 2011 2012 4/30/13 | 74% | 66% | 68% | 74% | 70% | 69% | 64% | 72% | 73% | 72% | 70% | 70% |All Div'ds to Net Prof 68%
Cash Assets 6.8 2.0 14.9 | BUSINESS: Piedmont Natural Gas Company is primarily a regu- years. Non-regulated operations: sale of gas-powered heating
Other 279.2 3036 _291.9 | |ated natural gas distributor, serving over 976,253 customers in  equipment; natural gas brokering; propane sales. Has about 1,752
Current Assets 286.0 3056  306.8 | North Carolina, South Carolina, and Tennessee. 2012 revenue mix:  employees. Off./dir. own about 1.2% of common stock, BlackRock;
,Sc%ttsgayable %g?g %258 ﬁgé residential (48%), commercial (27%), industrial (9%), other (16%).  7.5% (1/13 proxy). Chrmn., CEO, & Pres.: Thomas E. Skains. Inc.:
Ottaher ue 734 85.6 65.2 Principal suppliers: Transco and Tennessee Eipeline. Gas costs:  NC. Addr.: 4720 Piedmont Row Drivel, Charlotte, NC 28210. Tele-
Current Liab. 5341 5926 6583 | 48.7% of revenues. '12 deprec. rate: 2.9%. Estimated plant age: 10  phone: 704-364-3120. Internet: www.piedmontng.com.

Fix. Chg. Cov. 323% 325% 325% | Piedmont Natural Gas posted good fi- customer accounts as well as capital ex-
ANNUAL RATES  Past Past Estd’'10-12| nancial results for the first six months pansion projects that are in the works to
ofchange (pers) ~ 10¥rs. ~ 5Vrs. 107168 | of fiscal 2013 (ends October 31st). In widen PNY's geographic reach and boost
ngg?‘,‘:‘?gw,, g'gu//g é‘go//;’ 2202’ the April quarter (the most recent period system integrity.

Earnings 50% 35% 4.0% | for which financial information was avail- Capital projects and rate cases augur

Dividends 50%  55%  30% | able), the company’s top line advanced al- well for prospects. The company is

Book Value S0% 30% 45% | most 30% on a year-over-year basis. This slated to spend about $550 million to $600

F\‘,Z‘;?' QUARTERLY REVENUES ($ mill.) A ngé'al reflects organic customer growth; new million this year. This covered the comple-

Ends |Jan.31 Apr30 Jul3l Oct3l| 'vear | rates in Tennessee; increased volume tion of the Sutton project, which went into

2010 6737 4729 2116 1941 [1552.3 | deliveries in the residential, commercial, service back in June. At the same time,

2011 6520 3926 1973 1920 (14339 | and industrial markets; and higher trans- Piedmont recently filed a general rate case

2012 | 4718 3084 1612 1814 111228 | portation services in the power generation in North Carolina, something that has not

2013 |5159 3994 180 2047 11300 | markets. So far this year, PNY has added been done since 2008. Over that period,

2914 530 410 195 215 1350 nearly 6,800 customers. Meanwhile, on the the company has invested more than $1.2

Riscal EARNINGS PER SHARE 4 B gul | profitability front, cost of goods sold in- billion in that state and is seeking to ad-

Ends [Jan.31 Apr30 Jul31 Oct3l| 'vear | creased almost 10% as a function of reve- just its rates to account for those initial

2010 | 1.14 65 d13  di13 | 155| nues. This was partially offset by a decline outlays.

2011 | 116 .66 dl2 di3 | 157 | in operating expenses of roughly 7%. Still, The overall financial position has im-

2012 | 105 .70 d06 d03 | 166| all told, the tighter margins offset a good proved over the course of this year.

2013 | 118 .74 d09 dO8 | L75| portion of the top-line gains, and on bal- The long-term debt load has been trimmed

2014 | 1.20 75 d08 d07 | 180 ance the bottom line inched 5.7% higher, by 10.5% and represents a relatively mod-

Cal- | QUARTERLYDIVIDENDSPAID ¢« | Full | to $0.74 a share. This was a bit higher est portion of the capital structure.

endar [Mar.31 Jun.30 Sep.30 Dec.3l| Year | than we had previously anticipated. At this juncture, we think these

2009 | .26 27 27 27 107 | Consequently, we have added a nickel shares are fairly valued. Dividend

2010 | .27 28 28 28 111| to our 2013 and 2014 earnings es- growth should be steady, but a fairly high

2011 |28 29 29 29 115| timates. This would equate to a gain of payout ratio will probably limit the rate of

2012 | 29 30 30 .60 149 | about 5.5% in the current fiscal year. The advance.

2013 |-~ 33 steady gains should be supported by rising Bryan J. Fong September 6, 2013
(A) Fiscal year ends October 31st. Sept. Quarters may not add to total due to Q4 of 2012. = Div'd reinvest. plan available; Company’s Financial Strength B++
(B) Diluted earnings. Excl. extraordinary item: | change in shares outstanding. 5% discount. (D) Includes deferred charges. In | Stock’s Price Stability 100
'00, 8¢. Excl. nonrecurring gains (losses): '97, | (C) Dividends historically paid early-January, | 2012: $597.2 million, $8.27/share. Price Growth Persistence 60
(2¢); '10, 41¢. Next earnings report due mid April, July, October. 2013 Q1 dividend paid in | (E) In millions, adjusted for stock split. Earnings Predictability 95
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32.0 Target Price Range
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1997

20301
1998 | 1999 2001

2002

TETLT TN L LA
2003 [ 2004 | 2005 | 2006 | 2007 2009

i i” Syr. 916 92.7
2013

2011 2014 16-18

16.18
1.60
.86
.12

2000
2243 | 3530
195 190
108| 115
74

20.89
1.44
64
12

17.60
1.84
101

12

20.69
212
122

75

32.30
3.20
2.09
1.01

28.37
3.72
2.38
1.22

29.51
2.44
158

82

31.78 | 3176
251 | 351
171 | 246

86 .92

26.34
2.24
137

78

2012 ©VALUELINE PUB.LLC
2231 2310 Revenues per sh
469 | 4.60 “Cash Flow" per sh
303| 315 Earnings per sh A
1.80

33.35
6.40
4.50
2.45

25.05
4.95
3.35
1.95

21.42
4.46
2.90
1.50

2.30
6.43

73
3.06 221 282
7.81

6.23

219
6.74

347
9.67

5.59
19.08

1.88
16.25

2.08
17.33

3.67
18.24

2.67
1241

321 251
1350 | 1511

2.36
11.26

7.80
30.55

1.65 Div'ds Decl'd per sh B=
802 | 555( 5.95 |Cap'l Spending per sh
25.40

26.10

6.39
20.66

21.54

1.25
21.56 | 22.30 23.72

24.41

2646 | 27.76 | 2898 | 29.33 | 2961 | 29.73 | 29.80 | 29.87

23.26 Book Value per sh ©
32.50

30.21 33.50 36.00

138
80
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23.00
130 136
70

85
52% | 47%

212
110
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133
.76
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135
74
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16.8
1.07
3.0%

172
91
2.8%

159
.96
3.1%

15.0
1.00
3.4%

141
74
3.7%

166 | 119
88 64
3.0% | 3.2%

133
.76
4.3%

14.0
95
3.9%

31.65 Common Shs Outst'g ©
16.9 | Bold fig Avg Ann’l PJE Ratio
108 | Value Relative P/E Ratio

3206 | oS Avg Ann'l Div'd Yield

184
115
2.8%

res are
Line
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CAPITAL STRUCTURE as of 6/30/13
Total Debt $922.1 mill. Duein 5 Yrs $476.4 mill.
LT Debt $601.4 mill.
(Total interest coverage: 4.9x)

LT Interest $12.0 mi

Pension Assets-12/12 $150.2 mill.

Oblig. $224.

Pfd Stock None

Common Stock 31,984,745 common shs.
as of 8/1/13

MARKET CAP: $1.9 billion (Mid Cap)

925.1
81.0

956.4
61.8

962.0
67.7

8454
713

819.1
43.0

921.0 | 9314
486 | 720

696.8
34.6

750
100

840
110

1200
160

828.6
87.0

706.3
933

Revenues ($mill)
Net Profit ($mill)

15.2%
8.8%

41.9%
6.5%

47.1%
7.0%

23.0%
8.4%

40.6%
5.0%

40.9%
5.2%

41.5% | 41.3%
53% | 7.1%

25.0%
13.3%

20.0%
13.1%

Income Tax Rate
Net Profit Margin

22.4%
10.5%

10.8%
13.2%

15.0%
13.3%

37.4%
62.6%

42.1%
57.3%

39.2%
60.8%

36.5%
63.5%

50.8%
49.0%

48.7%
51.0%

44.9% | 44.7%
55.1% | 55.3%

42.0%
58.0%

42.5%
57.5%

40.5%
59.5%

45.0%
55.0%

43.0%
57.0%

Long-Term Debt Ratio
Common Equity Ratio

4 mill.

910.1
1193.3

839.0
948.9

848.0
982.6

856.4
1073.1

608.4
748.3

675.0
799.9

710.3 | 8011
877.3 | 920.0

1450
1700

1525
1825

1900
2100

1048.3
1352.4

1337.6
1578.0

Total Capital ($mill)
Net Plant ($mill)

8.6%
12.8%
12.8%

8.9%
13.1%
13.1%

9.0%
13.1%
13.1%

9.5%
14.2%
14.2%

1.3%
11.5%
11.6%

7.9%
12.4%
12.5%

8.3% | 10.1%
12.4% | 16.3%
12.4% | 16.3%

9.0%
14.5%
14.5%

7.5%
12.0%
12.0%

7.5%
12.5%
12.5%

8.9%
13.9%
13.9%

7.4%
12.7%
12.7%

Return on Total Cap'l
Return on Shr. Equity
Return on Com Equity

Other

CURRENT POSITION
SMILL.

Cash Assets

Other

Current Assets

Accts Payable

Debt Due

Current Liab.
Fix. Chg. Cov.

2011

7.5
333.1

2012

4.6
390.2

6/30/13

50% | 59% | 62% | 10.2% | 6.7% | 6.7% | 6.4% | 7.1%
57% | 52% | 50% | 37% | 48% | 49% | 51% | 50%

6.7% | 58% | 5.0% | 5.0% |RetainedtoCom Eq 6.5%
52% | 55% | 59% | 59% |All Div'ds to Net Prof 55%

2.3
390.7

340.6
153.7
323.6
1107

394.8
193.3
363.9

94.6

393.0

588.0
505%

651.8
579%

BUSINESS: South Jersey Industries, Inc. is a holding company. Its
subsidiary, South Jersey Gas Co., distributes natural gas to
347,725 customers in New Jersey's southern counties, which
covers about 2,500 square miles and includes Atlantic City. Gas
revenue mix '12: residential, 37%; commercial, 18%; cogeneration
and electric generation, 21%; industrial, 24%. Non-utility operations

include: South Jersey Energy, South Jersey Resources Group,
Marina Energy, and South Jersey Energy Service Plus. Has 700
employees. Off./dir. control 1.0% of common shares; BlackRock
Inc., 7.6% (3/13 proxy). Chrmn. & CEO: Edward Graham. Inc.: NJ.
Address: 1 South Jersey Plaza, Folsom, NJ 08037. Telephone:
609-561-9000. Internet: www.sjindustries.com.

ANNUAL RATES Past
of change (per sh)
Revenues
“Cash Flow”
Earnings
Dividends
Book Value

5Yrs.
-3.5%
7.5%
6.5%
7.5% 10.0%
10.0%  7.0%

10 Yrs.
.5%
8.5%
9.5% 7
8

6

Past Est'd '10-'12

t0'16-'18
3.5%
6.0%

.5%
5%
5%

Cal-
endar

QUARTERLY REVENUES ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2010
2011
2012
2013
2014

3293 1516 160.7 2835
3319 1605 1376 198.6
2748 1219 1120 1976
2556 1226 130 2418
2715 145 150 270

925.1
828.6
706.3
750
840

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2010
2011
2012
2013
2014

1.49 24 .10 87
1.63 .20 01 1.05
1.65 .28 13 .98
1.52 31 20 112
1.60 .38 22 115

2.70
2.89
3.03
3.15
3.35

Cal-
endar

QUARTERLY DIVIDENDS PAID B=

Full
Year

2009
2010
2011
2012
2013

Mar.31 Jun.30 Sep.30 Dec.31

298 298 628
-- 330 330 695
-- 365 365 768
-- 403 403 845
443 443

1.22
1.36
1.50
1.65

South Jersey Industries reported
modest top-line growth and a solid
share-net advance for the second
quarter. Utility South Jersey Gas posted
a solid bottom-line increase for the period,
thanks to customer growth and invest-
ments made under accelerated infrastruc-
ture programs. The Retail Energy segment
benefited from the strong performance of
Marina Energy. However, results were
less favorable at the Wholesale Energy
line, due to difficult market conditions.
South Jersey Gas ought to generate
healthy performance going forward.
Natural gas remains the fuel of choice
within its service territory. The utility
should further gain from customer interest
in converting from other sources of fuel.
Spending on infrastructure projects under
the Accelerated Infrastructure Replace-
ment Program will improve service quality
and allow the utility to earn a good return
on these investments.

Marina Energy will likely continue to
drive performance at the Retail Ener-
gy business. Marina should further
benefit as new retail projects come on line.
Such projects are highly profitable, and

demand remains strong. Marina is primar-
ily focused on the development of Com-
bined Heat and Power projects, benefiting
from their utility-like annuity income
streams. It is also selectively adding solar
projects to its portfolio.

The Wholesale Energy business may
well continue to experience chal-
lenges related to lower storage and
trading margins on its term provider
contracts. However, several actions will
likely help improve performance from 2014
onward. These include restructuring
storage and transportation contracts, in-
creasing core marketing volumes, and add-
ing fuel-management contracts for large-
scale generation facilities.

This issue offers some appeal for con-
servative, income-oriented investors.
South Jersey earns favorable marks for
Safety, Price Stability, and Earnings Pre-
dictability, and the stock offers a solid div-
idend yield. Nevertheless, SJI shares are
neutrally ranked for year-ahead relative
price performance, and total return poten-
tial appears somewhat limited from the
recent quotation.

Michael Napoli, CFA September 6, 2013

(A) Based on GAAP egs. through 2006, eco-

nomic egs. thereafter. GAAP EPS: '07, $2.10;

'08, $2.58; '09, $1.94; '10, $2.22; '11, $2.97;
'12, $2.97. Excl. nonrecur. gain (loss): '01,

© 2013 Value Line Publishing LLC. 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.

$0.13; 08, $0.31; '09, ($0.44); '10, ($0.47); '11, | Dec. = Div. reinvest. plan avail. (C) Incl. reg.
$0.08; '12, ($0.06). Earnings may not sum due | assets. In 2012: $352.7 mill., $11.14 per shr.
to rounding. Next egs. report due in November.

(D) In mill., adj. for split.

(B) Div'ds paid early April, July, Oct., and late

B++
100
80
90

Company’s Financial Strength
Stock’s Price Stability

Price Growth Persistence
Earnings Predictability

To subscribe call 1-800-833-0046.
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42012 102013 2Q2013 ML . . STOCK  INDEX

ony  qg Cgs gy | berent 15 . ) . . 1y 142 34

to Sel 68 66 74 | traded 5 AATRATERIITIAA T T T T P ST A1 NPT 3yr. 67.7 636 [

HIUs(000) 34487 35168 35299 N AXERTSETERTYRXERREREEETFERARLARRARCRRARRARRAR RRARRARRARRLARRARRARRFRRARRARRARA RRRRRARRARRFRRARRARRARRIRRARRARERAVERAAN Sy 1006 627

1997 1998|1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [2008 [2009 [2010 2011 [2012 {2013 [2014 | ©VALUELINEPUB.LLC|16-18
26.73 | 30.17| 30.24 | 3261 | 4298 | 3968| 3596 | 40.14 | 4359 | 4847 | 50.28 | 4853 | 42.00 | 40.18 | 41.07 | 41.77| 41.30 | 42.70 |Revenues per sh 50.00
3.85 4.48 4.45 457 479 5.07 511 557 5.20 597 6.21 5.76 6.16 6.46 6.81 7.73 8.20 8.55 | “Cash Flow” per sh 9.60
a7 1.65 127 121 1.15 1.16 113 1.66 1.25 198 1.95 1.39 1.94 221 243 2.86 3.20 3.40 |Earnings per shA 4.00
.82 .82 82 82 82 82 82 82 82 .82 .86 .90 .95 1.00 1.06 118 132 1.40 |Div'ds Decl'd per sh Bat| 164
6.19 6.40 741 7.04 8.17 8.50 7.03 8.23 749 8.27 7.96 6.79 481 473 8.29 8.57 6.40 7.30 |Cap’l Spending per sh 9.60
1409 | 1567 | 1631 | 16.82| 17.27 | 1791 1842 | 19.18 | 19.10 | 2158 | 22.98 | 2349 | 2444 | 2562 | 26.66 | 28.39 | 30.85| 32.30 |Book Value per sh 36.00
2739 | 3041| 3099 | 31.71| 3249 | 3329 3423 | 36.79 | 3933 | 4177 | 4281 | 4419 | 45.09 | 4556 | 4596 | 46.15| 47.00 | 48.00 |Common Shs Outst'g € | 50.00
24.1 132 211 16.0 19.0 19.9 19.2 14.3 20.6 15.9 173 20.3 12.2 14.0 15.7 15.0 | Bold figyres are |Avg Ann’l P/E Ratio 15.0
1.39 .69 1.20 1.04 97 1.09 1.09 .76 1.10 .86 .92 1.22 81 89 .98 .95 ValuejLine Relative P/E Ratio 1.00

44% | 38%| 3.1%| 4.2% | 38% | 36% | 3.8% | 35% | 3.2% | 2.6% | 2.6% | 32% | 40% | 32% | 2.8% | 2.8% | °UF'S|Avg Ann'l Divid Yield 2.7%
CAPITAL STRUCTURE as of 6/30/13 1231.0 | 1477.1 | 1714.3 | 2024.7 | 2152.1 | 2144.7 | 1893.8 | 1830.4 | 1887.2 | 1927.8 | 1940 | 2050 [Revenues ($mill) 2500
Total Debt $1267.3 mill. Due in 5 Yrs $204.0 mill. 385| 589 | 481 | 805| 82| 610 | 87.5| 1039 | 1123 | 1333| 150 | 165 |Net Profit ($mill) 200
LT Debt $1286 3 mil. LT rterest S60.0 il | 305% | 348% | 20.7% | 37.3% | 365% [ 40.1% | 340% | 347% | 36.2% | 36.2% | 36.0% | 350% |Income Tax Rate 35.0%
(o gfﬁga;ﬁva?{;ggmnﬁg, e s | Tanop | a0% | 28% | 40% | 39% | 28% | 46% | 5% | 60% | 69%| 7.7% | 80% Nel ProfitMargin | 8%
Pension Assets-12/12 $645.0 mill. 66.0% | 64.2% | 63.8% | 60.6% | 58.1% | 55.3% | 53.5% | 49.1% | 43.2% | 49.2% | 47.5% | 47.5% |Long-Term Debt Ratio 48.5%

Oblig. $962.5 mill. 34.0% | 35.8% | 36.2% | 39.4% | 41.9% | 44.7% | 46.5% | 50.9% | 56.8% | 50.8% | 52.5% | 52.5% |Common Equity Ratio 51.5%
Pfd Stock None 1851.6 | 1968.6 | 2076.0 | 2287.8 | 2349.7 | 2323.3 | 23714 | 2291.7 | 2155.9 | 2579 | 2750 | 2950 |Total Capital ($mill) 3500
2175.7 | 2336.0 | 2489.1 | 2668.1 | 2845.3 | 2983.3 | 3034.5 | 30724 | 3218.9 | 3343.8 | 3425 | 3500 |Net Plant ($mill) 3750
Common Stock 46,336,769 shs. 42% | 50% | 43% | 55% | 55% | 45% | 54% | 61% | 64% | 65% | 65% | 7.0% [Return on Total Cap' 7.0%
as of 7/29/13 6.1% | 83% | 64% | 89% | 85% | 59% | 7.9% | 89% 9.2% | 10.2% | 10.5% | 10.5% |Return on Shr. Equity 11.0%
6.1% | 83% | 64% | 89% | 85% | 59% | 7.9% | 89% 9.2% | 10.2% | 10.5% | 10.5% [Return on Com Equity 11.0%
MARKET CAP: $2.2 billion (Mid Cap) 17% | 43% | 22% | 52% | 48% | 21% | 41% | 51% 53% | 6.0% | 6.0% | 6.5% |RetainedtoCom Eq 6.5%
CUR$I$WI|ELI\ET POSITION 2011 2012 6/30/13 | 72% | 49% | 65% | 42% | 44% | 63% | 48% | 43% | 43% | 41% | 41% | 41% |All Div'ds to Net Prof 41%
Cash Assets 21.9 255 17.7 | BUSINESS: Southwest Gas Corporation is a regulated gas dis- therms. Sold PriMerit Bank, 7/96. Has 6,015 employees. Off. & Dir.
Other 439.7 4329 _288.1 | tributor serving approximately 1.9 million customers in sections of own 1.5% of common stock; BlackRock Inc., 8.2%; GAMCO Inves-
Current Assets 4616 4584  305.8 | Arizona, Nevada, and California. Comprised of two business seg- tors, Inc., 7.5%; T. Rowe Price Associates, Inc., 6.7% (3/13 Proxy).
,Sc%ttsgayable %ggg 1281 12?5 ments: natural gas operations and construction services. 2012 mar-  Chairman: Michael J. Melarkey. CEO: Jeffrey W. Shaw. Inc.; CA.
Ottaher ue 3382 3293 2585 gin mix: re;idential and smaII. commercial, 85%; large commgrgial Address: 5241 Spring Mountain Road, Las Vegas, Nevada 89193.
Current Liab. 8476 5351 3747 | and industrial, 4%; transportation, 11%. Total throughput: 2.1 billion  Telephone: 702-876-7237. Internet: www.swgas.com.

Fix. Chg. Cov. 359% 399% 453% | Southwest Gas posted healthy results quarters. Overall, we anticipate a modest
ANNUAL RATES  Past Past Estd’10-12| in its most recent financial period. top-line advance and a nice share-net in-
ofchange (pers)  10¥rs. ~ 5Yrs. 101618 | The top line advanced slightly, helped by crease for full-year 2013. Growth will
Revenues . 224 156 33% | relatively modest customer growth and probably continue from 2014 onward.

Earnings 60% 6.5%  8.0% rate relief in California and Nevada. Even The company has filed a general rate

Dividends 20% 40%  7.0% | more importantly, operating expenses case application with the California

Book Value 45% 50% 50% | geclined somewhat, and the bottom-line Public Utilities Commission. It is re-

Cal- | QUARTERLY REVENUES ($ mill.) Full | picture was much rosier. Share earnings of questing an $11.6 million increase. Hear-
endar [Mar31 Jun.30 Sep.30 Dec.3l| Year | $0.22 came in well above the $0.08-per- ings are expected to occur in the current

2010 |668.8 3858 307.7 468.1 |1830.4 | share loss generated in the second quarter quarter, with the new rates proposed to be

2011 |6284 3885 3526 ©517.7 (18872 | of 2012. Construction services subsidiary effective in January of 2014.

2012 | 6576 4098 3718 4886 [1927.8 | NPL contributed $8.1 million to earnings Investors ought to be mindful of

2013 |6135 4116 380 5349 11940 | jn the quarter, a significant turnaround several caveats. The company will likely

2014 1650 430 410 560 |2050 | from the prior-year period. Meanwhile, the continue to incur greater operating costs

Cal- EARNINGS PER SHARE A Full | natural gas segment reported stable oper- as it expands its reach. Moreover, insuffi-
endar |Mar31 Jun.30 Sep.30 Dec.3l| Year | ating results, and benefited from lower in- cient, or lagging, rate relief may hurt per-

2010 | 142 d.02 dil 98 | 227| terest expense thanks to refinancing and formance at the core utility business.

2011 | 148 .09 d34 119 | 243| early debt redemptions. This equity is neutrally ranked for

2012 | 170 d08 d09 134 | 286| Solid performance will probably con- year-ahead relative price perform-

2013 1173 22 d10 135 | 32| tjnue going forward. The company ance. Southwest Gas earns good marks

2014 | 1.80 25 d05 140 | 340| ghould further benefit from fairly modest for Price Stability and Earnings Predic-

Cal- | QUARTERLYDIVIDENDSPAD®sf | Full | customer growth in the coming quarters. tability. However, the dividend yield is be-

endar |Mar.31 Jun.30 Sep.30 Dec3l| Year | NPL  will likely experience healthy low average for a utility. The equity is not

2009 | 225 238 238 238 94 | demand, given the need to replace aging a standout for total return potential, ei-

2010 | 238 250 .250  .250 99| infrastructure. Moreover, efforts to control ther. All things considered, subscribers

2011 | 250 265 265 265 | 105 | costs ought to support earnings. Even so, may find more-attractive choices within

2012 | 265 295 295 295 | 115| pottom-line comparisons may prove some- the utility industry.

2013 | 295 BB what tougher in the third and fourth Michael Napoli, CFA  September 6, 2013
(A) Based on avg. shares outstand. thru. '97, | due early November. (B) Dividends historically Company’s Financial Strength B+
then diluted. Excl. nonrec. gains (losses): '97, | paid early March, June, September, and De- Stock’s Price Stability 100
16¢; '02, (10¢); '05, (11¢); '06, 7¢. Earnings cember. =1 Div'd reinvestment and stock pur- Price Growth Persistence 95
may not sum due to rounding. Next egs. report | chase plan avail. (C) In millions. Earnings Predictability 75
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Sll_ 0001001071 R R o TPy %TOT.RETURN7/13 |
Institutional Decisions | - THIS  VLARTH*
0012 4Q12  1Q083 | percent 15 Ly Sock DEX' |
Nel T4 & me|Shares 0ttt TR i it sy 12 eas |
HUs(000) 20562 31172 32005 L T T ([T Sy 743 927
199711998 (1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 [ 2006 | 2007 {2008 [2009 [2010 [2011 [2012 (2013 |2014 | ©VALUELINEPUB.LLC|16-18
3064 | 29.34| 29.01| 3754 | 46.15| 4755| 4039 | 4587 | 49.88 | 34.03 | 39.23 | 37.69 | 29.91 | 19.75 | 31.01 | 29.22 | 30.90 | 31.95 |Revenues per sh 36.25
5.40 5.34 4.67 553 6.61 5.89 4.69 437 413 4.65 5.48 593 5.09 3.65 533 5.65 5.45 5.65 |“Cash Flow" per sh 5.85
1.96 1.80 2.23 2.56 253 1.85 1.24 1.54 1.30 1.86 187 1.89 1.94 1.99 1.95 2.02 2.20 2.40 |Earnings per sh A 255
1.73 1.73 1.73 1.73 1.73 1.73 1.73 1.73 1.73 1.73 1.73 1.73 1.73 1.73 1.73 1.73 1.73 1.73 | Div'd Decl'd per sh B= 1.73
144 1.63 148 231 2.01 241 2.19 2.04 2.25 3.09 9.92 8.57 412 4.03 6.48 5.67 5.10 5.10 |Cap’l Spending per sh 5.00
18.94 | 19.05| 1955| 2042 | 21.25| 2028 20.65 | 22.84 | 2239 | 1853 | 1855 | 1885 | 19.15 | 2131 | 2161 | 21.95| 22.55| 24.90 Book Value persh 28.45
2318 | 2339| 2344 2346| 2353 | 2379 2386 | 24.01 | 2432 | 2486 | 25.03 | 2517 | 29.98 | 5051 | 50.65 | 50.87 | 51.00 [ 51.00 |Common Shs Outst'g E | 51.00
10.1 16.3 126 10.8 115 15.0 18.0 18.7 235 18.7 184 16.7 12.7 14.0 16.5 17.4 | Bold figyres are |Avg Ann’l P/E Ratio 16.0
.58 85 72 .70 59 82 1.03 99 1.25 1.01 .98 1.01 85 89 1.04 111 ValuejLine Relative P/E Ratio 1.05
88% | 5.9%| 6.2%| 62% | 59% | 62%| 7.7% | 60% | 57% | 50% | 50% | 55% | 7.0% | 62% | 54% | 49% | ="' |AvgAnn'IDivd Yield 4.2%
CAPITAL STRUCTURE as of 6/30/13 963.7 | 1101.3 | 12131 | 846.0 | 982.0 | 948.7 | 896.6 | 997.7 | 15704 | 1486.5 | 1575 | 1630 [Revenues ($mill) 1850
Total Debt $1789 mill.  Due in 5 Yrs. $346.0 mill. 295| 369| 314| 454 | 467| 481 | 543 | 703 | 997| 1037| 110| 120 |Net Profit ($mill) 130
LT Debt $1598 il o e eot S72.0 il 53.1% | 45.4% | 44.1% | 31.2% | 39.5% | 42.2% | 38.0% | 38.6% | 38.5% | 419% | 40.0% | 40.0% |Income Tax Rate 40.0%
{ea';;gf(*jnggg?;lizédﬂ\m rentals $4.6 mill 85% | L11% | 9.0% | 80% | 8.3% | 83% | 10.0% | 26.3% | 12.1% | 10.0% | 10.0% | 10.0% AFUDC %o Net Profit | 10.0%
50.1% | 47.2% | 47.2% | 47.0% | 50.8% | 53.6% | 54.0% | 58.4% | 58.6% | 58.9% | 57.0% | 56.0% |Long-Term Debt Ratio 54.5%
Pension Assets-12/12 $625 mill. Oblig. $951 mill. | 49.9% | 52.8% | 52.8% | 53.0% | 49.2% | 46.4% | 46.0% | 41.6% | 41.4% | 41.1% | 43.0% | 44.0% |Common Equity Ratio 45.5%
988.2 | 1039.6 | 1031.5 | 869.2 | 943.6 | 1023.6 | 1247.7 | 2587.9 | 2642.7 | 2716.9 | 2700 | 2900 |Total Capital ($mill) 3200
Pfd Stock None 548.8 | 5639 | 5921 | 647.0 | 8784 | 1073.6 | 1153.0 | 23275 | 2570.4 | 2787.4 | 2850 | 2950 |Net Plant ($mill) 3250
Common Stock 50,712,507 shs. 43% | 45% | 41% | 65% | 6.2% | 6.1% | 58% | 37% | 52% | 54% | 55% | 5.5% |Returnon Total Cap'l 5.5%
as of 8/1/13 6.0% | 6.7% | 58% | 9.9% | 10.1% | 10.1% | 95% | 6.5% 9.1% | 9.3% | 95% | 9.5% |Returnon Shr. Equity 9.0%
6.0% | 6.7% | 58% | 9.9% | 10.1% | 10.1% | 95% | 6.5% 9.1% | 93% | 95% | 9.5% |Returnon Com Equity P| 9.0%
MARKET CAP: $2.0 billion (Mid Cap) NMF | NMF | NMF| NMF | 31% | 10% | 12% | 17% | 11% | 15% | 20% | 2.5% |Retainedto Com Eq 3.0%
ELECTRIC OPERATING STATISTICS NMF | 112% | NMF | 117% | 70% | 90% | 88% | 74% 88% | 84% | 80% | 74% |All Div'ds to Net Prof 68%
9% Change Retal Sales (KWH) 2+0412 2021513 2021% BUSINESS: UIL Holdings, through its subsidiaries, operates as one  Gas Company. Revenue distribution by class: residential, 46%;
Avg. Indust, Use (MWH) NA NA NA | of the largest regulated utility companies in Connecticut. Business commercial, 28%; industrial, 4%; other, 22%. Fuel costs: 35% of
Avg. Indust. Revs. per KWH (¢) 6.3 6.4 7.1 | consists of electric distribution/transmission operations of The revenues; O&M costs, 24%. Has 1,865 employees as of 12/12.
g?ﬁ???aﬁ‘@ﬁ%kn%w) Nﬁ “ﬁ Nﬁ United Illuminating Company and natural gas transporta- President & Chief Executive Officer: James P. Torgerson. Inc.: CT.
Annual Load Factor (4 NA NA NA tion/distribution operations of The Southern Connecticut Gas Com-  Address: 157 Church Street, P.O. Box 1564, New Haven, CT.
% Change Customers (yr-en) -1 Nil +.2 | pany, The Connecticut Natural Gas Company, and The Berkshire 06506-0901. Telephone: 203-499-2000. Internet: www.uil.com.
Fied Charge Cov. (1) 281 230 249 | UIL Holdings performed well in the ratio. While we were optimistic that regu-
ANNUAL RATES Past Pasi Estd 1012 second quarter. The Connecticut-based latory conditions had been improving in
ofchange (persh)  10¥is.  5vis.  to'16-18 | Utility reported earnings of $0.35 a share the state, the unfavorable draft order once
Revenues 5.0% -85%  55% in the period, versus $0.23 in the com- again proves that Connecticut is among
E%?;?]Fslow” %%‘;//z 3%‘% i-%‘;//g parable year-ago quarter. Improvement the more challenging environments for
D cn “Nil | was driven by more-favorable weather pat- utilities. The order is expected to be final-
Book Value 5% 20% 45% | terns, a larger base for the transmission ized at PURA's meeting on August 14th
; rate base, and the impact of natural gas (just as this Issue was going to press).
eﬁg; Ma?%/'\lRTJEE,L]S%EVggg%%@&”231 Eé‘elllr conversions. We are maintaining our 2013 The gas utilities will continue to be a
2010 12203 2071 2363 3340 | 9977 | €arnings estimate at $2.20 a share, key focus area. Through the end of the
2011 5611 3140 3214 3739 15704 | representing year-over-year growth of 9%.  second quarter, UIL had converted 7,749
2012 |4583 2835 13238 4209 |14865| Regulators issued a draft decision in households to gas, putting it well ahead of
2013 |5480 3191 320 3879 |1575 | United llluminating’'s rate case. On its year-end target of 12,200 conversions.
2014 |570 310 350 400 |1630 | July 30th, the Connecticut Public Utilities Management further indicated it added a
Cal- EARNINGS PER SHARE A Full Regulatory Authority (PURA) released its little over 1,300 in July, upping the total
endar |Mar.3L Jun30 Sep.30 Dec3l| vear | draft decision for Ul's pending electric rate to about 9,000. Its 2014 conversion target
2010 3 ) 53 3 | 199 case The draft order, which could be sub- stands at 15,315, and its expects 55,000
201 | 102 28 24 41 | 195 | Ject to change before the final order is over the 2014-2016 time frame.
2012 | 92 23 31 56 | 202/ Issued in mid-August, recommends a $21.1 The stock has been raised a notch for
2013 | 100 35 30 54 | 220| million rate increase in year one, and a Timeliness to 2 (Above Average). In
2014 | 1.05 .30 40 65 | 240| $15.9 million increase in year two. It's our view, these shares remain an attrac-
Ba based on a 9.15% return on equity and tive holding for investors seeking to add a
eﬁg; Mggg{”gi;@oﬂ”gi,;.DssoPAlgec.al YF:;L 50% equity ratio. Indeed, we view the low-risk income play to their portfolios.
2009 130 430 432 4| 173 draft order as somewhat of a disappoint- UIL holds above-average scores for Safety
2010 43 43 43 43| 173| ment, given that Ul's original request (2) and Financial Strength (B++). Its 4.3%
2011 43 43 43 432| 173| called for increases of $65 million in year yield ranks favorably compared to the util-
2012 | 432 432 432 43| 173| one, and $26 million in year two, based on ity industry’s 3.8% mean.
2013 432 432 a 10.25% return on equity and 50% equity Michael Ratty August 23, 2013

(A) EPS basic. Excl. nonrecur. gains (losses):
‘00, 4¢; '03, (26¢); '04, $2.14; '06, ($5.07); '10,

Div'ds historically paid in early March, June,

Sept., and Dec. = Div'd reinvest. plan avalil. (C)
Incl. deferred charges. In "12: $380.1 mill. or | Regul. Clim.: Below Average. (E) In millions.
(47¢). Next egs. report due early Nov. (B) | $7.47/sh. (D) Rate base: orig. cost. Rate al- | Adjusted for stock dividend.
lowed on common equity in '09: 8.75%. Earned
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on average common equity in '12: 9.3%.| Company’s Financial Strength B++
Stock’s Price Stability 95
Price Growth Persistence 65
Earnings Predictability 90
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Institutional Decisions THIS  VLARITH*
4012 12013 2Q2013 STOCK  INDEX
ony  aa gy g berent 18 ; i i 71 %4 T
to Sell 87 89 87 | traded 6 T I T YR YT | Y IERATY Lol T IO TR T el 1 3yr. 420 636 [
HUs(000) 31047 31484 31428 i 00 A R AT RE RECRRERRERTIRERRRY Sy 625 927
1997 1998|1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [2008 [2009 [2010 | 2011 [2012 {2013 [2014 | ©VALUELINEPUB.LLC| 16-18
2416 | 2374| 2092 | 2219 | 2980 | 3263 | 4245| 4293 | 4494 | 53.96 | 5351 | 5265 | 5398 | 53.60 | 53.75 | 47.09| 4830 | 49.50 |Revenues per shA 54.10
3.02 2.79 2.74 320 324 2.63 4.00 387 397 384 3.89 434 4.44 411 4,01 4.60 4.45 4.55 |“Cash Flow” per sh 485
1.85 154 147 1.79 1.88 114 230 1.98 2.13 194 2.09 2.44 2.53 221 2.25 2.68 2.55 2.65 |Earnings per sh B 2.95
117 1.20 122 1.24 1.26 1.27 1.28 1.30 1.32 135 1.37 141 147 1.50 1.55 159 1.66 1.71 |Div'ds Decl'd per sh Ca 183
3.20 3.62 342 2.67 2.68 334 2.65 233 2.32 3.27 333 2.70 2.77 257 394 5.85 4.85 4.80 |Cap'l Spending per sh 4.80
1348 | 1386 | 14.72| 1531 | 1624 | 1578 | 16.25| 1695 17.80 | 18.86 | 19.83 | 20.99 | 21.89 | 22.82 | 2349 | 24.75| 2560 | 26.60 |Book Value per shD 29.80
4370 | 4384 | 4647 | 4647 | 4854 | 4856| 4863 | 4867 | 48.65 | 4889 | 4945 49.92 | 50.14 | 50.54 | 51.20 | 5150 [ 51.75| 52.00 |Common Shs Outst'g & 52.00
12.7 172 173 14.6 147 231 111 14.2 14.7 155 15.6 137 12.6 15.1 17.0 15.3 | Bold figyres are |Avg Ann’l P/E Ratio 15.0
73 89 99 .95 .75 1.26 63 .75 .78 84 .83 82 84 .96 1.07 .99 ValuejLine Relative P/E Ratio 1.00
50% | 45% | 4.8% | 4.8% | 4.6% | 4.8% | 50% | 46% | 42% | 45% | 42% | 42% | 46% | 44% | 4% | 43% | ="' |Avg Ann'l Divd Yield 4.1%
CAPITAL STRUCTURE as of 6/30/13 2064.2 | 2089.6 | 2186.3 | 2637.9 | 2646.0 | 2628.2 | 2706.9 | 2708.9 | 27515 | 2425.3 | 2500 [ 2575 |Revenues ($mill) A 2815
Total Debt $753.7 mill.  Duein 5 Yrs $112.0mill. | 1123 | 980 | 1048 | 960 | 1029 | 1229 | 1287 | 1150 | 1155 | 1383 | 130 | 140 |Net Profit ($mill) 155
e gy icrest $36.4 mil. 3809 | 38.2% | 37.4% | 39.0% | 30.0% [ 37.1% | 39.1% | 38.7% | 424% | 39.0% | 30.0% | 39.0% |Income Tax Rate 39.0%
éjx')“ cresteamed: 5.ox [O1GlIMETes COBIA0e: 1 savp | 47% | 48% | 36% | 39% | 47% | 48% | 42% | 42% | 57%| 53% | 54% |NetProfit Margin 5.5%
Pension Assets-9/12 $1,108.9 mill. 43.8% | 40.9% | 39.5% | 37.8% | 37.9% | 35.9% | 33.3% | 33.4% | 32.3% | 31.0% | 30.5% | 30.0% |Long-Term Debt Ratio 28.0%
Oblig. $1,417.2 mill. | 54.3% | 57.2% | 58.6% | 60.4% | 60.3% | 62.4% | 65.0% | 65.0% | 66.2% | 67.5% | 68.0% | 70.0% |Common Equity Ratio 70.5%
Preferred Stock $28.2 mill. Pfd. Div'd $1.3 mill. 14549 | 14436 | 1478.1 | 1526.1 | 16254 | 1679.5 | 1687.7 | 1774.4 | 1818.1 | 1886.9 | 1945 | 2010 |Total Capital ($mill) 2175
1874.9 | 1915.6 | 1969.7 | 2067.9 | 2150.4 | 2208.3 | 2269.1 | 2346.2 | 2489.9 | 2667.4 | 2855 | 3060 |Net Plant ($mill) 3765
Common Stock 51,740,676 shs. 91% | 82% | 85% | 7.6% | 7.6% | 85% | 88% | 7.6% | 75% | 83% | 80% | 8.0% |Returnon Total Cap‘l 8.0%
as of 7/31/13 13.7% | 115% | 11.7% | 10.1% | 10.2% | 11.4% | 11.4% | 9.7% 9.4% | 10.9% | 10.0% | 10.0% |Return on Shr. Equity 10.0%
14.0% | 11.7% | 12.0% | 10.3% | 10.4% | 11.6% | 11.6% | 9.9% 9.5% | 11.0% | 10.0% | 10.0% [Return on Com Equity 10.0%
MARKET CAP: $2.2 billion (Mid Cap) 6.2% | 41% | 46% | 32% | 35% | 50% | 50% | 3.3% 34% | 43% | 35% | 3.5% |Retainedto Com Eq 4.0%
CUR$|$W||ELI\ET POSITION 2011 2012 6/30/13 | 56% | 65% | 62% | 69% | 66% | 57% | 57% | 67% | 64% | 59% | 65% | 64% |All Div'ds to Net Prof 61%
Cash Assets 4.3 10.3 7.8 | BUSINESS: WGL Holdings, Inc. is the parent of Washington Gas vides energy related products in the D.C. metro area; Wash. Gas
Other 7204 8225 7985 | Light, a natural gas distributor in Washington, D.C. and adjacent Energy Sys. designsfinstalls comm’l heating, ventilating, and air
Current Assets 724.7 8328  806.3 | areas of VA and MD to resident! and comm’l users (1,094,109 cond. systems. State Street Global owns 9.3% of common stock;
,Sc%ttsgayable ﬂgg 51719‘71 %gzg meters). Hampshire Gas, a federally regulated sub., operates an  Off./dir. less than 1% (1/13 proxy). Chrmn. & CEO: Terry D. McCal-
Ottaher ue 1808 2389 2359 underground gas-storage facility in WV Non-regulated subs.: lister. Inc.: D.C. and VA. Addr.: 101 Const. Ave., N.W.,lWashington,
Current Liab. 5767 7570 7347 | Wash. Gas Energy Svcs. sells and delivers natural gas and pro- D.C. 20080. Tel.: 202-624-6410. Internet: www.wglholdings.com.
Fix. Chg. Cov. 535% 535% 535% | WGL Holdings posted mixed financial top and bottom lines, save for the most
ANNUAL RATES  Past Past Estd’'10-12| results for the June period. Indeed, the recent quarter, which is always a cyclically
ofchange (persf)  10¥rs. ~ 5Vis. 10168 | top line advanced roughly 9% when com- slow period. The main drag on this year's
Revenues . S%% 0% 10% | pared to the prior-year period. This was performance is the wholesale energy solu-
Earnings 40% 3.0%  3.5% supported by increases in utility and non- tions division, which reflects compressed
Dividends 20%  30%  30% | utility volumes of 10.3% and 8.3%, respec- storage spreads and higher operation and
Book Value 40% 45% 40% | tively. The regulated utility division maintenance expenses due to new storage
F\‘,Z‘;?' QUARTERLY REVENUES ($ mill.) A ngé'al benefited from customer growth and arrangements and consulting fees related
Ends |Dec.31 Mar31 Jun30 Sep.30| 'vear | recently approved rate cases. Meanwhile, to the investment in the Constitution
2010 | 727.4 1056  459.7 465.1|27089| the retail-energy marketing, commercial Pipeline.
2011 | 7959 1017 4903 4481 |27515| energy systems, and wholesale energy The company’s overall financial posi-
2012 | 727.7 8395 4383 4198 |24253| solution segments all logged lower contri- tion is in good shape at the moment.
2013 | 6867 8914 4781 4438|2500 | pytions to the bottom line. On balance, Despite its cash reserves declining almost
2014 | 705 910 495 465 |2575 | these factors offset the positive gains at 25% during the first nine months of this
F\I(gg'gl EARNINGS PER SHARE A B ngc”al the regulated utility unit. Combined, year, WGL still has almost $8 million in
Ends |Dec.31 Mar3l Jun30 Sep.30| 'vear | WGL's earnings fell into negative terri- cash on hand. At the same time, the long-
2010 | 101 164 dO7 d29| 227| tory, to a deficit of $0.03 a share. Nonethe- term debt burden declined 6%, and now
2011 | 102 153 d03 d27 | 225]| less, this was relatively in line with our represents a modest 29% of the capital
2012 | 113 158 .08 dll| 268| previous expectation of negative $0.04 for structure.
2013 | 114175 d03  d31| 255| the third quarter. These high-quality shares may appeal
2014 | 118 177 d02 d28| 265 Consequently, we have left our fiscal to income-seeking investors. They offer
Cal- | QUARTERLYDIVIDENDSPADC= | Fuil | 2013 (ends September 30th) annual a slightly higher dividend yield than the
endar |Mar.31 Jun.30 Sep.30 Dec3l| Year | earnings estimate unchanged at $2.55 industry as a whole. However, the stock
2009 | .36 37 37 37 147| a share. This represents a share-net has almost doubled in the past five years
2010 | .37 378 3718 378 | 150| decline of almost 5%. This ought to be sup- and, at this point, WGL is trading inside
2011 1 378 39 39 .39 155 | ported by good gains at all of WGL's oper- our Target Price Range, thus limiting its
2012 | 39 40 40 4D 159 | ating segments, which have been logging upside potential for the pull to late-decade.
2013 | 40 42 & higher year-over-year contributions to the Bryan J. Fong September 6, 2013
(A) Fiscal years end Sept. 30th. (15¢). Qtly egs. may not sum to total, due to | ber. = Dividend reinvestment plan available. Company’s Financial Strength A
(B) Based on diluted shares. Excludes non- | change in shares outstanding. Next earnings | (D) Includes deferred charges and intangibles. | Stock’s Price Stability 100
recurring losses: '01, (13¢); '02, (34¢); 07, | report due late Oct. (C) Dividends historically | '12: $610.8 million, $11.93/sh. Price Growth Persistence 60
(4¢); '08, (14¢) discontinued operations: '06, | paid early February, May, August, and Novem- | (E) In millions, adjusted for stock split. Earnings Predictability 95
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PGL Ex. 3.13
Comparable Earnings Approach
Using Non-Utility Companies with
Timeliness of 2, 3 & 4; Safety Rank of 1, 2 & 3; Financial Strength of B, B+, B++ & A;
Price Stability of 95 to 100; Betas of .60 to .75; and Technical Rank of 3 & 4
Timeliness Safety Financial Price Technical
Company Industry Rank Rank Strength Stability Beta Rank

AmerisourceBergen MEDICNON 3 1 A 95 0.70 4
Berkley (W.R.) INSPRPTY 3 2 B++ 95 0.65 4
Brown & Brown FINSERV 3 2 A 95 0.75 3
Capitol Fed. Fin'l THRIFT 2 3 B+ 95 0.60 3
Clorox Co. HOUSEPRD 4 2 B++ 100 0.60 3
ConAgra Foods FOODPROC 4 1 A 100 0.65 3
DaVita HealthCare MEDSERV 2 2 B++ 95 0.70 3
Erie Indemnity INSPRPTY 4 2 B++ 100 0.70 3
Haemonetics Corp. MEDICNON 2 2 B++ 95 0.65 3
Hershey Co. FOODPROC 4 2 B++ 100 0.60 3
Kellogg FOODPROC 3 1 A 100 0.60 3
Kroger Co. GROCERY 2 2 B++ 95 0.60 3
Laboratory Corp. MEDSERV 2 1 A 100 0.70 3
Molson Coors Brewing BEVERAGE 2 2 B++ 95 0.65 3
Northwest Bancshares THRIFT 3 3 B+ 95 0.70 4
Philip Morris Int'l TOBACCO 3 2 B++ 95 0.75 3
RLI Corp. INSPRPTY 3 2 B++ 95 0.75 3
Silgan Holdings PACKAGE 3 3 B+ 95 0.70 3
Stericycle Inc. ENVIRONM 3 2 B++ 95 0.70 3
Verisk Analytics INFOSER 3 2 B+ 100 0.60 4
Waste Connections ENVIRONM 3 3 B+ 95 0.75 3
Weis Markets GROCERY 3 1 A 95 0.65 3

Average 3 2 B++ 97 0.67 3
Gas Group Average 3 2 B++ 99 0.69 3

Source of Information: Value Line Investment Survey for Windows, November 2013
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PGL Ex. 3.13
Comparable Earnings Approach
Five -Year Average Historical Earned Returns
for Years 2008-2012 and
Projected 3-5 Year Returns
Projected
Company 2008 2009 2010 2011 2012 Average 2016-18
AmerisourceBergen 17.3% 18.8% 21.6% 24.6% 28.8% 22.2% 32.0%
Berkley (W.R.) 16.5% 10.2% 11.4% 7.7% 8.8% 10.9% 11.0%
Brown & Brown 13.4% 11.2% 10.7% 10.0% 10.2% 11.1% 12.5%
Capitol Fed. Fin'l 5.8% 7.0% 71% 3.3% 4.1% 5.5% 5.0%
Clorox Co. - - NMF NMF NMF - NMF
ConAgra Foods 9.7% 14.7% 15.8% 16.2% 17.3% 14.7% 18.5%
DaVita HealthCare 19.2% 19.8% 22.8% 22.5% 16.3% 20.1% 21.5%
Erie Indemnity 18.0% 12.0% 17.8% 21.4% 24.9% 18.8% 23.5%
Haemonetics Corp. 11.9% 12.5% 12.2% 10.7% 11.6% 11.8% 12.5%
Hershey Co. 135.3% 69.3% 65.1% 76.4% 71.4% 83.5% 46.0%
Kellogg 79.3% 53.3% 57.8% 69.9% 53.6% 62.8% 30.5%
Kroger Co. 24.1% 23.2% 21.1% 30.0% 33.8% 26.4% 22.5%
Laboratory Corp. 30.4% 25.3% 23.7% 25.8% 24.4% 25.9% 20.5%
Molson Coors Brewing 8.6% 10.0% 8.6% 8.8% 5.5% 8.3% 8.5%
Northwest Bancshares 7.8% 2.5% 4.4% 5.6% 5.6% 5.2% 7.5%
Philip Morris Int'l 91.9% 111.0% 207.0% NMF NMF 136.6% NMF
RLI Corp. 15.3% 12.2% 13.9% 14.7% 10.9% 13.4% 8.5%
Silgan Holdings 25.1% 23.2% 26.1% 29.4% 20.1% 24.8% 19.0%
Stericycle Inc. 22.8% 21.1% 20.4% 20.2% 18.7% 20.6% 14.5%
Verisk Analytics - - - - - - 29.0%
Waste Connections 8.2% 8.7% 10.5% 12.1% 9.3% 9.8% 12.5%
Weis Markets 7.1% 9.1% 9.4% 10.1% 10.4% 9.2% 9.0%
Average 27.1% 18.2%
Average (excluding companies with values >20%) 10.0% 10.6%
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Group of Delivery Companies PGL Ex. 3.13
Timeliness Safety Financial Price Techincal

Ticker Company Rank Rank Strength Stability Beta Rank
GAS AGL Resources, Inc. 2 1 A 100 0.75 3
ATO Atmos Energy Corp. 3 2 B++ 100 0.70 3
ED Consolidated Edison 3 1 A+ 100 0.60 3
LG Laclede Group, Inc. 4 2 B++ 100 0.60 3
NJR New Jersey Resources Corp. 2 1 A 100 0.70 3
NU Northeast Utilities 2 2 B++ 100 0.75 4
NWN Northwest Natural Gas 3 1 A 100 0.60 3
POM PEPCO Holdings 2 3 B 95 0.75 3
PNY Piedmont Natural Gas Co. 3 2 B++ 100 0.70 3
SJl South Jersey Industries, Inc. 3 2 B++ 100 0.65 4
SWX Southwest Gas Corporation 3 3 B+ 100 0.75 3
UIL UIL Holdings 2 2 B++ 95 0.75 3
WGL WGL Holdings, Inc. 3 1 A 100 0.65 3
Average 3 2 B++ 99 0.69 3

Range

High 4 3 A 100 0.75 4
Low 2 1 B 95 0.60 3

Source of Information: Value Line Investment Survey, August 23, 2013 and September 6, 2013
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(A) Fiscal year ends Sept. 30th. (B) Diluted
earnings. Excludes n/r (losses)/gains: '01,
($0.21); '02, ($0.13); '03, ($0.07); '04, ($0.07);
'05, ($0.33); '06, ($0.09); '07, $0.09; '10, $0.06.
© 2013 Value Line Publishing LLC. 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.

Next egs. report due late Jan. Eps may not tally
due to rounding. (C) Dividend historically paid
in early March, June, September, and Dec. (D)
In millions, adjusted for stock splits.

Company’s Financial Strength A
Stock’s Price Stability 95
Price Growth Persistence 100
Earnings Predictability 100

To subscribe call 1-800-833-0046.
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TECHNICAL 4 Lowered 100513 | - Relaive Price Strengh
~ -for-1 split - 12/05 120
BETA .70 (L00= Market) gloispit B09 T e 160
2016-18 PROJECTIONS haded areas indicate recessions ||| | ¢ . | . | | | p |TtTUtTiTTYUUT 80
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) Price  Gain  Return === 60
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DIFMAMIJA o, o
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AmerisourceBergen was formed in 2001 | 2003 | 2004 | 2005 | 2006 | 2007 [2008 [2009 [2010 [2011 [2012 |2013 2014 | ©VALUELINEPUB.LLC|16-18
by the merger of AmeriSource and Bergen | 10152 | 116.23 | 119.92 | 147.52 | 18358 | 216.10 | 243.16 | 282,09 | 310.51 | 337.57 | 373.40 | 489.25 |Sales per sh A 558.15
Brunswig. Prior to that, AmeriSource was| 116 | 129 | 105| 144 | 174| 181 | 205| 262 | 315| 36L| 375| 435 |“CashFlow" persh 6.00
formed to acquire Alco Health Services 99| 102 83| 113| 132| 144 | 172| 222| 254| 279| 3.14| 365 |EarningspershAB 530
Corp. in a $545 million leveraged buyout of | .03 03 03 05 10 15 24 34 46 60 87 94 |Div'ds Decl'd per sh © 1.04
that company in 1988. In April of 1995 the 20 45 49 29 35 44 51 67 65 70 95 .95 [Cap'l Spending per sh 80
company issued 6.6 million shares at an of-| 893 | 1032 | 1026 | 1078 | 923 | 867 | 943 | 1069 | 11.10 | 1043 | 1085| 11.90 |Book Value per sh 17.20
fering price of $5.25 a share. That offering | 44855 | 42047 | 417.04 | 384.18 | 335.92 | 312.44 | 288.08 | 276.35 | 258.34 | 235.48 | 235.00 | 233.00 |Common Shs Outst'g D | 215.00
was led by Donaldson, Lufkin & Jenrette. A[ 152 141 190 | 189 | 187 | 147 | 104 | 127 | 147| 1.40| 160 Avg Ann’l PJE Ratio 195
subsequent offering of 4.8 million shares 87 T4 101| 102 99 88 69 81 92 90 89 Relative PIE Ratio 1.30
was made in May of '96 at $8.75 a share. 2% 2% 2% | 2% | 4% | % | 13% | 12% | 12%| L16% | L7% Avg Ann’I Div'd Yield 5%
CAPITAL STRUCTURE as of 6/30/13 45537 | 48871 | 50013 | 56673 | 61669 | 67519 | 70052 | 77954 | 80217 | 79490 | 87959 | 114000 |Sales ($mill) A 120000
Total Debt $1396.4 mill. Due in 5 Yrs $550.8 mill. 21% | 20% | 15% | 15% | 15% | 14% | 14% | 15% | 17% | 18% | 15% | 15% |Operating Margin 1.6%
LT Debt $1396.4 mill. - LT Interest $43.0 mill 70| 758| 812 860 912 959 | 789 | 865 | 1083 | 14L1| 155 165 |Depreciation ($mill) 155
(Total interest coverage: 15.2x)  (37%of Cap') |_449.2 | 4684 | 3567 | 4680 | 4938 | 469.1 | 5119 | 6367 | 7066 | 7082 | 730 | 850 Net Profit ($mill 1140

39.2% | 38.4% | 37.8% | 36.8% | 37.1% | 38.4% | 37.9% | 38.0% | 37.5% | 39.1% | 39.5% | 39.5% |Income Tax Rate 39.5%
Leases, Uncapitalized $56.7 mill. 1.0% | 1.0% 1% 8% 8% 1% 1% 8% 9% 9% 8% .7% |Net Profit Margin 1.0%
. . . 2602.4 | 21915 | 19356 | 1751.2 | 857.3 | 502.2 | 474.2 | 842.1 | 3625 | d236.3 350 550 |Working Cap'l ($mill) 950
Pension Assets-0/12 $158.4 mill. Oblig. $166.2 | 17207 | 1157.1 | 9515 | 1093.9 | 1227.3 | 1187.4 | 1176.9 | 13432 | 9729 | 14468 | 1350 | 1150 |Long-Term Debt (Smill) | 500
Pfd'Stock None 4005.3 | 4339.0 | 4280.4 | 4141.2 | 3099.7 | 2710.0 | 2716.5 | 2954.3 | 2866.9 | 2456.7 | 2550 | 2775 |Shr. Equity ($mill) 3700
Common Stock 230,003,118 shs. 91% | 95% | 7.4% | 9.1% | 11.8% | 12.9% | 13.9% | 15.7% | 19.4% | 19.4% | 185% | 21.5% |Return on Total Cap’l | 28.0%
11.2% | 10.8% | 8.3% | 11.3% | 15.9% | 17.3% | 18.8% | 21.6% | 24.6% | 28.8% | 28.5% | 30.0% |Return on Shr. Equity 32.0%
- 10.9% | 105% | 8.1% | 10.8% | 14.7% | 15.5% | 16.5% | 18.5% | 20.5% | 23.4% | 28.5% | 30.0% |Retained to Com Eq 32.0%
MARKET CAP: $15.8 billion (Large Cap) | 2% | 3| 4| 8| 10% | 12 | 1% | 17%| 19% | 27% | 26% |All Divids to Net Prof 20%
CU'(?&EL’\E,T) POSITION - 2011 2012 6/30/13 BUSINESS: AmerisourceBergen was created by the merger of '96; Walker Drug in '97; C.D. Smith in July '99. 2012 depreciation
Cash Assets 1826.0 1066.6 1567.6 | AmeriSource Health and Bergen Brunswig. The company is a full-  rate: 10.4%. Vanguard Group Inc. owns 6.7% of common; Officers
IReceltvablesLlFo ggggé gggg? ggggi service wholesale distributor of pharmaceutical products and re- and directors, 1.0% (1/13 Proxy). Has about 14,500 employees. In-
S%Eenr ory ( ) 879 2920 90.9 lated healthjcare sgrvicesl in the U.S. It ope(ates i‘n Mo segments: corpprateq: DE. lPresident & CEO: Steven H. Collis. Address: 1300
Current Assets 11217.6 10978.2 12139.1 | Pharmaceutical _Dlstnbutlon_ and Phangrlca,_ its |nternat|ona_1l Morris Drive, Suite 100, Chesterbrook, PA 19087. Telephone: 610-
é({ﬁts Payable %g%é ?ggﬂi 1%982421 pharmacy. Acquired Gulf Dist. Inc. and Diabetic Shoppe, Inc., in  727-7000. Internet: www.amerisourcebergen.com.
er : : = | After a record-setting performance in new highs.
Current Liab. 10855.1 112145 124416 | fiscal 2013 (year ended September Management is certainly putting
ANNUAL RATES  Past Past Estd’'10-12| 30th), = AmerisourceBergen @ seems AmerisourceBergen’s cash to good
Jchange persh) 108, 301s.. 9638 | poised for more good news this year. use. During the December quarter, the
“Cash Elow” 170% 170% 120% | The company closed out the year with board of directors upped the quarterly div-
Earnings 15.0% 180% 14.0% | share net of $3.14, a 13% improvement on idend by 12%, bringing the annual payout
Dividends 150 re 130% | the year-ago tally, on an 11% top-line ad- to $0.94 a share. What's more, in August,

- . - . vance. Sales growth was driven by strong the board authorized a new $750 million
Riscal | ~ QUARTERLYSALES(Smil)» | Full | demand reported by both Amerisour- share-repurchase program, which came on
Ends |Dec.3l Mar3l Jun30 Sep30| vear | ceBergen Drug Corp. and Amerisour- the heels of the November, 2012 buyback
2010 19335 19300 19602 19715 |77954 | ceBergen Specialty Group. And although authorization. And the company has
2011 119888 19760 20162 20407 |80217 | gperating margins came under a bit of earmarked approximately $500 million
2012 120311 20010 19714 19453 179489 | nressure (the result of an increase in oper- toward share repurchases this year, which
%8%431 g%ggg %gigg %g% %é‘;?g ?Zggg ating expenses and a shift in customer mix will certainly help bolster Amerisour-

- to lower-margin business), a reduced share ceBergen’s earnings over the long haul.
Rscal|  EARNINGSPERSHAREA® | Full | count provided a needed counterbalance. Conservative investors looking to
Ends |Dec31 Mar3l Jun30 Sep30| Year | And the recently inked long-term rela- commit funds through the latter years
2010 | 52 63 57 50 | 222| tionship with Walgreen Co. and Alliance of this decade are likely to find this
011 | 57 .77 66 541 2541 Boots GmbH certainly augurs well for the equity rather appealing. Despite the
2012 1 6L 80 .70 85 | 279| company’s prospects during the current aforementioned jump in its value,
ggﬁ ;‘7‘ gg Z)i Z)g gé‘;’ year. All told, we have ratcheted up our AmerisourceBergen stock’s 3- to 5-year ap-

: : : : —1 fiscal 2014 share-net estimate by a nickel, preciation potential is still well above that
Cal- | QUARTERLYDIDENDSPADC | Full | to $3.65, on sales of roughly $114 billion.  of the average issue under Value Line
endar |Mar.31 Jun.30 Sep30 Dec3l| Year | The  jnvestment community has review. What's more, the issue carries our
2009 | .05 05 .06 .08 24| definitely taken notice of the compa- Highest (1) Safety rank and an A Finan-
2010 | .08 08 .08 .10 | 34| qy's good fortune. Notably, ABC stock is cial Strength ranking, making it a recom-
%8% %g %5 %5 g gg up approximately 16% in value since our mended selection for risk-averse accounts.
2013 | 21 o1 21 o35 | August review and is once again testing Kenneth A. Nugent November 22, 2013
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TECHNICAL 3 Rasedsisss |-, Relaive Prce Strengh o
BETA .65 (1.00 = Market) 3-for-2 split  8/03 80
2016-18 PROJECTIONS | 31002 Shit 4iog e e e 64
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412 10013 202013 | pereent 15 G D JRCTTI il R ~tols l’-’ AT o N Lyr SIE)%K lg?Eé N
Nel 9 T Taq| Shares 10 ptmHEt T i i 3y 606 697 |
HIUs(000) 99508 98903 97266 O 1 Sy 832 802
1997|1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [2009 [2010 [2011 [2012 |2013 [2014 | ©VALUELINEPUB.LLC|16-18
743 953| 1091 | 1148 999 | 1209| 1721 | 2142 | 2332 | 2434 | 2586 | 26,57 | 2431 | 27.20 | 30.26 | 34.36 | 38.45| 4185 P/CPrem Earned persh | 50.00
133 151 147 1.62 1.16 1.01 112 1.54 211 3.04 3.73 333 353 382 383 431 475 5.50 |Investment Inc per sh 7.00
252 | d143| d2.13| d154| d2.16 d.05 79 1.34 1.68 291 3.22 2.07 141 1.49 52 .99 1.35 1.65 | Underwriting Inc per sh 350
.54 .35 d.21 27 d.61 90 1.44 2.07 2.65 343 3.73 2.95 2.23 2.70 2.09 2.63 2.90 3.25 |Earnings per sh A 5.00
.08 .09 10 10 10 10 12 13 13 15 .20 23 24 27 31 .35 .38 40 |Div'ds Decl'd per sh B 50
5.67 5.69 4.56 5.17 554 7.16 895 | 1113 | 1342 | 1730 | 19.80 | 1887 | 2297 | 26.26 | 29.20 | 31.87 | 34.05| 36.30 |Book Value per sh 46.15
149.69 | 134.18 | 129.68 | 129.89 | 168.28 | 186.38 | 187.96 | 189.61 | 191.26 | 192.77 | 180.32 | 161.47 | 156.55 | 141.01 | 137.52 | 136.02 | 135.00 | 135.00 |Common Shs Outst'g € | 130.00
130% | 136% | 108% | 96% | 158% | 150% | 158% | 166% | 184% | 206% | 159% | 140% | 104% | 101% | 107% | 117% Price to Book Value 130%
136 22.3 - 181 - 12.0 9.8 8.9 9.3 104 84 9.0 10.7 98 149 14.2 | Bold figyres are |Avg Ann'| P/E Ratio 12.0
.78 1.16 - 118 -- .66 .56 47 50 56 45 .54 71 .62 93 91 Value|Line Relative P/E Ratio .80
1A% | 12%| 21%| 21% | 12% | 10%| 8% | 7% | 5% | 4% | 6% | 9% | 10% | 10% | 10%| 9% | ="' |AvgAnnlDivid Yield 8%
CAPITAL STRUCTURE as of 3/31/13 3234.6 | 4061.1 | 4460.9 | 4692.6 | 4663.7 | 4289.6 | 3805.8 | 3835.6 | 4160.9 | 46735 | 5190 | 5650 |P/C Premiums Earned 6500
Total Debt $1936.5 mill. Due in 5 Yrs $545.0 mill. 63.4% | 63.0% | 62.4% | 61.0% | 59.6% | 62.2% | 61.4% |60.2% | 63.9% | 63.1% | 63.0% | 63.0% |Loss to Prem Earned 62.0%
LT Debt $1693.3 mill. LT Interest $106 mill 28.2% | 30.7% | 30.5% | 27.0% | 28.0% | 30.0% | 32.8% | 34.3% | 344% | 34.0% | 335% | 33.0% |Expenseto Prem Writ | 31.0%
(28% of Cap') 84% | 62% | 7.2% | 120% | 124% | 7.8% | 58% | 55% 17% | 29% | 35% | 4.0% |Underwriting Margin 7.0%
29.4% | 29.6% | 29.1% | 28.9% | 29.3% | 26.2% | 4.0% | 26.1% | 21.5% | 22.1% | 25.0% | 25.0% |Income Tax Rate 25.0%
Leases, Uncapitalized $38.7 million 2857 | 4120 | 531.1 | 6937 | 7339 | 5037 | 3670 | 421.1 | 3083 | 3829 390 440 | Net Profit ($mill) 650
No Defined Benefit Pension Plan 43% | 41% | 43% | 55% | 6.1% | 48% | 42% | 41% | 42% | 43% | 42% | 4.5% |Invinc/Total Inv 5.5%
Pfd Stock None 9335 | 11451 | 13896 | 15656 | 16832 | 16121 | 17329 | 17529 | 18488 | 20156 | 21500 | 22750 |Total Assets ($mill) 25500
Common Stock 136,036,887 shs. 16826 | 21007 | 2567.1 | 33352 | 35698 | 30463 | 35061 | 37029 | 4015.9 | 4335.5 | 4600 | 4900 |Shr. Equity ($mill) 6000
as of 4/30/13
17.0% | 19.5% | 20.7% | 20.8% | 20.6% | 16.5% | 10.2% | 11.4% 7.7% | 88% | 85% | 9.0% |Returnon Shr. Equity 11.0%
MARKET CAP: $5.6 billion (Large Cap) 15.7% | 18.4% | 19.9% | 19.9% | 19.5% | 15.0% | 9.4% | 10.0% 6.6% | 7.7% | 7.5% | 8.0% |Retainedto Com Eq 10.0%
EINANCIAL POSITION 2011 2012 3/31/13 8% 6% 4% 4% 5% 9% 8% | 12% 14% | 13% | 13% | 12% |All Div'ds to Net Prof 10%
Borf?i’g“') 11312.0 11944.0 11665.1 | BUSINESS: W.R. Berkley Corporation is an insurance holding ~down: 20% Regional ops., 32% Specialty ops., 16% Alternative in-
Stocks 4434 376.0 399.4 | company, operating in regional property/casualty insurance, surance, 9% Reinsurance, 15% International, and 8% Other. Has
Other 6723.3 78359 8056.1 | reinsurance, intl insurance, specialty insurance, and alternative in-  about 7,410 employees. Officers & directors own 21.0% of common
Total Assets 18487.7 20155.9 20120.6 | surance. Regional P/C operations are concentrated in the southern  (4/13 Proxy). President, Chairman & CEO: William Berkley. Incor-
Unearned Prems ~ 2189.6 2474.8 2636.0 | and midwestern United States. Specialty and alternative insurance  porated: Delaware. Address: 475 Steamboat Road, Greenwich, CT
gfﬁgr“’es gg%% gggzll% ggggg businesses are conducted nationally. 2012 written premium break-  06830. Telephone: 203-629-3000. Internet: www.wrbc.com.

Total Liab'ties 14471.8 15820.4 15710.0

Premium Inc 10.5% 4,

Invest Income 12.0% 6.
Earnings 29.5%  -5.
Dividends 11.5% 14.
Book Value 17.0% 11

ANNUAL RATES Past Past Est'd '10-'12
of change (persh) 10 Yrs. 5Yrs. to

'16-'18

5% 8.5%
0%  10.0%

5% 12.5%
0% 8.5%
5% 8.0%

W.R. Berkley's string of positive counteract continued pressure on net in-
share-net comparisons continued in vestment income. This item was down 11%
the June interim. Operating share net, in the June quarter, reflecting low rein-
which excludes capital gains and losses vestment yields on fixed-income securities.
from investments, came in at $0.70, an 8% While interest rates have climbed in
improvement from the year-earlier tally recent weeks, we believe income from in-
and represented the sixth-consecutive pe- vestments will be constrained for a few
riod of favorable profit comparisons. Net more quarters.

Cal- | NETPREMIUMSEARNED $mil) | Fun C 0 o
endar [Mar.31 Jun.30 Sep.30 Dec3l| Year | Premiums earned climbed 11.8%, largely Berkley appears to be well positioned
2010 19306 9481 9673 9900 |3836 | thanks to average rate increases of 6.5% to take advantage of probable
2011 |982.7 10172 1055.8 11053 |4161 | on policyholder renewals, along with new strengthening conditions in the P/C
2012 1099.7 1147.4 11865 12404 |4674 | business wins. This helped to counteract a insurance market 3 to 5 years hence.
2013 (12321 12825 1325 13504 |5190 | slightly worse, though still profitable, com- The balance sheet is solid, and the insurer
2014 (1375 1400 1425 1450 |5650 | bined ratio of 96.6%. This implies that the appears adequately reserved. The un-
cal- EARNINGS PER SHARE A Full | company made $3.40 in pretax profit for derwriting margin should improve by
endar [Mar31 Jun.30 Sep.30 Dec.31| Year | €very $100 in policies insured. 2016-2018, reflecting management's solid

2010 70 65 67 68 | 270| We believe the good times will contin- underwriting discipline, with a focus on

2011 66 46 ) 53 | 209| ue, at least through 2014, barring an pricing, along with policy terms and condi-

2012 73 .65 61 64 | 263| overage of catastrophes. The broader tions, both of which contribute to overall

2013 .74 .70 69 77 | 290 insurance market appears to be in the margins. Investment income should

2014 80 82 .75 88 | 325| midst of an upswing, as attractive capacity ultimately perk up, as the Federal Reserve

Cal- QUARTERLY DIVIDENDS PAID B rull | conditions have resulted in rate hikes Bank winds down its economic stimulus
endar [Mar.31 Jun.30 Sep.30 Dec.3l| Year | across many product lines. What's more, actions.

2009 | .06 06 06 06 04| primary insurers are retaining a larger These shares are a middling choice

2010 | .06 06 07 07 26| percentage of their policies instead of for both the short- and long-term hori-

2011 | .07 .07 .08 .08 30| ceding to reinsurers, reflecting the high zon. A modest dividend does little to

2012 | .08 .09 .09 .09 35| cost of secondary insurance and their at- sweeten the pot.

2013 | 09 09 10 tractive margins. This should help Alan G. House September 13, 2013
(A) Diluted earnings per share. Excl. nonrecurr. | real. loss: '01, 2¢; '04, 1¢. Next earnings report | $1.00/share on 12/31/12. Company’s Financial Strength B++
gains/(losses): 98, (3¢); '99, (10¢); '01, (2¢); | due early Nov. (C) In mill., adj. for splits. Stock’s Price Stability 95
‘02, 8¢; '04, 21¢; '06, 3¢; '07, 5¢; '08, ($1.30); | (B) Div'ds. historically paid in early Jan., April, Price Growth Persistence 75
'09, (37¢); '10, 20¢; '11, 62¢; '12, 93¢. Incl. [July, and Oct. Paid special divd. of Earnings Predictability 75

© 2013 Value Line Publishing LLC. 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 (RIS S 0 410 [sRer: I RS0 [O R R O[0 1SR
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1997 1998|1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [2008 [2009 [2010 | 2011 [2012 {2013 [2014 | ©VALUELINEPUB.LLC| 16-18
123 142 161 1.80 2.89 334 4.02 4.68 5.64 6.27 6.82 6.91 6.81 6.82 7.07 8.34 9.70 | 10.90 |Revenues per sh 14.60
.26 .30 .36 40 .60 a7 99 1.16 1.39 157 1.74 1.60 152 1.59 161 183 2.20 2.55 |“Cash Flow” per sh 3.55
19 22 .25 29 43 61 80 93 1.08 124 1.35 117 1.08 112 113 1.26 152 1.80 |Earnings per sh A 2.60
.04 .05 .06 .07 .08 10 12 15 17 21 .25 .29 .30 31 33 .35 37 41 |Div'ds Decl'd per sh B 48
.03 32 .05 .04 .09 .05 12 07 10 A1 22 10 .08 07 .10 A7 .20 .20 |Cap'l Spending per sh .25
74 .78 94 1.04 1.39 287 3.63 451 5.48 6.64 7.80 8.77 9.64 | 1055 | 1147 | 1256 | 14.20 | 15.40 Book Value persh D 21.25
104.86 | 107.98 | 109.76 | 116.73 | 126.39 | 136.36 | 137.12 | 138.32 | 139.38 | 140.02 | 140.67 | 141.54 | 142.08 | 142.80 | 143.35 | 143.88 | 141.00 | 141.00 |Common Shs Outst'g € | 140.00
153 20.8 178 214 26.2 257 20.0 220 223 244 195 16.6 174 17.7 205 20.1 | Bold figyres are |Avg Ann’l P/E Ratio 18.0
88| 108| 101| 139| 134 140| 114| 116| 119| 132| 104| 100| 116 | 113 | 129| 129| VauelLine |Relative P/E Ratio 1.20
16% | 11%| 13%| 11% | 7% | 6% | 8% | % | 7% | 7% | 10% | 15% | 16% | 16% | 14% | 14% | ="' |Avg Ann'lDivd Yield 1.0%
CAPITAL STRUCTURE as of 6/30/13 551.0 | 646.9 | 7858 | 8780 | 959.7 | 977.6 | 967.9 | 9735 | 10135 | 1200.0 | 1370 | 1540 [Revenues ($mill) 2060
Total Debt $450.0 mill. Duein 5Yrs $443.0mill. | 37.30 | 37.9% | 38.4% | 38.9% | 39.4% | 35.5% | 34.3% | 35.6% | 34.7% | 33.3% | 34.0% | 35.0% |Operating Margin 37.0%
LT Debt $450.0 mill. LT Interest fllgo/lg;"(':a o | BT] 3I[ @3] @8 582 599 L] 69| G71| 789| 90| 100 Depreciaton (Smil) 132
Leases, Uncapitalized: Annual rentals $39.8 mil. | 1103 | 1288 | 1506 | 1724 | 1910 | 1661 | 1533 | 1618 | 1640 | 1840| 215| 55 |NetProfit(§mill) 370
37.5% | 37.7% | 38.3% | 38.5% | 38.7% | 39.0% | 39.8% | 39.2% | 39.4% | 39.6% | 40.0% | 40.0% |Income Tax Rate 40.0%
No Defined Benefit Pension Plan 20.0% | 19.9% | 19.2% | 19.6% | 19.9% | 17.0% | 15.8% | 16.6% | 16.2% | 15.3% | 15.7% | 16.6% |Net Profit Margin 18.0%
420 | 1749 370 575 313 4| 1347 | 1826 | 2265 | 1917 150 200 |Working Cap'l ($mill) 500
Pfd Stock None 411 | 2271 | 2142 | 2263 | 2277 | 2536 | 2502 | 2501 | 250.0 | 450.0 | 380 | 380 |Long-Term Debt ($mill) 350
Common Stock 144.899 681 shs. 4980 | 6243 | 7643 | 929.3 | 10975 | 12417 | 1369.9 | 15063 | 1644.0 | 1807.3 | 2000 | 2200 |Shr. Equity ($mill) 3000
as of 7/31/13 20.8% | 15.6% | 16.1% | 15.5% | 14.9% | 11.6% | 9.9% | 9.6% 9.0% | 85% | 9.5% | 10.0% |Return on Total Cap'l 11.0%
22.2% | 20.6% | 19.7% | 18.5% | 17.4% | 134% | 11.2% | 10.7% | 10.0% | 10.2% | 11.0% | 11.5% |Return on Shr. Equity 12.5%
MARKET CAP: $4.5 billion (Mid Cap) 18.8% | 17.4% | 16.6% | 154% | 14.2% | 10.1% | 8.1% | 7.8% 71% | 7.4% | 80% | 9.0% |Retainedto Com Eq 10.0%
CUR$I$WI|ELI\ET POSITION 2011 2012 6/30/13 | 15% | 16% | 16% | 17% | 18% | 24% | 28% | 28% | 28% | 27% | 24% | 23% |All Div'ds to Net Prof 18%
Cash Assets 4245 392.6  608.2 | BUSINESS: Brown & Brown operates an insurance brokerage firm  compensation, commercial and private automobile insurance, and
Receivables 2402 3027 3105 | that markets property/casualty products and services to commer- fidelity and surety insurance. Has about 6,440 empls. Off./dir. own
8ther t Asset 7821’ 723% 9?32 cial, professional, and individual customers. The company's proper-  18.2% of stock (includes J. Hyatt Brown, 14.8%) (4/13 Proxy).
A(L;ggr:aa Zsbeles 379'5 488' 1 55 4.6 ty insurance protects against physical damage to property and the Chairman and acting CEO: J. Hyatt Brown. Inc. Fl. Address: 220
Debt Duey 12 1 | resultant interruption of business caused by firestorm, windstorm, or  South Ridgewood Ave., Daytona Beach, FL 32114. Telephone:
Other 100.9 79.6  107.2 | other perils. Casualty insurance relates to legal liabilities, workers’  386-252-9601. Internet: www.bbinsurance.com.
Current Liab. 481.6 5678 6618 | Brown & Brown’s third-quarter re- slow year in regard to purchases, with
ANNUAL RATES  Past Past Estd'10-12| sults were in line with our expecta- only two deals so far. Even so, the compa-
ofchange (persh)  10¥rs. ~ 5Yis. 1071618 | tions. Share earnings climbed 15% from a ny continues to reap benefits from the
Revenues v oo 330 120% | year earlier to $0.39, boosted by an 18% early 2012 acquisition of Arrowhead, on
Earnings 100% -10% 140% | increase in the top line. Notably, organic which it spent roughly $400 million. As
Dividends 150%  95%  6.5% | growth was a healthy 7%, with gains com- time progresses, we expect more small
Book Value 205% 115% 105% | jng from all four of the company's operat- bolt-on takeovers, given the importance of
Cal- | QUARTERLYREVENUES ($mil) | run | ing segments. Contributions from recent these transactions on expanding Brown's
endar [Mar31 Jun.30 Sep.30 Dec.31| Year | takeovers, a  strengthening proper- book of business.
2010 | 2523 2437 2476 2299| 9735 ty/casualty pricing environment, and an We project annual share-net growth
2011 | 2622 2468 2604 244.1) 10135 increase in contingent commissions also of 10%-15% over the next 3 to 5 years.
2012 | 3025 2909 3038 302.8| 12000, helped to fuel the bottom-line advance. Rising commissions and fees ought to help
2013 | 3350 3258 3593 3499|1370 | The momentum should continue to the top line increase approximately 10% a
2014 | 380 3715 400 38 | 1540 | puijld in 2014. On a down note, challenges year over this time frame. Brown’s aggres-
Cal- EARNINGS PER SHARE A Full | in coastal markets, particularly Florida, sive acquisition strategy will likely sup-
endar | Mar.31 Jun.30 Sep.30 Dec.3l| Year | greater competition, and an uptick in port these gains. However, softness in the
2010 31 29 31 21 | 112 stock-based compensation expenses will pricing environment and industrywide un-
2011 | 32 26 30 .25 | L13| probably weigh down results. That said, derwritings have the potential to keep an-
2012 | 34 29 3 29| 12| an ongoing increase in commissions and nual internal volume growth in the mid-
2013 | 4136 39 36 | 152] fees, and higher demand for commercial single-digit range.
2014 A6 43 47 44 | 180] jpsyrance ought to aid in lifting earnings. These neutrally ranked shares have
Cal- | QUARTERLY DIVIDENDS PAID & Full | Greater contributions from acquired pulled back a bit over the past three
endar |Mar31 Jun30 Sep.30 Dec3l| Year | entities and controlled expense manage- months, even as the broader markets
2009 | .075 075 075 078 30| ment are added pluses. have charged forward. We believe that
2010 | 078 078 078 .08 31| We believe takeovers will remain a after a strong run-up in the stock price
2011 | .08 08 08 08| 3| key component of Brown & Brown’s earlier in the year, some investors decided
2012 1085 085 085 .09 | 35| |gng-term growth strategy. Compared to take their profits.
2013 | 09 0 0 10 to the historical average, it has been a Randy Shrikishun November 15, 2013

(A) Diluted earnings. Next earnings report due | (B) Dividends historically paid in mid-February,
May, August, and November.
(C) In millions, adjusted for splits.

mid-January.
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(D) Includes intangibles.

lion, $15.83 a share.

In '12: $2278.0 mil- | Company’s Financial Strength A
Stock’s Price Stability 95
Price Growth Persistence 55
Earnings Predictability 95

To subscribe call 1-800-833-0046.
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RECENT PE Traiing: 260} [RELATIVE DIVD X 313
CAPITOL FEDERAL nogorms  [52" 12.47 i 240G )05 133110 24% NAEEm |
meuness 2 s | 90T 23] 1551 ST 353 53] 133 B3] 3| B2 3] 3] i Tget e Rnge
SAFETY 3 lowered11411 | LEGENDS
3 T Bolive prsSlengi 40
TECHNICAL Raised 4/27/12 360 Drclatie B g p
BETA .60 (1.00 = Market) Options: Yes
3016-18 PROJECTIONS haded areas indicate recessions ™ S O Y T P 24
, ~ Ann'l Total L b L' Ml L, 126% piv 16
~ Price  Gain  Return ST b PTTEL ASTME TT LT LR LTI KN TP [ R T P
High 20 (+60%; 16% m IIL [ e 12
low 13 "(+5%) 5% Tl - L o 10
InS|derND([e)C|JS|c'):n’\sA s Illr“% NEROER = 8
.' L o, ..., - A . 6
toBy 000101201 Lo REIAT s . Ry
Options 050000000 o T ° L4
to Sell 1 00000 0 0 O peere etens) | '°°°. % TOT. RETURN 9/13
Institutional Decisions . THIS  VLARITH
Q12 1008 208 | percent 9 i LI] STOCK  INDEX |
to Buy 77 72 80 | shares 6 lyr. 66 312 [
to Sell 81 91 84 | traded 3 1 | T T T Y 1 T | 3yr.  -421 60.1 [
Hid's(000) 107787 106888 106817 e T Ot TP PSTIR T YOS ITXE] [LLCLLAL AR Feen RN I Sy 640 1102
1997|1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2 2007 {2008 [2009 [2010 [2011 [2012 (2013 |2014 | ©VALUELINEPUB.LLC|16-18
-- - 30.76 | 4158 | 4253 | 4557 | 4276 | 4418 | 4528 | 43.60 | 39.93 | 4505 | 4523 | 40.37 | 53.68 | 57.30 | 59.50 | 60.75 |Mortgage Loans per sh 65.00
1882 | 2088 | 2355| 26.38| 2551 | 24.64 | 2355 | 2327 | 2334 | 2340 | 2521 | 26.19 | 2684 | 29.29 | 31.45| 32.40 |Savings Deposits persh | 36.50
A7 40 44 54 32 24 .39 29 19 31 40 41 40 A7 .50 .52 |Earnings per sh AB .60
.09 19 25 33 40 .88 .88 .88 .88 .88 .88 .38 .30 .30 .30 .30 |Div'ds Decl'd per sh © 40
5.05 5.20 5.76 5.93 5.88 497 5.14 5.15 5.16 5.20 5.61 574 | 1158 | 11.63 | 11.10 | 11.30 |Book Value per sh 12.10
207.16 | 189.51 | 182.02 | 166.50 | 166.11 | 167.49 | 168.16 | 167.59 | 168.10 | 167.69 | 167.74 | 167.50 | 167.50 | 155.38 | 147.00 | 145.00 |Common Shs Outst'g © | 140.00
25.6 119 16.9 19.2 40.0 61.1 39.0 508 | NMF 53.1 433 346 283 24.7 230 Avg Ann’l PJE Ratio 280
1.46 a7 87 1.05 2.28 323 2.08 2.74 | NMF 320 2.88 220 178 158 1.35 Relative P/E Ratio 1.85
20% | 39% | 34%| 32%| 31% | 60% | 58% | 6.0% | 54% | 54% | 51% | 62% | 26% | 26% | 2.6% Avg Ann’l Div'd Yield 2.4%
CAPITAL STRUCTURE as of 6/30/13 484.7 | 4084 | 4235 | 4357 | 4355 | 4408 | 4414 | 4085 | 3719 | 3523 325 335 |Gross Income ($mill) 400
. . 67.4% | 65.8% | 57.7% | 65.2% | 70.1% | 62.8% | 53.5% |50.1% | 47.9% | 40.6% | 37.0% | 38.0% |Int Cost to Gross Inc 43.0%
Borrowings $2901.5 mil. savorCapty | 20| 403| 651 481 | 323| 5L0| 663 | 678 644 | 745| 720| 760 NetProfit mi) 85.0
Other LT Debt None (643 o Can) | 30 09 | 3979 | 38.3% | 38.9% | 39.0% | 36.4% | 37.0% | 35.6% | 33.0% | 35.8% | 34.0% | 34.0% [Income Tax Rate 34.0%
10.7% | 9.9% | 154% | 11.0% | 7.4% | 11.6% | 15.0% | 16.6% | 17.3% | 21.2% | 22.2% | 23.4% |Net Profit Margin 21.3%
No Defined Benefit Pension Plan 8582.5 | 8541.0 | 8409.7 | 8199.1 | 7675.9 | 8055.2 | 8403.7 | 8487.1 | 9450.8 | 9378.3 | 9250 | 9300 |Total Assets ($mill) 9600
3200.0 | 3449.4 | 3426.5 | 3268.7 | 2732.2 | 2447.1 | 2392.6 | 2376.0 | 2379.5 | 2530.3 | 2500 | 2500 |FHLB Advances ($mill) 2550
Pfd Stock None 9764 | 8324 | 865.1 | 863.2 | 867.6 | 8712 | 941.3 | 962.0 | 1939.5 | 18065 | 1630 | 1640 |Shr. Equity ($mill) 1695
Common Stock 147,841,368 shs. -- -- - .- .- .- .- -- | 930.0 | 1528.2 | 1350 | 1500 |New Loan Volume ($mill)| 1800
as of 7/24/13 -- -- -- -- -- -- -- - A% 1% 5% 5% |Problem Assets to Lns 3%
MARKET CAP: $1.8 billion (Mid Cap) 114% | 9.7% | 10.3% | 10.5% | 11.3% | 10.8% | 11.2% | 11.3% | 20.5% | 19.3% | 17.5% | 17.5% |Shr. Eq. to Total Assets | 17.5%
EARNINGS FACTORS o 15.0% | 17.9% | 17.4% | 16.7% | 17.8% | 18.6% | 21.2% | 22.0% | 35.6% | 25.9% | 29.0% | 27.0% |G&A Exp to Gross Inc 25.0%
) mos. 61% | 47% | T7% | 5% | 42% | .63% | .79% | .80% 68% | .79% | .80% | .80% [Return on Total Assets .90%
Margin () vied o35 2012 6B 5w | 4w | 75% | 56% | 37% | 58% | 7.0% | 7.% | 33% | 41% | 45% | 45% |ReturnonShr.Equty | 50%
Si?s?rtj-ocgsutnl\(/lj:rgin 54313 igg i% BUSINESS: Capitol Federal Financial, Inc. is the holding company losses was 28% of nonperforming loans at 9/30/12. Loans at
’ ' 9 més for Capi?ol Federal ngings Bgnk. ]t has 46 brancheg (36 traditional  9/30/12: 97% real estate; 3% consumer. Has about 750 employ-
Net Changes ($mill) 2011 2012 6/30/13 | and ‘10 in-store Iocatlon§), ma!nly in Kansas, where it is one of the ees. Amerl_can Century owns 10.2_% of stock; CapFed ESOP, 6.40_/0;
Loans -185 458.3 184.5 | leading one- to four family residential lenders. The bank serves the T.Rowe Price, 5.8%; officers & directors, 2.4% (1/13 proxy). Chair-
Deposits 108.9 55.5 77.8 | Topeka, Kansas City, Wichita, Lawrence, Manhattan, Emporia, and  man and CEO: John B. Dicus. Inc.: MD. Address: 700 Kansas Ave.
FHLB Advances & Salina areas. Also has a position in Missouri. Allowance for loan Topeka, KS 66603. Tel.: 785-235-1341. www.capfed.com.
Other Borrowing -1225 -179.1 6.2
ANNUAL RATES Past Past Estd'10-12| Capitol Federal likely eked out a mod- Meantime, internal growth s
of change (per sh) 10 Yrs. 5y, t0'16'18 | est share-net gain for the fiscal year measured, but credit quality is a
’\Sﬂgr.tgag%'éns %ggjo gggf g-ggf that ended September 30th. Detailed bright spot. Securities sales have kept
Ea‘r’,;i,?gs P TB%  80% 60w | results are due out at the close of the asset growth at bay lately. However, loan
Dividends 7.0% -11.0% NMF | month, but we figure a reduced share balances, mostly in the single-family
Book Value 55% 135%  4.0% | count was the main reason for the ad- residential category (largely in Kansas and
vance, since net income was tracking a bit Missouri) were up 3%, year over year, at
Fjég’;ll SAVINGS DEPOSITS ($ mill.) A Fﬁgc”al lower. As a result, the buyback of more last count. Elsewhere, the level of non-
Ends |Dec.31 Mar.31 Jun.30 Sep.30| 'vear | than seven million shares through the first performing assets is extremely low, and
2010 | 4227 4319 4374 4386 nine months of the financial year looks to early-stage delinquencies are dwindling.
2011 | 4682 4711 4559 4495 have achieved a measurable goal. There is an expectation that Capitol
2012 | 4501 4657 4592 4550 Recent share repurchases appear to Federal will continue to pay out spe-
2013 | 4582 4694 4628 4625 be less aggressive. That may be as the cial dividends. The company has paid
2_014 4650 4670 4685 4700 stock price is somewhat higher than when out extra dividends in nine out of the past
Riscal | EARNINGS PER SHARE A ® gul | the buybacks were made. A share price 11 years, and that strategy may well be
Ends |Dec.31 Mar.31 Jun.30 Sep.30| vear | closer to $12, or below, seems to be nearer extended. Before the end of the calendar
2010 11 .09 11 10 41| the target range. As a result, unless the year, the bank has committed to paying
20111 09 10 10 10 40 | stock retreats a bit, we are not looking for out 100% of fiscal 2013's earnings. That
2012 | 12 12 12 11 | 471 as much in the way of stock repurchases in could translate into an extra dividend of
2013 12 120 13 131 S0 the new fiscal year. $0.18-$0.20 a share, assuming nothing un-
2014 13 13 13 13 52| Most of the inching forward in 2014 usual happens. The potential for added
Cal- | QUARTERLY DIVIDENDS PAID © Ful | earnings per share we estimate is cash distributions, combined with the
endar |Mar.31 Jun.30 Sep.30 Dec3l| Year | owing to reduced costs. The mid- stock’s stable nature, may fit the bill for
2009 | 221 221 21 2211 88| western lender has indicated that $7.5 certain investors.
2010 | 221 221 221 221 | .88 | million in salaries and benefits expenses The shares have moved up a notch in
2011 | 075 075 075 075 | .30 | jncurred in 2013 will not be recurring. Timeliness to 2 (Above Average), but
2012 1075 075 075 075 | .30 | After taxes, that should equate to a couple don’t stand out for the long term.
013 | 075075 075 of extra pennies in share profits. Robert Mitkowski, Jr. October 11, 2013

(A) Fiscal year ends September 30th.
(B) Diluted earnings. Excludes nonrecurring

due October 30.
(C) Dividends paid in mid-Feb., May, Aug., and

'06; $0.04, '05; $0.13, '03;
(D) In millions.

charges: '04, $0.90; '11, $0.16. Earnings may | Nov. Excludes special dividends: '12, $0.70;
not sum due to rounding. Next earnings report | '11, $0.70; '10; $0.13, '09; $0.13, '08; $0.05,
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$0.36, '02; $0.54. Company’s Financial Strength B+
Stock’s Price Stability 95
Price Growth Persistence 20
Earnings Predictability 70
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RECENT PIE Trailing: 19.6 Y| RELATIVE DIVD X
CLOROX COI NYSE-CLX PRICE 84,45 RATIO 18.9(Median: 19.0/ | PIE RATIO 1.06 YLD 3.4%
High: 47.9 49.2 59.4 66.0 66.0 69.4 65.3 63.1 69.0 75.4 76.7 90.1 i
TIMELINESS 4 Lovered 82313 Low: | 319| 374| 465 525 56.2| 562| 475 457| 59.0| 60.6| 664 735 Tzegfgt 28;3 R;ste
SAFETY 2 Lowered4/1400 | LEGENDS
—— 16.0 x "Cash Flow” p sh 200
TECHNICAL 3 Lowered 92713 | ;- Reltive Price Strength
Options: Yes 160
BETA .60 (1.00 = Market) haded areas indicate recessions | | | [ |
2016-16 PROJECTIONS _ 100
) . Ann'l Total T | [ P
Price  Gain Return —1 T — N A
High 130 E+55%; 14% - -'hl” ; PR AT VYL by |Ii=| - I /u{ 60
Low 95 +10% 7% . — serriffiL " LT !I||| 50
Insider Decisions AL LMY AL 40
NDJFEMAMJ J[L!" 30
wBly 010000000
gpti(un%s 111502602 oot . <. | 2
Sl 3338226224 T R N S S N - % TOT. RETURN 8113
Institutional Decisions TI°1h I | S ) s SRR N THIS VL ARITH*
Q12 1008 2083 | percent 18 STOCK  INDEX |
to Buy 266 292 271 | ghares 12 ! " REENAINIP ” ., - 1y 174 2718 [
to Sell 267 268 277 | traded 6 by T T AT | NI 3yr. 410 69.7 [
fosom_o1as0 o1s0e _oaser | "= & b HH A i Sy s sz
1997|1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 [ 2005 | 2006 | 2007 {2008 | 2009 [2010 [2011 |2012 {2013 |2014 | ©VALUELINEPUB.LLC|16-18

1227 1332 17.01| 1735| 1649 | 1821| 1939 | 2030 | 2893 | 30.69 | 32.05 | 38.20 | 39.16 | 39.88 | 39.91 | 4220 | 43.13 | 45.10 |Sales persh A 52.80
182 212 252| 264| 257 230 330| 349 | 466 | 417| 455 | 482 | 522| 568 351 | b556| 580| 6.15 “CashFlow" persh 8.15
121 141| 163| 175| 163| 137 233| 255| 288 | 289| 323| 324 | 381 | 424 207 | 410| 431| 4.60 Earnings persh B 6.30

.58 .64 12 80 84 84 88| 108| 110| 114| 131| 166| 188 | 205 225| 244| 263| 288 Div'ds Decl'd persh C= 3.40

46 48 .75 67 81 79 96 81| 100 119 97 123 | 142 146 174 148 | 149 145 |Cap’l Spending persh 2.00

502| 527| 667| 762| 803| 607| 560| 723| d365| dL03| 113 | d268 | d126 | .60 | d.66| dL04| 112| .80 |Book Value persh © 6.60
206.33 | 205.74 | 23531 | 235.36 | 236.60 | 22301 | 21368 | 212.99 | 15168 | 151.30 | 151.26 | 138.04 | 139.16 | 138.76 | 13L07 | 129.56 | 130.37 | 128.00 |Common Shs Outstg € | 125.00
224 215| 332| 250| 226| 296| 182| 188| 108| 201| 107 185| 145| 144 | 3L9| 167 182 Avg Ann'l PJE Ratio 180
129| 143| 189| 163| 116| 162 104| 99| 105| 109| 105| 111| 97| 92| 200| 105| 1.06 Relative PIE Ratio 120
20% | 17%| 13% | 18% | 23% | 21% | 21% | 23% | 19% | 20% | 21% | 28% | 34% | 34% | 34% | 3.6% | 34% Avg Ann'l Div'd Yield 3.0%
CAPITAL STRUCTURE as of 6/30/13 41440 | 4324.0 | 4388.0 | 4644.0 | 4847.0 | 5273.0 | 5450.0 | 5534.0 | 52310 | 5468.0 | 5623.0 | 5770 |Sales ($mill) A 6600
Total Debt $2372 mill. Duein 5 Yrs $1477 mill. | 25206 | 24.7% | 23.0% | 20.8% | 21.8% | 20.7% | 22.2% | 23.1% | 20.9% | 19.8% | 20.6% | 20.5% |Operating Margin 24.5%
gﬁﬂféfgiggm e,;TO'X”)‘efes‘ $103 mill. 1910 | 1970 | 1900 | 1880 | 1920 | 2050 | 1900 | 1850 | 1730 | 1780| 1820 | 185 |Depreciation ($mill) 210

(94%?/(,'0{%;,,,) 5140 | 5460 | 517.0 | 4430 | 496.0 | 4610 | 537.0 | 603.0 | 287.0| 5430 | 5740| 600 |Net Profit ($mill) 810
Leases, Uncapita”zedAnnua|renta|s$45mi||_ 35.9% | 35.0% | 29.1% | 32.2% | 33.2% | 33.5% | 33.8% | 34.8% | 49.0% | 31.4% | 32.7% | 34.5% |Income Tax Rate 34.0%
Pension Assets-6/13 $408 mill. Oblig. $612 mill. | 12.4% | 12.6% | 11.8% | 9.5% | 10.2% | 8.7% | 9.9% | 10.9% | 55% | 9.9% | 10.2% | 10.4% |Net Profit Margin 123%
Pfd Stock None d500.0 | d225.0 | d258.0 | d123.0 | d395.0 | d412.0 | d757.0 | d523.0 | 860 | d685.0 | 286.0| 100 |Working Cap'l ($mill) 100
Common Stock 130.429.805 Shs 4950 | 4750 | 2122.0 | 1966.0 | 1462.0 | 2720.0 | 21510 | 2124.0 | 21250 | 15710 | 21700 | 2100 |Long-Term Debt ($mill) | 1200
as of 7131113 2% ' 12150 | 15400 | 05530 | d156.0 | 1710 | d3700 | d1750 | 830 | d86.0 | d1350 | 1460 | 100 |Shr. Equity ($mil) 825

30.7% | 27.8% | 35.2% | 27.3% | 33.6% | 22.5% | 30.0% | 29.8% | 16.8% | 40.6% | 27.0% | 29.5% [Return on Total Cap'l 41.0%

MARKET CAP: $11.0 billion (Large Cap) 42.3% | 35.5% NMF NMF NMF NMF NMF NMF |Return on Shr. Equity NMF
CURRENT POSITION 2011 2012 6/30/13 | 26.4% | 20.6% -- -- NMF -- -- NMF NMF NMF NMF NMF |Retained to Com Eq 46.0%
SMILL. 0 0 0 0 0 0 0 0 0 0 0 0 iV 0
Cas(h'AsS)etS 2500 2670  299.0 38% | 42% 39% | 39% 3% | 49% | 48% | 47% | 106% 58% | 58% 63% |All Div'ds to Net Prof 54%
Receivables 5250 576.0 580.0 [ BUSINESS: The Clorox Co. operates in four segments. Cleaning Largest products: liquid bleach 14%, trash bags, 13%, and charcoal

Inventory (LIFO) 3820 3840 3940 | congists of laundry, home care, and professional products (32% of  10.%. Acq'd First Brands (1/99), Burt's Bees (11/07). Has 8,400

8g1r$etnt Assets 1;%38 1;128 1411%8 '13 sales and 38% qf pretax income). !_ifestyle consists of food empls. Officers & directors own 2.7% of common stock; Three insti-
Accts Payable 4230 4120 4130 products, water filtration systems and filters, and personal care tutions 18.3%. (9/12 proxy). Chairman and CEO.: Donald R.
Debt Due 450.0 11500 202.0 | lines (16%, 23%). Household consists of charcoal, cat litter, plastic ~ Knauss. Inc.: CA. Add.: 1221 Broadway, Oakland, CA 94612. Tele-
Other 483.0 499.0 519.0 | bags, wraps and containers (31%, 30%). International (22%, 9%).  phone: 510-271-7000. Internet: www.clorox.com.

Current Liab. 1365.0 2061.0 1134.0

We continue to expect Clorox will cal 2013 sales. Roughly one-third of this
ANNUAL RATES  Past Past Estd'll'13| earn $4.60 a share in fiscal 2014 (be- total comes from developed markets,
ochange (persh) - 10¥rs, - S¥is, 0 16I8 | gan July 1st). We estimate sales growth which provide stability to the foreign port-

0, 0, 0, - -
%fsh Flow” 60k 20 105 | toward the low end of the company’s 2% to folio. Another third mostly comes from de-
Earnings 70% 25% 125% | 4% target. Results should be helped by veloping markets, e.g., Chile, Peru, and
gg’(‘)dke\’/‘glie 11.0%  12.0% 7,\‘% product innovation, estimated at 3% Mexico, which are growing at double-digit

- . (matching 2013's level) and cost savings. rates on a local-currency basis. The re-
Recal |  QUARTERLYSALES($mil) A | Full | The latter is anticipated to benefit mar- mainder comes from ~Argentina and
Ends |Sep-30 Dec.3l Mar3l Jun30| vear | gins by 150 basis points. Category growth Venezuela where continued price controls
2010 | 1372 1279 1366 1517 |5534.0 | is likely to fall between a flat showing and and high inflation are likely to trim share
2011 | 1266 1179 1304 1482 152310 | 3 1% improvement. On the negative side earnings by $0.05-$0.10.
2012 | 1305 1221 1401 1541 |54680 | are uncertainties in some Latin American Innovation is a key for the company.
%gﬁ iggg iggg ﬁég igg g%go markets, foreign currency pressures, and New products have consistently added at
- commodity inflation (notably resin costs). least two percentage points (and frequent-
Riscal |  EARNINGSPERSHARE A5 | Full | Fiscal 2014 will likely be a tale of two ly three percentage points) to incremental
Ends |5ep.30 Dec.31 Mar3l Jun30) vear | halves. Contributing to the probable mini- growth. The increase doesn't include price
2010 | 111 77 116 120 | 424| mal first-half sales growth are challenging hikes. Note: New items are primarily in-
01 | 98 dil7 102 126 | 207| comparisons to roughly 5.5% sales growth troduced in the March quarter.
2012 98 79 102132 410/ 3 year ago, heightened pressure on These shares now have a Below-
%gﬁ %8(1) gg %22 %gz 22(1) laundry additives and disinfecting wipes, Average Timeliness rank (4) for year-
: : : : —1 and foreign currency declines. Gross mar- ahead performance. Yet, Clorox has
Cal- | QUARTERLYDVIDENDSPAD®= | Full | gin pressures include higher commodity many attributes that would appeal to ex-
endar | Mar.31 Jun.30 Sep.30 Dec.3l| Year | costs and the Argentina/Venezuela chal- isting long-term shareholders. These in-
2009 | 46 46 50 50 | 192 lenges. The second half will benefit from clude the number-one or two market posi-
2010 | 50 50 55 .55 | 210 significant product introductions and some tion in nearly 90% of its brands. Also,

2011 | 55 55 60 60 | 230/ foreign pricing improvement. Clorox has raised its dividend for 36
%g% gg gg % 84 | 248 International business is a mixed bag. straight years.
: : : Overseas markets accounted for 22% of fis- Jerome H. Kaplan September 27, 2013
(A) Fscl. yr. ends June 30. (B) Based on avg. | recur. impairment loss '11, ($1.85). Earnings | Feb., May, Aug., Nov. = Divid reinvest. plan | Company's Financial Strength B++
shrs. outstndg. though '97; dil. thereafter. Excl. | may not sum due to rounding and/or changes | available. (D) Incl. intang. At 6/30/13: $1732 | Stock’s Price Stability 100
nonrecur. gain (loss): '99, ($0.60); '00, ($0.11); | in share count. Next earnings report due early | mill. $13.29/sh. (E) In mill., adj. for stk. split. Price Growth Persistence 65
'01, ($0.16); '03, ($0.10); '04, $0.01. Incl. non- | November. (C) Div'd historically paid in mid- Earnings Predictability 55
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RECENT PE Traiing: 14T\ [RELATIVE DVD X 313
CONAGRA FOODS INC. wyse.cus [52" 30.77 i 14.0 G )4 0.7 3.2% A |
TMELNESS 4 wowetsooss | [0V 505| 98] 2270 303 183| 33a| T38| Gao| 50| 2| 35s ses Target Price Range
SAFETY 1 Raised 5109 LEGENDS
—— 10.5 x "Cash Flow” p sh
TECHNICAL 3 Raised92013 |- Reltve Pice Strengh 80
BETA .65 (1.00 = Market) haded areas indicate recessions [T [ [ Teesssde: 28
2016-18 PROJECTIONS I B EEEET CETT 0
Price  Gain Ang’éta?rt]al gl 30
. 1 . YL L AT NIRRT e 1
- —— \/'I I
Insider Decisions !I ! 15
DJFMAMIJIJAL
0By 0 000 000 0O |%ep T 10
Options 5 1 1 0 4 0 010 1 -, .
Sl 411040081 AT Foprray: s L0 S %TOT. RETURN 913 2
Institutional Decisions g (7 o A 1 SRR, Lt e THIS  VLARITH*
QL 1Q013  2Q013 Sopere ' STOCK  INDEX
o Buy Q274 Q293 sts Eﬁ;ﬁssm }2 1 NH TN | | ) lyr. 124 312 [C
to Sell 248 250 290 | traded 6 I 1A T T | | I 3yr. 525 601 [
Hid's(000) 283664 289538 292758 TR0 e T R R AR RE I I [ Sy 855 1102
199711998 (1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 [ 2006 | 2007 {2008 [2009 [2010 [2011 [2012 (2013 |2014 | ©VALUELINEPUB.LLC|16-18
5335| 51.95| 5222 | 5322 | 5187 | 5241 3748 | 27.92 | 2812 | 22.67 | 2456 | 23.96 | 2883 | 27.31 | 29.97 | 3254 | 36.93 | 40.80 |Sales persh A 45.20
2.29 2.34 2.54 2.67 243 2.67 233 221 2.04 1.78 2.10 1.68 2.29 250 2.73 2.80 321 3.75 |“Cash Flow” per sh 4.80
134 1.36 1.46 1.67 133 147 1.58 1.50 1.35 115 1.35 1.06 152 1.74 1.75 1.84 2.16 2.30 |Earnings per shA B 325
.53 .61 .69 79 .38 93 98 1.03 1.07 1.09 72 .75 .76 .79 89 .95 .99 1.00 |Div'ds Decl'd per sh C= 1.45
149 1.24 141 113 1.07 1.01 14 68 .88 .52 87 93 1.00 1.09 114 .83 1.09 1.55 |Cap’l Spending per sh 1.70
5.49 6.06 6.18 6.21 7.60 8.17 8.73 9.30 9.38 9.10 9.36 | 11.02 | 10.69 | 11.13 | 1145 | 10.89 | 12.55 | 13.90 |Book Value per sh P 18.15
449.92 | 458.93 | 470.99 | 476.97 | 524.28 | 527.14 | 529.34 | 520.13 | 518.10 | 510.86 | 489.78 | 484.37 | 441.66 | 442.27 | 410.49 | 407.61 | 419.47 | 423.00 |Common Shs Outst'g E | 415.00
18.7 239 19.8 135 16.0 15.6 15.3 16.7 20.2 19.4 18.2 228 12.0 12.8 132 139 138 Avg Ann’l PJE Ratio 15.0
1.08 1.24 113 88 82 85 87 88 1.08 1.05 97 1.37 .80 81 83 .88 .79 Relative P/E Ratio 1.00
21% | 19% | 24% | 35% | 41% | 41% | 41% | 41% | 39% | 49% | 29% | 31% | 42% | 35% 39% | 37% | 3.3% Avg Ann’l Div'd Yield 2.8%
CAPITAL STRUCTURE as of 8/25/13 19839 | 14522 | 14567 | 11579 | 12028 | 11606 | 12731 | 12079 | 12303 | 13263 | 15491 | 17250 |Sales ($mill) A 18700
Total Debt $9.7 bill.  Duein 5 Yrs $2.3 bill. 9.6% | 11.9% | 11.4% | 10.2% | 13.1% | 10.7% | 11.9% | 13.3% | 13.8% | 11.3% | 12.9% | 14.0% |Operating Margin 15.5%
LTT tD?t.’tf&Stb'"- ,ETS'Q‘G’ES‘ $‘6‘g?/-° 'f“g' o | 39197 3523 ] 3509 [ 3112 | 3460 | 2967 | 3189 | 3268 | 3609 | 37L8| 4452 | 595 |Depreciation (Smill) 625
(Total interest coverage: 4.5%) (629 ofCap') | g4y | 7960 | 7047 | 5961 | 6838 | 5187 | 6918 | 7786 | 7604 | 760.0| 9011 | 990 |Net Profit mill) 1375
Leases, Uncapitalized Annual rentals $93.0 mill. 34.2% | 30.9% | 39.2% | 32.4% | 36.4% | 32.6% | 33.6% | 32.4% | 36.6% | 21.1% | 31.4% | 34.0% |Income Tax Rate 34.0%
Pension Assets-5/13 $3.3 bill. Oblig. $3.8bill. | 42% | 55% | 48% | 51% | 57% | 45% | 54% | 6.4% 6.2% | 5.8% | 58% | 5.7% |NetProfit Margin 7.3%
2256.2 | 21433 | 21351 | 1825.5 | 2325.1 | 2430.7 | 1761.9 | 19239 | 1773.7 | 993.6 | 9785 800 |Working Cap'l ($mill) 1275
Pfd Stock None 5395.2 | 5280.7 | 4349.1 | 3154.8 | 3420.0 | 3386.9 | 3461.3 | 3226.4 | 2870.3 | 2858.6 | 8886.9 | 7925 |Long-Term Debt ($mill) 6250
Common Stock 421.879,680 shs. 46217 | 4839.5 | 4859.4 | 4650.0 | 45829 | 5337.4 | 47209 | 49239 | 47005 | 44395 | 52644 | 5875 |Shr. Equity ($mill) 7530
as of 8/25/13 10.0% | 95% | 9.2% | 9.6% | 10.2% | 7.4% | 10.1% | 11.1% | 11.6% | 12.0% | 7.4% | 8.5% |Returnon Total Cap'l 11.0%
MARKET CAP: $13.0 billion (Large Cap) 18.2% | 16.4% | 14.5% | 12.8% | 14.9% | 9.7% | 14.7% | 158% | 16.2% | 17.3% | 17.1% | 17.0% |Return on Shr. Equity | 18.5%
CURRENT POSITION 2012 2013 8/25/13 | 72% | 54% | 3.2% T% | 6.9% | 29% | 7.3% | 88% | 82% | 86% | 95% | 9.5% [Retainedto Com Eq 10.0%
Cas(ﬁMAll_;_éLts 1030 1839 1942 61% 67% 78% | 95% 54% 70% 50% | 45% 49% 51% | 44% | 43% |All Div'ds to Net Prof 45%
Receivables 924.8 1286.2 1246.1 | BUSINESS: ConAgra Foods, Inc. is a leading packaged food com-  Group, and Ralcorp Frozen Bakery Products. Sold its trading and
Icr;ventory (FIFO) 1869.6 23941 25498 pany serving grocery retailers, as well as restaurants and other merchandising business, 5/08. Acquired Ralcorp Holdings 1/13.
ther 3214 5156 4673 | . , : ° . )
Current Assets 32188 23798 24574 ‘oodservice establlshmepts. Popular consumer brands |n<;|ude Chef Has 34,840 employees. Off./dir. own 2.1% of common stock; State
Accts Payable 11903 15016 15520 quardee, Healthy Choice, Orville Redenbacher, Slim Jim, Reddi-  Street Corp., 5.6%; BlackRock, 5.4% (9/13 proxy). CEO & Pres.:
Debt Due 781 7029 867.6 | Wip, Hebrew National, Egg Beaters, and Hunt's. It operates through ~ Gary Rodkin. Inc.. DE. Addr.. One ConAgra Drive, Omaha, NE
Other 956.8 1196.8 1043.7 | four divisions: Consumer Foods, Commercial Foods, Ralcorp Food — 68102-5001. Tel.: 402-240-4000. Internet: www.conagrafoods.com.
Current Liab. 22252 34013 34633 [ conagra Foods shares have given estimate by $0.15, to $2.30. (Investors
ANNUAL RATES  Past Past Estd'll'13| some ground since our late-July should note that the full-year earnings
ochange (persh) - 10¥1s, - S¥s 0 1EI8 | report. The investment community's dis- forecast includes an accretion of roughly
“Cash Flow” 15% 95% 10.5% appointing reaction to ConAgra’s weak fis- $0.25 a share from the Ralcorp opera-
Earnings 30% 100% 11.0% | cal first-quarter (ended July 31st) perform- tions.)
Dividends - 200 9.0% | gnce likely prompted the recent selling. Speaking of Ralcorp, many of the
ook Value 3.5% 3.5% 9.5% .
- , The food processor did not get off to problems that the company faced as a
Recal | - QUARTERLYSALES$mill)» | Full | the start it wanted in fiscal 2014. In stand-alone entity have continued un-
Ends |AUg.Per Nov.Per Feb.Per May Per| 'vear | addition to the sluggishness of the private- der the ConAgra umbrella. Sales and
2010 | 2886 3100 3031 3062 |12079 | label offerings (many of which were ac- profits have declined amid a difficult con-
2011 | 2804 3148 3141 3210 |12303 | quired in the Ralcorp deal this past Febru- sumer foods market. Too, ConAgra lever-
2012 | 3072 3404 3373 3414 113963 | ary)  ConAgra’s branded products have aged its balance sheet to finance the hefty
%gﬁ ‘31%% %gg 2288 f’lggg %‘Z‘gé struggled. Nowhere is this more noticeable purchase of Ralcorp. The added debt load
- than in the Consumer Foods segment. has raised the company’s interest expense
Riscal | EARNINGS PER SHAREA & Ful | During the fiscal first quarter, the compa- considerably, which could penalize the bot-
Ends |Aug.PerNov.Per Feb.Per May Per| ‘vear | ny’s [argest segment witnessed lower tom line going forward if operating condi-
2010 | 37 54 44 391 174| yolumes (down 3%) due to category and tions continue to suffer. That said, we do
2011 | 34 45 50 46 | 1751 customer challenges. Fierce competition like the long-term potential of the com-
2012 L4 58 Sl 184) gpg subsequent competitive pricing bination, as it makes ConAgra one of the
%gﬁ g? g; gg (738 gég weighed on results. This was evident in prime players in the private-label con-
: : : : ~—1 the company'’s decision to shift a good deal sumer foods market.
Cal- | QUARTERLYDVIDENDSPADC= | Full | of investment spending to promotions to ConAgra Foods stock is untimely.
endar | Mar.31 Jun.30 Sep.30 Dec.3l| Year | help win back some lost market share. However, the recent pullback in price does
2009 | .19 19 19 20 17| Meanwhile, ConAgra’s Commercial Foods present a nice entry point for investors
2010 20 20 20 .28 83| division also witnessed an erosion in prof- with a longer-term horizon. Further, this
011 |23 23 23 24 931 its due to troubles at its Lamb Weston high-quality issue is a nice option for con-
2012 2424 2425 97| potato business. Based on these factors, servative accounts stressing income.
2013 | 25 25 25 we have lowered our fiscal 2014 share-net William G. Ferguson October 25, 2013

(A) FY ends last Sun. in May. (B) Dil. egs.

Excl. n/r items: '97, d3¢; '98, d3¢; '99,
'00, d81¢; '01, d9¢; '03; d12¢; '04, d2¢
d8e; '06, d25¢; 09, d10¢; '10, d7¢; '11

d71¢;
05,
, 15¢;

'13, d31¢; '14 Q1, d4¢. Disc. items: '05, d4¢;

share. (E) In mill.

change in shr. count. (C) Div'ds paid in Mar.,
'06, 23¢; '07, 16¢; '08, 84¢; '09, 73¢.; '10, d5¢; | June, Sept., Dec. = Div'd reinv. plan. (D) Incl.
'11, d2¢; '12, d72¢; '14 Q1, 1¢. Next egs. rprt.
due mid-December. Egs. may not sum due to
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DaVita pushed up the date for its two-

review.

ANNUAL RATES  Past Past Estd'10-12| for-one stock split. Originally, the We continue to call for an annual
ochange fpersh) 10w - owis. 10638 | dialysis provider planned on making this earnings advance in the vicinity of
“Cash Flow”  17.0% 145% 150% | Move on September 23rd. But, in late Au- 20% for this year. Dialysis patient
Earnings 22.0% 15.0% 15.0% gust, it was disclosed that the transaction growth remains stout, and cost synergies
Dividends 265 1704 13000 | would occur on September 6th, with the are still being rung out from DVAs most

; — . shares trading for the first time on a post- recent acquisitions. The June quarter was
cal- | QUARTERLYREVENUES$mill)° | Full | split basis on September 9th. No particu- exactly in line with our estimates and pre-
endar | Mar.31 Jun.30 Sep.30 Dec.31| Year | |ar reason was given for the alteration, dictability for the balance of the year is

2010 | 1559 1586 1651 1649 | 6447.4 though, since the initial announcement, elevated. DVA provides a service that can-

2011 | 1603 1708 1807 1862 | 69822| the market had begun to take a noticeable not be skipped or delayed in almost all

2012 | 1849 1913 1945 2477 | 81863 downturn with regard to sentiment. The cases, so it is not experiencing any of the

ggﬁ ggig gg;é gg;'g g?gg ﬁggg split puts the number of shares outstand- admissions problems that some others in

ing at about 212.5 million presently, and the healthcare field are going through. The

Cal- EARNINGS PER SHAREA D Ful | this figure is already factored in, to our company's future looks bright, as well.
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year | earnings presentation. Even if reimbursement cuts surface, that

2010 | 52 .53 58 56 | 219| After an elongated surge, these shares scenario would push lesser players out of

2011 | 48 51 .73 .78 | 250 | how look to be taking a breather. the business, thus boosting DaVita's mar-

2012 76 75 78 841 313) Nake no mistake, we continue to think ket share.

ggﬁ 183 183 182 188 ﬁg this is a well-run company with a bright These good-quality shares are more of

: : : : — future. Regardless, DVA's quotation a buy than they were a few months

Cal- |  QUARTERLY DIVIDENDS PAID Full | soared to an all-time high in the early back. They are ranked to outpace the
endar |Mar31 Jun30 Sep30 Dec3l| Year | gays of summer when strong performance, broader market indices in the coming six

2009 a Warren Buffett investment, and an in- to 12 months. However, appreciation

2010 NO CASH DIVIDENDS vestor shift into medical services stocks aspirations three to five years hence have

2011 BEING PAID fueled a run-up. Since then, profit-taking been vastly reduced by the rise that began

2012 and a jittery overall market have led the last year.

2013 stock to dip more than 10% since our June Erik M. Manning September 13, 2013
(A) Diluted egs. Excludes nonrecurring | tang., in 2012: $11.1 hill., $56.62/share. (C) In | (D) Qtrly. eps. or revs. may not sum to total | Company’s Financial Strength B++
gains/(losses): '04, 3¢; '06, 11¢; '07, 19¢; '10, | mill., adj. for stock split and div'd. due to rounding or change in shares outstand- | Stock’s Price Stability 95
22¢. Excl. extraord. gains/(losses): '03, (9¢). ing. Price Growth Persistence 95
Next egs. rpt. due late October. (B) Incl. in- Earnings Predictability 95
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Hids(000) 181322 179592 186682 e e e fyerearmm Sy 873 802
DaVita, previously a wholly owned subsid- | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [2009 [2010 [2011 |2012 |2013 [2014 | ©VALUELINEPUB.LLC|16-18
iary of Tenet Healthcare Corp., went public | 1042 | 11.66 | 1459 | 2326 | 2451 | 27.24 | 2960 | 3358 | 37.28 | 38.80 | 54.40 | 57.40 |Revenues per sh 72.70
in 8/94 through the sale of 6 mill. sh. at| 123| 154| 160 | 209| 249 | 284 | 316| 357 | 400| 452| 625| 6.75|“Cash Flow" persh 9.25
$15.50 ea. DLJ was the lead underwriter.| 84| 106| 107| 126| 159 | 177| 203 | 219| 250| 313| 380| 4.5 |Earnings persh A 5.85
After merging with RTC in a stock-for-stock . . . . - - .- .- . . Nil Nil | Div'ds Decl'd per sh Nil
transaction in 1998, the company became 52 65 79| 125 127 153| 133 143 | 214| 261| 270| 2.80 |Cap'lSpending persh 315
the second largest provider of dialysis serv-| 159 | 265| 417 | 594| 806 | 940 | 1034 | 1030 | 1143 | 17.84| 20.25| 2205 |Book Value persh B 28.40
ices in the United States. After purchasing [ 19351 | 197.13 | 203.87 | 209.80 | 214.80 | 207.80 | 206.40 | 192.00 | 187.28 | 211.00 | 212.50 | 213.00 | Common Shs Outst'g € | 220.00
HealthCare Partners for $4.4 billion in late | 112 147 214 | 218 178 | 148 | 125| 149 | 156| 152 |Boldfigresare |AvgAnn'PE Ratio 150
2012, the company changed its name to 64 78| 114| 118 94 89 8 95 98 97 | ValuelLine |Relative PJE Ratio 1.00
Davita Healthcare Partners. .- .- .- .- .- - - - .- .| estmaes o ayg Annl Div'd Yield Nil
CAPITAL STRUCTURE as of 6/30/13 2016.4 | 2298.6 | 29739 | 4880.7 | 5264.2 | 5660.2 | 6108.8 | 6447.4 | 6982.2 | 8186.3 | 11560 | 12225 |Revenues ($mill) 15990
Total Debt $8476.6 mill.Due in 5 Yrs $2500.0 mill. | 28,396 | 27.8% | 26.4% | 17.9% | 18.8% | 21.8% | 21.7% | 21.6% | 20.2% | 21.2% | 22.5% | 23.2% |Operating Margin 25.5%
LT Debt $8234.3 mill. LT Interest $§§;'0 fmc'” o | 747|867 1187 1733 1035 | 2169 | 2290 | 2344 | 2666| 3420 515| 555 | Depreciation ($mil) 750
(66% of Cap') 1632 | 2173 | 2074 | 2656 | 3409 | 3742 | 422.7 | 4510 | 4816 | 6126 810 885 |Net Profit ($mill) 1285
Leases, Uncap.: Annual rentals $258.3 mill. 40.8% | 39.1% | 37.4% | 39.2% | 39.2% | 38.6% | 36.7% | 35.3% | 35.4% | 35.5% | 37.0% | 37.0% |Income Tax Rate 39.5%
No Defined Benefit Pension Plan 81% | 95% | 7.0% | 54% | 65% | 66% | 69% | 7.0% | 69% | 7.5% | 7.0% | 7.2% |NetProfit Margin 8.0%
242.3 | 4270 | 664.7 | 597.3 | 889.8 | 965.2 | 1255.6 | 1698.5 | 11285 | 860.6 975 | 1050 |Working Cap'l ($mill) 1500
Pfd Stock None 1117.0 | 1322.5 | 4085.4 | 3730.4 | 36839 | 3622.4 |3532.2 | 4233.9 | 4417.6 | 8326.5 | 8100 | 7800 |Long-Term Debt ($mill) 6800
Common Stock 212,600,000 shs. 306.9 | 523.1| 850.6 | 1245.9 | 1732.3 | 1952.5 | 2135.1 | 1978.4 | 2141.1 | 3763.1 | 4300 | 4700 |Shr. Equity ($mill) 6250
138% | 132% | 50% | 81% | 87% | 87% | 9.1% | 87% | 91% | 62% | 85% | 9.0% |Returnon Total Cap'l 11.5%
MARKET CAP: $11.5 billion (Large Cap) 53.2% | 41.5% | 24.4% | 21.3% | 19.7% | 19.2% | 19.8% | 22.8% | 22.5% | 16.3% | 19.0% | 19.0% |Return on Shr. Equity 21.5%
CURRENT POSITION 2011 2012 6/30/13 | 53.2% | 41.5% | 24.4% | 21.3% | 19.7% | 19.2% | 19.8% | 22.8% | 22.5% | 16.3% | 19.0% | 19.0% |Retained to Com Eq 21.5%
Cas(ﬁM/g-séets 12 5409 6246 - - - -- - -- - -- -- -- Nil Nil |All Div'ds to Net Prof Nil
Receivables 1195.1 1421.3 1445.1 | BUSINESS: DaVita HealthCare Partners Inc. provides dialysis grams. Purchased Healthcare Partners 11/12. Avg. dialysis
g:/heer;tory (FIFO) 538% 8;2% ggig services for over 153,000 patients with chronic kidney failure rev./treatment, $332. '12 reimbursement: Medicare, 59%; Medicaid,
Current Assets 2281:6 2878:8 3131:8 through 1,954 outpatient facillities and lhospi_tals fqr inpatient treat-  5%; other gov. 2%, Commercial 34%. Berkshire lHathaway owns
Accts Payable 2807 4141 3201 ment in the U'AS: It offers ancillary services, including lab/pharmacy  12.9% of common; Vanguard, 5‘.2%; Offs. and dirs., 2.6% (4/13
Debt Due 87.3 2278 2423 | serices, physician network management, pre- and post-transplant  proxy). Chrmn./CEO: Kent J. Thiry. Inc.: DE. Addr.: 1551 Wewatta
Other 776.1 1376.3 1652.5 | services, vascular access management, and clinical research pro-  St., Denver, CO 80202. Tel.: 303-405-2100. Web: www.davita.com.
Current Liab. 1153.1 2018.2 2214.9
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Total Liab'ties

13567.0 14799.0 15232.0

missed a beat this year. The primary

deed, Erie seems to have sidestepped

ANNUAL RATES Past Past Est'd’'10-12| drivers behind its solid performance much of the expensive fallout stemming
ofchange (persh)  10¥rs. ~ 5¥rs. 101618 remain rising average annual prices and from both Hurricane Sandy and a host of
premium Inc 45.0%  87.5%  12.5% | swelling customer retention rates. In addi- damaging tornadoes that swept across the
vest Income ~ 16.5% 29.0% -23.5% p DR : : -
Earnings 3.0% -45%  75% | tion, new policies-in-force continue to trek United States in recent months. These
Dividends 135%  95%  35% | upward. Furthermore, a larger agent base events have allowed for a combined ratio
Book Value 35% -80% 55% | and firmer demand for its property & below 100%, signaling an underwriting
cal- | QUARTERLYREVENUES ($mill)> | gy | casualty lines of business have been a profit. Moreover, earlier severe weather
endar [Mar.31 Jun.30 Sep.30 Dec.31| Year | boon to the top and bottom lines. Thus, we systems ought to enable the company to
2010 112160 9160 1357.0 1401.0 |4890.0| have left our 2013 and 2014 share-net take advantage of healthier pricing condi-
2011 [365.0 12450 796.0 14180 |4824.0| calls of $3.45 and $3.50, respectively, un- tions and a lower expense ratio.
2012 [1520.0 1160.0 1460.0 13720 |[5512.0| changed at this juncture. These shares are now an untimely se-
2013 15710 14260 1424 1679 16100 | New technology platforms ought to lection for the year-ahead time frame.
2014 1675 1475 1375 1675 6200 | aid the company’s growth plans. It In addition, this issue already trades
Cal- EARNINGS PER SHARE AD Full | recently launched ErieSecure Home, within the Target Price Range we foresee
endar [Mar31 Jun.30 Sep.30 Dec.3l| Year | which enables agents to provide prospec- to 2016-2018, resulting in lackluster capi-
2010 77 89 88 31 | 285| tive clients with combined personal auto tal appreciation potential during that
2011 17 87 93 A7 | 304 | and homeowners insurance quotes within span. That said, the stock still has some
2012 67 .80 .96 54 | 297 | minutes over the Internet. Too, Erie has fine qualities. It scores solid marks for
2013 | 69 84 106 86 | 345| ppened a state-of-the-art facility specializ- Safety (2) and Price Stability (100). Also,
2014 | 84 99 88 74| 35| jng in claims training and Web-based con- income-oriented accounts should take note
Cal- | QUARTERLYDIVIDENDSPAIDBE | gy | sulting. These actions should further bol- of ERIE's well-covered, above-average divi-
endar |Mar31 Jun.30 Sep.30 Dec.3l| Year | ster its customer retention levels, market dend yield. All told, the insurer's solid
2009 45 45 45 45 | 180 | share, and cross-selling opportunities over long-term prospects may ultimately prove
2010 48 48 48 48 | 192 future quarters. our projections conservative, if the stock
2011 | 515 515 515 5151 206 | It appears the insurer will likely es- continues to trade at a relatively high P/E.
3211% 5525 Eggg Eggg 11459 280| cape a number of  natural Kenneth DeFranco, Jr. September 13, 2013
(A) Dil. egs. May not sum due to change in | (C) In millions. (E) Includes an extra payment of $0.5925 paid | Company's Financial Strength B++
share count. Next egs. rpt. early November. (D) Due to adoption of FASB ASC 810, results | on 12/21/12. Special cash dividend of $2.00 | Stock’s Price Stability 100
(B) Dividends historically paid in mid-January, | are reported on a consolidated basis beginning | paid on 12/21/12. Price Growth Persistence 70
April, July, and October. in 2009. Previous results are not comparable. Earnings Predictability 65

© 2013 Value Line Publishing LLC. 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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2016-18 PROJECTIONS : SEITITLUASITINT LA S I N S 64
‘ Ann'l Total T SESTRSRIRT oot LT o Mo T - 18
Price  Gain Return NI Preor LA i1l - 40
High 80 +10% 6% i TR ol
I I = ! e 32
Insider Decisions ! - - 24
ONDJFMAM] LIRS R BN A
By 00100000 0 |[we*— -~ 16
Optios 0 0 0 0 0 0 O O O e N RO L 12
Sl 000101000 % TOT. RETURN 8/13
Institutional Decisions THIS  VLARITH
412 10013 2Q2013 STOCK  INDEX |
0Buy 49 sp  ag| bewcent 42 = . . — 1y 220 278 [
to Sel 57 49 58 | raded 1.5 —HHu ol LT 1 Y1 Y YN Y 1Y Y 3yr. 574 697 [
HOS(00) 13920 14147 14218 IIIII|I|u T IRAN TTAPLAT LR EYERARCALL AL 0 R REREEA T FTTR TPRCTY Sy 942 802
1997|1998 | 1999 | 2000 | 2001 2002 2004 | 2005 | 2006 | 2007 [ 2008 2009 [2010 [2011 [2012 |2013 [2014 | ©VALUELINEPUB.LLC|16-18
9.34 997| 1092 | 1208 | 12.82| 1573 17.44 19.09 | 2027 | 21.37 | 2334 | 2314 | 8311 | 97.70 | 100.79 | 117.55 | 132.60 | 134.80 |Revenues per sh P 177.80
.55 .58 .68 83 .78 87 91 97 1.01 97 .99 .86 .70 .68 71 .85 .95 1.05 |Investment Inc per sh 1.25
d.03 01 d.05 d.16 d.32 d.42 d.20 12 A1 .38 .61 Al 2.70 236 | d6.05 8.23 9.30 | 12.15 |Underwriting Inc per sh 19.55
159 181 1.95 212 171 242 281 321 334 313 348 2.46 1.89 2.85 3.04 2.97 345 3.50 |Earnings per sh AD 4.60
.38 44 A48 .56 61 .68 .76 97 1.34 1.46 1.64 1.77 1.83 1.96 2.10 2.25 2.37 2.37 |Div'ds Decl'd per sh BE 2.60
8.05 9.77| 1071| 1216 | 1355| 1542| 1816 | 20.11| 2090 | 20.13 | 19.71 | 1544 | 17.62 | 1822 | 16.32 | 13.69| 16.95| 18.60 |Book Value persh 21.90
67.03| 67.04| 6513 | 64.06| 63.84| 6404 6409 | 6300 | 61.17 | 57.71 | 53.34 | 51.29 | 51.20 | 50.05 | 47.86 | 46.89 | 46.00 | 46.00 |Common Shs Outst'g© | 45.00
387% | 295% | 270% | 241% | 248% | 263% | 216% | 239% | 252% | 259% | 279% | 298% | 204% | 270% | 438% | 515% | Bold figjres are [Price to Book Value 315%
19.6 16.0 14.8 138 19.6 16.8 139 15.0 15.8 16.7 15.8 18.7 19.0 17.2 235 237 Value|Line Avg Ann’l P/E Ratio 15.0
113 83| 84| 90| 100 92| 79| 79| 84| 90| 84| 113| 127 | 109| 147| 150| *"F'  |Relative PIE Ratio 1.00
12% | 15% | 17% | 19% | 18% | 17% | 19% | 20% | 25% | 28% | 3.0% | 3.8% | 51% | 4.0% 29% | 32% Avg Ann'l Div'd Yield 3.8%
CAPITAL STRUCTURE as of 6/30/13 1117.5 | 1202.6 | 1240.2 | 1233.0 | 1244.8 | 1187.1 | 4255.0 | 4890.0 | 4824.0 | 5512.0 | 6100 | 6200 |Revenues ($mill) O 8000
79.8% | 73.6% | 65.0% | 65.4% | 60.7% | 66.1% | 70.5% | 72.7% | 81.7% | 67.0% | 67.0% | 66.0% |Loss to Prem Earned 65.0%
Total Debt None 26.7% | 22.7% | 23.2% | 24.4% | 23.6% | 23.7% | 25.9% | 24.3% | 24.3% | 26.0% | 26.0% | 25.0% |Expenseto PremWrit | 24.0%
- " -6.5% | 3.7% | 11.7% | 10.3% | 15.8% | 10.1% | 36% | 3.0% | -6.0% | 7.0% | 7.0% | 9.0% |[Underwriting Margin 11.0%
L | A | Is $7.0 mill.
ease, e Sl rentals $7.0 mi 30T% | 32.2% | 32.9% | 33.2% | 321% | 33.7% | 14.9% | 33.9% | 25.7% | 32.0% | 32.0% | 32.0% |Income Tax Rale 32.0%
Oblig. $612.0 mill. | 199.7 | 226.4 | 2311 | 2040 | 2163 | 1427 | 1080 | 1620 | 167.0 | 160.0 180 185 | Net Profit ($mill) 230
Pfd Stock None 49% | 46% | 44% | 42% | 43% | 46% 8% | 1.0% J% | 40% | 4.0% | 4.5% |Invinc/Total Inv 4.5%
c Stock 46.676.287 sh 2755 | 2980 | 3101 | 3039 | 2879 | 2613 | 13287 | 14344 | 14348 | 15441 | 16000 | 16500 |Total Assets ($mill) O 21000
ommon Stock 46,676,287 shs. 1164.2 | 1266.9 | 12786 | 1161.8 | 1051.3 | 791.9 | 9020 | 9120 | 7810 | 6420| 780 | 855 |Shr. Equity ($mill) 985
17.2% | 17.9% | 18.1% | 17.6% | 20.6% | 18.0% | 12.0% | 17.8% | 21.4% | 24.9% | 23.0% | 21.5% |Return on Shr. Equity 23.5%
12.9% | 135% | 11.7% | 10.2% | 11.9% | 6.4% | 1.7% | 7.0% 83% | 85% | 9.0% | 9.0% |Retainedto Com Eq 11.5%
MARKET CAP: $3.4 billion (Mid Cap) 25% 24% 35% | 42% | 42% | 65% 86% | 60% 61% 66% | 61% 59% |All Div'ds to Net Prof 51%
F'“&uﬁ'ﬁ'— POSITION 2011 2012 6/30/13 BUSINESS: Erie Indemnity Company, a management service com-  commercial include multi peril, automobile, and workers’ com-
Bonds 7840.0 8159.0 8163.0 | Pany, provides sales, underwriting, and policy issuance services to  pensation. Has about 4,400 employees. Dirs. & off. have 6.7% of
Stocks 2924.0 3417.0 3741.0 | the policy holders of Erie Indemnity Exchange. It offers proper- voting power; H.O. Hirt Trusts, 92.1% (4/13 Proxy). Chrmn.:
Other 3584.0 3865.0 3975.0 | ty/casualty insurance, as well as underwrites personal and com- Thomas B. Hagen. Pres. & CEO: Terrence W. Cavanaugh. Inc.:
Total Assets ~ 14348.0 15441.0 15879.0 | mercial insurance products. Its products in the personal lines in- PA. Address: 100 Erie Insurance Place, Erie, PA 16530. Tele-
Hgggrrceeg Premium 3%188 ggggg g%ggg cIud(f private passenger Iautomobile and homeowners’; and those in ~ phone: 814-870-2000. Internet: W.erie-insurance.com.
Other 6219.0 71280 72720 | Erie Indemnity Company has not catastrophes relatively unscathed. In-
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(A) Fiscal year ends on the Saturday closest to | (12¢);

March 31st of the next calendar year.

(B) Diluted EPS. May not add due to rounding.
Excl. nonrecur. gain/(losses) 9

© 2013 Value Line Publishing LLC. 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.

7, (78¢); '99,

'06,

(8¢);
report due late January.

00, (43¢); 01, (9¢); '02, 3¢; '05, 31¢;
(3¢); 07, (8¢); 08, (9¢); '09 (31¢); "10, | $11.66 a share.
11, (23¢); '12, (97¢); '13, (95¢). Next egs.

(C) Includes intangibles. In '12: $594.9 million,

(D) In millions, adjusted for split.

Company’s Financial Strength B++
Stock’s Price Stability 95
Price Growth Persistence 75
Earnings Predictability 95

To subscribe call 1-800-833-0046.
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—— 14.0 x "Cash Flow” p sh 160
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Institutional Decisions il 1 it THIS VL ARITH*
Q12 1008 2083 | percent 18 . STock  INDEX |
X X NG Avim o 1yr. 504 373 [
bul S 1y 195 shares 12 ittt et TITEH et re 3y 258 596 |
Hd's(0) 53239 52708 52778 I IlIIHHﬂII [HTTTOCTTITTerTTeIT I AR RRRRRHOORRRRRERIADDRRRRRA Sy 313 177.0
1997|1998 | 1999 | 2000 | 2001 | 2002 | 2003 2005 [ 2006 | 2007 | 2008 | 2009 [2010 [2011 [2012 |2013 [2014 | ©VALUELINEPUB.LLC|16-18
X . . R . B . . . X A A . . y K . . ales per s .
5.40 5.24 5.50 5.70 6.24 7.01 7.26 733 7.82 848 | 1005 | 11.67 | 1269 | 1319 | 1438 | 1748 | 1845| 19.80 |Sal h A 25.25
.74 .85 .99 1.04 118 115 1.19 1.28 1.44 147 1.70 1.96 2.31 257 2.54 3.06 3.75 4.10 |“Cash Flow” per sh 4.95
31 .39 48 57 .65 54 60 .76 .95 .92 1.05 123 143 1.64 152 171 2.35 2.50 |Earnings per sh B 310
-- -- -- -- -- -- -- -- -- -- -- -- -- -- -- - Nil Nil |Div'ds Decl'd per sh Nil
.38 42 46 43 42 28 28 33 63 .76 112 1.10 111 91 1.05 122 1.05 1.25 |Cap’l Spending per sh 1.25
3.68 412 4.08 4.18 4.62 4.64 558 6.78 8.23 9.04 9.62 | 1054 | 11.66 | 13.37 | 1448 | 15.07 | 17.40 | 19.30 |Book Value per sh © 25.80
5296 | 53.89| 50.55| 51.56| 51.28 | 4808 | 50.16 | 52.36 | 53.66 | 53.03 | 51.39 | 51.24 | 50.88 | 51.32 | 50.60 | 51.03 | 51.75 | 50.50 |Common Shs Outst'g O | 47.50
212 231 214 218 257 236 19.3 218 24.1 258 254 235 19.1 176 209 22.6 | Bold figyres are |Avg Ann’l P/E Ratio 195
157 120| 122| 142| 132| 129| 110| 115| 128| 139| 135| 141 | 127 | 112 | 131| 144| \ValuelLine  |Relative P/E Ratio 130
.- - - - - - - - - - .- .- - - .- .| estmatesavg Anm'l Divd Yield Nil
CAPITAL STRUCTURE as of 9/28/13 ] 364.2 | 3836 | 4197 | 4496 | 5164 | 5979 | 6454 | 676.7 | 727.8 | 892.0 955 | 1000 |Sales ($mill) A 1200
Total Debt $464.4 mill. Duein 5 Yrs $464.4 mill. | 20.99% | 22.8% | 23.3% | 20.9% | 20.8% | 21.6% | 23.3% | 24.4% | 21.5% | 21.9% | 26.0% | 25.5% |Operating Margin 25.0%
LT Debt $420.7 mill. LT Interest fslgo/lg;"(':a o | DI 26| B2| 25| w2| k5| 42| MI| S00| 66| 750 770 Depreciaton (Smil) 85.0
borLap 293| 306| 522| 505| 562 | 640 | 742| 838 | 784| 895| 120 | 130 |Net Profit ($mill) 150
Leases Uncapitalized: Annual rentals $6.2 million | 36.0% | 33.8% | 35.1% | 33.5% | 32.4% | 30.4% | 29.3% | 28.1% | 26.9% | 26.8% | 26.0% | 27.0% |Income Tax Rate 30.0%
Pension Assets-3/12 $18.2 mill. Oblig. $27.2 mill. 8.0% | 10.3% | 12.4% | 11.2% | 10.9% | 10.7% | 11.5% | 12.4% | 10.8% | 10.0% | 12.6% | 13.0% |Net Profit Margin 12.5%
185.7 | 2557 | 330.3 | 3217 | 261.7 | 289.5 | 2496 | 340.1 | 3964 | 4169 500 575 |Working Cap'l ($mill) 725
Pfd Stock None 54| 192| 130| 67| 60| 53| 46| 40| 29| 4569| 400 | 375 |Long-Term Debt ($mill) | 200
Common Stock 51,528,003 shares 9 ) ) 5 h ) il 2
(adjusted for T1/12 2-for-1 split) 797 | 3551 | 4417 | 4796 | 4942 | 5399 | 5931 | 6861 | 7326 | 7692 | 900 | 975 |Shr. Equity ($mill) 1225
9.9% | 10.8% | 11.6% | 10.4% | 11.3% | 11.7% | 12.5% | 12.1% | 10.7% | 7.5% | 9.5% | 10.0% |Return on Total Cap'l 10.5%
MARKET CAP: $2.0 billion (Mid Cap) 105% | 11.2% | 11.8% | 10.5% | 11.4% | 11.9% | 12.5% | 12.2% | 10.7% | 11.6% | 13.5% | 13.5% |Return on Shr. Equity | 12.5%
CURRENT POSITION 2011 2012 9/28/13 | 105% | 11.2% | 11.8% | 105% | 11.4% | 11.9% | 125% | 12.2% | 10.7% | 11.6% | 13.5% | 135% |Retained to Com Eq 125%
SMILL. .. .. .. .. .. .. .. . . ) i i iV i
Cas(h'Ass)ets 289 1791 1591 Nil Nil [All Div'ds to Net Prof Nil
Receivables 1355 170.1  162.1 | BUSINESS: Haemonetics Corporation is a global healthcare com-  plasma collectors, hospitals, and patients around the world. Has
g;’heenrtory (FIFO) 1%% 1238 zggg pany dedicated to providing innovative blood management solu- 2,337 employees (as of 5/12). Neuberger Berman owns 12.7% of
c - - = | tions. It has a comprehensive portfolio of integrated devices, in- common; BlackRock, 7.4%, officers & and directors, 2.9% (6/12
urrent Assets 527.1 597.0 5921 . : . : : . . o
Accts Payable 35.4 49.9 45.4 forma_tlon management, and consulting services that aIIows_lt to of- proxy). Chairman: Brad Nutter. President & CEO: Brlan_ Con-
Debt Due 9 232 437 | fer tailored solutions for each facet of the blood supply chain, help- cannon. Incorporated: MA. Address: 400 Wood Road, Braintree,
Other 944 107.0 109.1 | ing to improve clinical outcomes and reduce costs for blood and MA 02184. Tel: 781-848-7100. Internet: www.haemonetics.com.
Current Liab. 1307 1801 1982 '\ jaemonetics managed to post schedule. We've tacked a dime onto our
ANNUAL RATES  Past Past Estd’'10-12| tremendous second-quarter (fiscal full-year fiscal 2013 earnings estimate and
ochange (persh) 108, 1S 0 IEI8 | year ends March 31, 2014) earnings now look for the company to earn $2.35 a
“Cash Flow” 9.0% 12.0%  10.0% growth, despite disappointing sales. share, a 37% advance compared to the
Earnings 11.0% 11.0% 11.0% Indeed, the company reported a 47% ad- year-earlier figure.
LB)'V'de"dS - o -~ | vance in share earnings, while sales in- We look for further margin expansion
ook Value 125% 10.0%  10.0%
- creased a less-than-expected 8%, far below to shoulder more of the load next year
§scal | QUARTERLYSALES($mil)A | Ful | the preakneck pace we became accustomed and drive a double-digit bottom-line
Begins |Jun.Per Sep.Per Dec.Per MarPer| vear | to following the August 2012 acquisition of gain. Management plans on reducing the
2010 |1631 1668 1768 1700 | 676.7 Pall Corp.'s transfusion business. Tougher cost structure by more than $20 million in
2011 11706 1793 1912 1867 | 727.8| comparisons were largely to blame after fiscal 2014, with that number reaching the
2012 11755 2192 2474 2499 | 8920 the deal was anniversaried. Margin im- $40 million-$45 million mark by 2017.
%gﬁ g%gs gig's gggj 538 1888 provement picked up the slack, with That said, we do think that margins will
Feca = EBITDA increasing approximately 200 begin to contract a bit further out as
Voar: EARNINGS PER SHARE A Fiscal | basis points, thanks to cost-containment lower-margined business becomes a bigger
Begins_|Jun.Per Sep.Per Dec.Per Mar.Per| Year | measures. piece of the puzzle.
2010 | 37 40 45 42 | 164| Fiscal second-half earnings growth is This stock has some good investment
2011 38 36 43 40 | 152 |jkely to remain in the 20% range. Al- merits. First, it is an Above Average se-
ggg 4212 gg 2(1) gg %gé though difficult year-before comparisons lection according to our momentum-driven
2014 50 0 65 ‘65 | 250 and a still-tough demand environment will Timeliness ranking system. That said, it
: - . - : probably continue to limit top-line success, still has plenty of room to run, in our
Cal- | QUARTERLY DIVIDENDS PAID Ful | the more recent purchase of Hemerus opinion, and offers above-average 3- to 5-
endar | Mar.31 Jun.30 Sep.30 Dec.3l| Year | npedical's SOLX collections systems ought year price appreciation potential. Plus, it
2009 to fuel some upside. Meanwhile, we look is favorably ranked for nearly every
2010 for margin expansion to lead the way. stability indicator, including its Safety (2
2011 NO CASH DIVIDENDS Management is doing a better-than- Above Average), adding to its appeal on a
ggﬁ BEING PAID expected job with the Pall marriage, and is risk-adjusted basis.
likely to complete the integration ahead of Andre J. Costanza November 22, 2013
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Q12 1008 2083 | percent 15 N b Ly STk e L
Nel e i 5re| Shares 10 pn T ITT i (T, sy 1085 601 |
Hid's(000) 118401 122304 123604 R AR R A I 111 TN Syr. 1672 1102
199711998 (1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 [ 2006 | 2007 {2008 [2009 [2010 [2011 [2012 (2013 |2014 | ©VALUELINEPUB.LLC|16-18
1505 | 1549 | 1434| 1549 | 1680 | 1535| 16.11 | 17.96 | 20.11 | 2147 | 2179 | 2261 | 2324 | 2495 | 26.96 | 29.65| 31.90 | 34.15 |Sales persh A 40.75
171 1.72 1.66 1.86 2.10 229 253 292 3.27 3.30 349 3.00 2.99 345 383 424 470 5.15 |“Cash Flow" per sh 6.80
112 1.15 1.05 1.20 1.37 1.59 1.80 2.06 2.28 2.34 2.08 1.88 2.17 255 2.82 3.24 3.70 4.10 |Earnings per sh AB 5.65
42 46 .50 54 58 63 73 84 93 1.05 114 1.19 1.19 1.28 138 1.56 181 1.94 |Div'ds Decl'd per sh =C 2.84
.61 .56 42 51 59 54 92 .79 81 .86 .90 1.25 .64 .89 154 124 1.35 1.60 |Cap’l Spending per sh 2.30
2.98 3.64 397 431 423 511 4.94 442 4.25 2.97 2.61 1.40 3.16 397 3.76 4.63 5.70 7.05 |Book Value per sh © 12.55
285.86 | 286.29 | 276.92 | 272.56 | 271.28 | 268.44 | 259.06 | 246.59 | 240.52 | 230.26 | 227.05 | 227.04 | 228.00 | 227.30 | 225.52 | 224.09 | 222.50 | 221.00 |Common Shs Outst'g E | 216.50
24.1 29.6 26.3 20.7 230 213 19.6 223 26.2 22.7 232 195 16.9 179 198 20.9 | Bold figyres are |Avg Ann’l P/E Ratio 19.0
139| 154| 150| 135| 118| 116| 112| 118| 140| 123 | 123| 117 | 113 | 114 | 124| 134| \VauelLine  |Relative P/E Ratio 125
16% | 14% | 1.8% | 22% | 1.8% | 19% | 2.1% | 18% | 16% | 20% | 24% | 32% | 32% | 28% | 25% | 23%| ="' |Avg Ann'lDivd Yield 2.6%
CAPITAL STRUCTURE as of 6/30/13 4172.6 | 4429.2 | 4836.0 | 4944.2 | 4946.7 | 5132.8 | 5298.7 | 5671.0 | 6080.0 | 6644.0 | 7100 [ 7550 |Sales ($mill) A 8825
mlal Debt $1896.9 mill. Due in 5 Yrs $1010.0 23.8% | 24.7% | 24.8% | 24.1% | 23.9% | 19.9% | 19.7% | 21.2% | 21.4% | 21.7% | 22.5% | 23.0% |Operating Margin 26.0%
: . . 180.6 | 189.7 | 218.0 | 199.9 | 3109 | 2495 | 1824 | 1971 | 2158 | 210.0 210 215 |Depreciation ($mill) 230
et e 13 7o ol et overage: | 477 | 5298 | 567.3 | ss01 | 4818 | 4305 | 4904 | 5677 | e4g7 | 7400 | 835 | 920 et Proit smil) 1245
12.9%) (62% of Cap'l) | 36.7% | 36.6% | 36.4% | 36.2% | 36.0% | 36.0% | 35.2% |35.2% | 34.8% | 34.7% | 35.0% | 35.0% (Income Tax Rate 35.0%
Leases, Uncapitalized Annual rentals $13.7 mil. 11.4% | 12.0% | 11.7% | 11.3% | 9.7% | 8.4% | 9.4% | 104% | 10.7% | 11.1% | 11.8% | 12.2% |Net Profit Margin 14.1%
Pension Assets-12/12 $1.0 billion - 5458 | d103.0 | d109.3 | d35.7 [d192.2 | 748 | 4748 | 706.4 | 8728 | 6424 | 1055 | 1160 |Working Cap'l ($mill) 1490
bid Stock None Oblig. $1.2billion | geg5 | 6906 | 9428 | 1248.1 | 12800 | 1506.0 | 1502.7 | 1541.8 | 17485 | 15310 | 1800 | 1750 |Long-Term Debt ($mill) | 1600
Common Stock 223,192,313 shs. 1279.9 | 1089.3 | 10211 | 6834 | 502.9 | 3182 | 7205 | 9023 | 8490 | 10367 | 1270 | 1560 |Shr. Equity (Smill) 2115
Incl. 60,628,572 Class B shs. (10 votes per sh.) 22.6% | 31.6% | 30.6% | 30.8% | 27.9% | 26.0% | 24.5% | 25.9% | 26.6% | 30.6% | 29.0% | 29.5% |Return on Total Cap'l 30.5%
as of 7/19/13 37.1% | 48.6% | 55.6% | 81.8% | 81.3% |135.3% | 69.3% | 65.1% | 76.4% | 71.4% | 65.5% | 59.0% |Return on Shr. Equity 46.0%
MARKET CAP: $20.8 billion (Large Cap) 22.7% | 29.7% | 33.9% | 47.4% | 38.7% | 52.7% | 32.8% | 33.7% | 40.6% | 38.5% | 34.0% | 31.5% |Retained to Com Eq 23.0%
CUR$|?W||ELI\ET POSITION 2011 2012 6/30/13 | 39% | 39% | 39% | 42% | 52% | 61% | 53% | 48% | 47% | 46% | 48% | 47% |All Div'ds to Net Prof 49%
Cash Assets 693.7 7283 568.4 | BUSINESS: The Hershey Company is the largest U.S. producer of 2012 sales. Has approximately 12,100 full-time employees. Her-
Receivables 399.5 4614  366.3 | chocolate and nonchocolate confectionery products. (Major brands: ~ shey Trust Company owns 7.7% of common stock & 99.9% of
Ion%eenrtory (LIFO) %22 gggg ;ggg Hershey's, Reese’s, Kisses, Cadbury, Ice Breakers, Kit Kat, Jolly ~ Class B stock; Officers & Directors, less than 1.0% (3/13 proxy).
Current Assets 2046:6 2113:5 1998:9 Rancher, Twizzlers, Good 'n" Plenty, Heath, Mounds, and Milk  Chairman: James E. Nevels. CEO and President: John P. Bilbrey.
Accts Payable 4200 4420 4131 Duds.) Sold majority of pasta operations, 1/99. Advertising costs, Inc.: DE. Address: 100 Crystal A Drive, Hershey, PA 17033. Tele-
Debt Dué 139.7 3759 102.4 | 7.2% of '12 sales. Foreign operations accounted for 16.1% of total ~phone: 717-534-4200. Internet: www.hersheys.com.
85;;2“‘ Liab. l%g:é li?ii lggg:; Shares of Hershey have gained quite a for Hershey. Even with an already domi-
——— bit of ground since the start of 2013. nant position in the confectionery market,
AfN;\‘UAL RAEES 1535‘ 5P$St 53:416191'812 This is likely due to the healthy top- and Hershey's brand loyalty appears to be
o change (persh) - 10%rs, - sYis 01618 | phottom-line ~ growth the company has strengthening, both at home and abroad.
“Cash Flow” 65%  3.0% 10.0% posted thus far this year, which seems to This, coupled with favorable consumer
Eiﬁ\llfi'&mgs ;-g‘;f 2-8‘;? Eg‘;ﬁ] have given investor confidence a boost. trends toward sweets, ought to drive fur-
ook Vale 0% 45% 205% | And Hershey will probably continue to ther growth next year. In fact, we look for
- perform well through the end of 2013, as sales to increase another 6% in 2014, with
Cal- |  QUARTERLY SALES (§ mill) A Ful | demand trends in the confectionery mar- an almost 11% advance in earnings, to
endar |Mar.Per Jun.Per Sep.Per Dec3l] Year | iot appear stable. In fact, we think the $4.10 a share.
2010 (1407 1233 1547 1482 15671 | company will report a nearly 8% advance Long-term prospects remain bright.
2011 11564 1325 1624 1567 6080 | i ggles in the third quarter, with a close- Sales will probably grow at an around 5%
%gg %gg% 1‘5‘(1);' ggg ggi g%g to-15% jump in earnings per share. Re- annual clip over the 2016-2018 time
2014 11950 1600 2000 2000 | 7550 | Sults were scheduled to be released shortly frame, given the company’s strong market
5 after we went to press with this Issue. position and the likelihood that trends in
Cal- EARNINGS PER SHARE Ful | We are raising our full-year sales and its end markets will remain positive. This
endar_|Mar.Per Jun.Per Sep.Per Dec.31] Year | ghore net estimates by $50 million and should lead to double-digit advances in
2000 | B4 5L .79 Bl | 255 3 njckel, respectively, to $7.1 billion earnings per share over the long haul.
%8% Z)é gg g‘; ;91 %gi and $3.70. Steady demand for Hershey's These shares have dropped one notch
2013 | 109 72100 ‘89 | 370 established brands, coupled with addi- in Timeliness, to 4 (Below Average).
2014 | 1.20 ‘85 110 ‘o5 | 410 tlona_l product launches, should _drlve a Too, it appears as though the stock’s run
UARTERLY DIVIDENDS PAID = € top-line advance of around 7% in 2013. earlier this year has discounted much of
Cg" MQ 31 030 Sep 30 Decal 5“” This is in accordance with management’s the earnings growth we are expecting in
endar | Mar.oL Jun.cd oep.ou DEC.SLl Year | gjidance. And even with input costs on the years ahead. However, HSY shares
%gog -5375 -5375 -5375 -5375 1%3 the rise, the bottom line should increase remain a fairly conservative vehicle, and
20%1 M5 M5 35 a5 i'38 about 14% this year, given the strong sales the company will likely continue to raise
2012 | 38 38 38 42 156 | 9rowth we are anticipating. its quarterly dividend.
2013 | 42 42 485 Next year should be another good one Kathryn M. Drew October 25, 2013

(A) Years end Dec. 31; quarters end Sun. on or | '02, (8¢); '03, (6¢); '04, 24¢; '05, (29¢); '07,

($1.15); '08, (52¢); '09, (27¢); '10, (34¢); 11,
(8¢);
rounding. Next egs report due late Jan. (C)

following

year. (B) Diluted egs. Excl. nonrecurring gains
(losses): '98, 2¢; 99, 58¢; '00, 1¢; '01, (62¢);

© 2013 Value Line Publishing LLC. 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.

end of 13th, 26th, & 39th weeks of

'12, (35¢). Egs. may not sum due to
(E) In mill., adj. for split.

Div'ds historically paid mid-
Dec. = Div'd reinvestment plan avail. (D) Incl.
intangibles. In 2012: $802.7 mill., $3.58/share.

March, June, Sept., | Company’s Financial Strength B++
Stock’s Price Stability 100
Price Growth Persistence 60
Earnings Predictability 90

To subscribe call 1-800-833-0046.
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RECENT PIE Trailing: 17.2' )| RELATIVE DIVD X
KELLOGG CO. s 527 59,990 15,5 A 0867 3%
TMELNESS 3 wessists | 10| 30| 35| 3531 133 23| 87| 03| 35| av9| as1| 463 6o Target Price Range
SAFETY 1 Raised13009 | LEGENDS
—— 12,5 x "Cash Flow" p sh 128
TECHNICAL 3 Reised 91313 - Relatv Price Strengih
Options: Yes 96
BETA .60 (1.00 = Market) haded areas indicate recessions | ([ (L . L 1 1 [ t L 80
2016-18 PROJECTIONS N A 64
. ~ Ann'l Total [T PRI LT PPPTL P v T (T TITNITLE 48
o 72 E+25°/3 3% L (T 32
Insider Decisions ! - 24
DJFMAMIIJIA
By 000000 00 0= e v v R e 16
Options O O 6 0 0 3 0 0 0 P b Dt ] 12
Sl 117113110 % TOT. RETURN 9/13
Institutional Decisions . THIS  VLARITH
Q12 1008 2083 | percent 12 I N
Nel S8 ok aap|Shares 8 ot i i 3y 279 601 |-
Hid's(000) 360149 290214 293000 R 11 TR R ARRRER Sy 225 1102
199711998 (1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 [ 2006 | 2007 {2008 [2009 [2010 [2011 [2012 (2013 |2014 | ©VALUELINEPUB.LLC|16-18
1647 | 16.70| 17.23| 17.15| 2177 | 20.36| 2151 | 2328 | 2511 | 2742 | 30.19 | 3358 | 3297 | 3391 | 3694 | 39.30 | 40.85| 43.10 |Sales per sh 51.45
2.39 2.04 221 232 239 2.60 2.83 315 3.39 341 3.78 3.99 418 4.48 448 483 5.05 5.40 |“Cash Flow" per sh 6.80
1.70 1.35 1.50 1.61 131 1.73 1.93 2.16 2.36 2.51 2.76 2.99 3.16 330 3.38 3.37 3.75 4.05 |Earnings per shA 5.15
87 .92 .96 1.00 1.01 1.01 1.01 1.01 1.06 114 1.20 1.30 143 1.56 167 1.74 1.80 1.84 |Div'ds Decl'd per sh B = 2.25
.75 .92 .66 57 .68 62 60 67 92 114 121 121 .99 1.30 1.66 148 1.60 1.70 | Cap’l Spending per sh 1.60
2.40 2.20 2.01 221 214 219 352 5.47 5.63 5.20 6.48 3.79 5.96 5.90 4.93 6.70 8.30 9.70 |Book Value per sh © 17.15
414.82 | 405.00 | 405.46 | 405.64 | 406.61 | 407.85 | 409.70 | 413.02 | 405.33 | 397.70 | 390.05 | 381.86 | 381.38 | 365.60 | 357.30 | 361.27 | 362.50 | 355.00 |Common Shs Outst'g D | 345.00
24.0 28.6 238 16.1 218 195 17.3 19.2 18.9 189 19.0 17.0 145 15.7 158 15.3 | Bold figyres are |Avg Ann’l P/E Ratio 16.5
1.38 1.49 1.36 1.05 112 1.07 99 1.01 1.01 1.02 1.01 1.02 97 1.00 99 .98 ValuejLine Relative P/E Ratio 110
21% | 24% | 27%| 3.9% | 35% | 3.0% | 3.0% | 24% | 24% | 24% | 23% | 26% | 31% | 30% | 31%| 34%| ="' |Avg Ann'lDivd Yield 2.6%
CAPITAL STRUCTURE as of 6/29/13 8811.5 | 9613.9 | 10177 | 10907 | 11776 | 12822 | 12575 | 12397 | 13198 | 14197 | 14800 | 15300 |Sales ($mill) 17750
, , , 21.8% | 21.8% | 21.0% | 19.4% | 19.0% | 18.2% | 19.0% | 19.2% | 17.8% | 16.7% | 18.0% | 18.0% |Operating Margin 19.0%
I?tg'egfggggﬁnﬁir”'- E#fn'tgfe;f;gf&m“"'- 3728 | 4100 | 3918 | 3527 | 3720 | 3750 | 3840 | 3920 | 3690 | 4480 | 455| 465 |Depreciation ($mill 550
(Total interest coverage: 9.1x) ' 787.1 | 890.6 | 980.4 | 1004.1 | 1103.0 | 1148.0 | 1212.0 | 1247.0 | 1231.0 | 1297.2 | 1375 | 1460 |Net Profit ($mill) 1795
(71% of Cap'l) | 32.7% | 34.8% | 31.2% | 3L.7% | 28.7% | 29.7% | 28.3% | 28.8% | 29.0% | 22.7% | 30.0% | 30.0% (Income Tax Rate 30.0%
Pension Assets-12/12 $4.37 bill. Oblig. $5.14 bill. 89% | 93% | 96% | 92% | 94% | 9.0% | 9.6% | 10.1% 9.3% | 9.1% [ 9.3% | 9.5% |NetProfit Margin 10.1%
d968.8 | d724.2 | d966.3 | d1593 | d1327 | d1031 | 270.0 | d269.0 | d286.0 | d1143 | d600 | d985 |Working Cap'l ($mill) 575
Efodmsntq%cnks'\:grc]ﬁ 362,440 126 shs 42654 | 3892.6 | 3702.6 | 3053.0 | 3270.0 | 4068.0 | 4835.0 | 4908.0 | 5037.0 | 6082.0 | 6250 | 5750 |Long-Term Debt ($mill) | 5500
asof726s ' 1443.2 | 22572 | 2283.7 | 2069.0 | 2526.0 | 1448.0 | 2272.0 | 2158.0 | 1760.0 | 2419.0 | 3000 | 3450 |Shr. Equity ($mil) 5915
16.6% | 16.5% | 18.1% | 21.8% | 21.3% | 23.1% | 19.1% | 19.9% | 20.1% | 16.8% | 16.5% | 17.5% |Return on Total Cap'l 17.0%
MARKET CAP: $21.7 billion (Large Cap) 54.5% | 39.5% | 42.9% | 48.5% | 43.7% | 79.3% | 53.3% | 57.8% | 69.9% | 53.6% | 46.0% | 42.5% |Return on Shr. Equity 30.5%
CURRENT POSITION 2011 2012 6/29/13 | 26.0% | 21.0% | 23.9% | 26.8% | 24.9% | 45.1% | 29.3% | 30.7% | 35.6% | 27.9% | 24.0% | 23.0% |Retained to Com Eq 17.0%
Cas(ﬁMA”_sle)(-)ts 460 281 262 52% | A47% | 44% | 45% | 43% | 43% | 45% | 47T% 49% | 48% | 48% | 45% |All Div'ds to Net Prof 44%
Receivables 1188 1454 1512 | BUSINESS: Kellogg Company, the world's largest manufacturer of ~ Foreign operations: 37% of sales in 2012, 37% of operating profit.
g;’heenrtory (Avg Cst) 1%% 13%8 1%;3 ready-to-eat cereals, also produces convenience foods, including  Adv. costs: 7.9% of sales. Acquired Keebler, 3/01; Pringles, 5/12.
Current Assets 3027 3380 3407 cookies, crackerg, frozen waffles, toaster pastries,‘ and snack bars.  Has about 31,000 emplys. W.K. Kellogg Foundation controls 21.9%
Accts Payable 1189 1402 1364 Brand names |nc_|ude: _Ke_llogg’s, Keeblgr,_ Pringles, AII-_Bran, of common (3/13 proxy). Chrmn.: James Jenness. CEO & Pres.:
Debt Due 995 1820 1429 | Frosted Flakes, Rice Krispies, Frosted Mini-Wheats, Special K, John Bryant. Inc.: DE. Addr.: One Kellogg Square, Battle Creek, MI
Other 1129 1301 1176 | Froot Loops, Nutri-Grain, Apple Jacks, Raisin Bran, and Pop-Tarts.  49016-3599. Tel.: 269-961-2000. Internet: www.kelloggs.com.
Current Liab. 3313 4523 3989 ['kellogg continues to face its share of share-net estimates. In addition to the
ANNUAL RATES  Past Past Estd’'10-12| challenges. Most notably in the ready-to- aforementioned volume concerns both here
ochange persh)  10¥rs, - srs 01608 | eat (RTE) cereal category, the company and abroad, the company is still in the
“Cash Flow” 65% 55%  6.5% faces stiff competition from rival General midst of integrating the Pringles business
Earnings 80% 55%  7.5% Mills and several other smaller private- and is aggressively launching other break-
Dividends 50%  80%  50% | |gbel manufacturers. It also is dealing fast options that require significant ad-
ook Value 10.5% --  19.5% . L h . . A
: with weakening overall cereal dynamics. vertising and media support. All in all,
cal- QUARTERLY SALES ($mill. Full | Specifically, consumers have other options many near-term notable bottom-line cata-
endar_|Mar.Per Jun.Per Sep.Per DecPer| Year | to start the day, including microwave lysts do not seem in the picture.
2010 |3318 3062 3157 2860 |12397 | breakfast sandwiches, oatmeal, and Greek The long-term potential of the
2011 13485 3386 3312 3015 |13198 | yogurts. Consequently, cereal volumes Pringles business is intriguing. The
2012 13440 3474 3720 3563 | 14197 | haye been soft of late (K's morning foods 2012 acquisition opens new avenues to
%gﬁ gg% ggég gggg gggg igggg sales excluding acquisitions fell 3.3% in boost the snacks business. Plus, Kellogg
June period) and are not likely to improve plans to use Pringles’ extensive interna-
cal- EARNINGS PER SHARE A Full | markedly over the next six to 12 months.  tional distribution channels to expand its
endar_|Mar.Per Jun.Per Sep.Per Dec.Per| Year | The RTE cereal business is not the offerings of cereal and snacks products.
2010 | 109 .79 90 51 | 330| only area of concern for Kellogg. In- However, Kellogg did use a lot of debt to
2011 | 100 .94 80 .64 | 338 deed, internal snacks sales fell 3.2% year finance the Pringles deal and until that
2012 95 93 82 67| 337 over year last quarter, as both cookie and load is pared considerably, its near-term
ggﬁ 128 %8? gg g? %g cracker volumes declined. The company's flexibility may be a bit limited.
: : : : : international business has not been any- For the reasons noted above, Kellogg
Cal- | QUARTERLYDIVIDENDSPAID®s | Full | thing to write home about, either. The shares are not an ideal option for mo-
endar |Mar.31 Jun.30 Sep.30 Dec.3l| Year | jyne period marked the fifth time in the mentum investors. However, this stock
2009 34 34 375  375| 143 last six quarters that volumes declined in should appeal to conservative, income-
2010 | 375 375 405 405 156 | Latin America, while conditions in Europe oriented accounts with its above-average
2011 | 405 405 43 43 | 167 remain challenging amid the economic dividend yield and the company’s strong
2012 43 43 44 441174 problems in the euro zone. Thus, cash flow-generating capability.
2013 A4 A4 48 We are lowering our 2013 and 2014 William G. Ferguson October 25, 2013

(A) Based on diluted shares. Excludes non- | Quarterly earnings may not sum to total due to
recurring gains (losses): '97, ($0.38); '98, | a change in the share count. Next earnings

($0.12); '99, ($0.67); '00, ($0.16); '01, ($0.14), | report due early November. (B) Dividends his-

(D) In millions.

‘02, $0.02; '12, ($0.09); '13 Q1; ($0.18). | torically paid mid-Mar, June, Sept., and Dec. =

© 2013 Value Line Publishing LLC. 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.

Div'd reinvestment plan available. (C) Includes
intangibles. In '12: $7.412 billion, $20.52/sh.

Company’s Financial Strength A
Stock’s Price Stability 100
Price Growth Persistence 55
Earnings Predictability 100

To subscribe call 1-800-833-0046.
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RECENT PE Traiing: 14 Y [RELATIVE DIVD X313

THEKROGER CO.msean 5 41,0100 14.4Ca 1) 08008 L7vDTel |
TMELNESS 2 weeosons | 00| 328) 330) 1340 129) 1a5| 3| 33| B3| Wi BT Ao %2 Target Price Range
SAFETY 2 Raised 81108 LEGENDS

—— 6.5 x "Cash Flow” p sh

TECHNICAL 3 Raiseg913i13 |- Relatve Pice Strengh 80

BETA .60 (1.00 = Market) haded areas indicate recessions 28
2016-18 PROJECTLON,lsTtl IS N RS [ EETECL CECTE 0
_ Price  Gain ngetu?na : I — I,l"' 30
ti(l)% ?lg E:igg;g; 1}132 IIII=I'"||_'£L, yret ] — L YT Y PRI T TERALITTN T 5(5)
T — T T T
Insider Decisions _ ”F H |||.IW I 15
DJFMAMI I AP M N

By 000000000 X 10
Optons 6 0 0 6 20070 2 ane®e, K . |75
Sl 5008400090 X T S R e %TOT.RETURNO/3 [
Institutional Decisions e ege®” e’ [ K e THIS VL ARITH*

o ootl, STOCK INDEX

vy G DR e 2 " . miniaruee e P
to Sell 275 258 268 | traded E IR I TH I I SRTI A NN | [ [T 3yr.  97.3 601 [
Hid's(000) 416763 416449 423334 [ AR R T Sy 607 1102
199711998 (1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 [ 2006 | 2007 {2008 [2009 [2010 [2011 [2012 (2013 |2014 | ©VALUELINEPUB.LLC|16-18
5210 | 54.88| 5431 | 60.12| 63.02| 6828| 7240 | 7752 | 83.75| 93.77 | 105.94 | 117.10 | 119.52 | 132.56 | 161.10 | 188.23 | 192.70 | 203.45 |Sales per sh A 239.60
1.62 1.88 2.31 2.62 2.88 315 2.80 2.77 3.07 3.39 3.83 4.15 412 438 5.05 598 6.10 6.50 |“Cash Flow"per sh 7.85
.85 1.02 113 1.34 1.48 1.65 1.16 1.03 131 154 1.69 1.90 1.73 1.74 2.00 2.63 2.80 3.05 |Earnings per sh B 3.85
-- -- -- -- -- -- -- -- -- .26 .30 .36 37 40 44 .53 .63 .69 |Div'ds Decl'd per sh © 1.00

d1.54 d.75 321 379 441 5.08 5.40 4.86 6.07 6.98 741 7.98 753 8.54 7.10 8.18 | 10.10 | 11.80 |Book Value per sh 17.45

509.94 | 513.92 | 835.00 | 815.00 | 795.00 | 758.00 | 743.00 | 728.00 | 723.00 | 705.00 | 663.00 | 649.00 | 642.00 | 620.00 | 561.00 | 514.00 | 512.50 | 505.00 |Common Shs Outst'g ® | 480.00

172 231 224 158 16.2 113 14.3 16.3 14.0 141 16.4 141 125 124 11.8 9.1 | Bold figyres are |Avg Ann’| P/E Ratio 135
.99 1.20 1.28 1.03 83 .62 82 .86 .75 .76 87 .85 83 79 74 .58 Value|Line Relative P/E Ratio .90
.- .- .- .- .- .- .- .- S| 1| 11% | 13% | 17% | 19% | 1.9% | 22% | U |Ayg Ann'l Divid Yield 1.9%

CAPITAL STRUCTURE as of 8/17/13 53791 | 56434 | 60553 | 66111 | 70235 | 76000 | 76733 | 82189 | 90374 | 96751 | 98750 | 102750 |Sales ($mill) A 115000
Total Debt $7892 mill. Duein 5 Yrs $4600 mill. | 2639 | 25.3% | 24.8% | 24.2% | 23.4% | 22.9% | 23.2% | 22.2% | 20.9% | 20.6% | 21.0% | 21.0% |Gross Margin 21.0%
Lgc?edbetf;zl?gg‘m:" _— !{‘;ﬁ;‘;itei“w-o mill. 6.0% | 53% | 54% | 53% | 52% | 51% | 49% | 46% | 43% | 44% | 44% | 4.4% |Operating Margin 45%
ETot;’, interest éove'rég'e: 6_’§'X) ) 3679 | 3667 | 3636 | 3567 | 3571 | 3550 | 3532 | 3605 | 3574 | 3538 | 3550 | 3575 |Number of Stores 3650

(60% of Capl) | 8730 7500 | 9580 | 11150 | 11810 | 1249.0 | 1122.0 | 11160 | 1192.8 | 14230 | 1445 | 1560 |Net Profit ($mill 1885

Leases, Uncapitalized Annual rentals $707.0 mill. | 37.5% | 36.2% | 37.2% | 36.2% | 35.4% | 36.5% | 35.8% | 34.7% | 33.9% | 34.4% | 35.0% | 35.0% |Income Tax Rate 35.0%

. . . . 16% | 13% | 16% | 17% | 1.7% | 1.6% | 15% | 14% 13% | 15% | 15% | 1.5% |Net Profit Margin 1.6%

Pension Assets-1/13 $2.7bill.  Oblig. $3.7 bill. ™335 900 [ 42490 | 08260 | d1575 | 04230 | 42640 | d449.0 | 01780 | 03098 | d2750 | d2800 |Working Capl ($mill) | d2700

Pid Stock None 8116.0 | 7900.0 | 6678.0 | 6154.0 | 6529.0 | 7505.0 | 7477.0 | 7304.0 | 6850.0 | 6145.0 | 6200 | 6100 |Long-Term Debt ($mill) 5800
4011.0 | 3540.0 | 4390.0 | 4923.0 | 4914.0 | 5176.0 | 4832.0 | 5296.0 | 3981.0 | 4207.0 | 5165 | 5960 |Shr. Equity ($mill) 8370

Common Stock 516,000,000 shares 9.6% | 9.0% | 10.9% | 12.0% | 12.1% | 11.5% | 11.0% | 10.5% | 13.0% | 15.6% | 14.5% | 14.5% |Return on Total Cap'l 14.5%
- 21.8% | 21.4% | 21.8% | 22.6% | 24.0% | 24.1% | 23.2% | 21.1% | 30.0% | 33.8% | 28.0% | 26.0% |Return on Shr. Equity 22.5%

MARKET CAP: $21.2 billion (Large Cap) 21.8% | 21.4% | 218% | 19.8% | 19.9% | 10.7% | 18.3% | 164% | 23.5% | 27.5% | 21.5% | 20.0% |Retained to Com Eq 16.5%
CU%?ELNLT) POSITION 2011 2012 8/17/13 -- -- | 13% | 17% | 18% | 21% | 22% | 22% | 19% | 23% | 23% |All Div'ds to Net Prof 26%
Cash Assets 188 238 440 | BUSINESS: The Kroger Company is the nation’s largest grocery quired Fred Meyer, 5/99. Average food store size: 60,000 sg. ft.
mt\e/gilt\tl)?ele(ilFO) 5?‘113 %2‘51% 48313 store operator (by sales), with about 2,425 supermarkets, multi- Has about 343,000 employees. 2012 depreciation rate: 5.6%. Of-
Other 1074 1523 1182 | department stores, and warehouse stores in the Midwest, South, ficers & directors own about 1.4% of stock; BlackRock, 6.0%;
Current Assets 7325 7959 7518 | and West (#1 or #2 share in 38 of its 44 major markets). Also oper- Kroger savings plan, 5.5% (5/13 proxy). Chairman & CEO: David
Accts Payable 4329 4524 4620 | ates about 786 convenience stores and 328 fine jewelry stores. Dillon. Incorporated: Ohio. Address: 1014 Vine Street, Cincinnati,
cD)ttar?érDue %431(15? %;gg 4883 Manufactures and processes private label goods at 37 plants. Ac- OH 45202. Telephone: 513-762-4000. Internet: www.kroger.com.
Current Liab. 9105 11057 9384 | Kroger continues to deliver steady §$0.06-$0.09), v;/hile adding akzjout $4.5dbil-

———— sales growth at its stores. ldentical- lion to annual revenues and expanding

OAf'mh’g’:L(pErAsTh)Es past - Past Bstd 107121 store sales, excluding fuel, rose 3.3% in Kroger's presence in markets around the
Sales 95% 11.0%  7.0% both the May and August periods, and Southeast and Mid-Atlantic. (Consistent
“Cash Flow” 6.0% 85%  7.5% management expects similar gains over with Value Line practice, we will wait un-
Earninge 35% L% 103% | the balance of fiscal 2013. (Year ends Feb- til the transaction is finalized before ad-
Book Value 6.0%  3.0% 14.0% ruary 1, 2014.) Consistent with the justing our estimates.)

Eiscal | QUARTERLY SALES (§mill) A Fun | retailer’s long-term strategy, lower prices Debt reduction has become a bigger
greal ey Per Aug.Per Oct Per Jan.Pel Necdl| are helping to drive these increases, but priority. The company will finance the

gins y Per Aug.rPer Oct.Per Jan.Per Year f -

2010 124779 18788 18694 19928 | 82189 the modest drag on margins of late has HT deal with debt, and then look to

2011 27461 20913 20504 21406 |90374 been more than offset by lower SG&A ex- deleverage with the objective of retaining

2012 120065 21726 21807 24153 |9g751 | PENses as a percentage of revenues. its investment-grade credit rating. Kroger

2013 30043 22722 22600 23385 | 98750 | Weak January-quarter comparisons looks to be scaling back its share-

2014 |31500 23250 23500 24500 102750 | sShouldn’t be a cause for alarm. Fiscal repurchase activity in anticipation of this,

Fiscal EARNINGS PER SHARE AB Full | 2012's final period was one week longer though it again raised the dividend in time
rear  IMay Per Aug.Per O Riscal | than the upcoming one and also got a for its early December payout, as has been

gins [May Per Aug.Per Oct.Per Jan.Per| 'Year . . 0 f

2010 =) 7 2 17 boost from a sizable LIFO credit, versus the retailer’s custom in recent years.

2011 70 W 23 5 | 200 the more typical charge that is in- The market has warmed up to Kroger

2012 78 51 26 88 | 263 | corporated into our 2013 estimate. Absent stock. Despite rising earnings, this equity

2013 | 92 60 53 75 | 280| these factors, we expect results over the traded sideways for much of the current

2014 97 66 61 81 | 305| balance of this fiscal year and into the new bull market, before roaring ahead nearly

Cal- QUARTERLY DIVIDENDS PAID © Fun | one to be fairly consistent with manage- 70% over the past year. Given this,
endar |Mar.31 June30 Sep.30 Dec.3l| Year ment's long-term target of delivering 8%- momentum-oriented investors will clearly

2000 | 09 09 09 0%5 | 365 11% annual earnings growth. ) want to take a closer look here. And these

2010 | 095 095 095 105 | 390 | Harris Teeter should make a nice ad- timely shares appear to offer worthwhile

2011 | 105 105 105 115 | 430 | dition to the fold. The proposed $2.5 bil- total return potential to 2016-2018, partic-

2012 | 115 115 115 15 495 | lion acquisition ought to be modestly ac- ularly for more-conservative accounts.

2013 | .15 15 15 165 cretive to share earnings in the first year Robert M. Greene October 25, 2013
(A) Fiscal year ends on the Sat. closest to Jan. | '01, (22¢); '02, (13¢); '03, (74¢); '09, ($1.62); | report due December 5th. Company’s Financial Strength B++
31st of following year. Interim periods: 16, 12, |'11, ($0.99); '12, 14¢. Excl. extra. (losses): '96, | (C) Dividends historically paid on the 1st of Stock’s Price Stability 95
12, 12 wks. (B) Diluted egs. Excl. nonrecurring | (1¢); '97, (12¢); '98, (15¢). Quart. egs. may not | March, June, September, and December. Price Growth Persistence 65
gain / (losses): '98, (33¢); '99, (39¢); '00, (30¢); | add due to changes in shares out. Next egs. | (D) In millions. Earnings Predictability 90

© 2013 Value Line Publishing LLC. 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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Target Price Range
2016 | 2017 |2018

RELATIVE
PIERATIO

100.9
74.6

DIVD

0791

95.3 | 101.7
816 | 858

RECENT
PRICE

50.0| 55.0
36.7| 446

PIE Trailing: 14.0
RATIO 13.4(Median: 150
823] 808] 767 895
65.1| 52.9| 533| 69.5

96.04

74.3
52.6

LAB. CORP. AMER. nyse.

; High: 52.4
TIMELINESS 3 Resedslrns | igh:| 524
SAFETY 1 Raised 1211908

LEGENDS
—— 12.0 x "Cash Flow” p sh
TECHNICAL 2 Raised 9/6/13
BETA .70 (1.00 = Market)

37.7
22.2

200
160

2-for-1 split  6/01

2-for-1 split  5/02
Options: Yes
haded areas indicate recessions

-+« Relative Price Strength
1 for-10 Rev split 5/00
2016-18 PROJECTIONS
Ann'l Total

100

High

175
Low 145

It 80

Return
16%

Price  Gain

E+80%g

+50%) 11%

60
50

Inside

to Buy
Options
to Sell

1,
T

40

r Decisions

30

coo O
oo X
NNO o

-
|” Tt

20

to Buy
to Sell
Hld's(000)

Institutional Decision

A
0
3
3
S

4Q2012
200
271
91291

1Q2013
236
239
94426

2Q2013
204
268
94436

shares
traded

Percent

45

R % TOT. RETURN 8/13
THIS VL ARITH.*
STOCK INDEX

30

1yr. 88 278

15

3yr. 318 697

5yr. 30.9 80.2

1997

1998 | 1999 | 2000 | 2001

2002

T | | TR
[T i [ITTFTTTE
2003 2006 | 2007 2010

2004 2008

1 Il
[T
2011 [2012 |2013 16-18

2014 | ©VALUELINEPUB.LLC

30.74
148
d.28

32.18
1.62
0.05

32.97
1.93
30

13.76
140
83

15.59
2.07
1.34

16.97
241
1.84

20.51
3.19
2.23

22.65
3.68
2.58

26.31
424
2.80

29.38
487
3.32

36.65
6.03
418

41.60
6.40
4.60

50.04
7.89
5.55

60.91
9.60
6.82

64.40
9.55
7.05

Nil

65.90
10.20
7.60
Nil

74.15
13.55
10.60

Nil

56.67
8.98
6.37

Sales per sh

“Cash Flow” per sh
Earnings per sh A
Div'ds Decl'd per sh

.70
2.61

62
7.69

40
6.29

135
341

117
3.08

50
10.91

1.26
24.66

145
15,59

1.28
15.54

.95
16.18

58
13.23

70
14.68

74
14.91

1.87
29.19

2.10
52.20

1.49
25.60

1.95
32.20

2.00
36.10

Cap’l Spending per sh
Book Value per sh ©

49.42

50.11| 5152 | 139.48 | 14111

147.74

143.33 | 136.20 | 126.50 | 122.20 | 111.00 | 108.30 100.00

97.80 | 93.10 | 90.00 | 90.00 |Common Shs Outst'g B | 90.00

211
1.20

26.2
170

28.1
144

20.0
1.09

18.0
.96

154
93

134
89

139
88

136
78

16.2
86

176
94

19.0
1.03

15.0
1.00
Nil

14.0
.88

13.0
86

Avg Ann’l PJE Ratio
Relative P/E Ratio
Avg Ann’l Div'd Yield

Bold fig
Value|
estim

res are
Line
ates

LT Deb

Pensio

Preferr

CAPITAL STRUCTURE as of 6/30/13
Total Debt $2509.9 mill. Due in 5 Yrs $1650 mill.
LT Interest $130.0 milll.

t $2390.0 mill.

(47% of Capital)

n Assets-12/12 $256.8 mill.

Leases, Uncapitalized Annual rentals $166.9 mill.

Oblig. $380.7 mill.

ed Stock None

Common Stock 90,100,000 shares
MARKET CAP: $8.7 billion (Large Cap)

2939.4
24.1%

3084.8
25.3%

3321.6
25.1%

3590.8
24.1%

4068.2
25.7%

4505.2
25.8%

4694.7
25.4%

5003.9
25.3%

5671.4
23.0%

5795
23.2%

5930
23.4%

6675
25.5%

5542.3
22.8%

Sales ($mill)
Operating Margin

135.6
321.0

138.8
363.0

149.8
386.2

155.0
439.6

162.8
506.9

179.7
513.1

195.1
5335

203.6
585.6

229.8
664.3

225
635

235
685

265
955

2314
646.7

Depreciation ($mill)
Net Profit ($mill)

39.9%
11.4%

37.2%
11.4%

37.6%
11.7%

40.6%
10.9%

41.0%
11.8%

39.7%
11.6%

40.1%
12.2%

40.6%
12.5%

37.0%
14.3%

37.0%
11.7%

37.0%
11.0%

37.0%
11.6%

Income Tax Rate
Net Profit Margin

36.0%
11.7%

d99.7
356.3
1895.9

439.2
889.3
1999.3

d185.8
604.5
1885.7

1439
603.0
19771

d30.4
10775
17253

485.9
1600.5
1688.3

a82.8
977.2
2106.1

233
1826.7
2466.3

363.3
2175.0
27114

575
2300
2900

650
2200
3250

800
1850
4700

2874
2085.5
2503.5

Working Cap’l ($mill)
Long-Term Debt ($mill)
Shr. Equity ($mill)

16.6%
30.4%

18.3%
25.3%

14.3%
23.1%

15.2%
16.9%

13.2%
18.2%

16.2%
20.5%

17.9%
22.2%

19.1%
29.4%

15.5%
20.5%

14.8%
24.4%

13.5%
22.0%

13.5%
21.0%

14.9%
25.8%

Return on Total Cap'l
Return on Shr. Equity

Other
Curren

Other
Curren

CURRENT POSITION
(SMILL)

Cash Assets
Receivables
Inventory

Accts Payable
Debt Due

2011

159.3
699.8
110.8
114.9

2012

466.8
718.5
121.0

85.5

6/30/13

1084.8
257.8
1355
404.1

1391.8
236.9
480.0
311.6

t Assets

1148.0
253.4
119.9
281.8

t Liab. 797.4 1028.5

655.1

16.9% | 18.2% | 20.5% | 22.2% | 29.4% | 30.4% | 25.3% | 23.7%

22.0% | 21.0% [Retained to Com Eq 20.5%

25.8%
.- Nil Nil |All Div'ds to Net Prof Nil

24.4%

BUSINESS: Laboratory Corporation of America Hldgs. is one of the
nation’s largest independent clinical laboratory companies. It pro-
vides a full range of clinical and anatomical tests to individual
physicians, managed-care organizations, hospitals, clinics, and
long-term care facilities. Also offers substance-abuse tests. At
12/31/12, it had 50 full-service laboratories and over 1,800 service

sites. Medicare and Medicaid account for roughly 16.2% of volume.
Has over 34,000 employees. Harris Associates owns 7.3% of com-
mon; BlackRock, 5.1%; Vanguard, 6.1%; T. Rowe Price, 5.8%; Of-
ficers & directors own 2.0% (4/13 proxy). Chairman, President &
CEO: David P. King. Inc.: DE. Address: 358 S. Main St., Burlington,
NC 27215. Tel.: 336-229-1127. Internet: www.labcorp.com.

Sales
“Cash

ANNUAL RATES  Past
of change (per sh)

Earnings
Dividends
Book Value

10 Yrs
9.5%
16.0%
21.0%

5Yrs.

14.0%
13.5%
14.0%

to

Flow”

15.0% 9.0%

Past Est'd '09-'11

'16-'18

5.0%
8.5%
9.5%

Nil

13.0%

Cal-
endar

QUARTERLY SALES ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2010
2011
2012
2013
2014

1193 1238 1276 1295
1368 1403 1404 1366
1423 1423 1419 1405
1441 1468 1450 1436
1475 1500 1485 1470

5003.9
5542.3
5671.4
5795
5930

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2010
2011
2012
2013
2014

130 146 147 134
152 164 161 156
174 177 176 155
174 18 18 171
187 194 190 189

5.55
6.37
6.82
7.05
7.60

Cal-
endar

QUARTERLY DIVIDENDS PAID
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2009
2010
2011
2012
2013

NO CASH DIVIDENDS
BEING PAID

Laboratory Corporation of America is
bucking some industry trends. When
you get down to brass tacks, LH is simply
executing better than its competitors. The
company has been able to drive revenue
growth while maintaining price stability
even with government reimbursement
levels taking a turn for the worse. Testing
volumes were up 1.4% in the June interim
while its peers put up negative com-
parisons. Yes, gains of this nature are not
stellar by any means, but given the cur-
rent landscape in the testing field, the
showing becomes more impressive. Doc-
tors’ visits are down, meaning testing has
slid in tandem. Still, we think earnings
can climb to $7.05 in 2013. This figure
represents a 3% annual incline. Again,
this amount will not bowl anyone over, yet
many companies in the lab arena would be
happy to just be in the black.

Acquisitions are bolstering the top
line during these troubled times.
Patients are waiting for the rollout of the
Affordable Care Act in 2014 to see the pos-
itive effects the reform will have on their
medical expenses. In the meantime, busi-
ness at the company's testing facilities

have been humdrum, to say the least.
Management wisely purchased the toxicol-
ogy concern MEDTOX, which has given
volumes a shot in the arm, pun intended.
With hiring on the rise across much of
America, screening for drugs of abuse
among new employees is up. Also, esoteric
screens, which bring in wider profit mar-
gins, rose 3.5% in the most recent three-
month period.

Competition from hospitals is an
ongoing headwind. Hospital-based labs
have 55% of the testing market in the
United States. Independent labs have
41%, with the duopoly of LH and Quest
Diagnostic consuming the lion’s share of
that amount. Recently, hospitals have
been purchasing physician practices and
taking any testing under that roof (in the
past they would be sent out to a lab), into
their facilities. This should end when the
consolidation trend does, but is still worth
keeping an eye on.

Solid appreciation potential three to
five years hence makes these neutral-
ly ranked shares a decent long-term
selection from this price point.

Erik M. Manning September 13, 2013

(A) Based on average shares outstanding thru
'96, diluted thereafter. Excludes nonrecurring
items: '97, d$2.38; '98, 55¢; '00, d3¢; '01, d6¢;
02, d7¢;

'05, d9¢; '06, d8¢; '07, d25¢;

'08,

d56¢;'09, 9¢; '10, d26¢; '11, d$1.26; '12, d11¢.
Figures may not sum due to rounding. Next | $49.08/sh.
earnings report due mid-October.

(B) In millions, adjusted for stock splits.

© 2013 Value Line Publishing LLC. 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.

(C) Includes intangibles. In '12: $4569.4 mill.,

Company’s Financial Strength
Stock’s Price Stability

Price Growth Persistence
Earnings Predictability
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RECENT PIE Trailing: 164} | RELATIVE DIVD X
MOLSON COORS NYSE-TAP PRICE 5127 RATIO 12.9(Mediar?:NMF PIE RATIO 071 YLD ZS%E
THELINESS 2 Rased81613 L [ow | 269| 304  374| 50| 308| 384 30| 3v0 4is Target Price Range
SAFETY 2 Raised78010 | LEGENDS
3 2 Reluive B Suengh 128
TECHNICAL Lowered 10/4/13 Sior1 st 1007 g 21011 9%
BETA .65 (1.00 = Market) Options: Yes S0 S S S S A SN ook fnfnfnioied 80
2016-18 PROJECTIONS haded areas indicate recessions . _ 64
: ~ Ann'l Total | — Haglll — m .t unle 48
) Price  Gain Return PLALLT L L U 111 TR PSTT T LA LM iy 1 40
High 90 E+75%; 17% Mk e i ' T 32
Low 65 +25% 9% U
Insider Decisions 24
DJFMAMIJIJA ote
By 000000O00QDO0 W At 16
Opons 100216102 L |12
wSel 101215003 D N S AN % TOT. RETURN 9/13
Institutional Decisions ° et e unene,, e, THIS  VLARITH*
Q12 1008 2083 | percent 45 STOCK  INDEX |
:ggg\{ %ég %gg %gg f!;‘;‘,;ej i?, fit L ndlIn YT T R Y L [T n éa 145‘1‘6‘ g(lﬁ C
Hid's(000) 127471 132637 131847 TR AR R min i mmanmmommaninimm Sy 222 1102
199711998 (1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 PO0O8F [2009 [2010 [2011 [2012 (2013 |2014 | ©VALUELINEPUB.LLC|16-18
-- -- -- -- -- -- -- --| 3214 | 3300 | 3425 | 2598 | 1629 | 1742 | 1875 | 20.72 | 22.65| 23.35 |SalespershA 25.50
414 458 472 428 481 4.65 475 | 3785 5.40 5.75 |“Cash Flow" per sh 6.65
1.98 2.16 2.80 2.77 381 3.56 3.62 243 3.80 4.15 |Earnings per shA B 4.90
64 64 64 .76 .92 1.08 124 128 1.40 1.40 |Div'ds Decl'd per sh © 1.64
2.37 2.52 2.37 1.25 .67 .95 1.26 118 1.30 1.30 |Cap’l Spending per sh 145
31.08 | 3285 | 3955 | 3254 | 38.04 | 4175 | 40.79 | 42.15| 4525| 47.90 (Book Value per shP 56.80
171.34 | 177.11 | 180.75 | 183.80 | 186.10 | 186.80 | 187.50 | 189.00 | 190.00 | 190.50 [Common Shs Outst'g & | 192.00
16.6 15.9 16.8 18.0 113 12.6 122 17.5 | Bold figyres are |Avg Ann’l P/E Ratio 16.0
88 .86 89 108 75 80 J7| 112 \Valuelline Relative P/E Ratio 1.05
19% | 19% | 14% | 15% | 21% | 24% | 2.8% | 30% | US| Avg Ann'l Divid Yield 21%
CAPITAL STRUCTURE as of 6/29/13 5506.9 | 5845.0 | 6190.6 | 4774.3 | 3032.4 | 3254.4 | 3515.7 | 3916.5 | 4300 | 4450 [Sales ($mill)A 4900
Total Debt $3168.2 mill. Due in 5 Yrs $3074 mill. 17.4% | 17.4% | 17.8% | 18.3% | 19.5% | 19.4% | 18.9% | 18.1% | 21.0% | 22.0% |Operating Margin 24.0%
. . 3928 | 4384 | 3458 | 2734 | 1874 | 2023 | 2171 | 2727 325 330 |Depreciation ($mill) 360
et v 00 G o Cap) 3161 | 3736 | 5074 | 5126 | 7074 | 6669 | 6740 | 44159 | 695 | 765 |Net Profi (mil 915
Leases, Uncapitalized: Annual rentals $35.0 mill. 25.0% | 17.5% | 20.1% | 20.2% 1.1% | 15.8% | 12.8% | 26.1% | 15.0% | 17.0% |Income Tax Rate 20.0%
Pension Liability: N/A 5.7% | 64% | 8.2% | 10.7% | 23.3% | 20.5% | 19.2% | 11.3% | 16.2% | 17.2% |Net Profit Margin 18.7%
d768.4 | d341.7 412 | 1210 | 1819 | 887.0 | 840.8 | d850.7 | d965 | d855 |Working Cap'l ($mill) d560
co(mé?u%ls&zoggelggfssﬁégthéiass A shares 21367 | 21298 | 2260.6 | 18317 | 1412.7 | 1950.6 | 1914.9 | 34225 | 2400 | 2150 |Long-Term Debt ($mill) | 1900
22,033,324 of exch. shares) as of 813, 5324.7 | 58174 | 71494 | 59803 | 7079.6 | 77988 | 7647.9 | 7966.9 | 8600 | 9125 |Shr. Equity (Smill) 10900
51% | 56% | 61% | 7.2% | 89% | 74% | 7.7% | 47% | 65% | 7.0% |Returnon Total Cap'l 7.0%
MARKET CAP: $9.4 billion (Large Cap) 59% | 64% | 7.1% | 86% | 100% | 86% | 88% | 55% | 80% | 85% |Returnon Shr. Equity 8.5%
CURRENT POSITION 2011 2012 6/29/13 37% | 42% | 53% | 59% | 75% | 59% | 58% | 26% | 50% | 5.5% |Retainedto ComEq 5.5%
Cas(ﬁMAll_;_éLts 10789 6240 8016 38% | 34% 26% | 31% 24% | 31% 34% 54% | 38% 35% |All Div'ds to Net Prof 35%
Receivables 726.0 7534  693.4 | BUSINESS: Molson Coors Brewing Company, which was created ~ 6/12. Has approximately 18,700 employees and 28 breweries
g;’heenrtory (FIFO) iggg %égg %ggg by the February 2005 merger of Molson and Adolph Coors Compa-  worldwide. Officers & Directors own 13.4% of common stock; The
Current Assets 2118:0 l778:0 2071:3 ny, is the fifth-la}rgest brewer in thg world. The company’s brands Vanguard Group, 5.0% (4/13_proxy)._ Chairman: Peter H. Coors.
Accts Payable 3012 4270 13631 |nc|t_1d_e Coors Light, Molso_n Cana_dlan,_CarIlng, Blue Moon, Coors  President and Chief Executive Officer: Peter Swinbum. Inc.:
Debt Due 46,9 12456 1272.4 | & Killian's Irish Red. Sold interest in Kaiser, '06. Began a domestic ~ Colorado. Address: 1225 17th Street, Denver, Colorado 80202. Tel-
Other 929.1 926.1 284.4 | joint venture (MillerCoors) with SABMiller, 7/08. Acquired StarBev, ephone: 303-279-6565. Internet: www.molsoncoors.com.
Current Liab. 12772 25987 29199 ['njolson Coors earnings will likely marketing push.
ANNUAL RATES  Past Past Estd'10-12| rebound strongly this year from last The company announced plans to
ofchange (persh)  10vis. - Bhis, 01648 | year’s depressed results. (Note that last retire some debt. It looks to repay a con-
“Cash Flow” . 5% 7.0% year’'s share net was weighed down by vertible note for 500 million euros that
Earnings -~ 70% 75% | some one-time charges.) The StarBev as- was part of its StarBev acquisition. Molson
LB)'V'de"dS - 135%  55% | gets, acquired in mid-2012, ought to con- Coors also announced a cash payment for
ook Value - 4.0% 5.5% . . . .

- tinue to perform well. Furthermore, the any residual convertible senior notes that
cal- QUARTERLY SALES ($ mill.}» Full | company’s cost-cutting efforts should help were due on July 30th. All told, it appears
endar_|Mar.Per Jun.Per Sep.Per Dec.Per| Year | the bottom line post good results for the the balance sheet is improving. The com-
2010 | 661 883 875 835 [3254 | duration of the year. All told, sales should pany will probably continue to strengthen
2011 | 691 934 954 937 13516 | pe about $4.3 billion and earnings will its finances for the foreseeable future.

2012 | 691 999 1196 1030 3916 | |jkely come in around $3.80 a share for the The long-term outlook remains
%gﬁ ggg g;g g%g 1(1)88 ﬁgg full year. For 2014, the top and bottom promising. Business conditions ought to
lines will probably advance at a single- pick up over the coming years, and recent
cal- EARNINGS PER SHAREA 8 Full | digit clip. However, expansion efforts, particularly in Eastern
endar_|Mar.Per Jun.Per Sep.Per Dec.Per| Year | The operating environment remains Europe, should help drive sales and earn-
2010 | 37 125 128 66 | 356 | difficult. Weak demand for beer has pres- ings higher in the years ahead.
2011 | 44 119 105 .95 | 363 | syred volumes, as consumers continue to This equity is up one notch to 2
2012 44 S 109 33| 243 spend cautiously in North America and (Above Average) for Timeliness. Thus,
ggﬁ %g %gg %ég gg igg Europe. Looking ahead, the company ex- momentum-based accounts may want to
. - - . - pects its core markets to remain soft. Ac- consider shares of TAP. Too, we expect
Cal- | QUARTERLYDIVIDENDSPAD® | Full | cordingly, the brewer is searching for new Molson Coors to continue to raise its pay-
endar |Mar.31 Jun.30 Sep.30 Dec3l| Year | \yays to bolster sales. Most notably, the out over the long term, and this issue of-
2009 | .20 2424 24 92| company is focusing on increasing its fers above-average total return potential
2010 | 24 28 28 .28 | 108| marketing efforts amid these tough times. over the 3- to 5-year pull. Consequently,
ggg gg gg gg % %%‘é We think this is prudent, as it appears we suggest long-term investors also con-
2013 | 32 2 R *“?| some of Molson Coors’ brands are under- sider this stock.
' ' ' performing and would benefit from a Richard J. Gallagher October 25, 2013

(A) Excludes excise taxes. Fiscal year ends | June, September, and December. (D) Includes | erations starting in the September period of
last Sunday in December. (B) Based on diluted | intangibles. '12: $9,687.9 mill., $51.26/sh. (E) | 2008 due to the MillerCoors venture.

shares. Next earnings report due early Novem-
ber. (C) Dividends usually paid in mid-March,

In millions, adjusted for split. Includes ex-
changeable shares. (F) Sales exclude U.S. op-
© 2013 Value Line Publishing LLC. 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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TMELNESS 4 weetsans | OV 9] 30| ‘58| A 83| 13| B Sa| B2 17 15 136 Target Price Range
SAFETY 3 Newuiss | LEGENDS
2 T Reldine pros Slengi 40
TECHNICAL Raised 9/27/13 Tregs prclative B g p
BETA .70 (1.00 = Market) Options: Yes
3016-18 PROJECTIONS haded areas indicate recessions f——————————————— | | [ l.... 24
: .
High sziée +0536r;/ An%.ég/?rt]al ITITRITIN I || %25:0 > [T pt™e| | [TmTmmeett 12
Ltl)gN 14 ((+5°A§; 6%03 . IIII IIII|l S '||l||l'l Ho '||II'||I |ih| T by I ——— 10
Insider Decisions m-l"l ! ili:'l 8
NDJFMAMIJ Illu..ll' 6
Opiors 00011121 2|yl e "
Sl 011000211][T R R e I I T S O % TOT. RETURN 9/13
Institutional Decisions P Seotepene et Lat [T o8 THS  VLARITH*
42012 1Q2013  2Q2013 STOCK  INDEX
ony e U qp|Peent o ruiim iy 134 312 [
to Sell 75 57 66 | traded 3 1 NI TN 1 [ITIH 3yr. 336 601 [
Hd's(00) 59209 59307 59375 oo bttt patsats et OO TRRTTRRERRR IR EERRL AT [T Sy 320 1102
1997|1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2 2007 {2008 [2009 [2010 [2011 [2012 (2013 |2014 | ©VALUELINEPUB.LLC|16-18
17.38 | 21.00| 2472| 28.06| 3150 | 33.06| 3871 | 4240 | 4368 | 4480 | 48.74 | 5395 | 53.89 | 52.73 | 5859 | 61.76 | 62.25 | 66.25 [Mortgage Loans per sh 74.25
15.60 | 19.19| 23.12| 27.09| 30.60| 3358 | 39.73 | 4342 | 4535 | 4768 | 50.70 | 46.17 | 50.83 | 52.26 | 59.29 | 61.55| 61.75 | 65.00 |Savings Deposits persh | 69.00
18 .20 19 25 25 31 .39 46 49 46 44 44 .30 53 64 .68 .65 .70 |Earnings per sh A 1.00
.07 .07 .07 07 07 A1 14 18 21 33 37 .39 .39 40 43 .60 .50 54 |Div'ds Decl'd per sh Bat .66
1.89 2.07 2.19 233 258 292 333 463 5.09 5.37 5.61 5.62 | 11.90 | 11.85 | 11.85| 1205 | 12.25| 12.35 Book Value persh € 13.20
105.19 | 105.39 | 106.55 | 106.56 | 106.71 | 106.99 | 107.31 | 107.91 | 114.40 | 112.57 | 109.31 | 109.13 | 110.64 | 110.30 | 97.49 | 93.65 | 9350 | 90.00 |Common Shs Outst'g® | 90.00
16.2 316 249 137 15.7 16.7 16.8 201 20.1 245 217 255 29.8 217 19.0 17.8 | Bold figyres are |Avg Ann’| P/E Ratio 17.0
93 1.64 1.42 .89 .80 91 .96 1.06 1.07 132 147 153 1.98 1.38 119 114 Value|Line Relative P/E Ratio 115
24% | 11%| 15% | 20% | 18% | 21% | 22% | 19% | 21% | 29% | 3.1% | 35% | 44% | 35% | 35% | 50% | =" |AvgAnn'Divd Yield 3.9%
CAPITAL STRUCTURE as of 6/30/13 3024 | 3164 | 3538 | 4146 | 439.1 | 4274 | 4178 | 431.0 | 4182 | 396.9 375 385 | Gross Income ($mill) 460
. . ) 45.5% | 39.5% | 39.0% | 46.1% | 48.1% | 39.6% | 32.5% | 26.2% | 22.2% | 18.9% | 16.5% | 17.0% |Int Cost to Gross Inc 28.0%
STBorrowings $857.3 mill.  (41%Debt+Equity) | 417 | 505 | s58| 515| 491| 482| 327 | 575| 642| 636| 590 | 630 |NetProfit (Smill) 90.0
LT Debt $103.1 mill. (5% Debt + Equity) |_285% | 28.5% | 20.0% | 27.7% | 26.2% | 26.0% | 17.7% | 29.0% | 29.5% | 29.3% | 29.5% | 30.0% [Income Tax Rate 30.0%
13.8% | 16.0% | 15.8% | 12.4% | 11.2% | 11.3% | 7.8% | 13.3% | 15.3% | 16.0% | 15.7% | 16.4% |Net Profit Margin 19.6%
Leases, Uncapitalized Annual rentals $3.9 mill. 5222.4 | 5778.6 | 6330.5 | 6527.8 | 6663.5 | 6930.2 | 8025.3 | 8148.2 | 7957.7 | 7942.6 | 8000 | 8200 |Total Assets ($mill) 9200
) . ) 4300 | 4130 | 3778 | 3928 | 339.1 | 826.0 | 7822 | 7457 | 6956 | 6955 700 800 [FHLB Advances ($mill) 1500
pension Assets-12/12 $115.5 mill. Oblig. $129.8 | ™355 97 5000 | 5822 | 6046 | 6129 | 613.8 | 13165 | 13075 | 11549 | 11285 | 1145 | 1110 |Shr. Equity (mill) 1190
’ .- -- -- -- - - .- .- .- -- | NMF| NMF New Loan Volume ($mill)| NMF
Common Stock 94,093,857 shs. -- -- -- -- - 12% | 23% | 31% | 33% | 30%| 23% | 21% |Problem Assets toLns 1.5%
as of 8/1/13 6.8% | 87% | 92% | 93% | 9.2% | 89% | 16.4% | 16.0% | 14.5% | 14.2% | 14.5% | 13.5% |Shr. Eq. to Total Assets | 13.0%
- ) 28.9% | 29.4% | 32.3% | 31.4% | 31.2% | 38.8% | 44.0% | 45.6% | 47.9% | 51.8% | 55.0% | 55.0% |G&A Exp to Gross Inc 50.0%
MARKET CAP: $1.3 billion (Mid Cap) 80% | 87% | 88% | 79% | 74% | 70% | 41% | 71% | 81% | 80% | .75% | .75% |Return on Total Assets | 1.00%
EARNINGS FACTORS mos. | 117% | 101% | 9.6% | 85% | 80% | 7.8% | 25% | 44% | 56% | 56% | 50% | 55% Returnon Shr. Equity 7.5%
MARGIN (%) 2011 2012 6/30/13 | BUSINESS: Northwest Bancshares, Inc. is the holding company for ~ 4.0% consumer. At 12/31/12, allowance for loan losses was 61% of
Egg’:'g FAuSnSc?st Yield ‘1155’% [1122 ‘1182 Northwest Savings Bank. Has 165 banking locations, mainly in  nonperforming loans. Has 2,220 employees. BlackRock owns 8.2%
Yield-Cost Margin 3:39 3:41 3:32 Pennsylvania, but also some in western New York, Maryland, and  of stock; Vanguard, 6.1%; Wellington Mngt, 5.4%; Capital World,
6 mos. | €astern Ohio. A subsidiary operates 52 consumer finance offices in  5.2%; Officers & directors, 3.2% (3/13 Proxy). Chairman & CEO:
NET CHANGES ($mill) 2011 2012 6/30/13 | PA. Loans at 12/31/12 were 42.0% residential, 27.9% commercial ~ William J. Wagner. Inc.: MD. Address: 100 Liberty St., Warren, PA
Loans & Securities -103.7 72.6 33.1 | real estate; 18.6% home equity; 7.5% commercial business; and  16365. Tel.: 814-726-2140. www.northwestsavingsbank.com.
Deposits 16.0 -15.7 65.9 " - . T
Borrowed Funds ~ -63.4 32.1 2.7 | Northwest Bancshares profits look to might spark lending activity, but that
ANNUAL RATES Past Past Estd'10-12| be headed slightly lower in 2013. Earn- hasn’t panned out in a big way. As a re-
of change (persh) 10 Yrs. 5Yrs.  t0'16'18 | ings per share hit a bump in the road at sult, loan balances have largely been
’\Sﬂgﬁgag%léns 2§Z§° 451-8‘;;0 g-g‘;;o midyear, owing to the writedown of a fore- moving sideways, with little indication of a
Eam"?gs P 85%  60% a5y | closed property and added ATM replace- major pickup soon. That, in turn, trans-
Dividends 19.0%  95%  5.5% ment expense. The good news is that those lates into a slow-moving bottom line. His-
Book Value 16.5% 17.5%  15% | jtems probably won't recur. Still, we have torically, Northwest has made occasional
Cal- DEPOSITS (6 mill) reduced our 2013 share-net estimate by acquisitions to boost prospects but, lately,
endar [Mar.31 Jun.30 Sep.30 Dec.31 $0.05, to $0.65. that hasn't been happening, either.
2010 | 5693 5729 5769 5764 The lender still saw fit to raise the Profits should inch back up in 2014.
2011 | 5820 5819 5813 5780 quarterly dividend by a penny a We figure modest amounts of loan growth,
2012 | 5870 5806 5825 5765 share. The regular payout was lifted by margin expansion, and credit-quality im-
2013 | 5800 5783 5750 5775 8%, beginning in August. The stock’s yield provement will equate to a 7%-8%
2014 | 5800 5815 5825 5850 of nearly 4% is well above the average of earnings-per-share advance in 2014. In
cal- EARNINGS PER SHARE A rull | @around 3% for the thrifts under our cover- particular, the company seems due to
endar [Mar.31 Jun.30 Sep.30 Dec.31| Year | age. Dividend growth should be steady, benefit from reductions in its loan loss pro-
2010 12 15 14 12 53] and there is also the possibility that vision. That would be consistent with the
2011 16 15 17 16 64 | Northwest Bancshares will declare anoth- broader industry trend. Longer term,
2012 16 17 17 18 68 | er extra cash distribution, as it did earlier bottom-line inroads will likely continue to
2013 17 15 16 17 65| in 2013. An additional $0.12 a share was be modest, absent acquisitions.
2014 | 17 17 18 18 10| paid in the June quarter. The shares, now ranked 4 (Below
Cal- | QUARTERLYDIVIDENDSPAIDB=t | gy | Growth is proving hard to come by. Average) for Timeliness, have some
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year | Prospects for expansion from within have appeal for the income-oriented. A high
2009 | .098 098 098 098] .39| always been modest at the bank, which op- equity-to-assets ratio provides the stock
2010 10 10 10 10 40| erates in a region that over time has seen with more stability than most issues, as
2011 10 1 11 11 43| industry leave for lower-wage domains. well. For certain investors, that may make
2012 12 12 12 24 60| There was some anticipation that drilling this a decent selection to park some cash.
2013 -- 24 13 activity in the nearby Marcellus Shale Robert Mitkowski, Jr. October 11, 2013
(A) Diluted earnings. Next earnings report due | dend declarations in 2012. =Dividend Reinvest- | (C) Intangibles of $178.0 mill. at 12/12, or | Company’s Financial Strength B+
late October. ment Plan available. tShare purchase plan | $1.90 a share. Stock’s Price Stability 95
(B) Dividends historically paid mid-February, | available without broker (must be enrolled in | (D) In millions, adjusted for stock split. Price Growth Persistence 55
May, August, and November. Note: Five divi- | Dividend Reinvestment Plan). Earnings Predictability 70
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TIMELINESS 3 Rises1313 ‘ | Low: | 333| 320| 167| 558| 72.9| 829 Tz%rfgt 2{,‘;? Rzagfg
SAFETY 2 Raised 73010 LEGE DS
.-+« Relative Price Strength 160
TECHNICAL 3 Lowered 101113 | Options: Yes .
haded areas indicate recessions | | | | | [ | | | | | fesmeeedea=—- 120
BETA .75 (1.00 = Market) 100
2016-18 PROJECTIONS FETTRCIEIT ERIITTS 80
i ~ Ann’l Total ""III'“
Price  Gain Return T + 60
High 135 E+eo%g 15% ::'-"!I Rieamns 50
Low 100 (+15%) 8% III“II 40
Insider Decisions l 30
NOT REPORTED . 20
__ _ S U G %TOT. RETURN 9113 | =
U.S. Institutional Decisions .. g THIS  VLARITHY
4Q2012 102013 2Q2013 Percent 12 STOCK INDEX |
B 531 578 554 . - | lyr. -0.8 312 [
:gsg\{ 672 602 628 323;‘3; 2 i Him T s Tkt 3yr. 725 60.1 [
H's(000) 1148537 1131431 1141546 A R RRRRE R IIIIIIIIIII (T Syr 1190 1102
Philip Morris International, Inc. became an | 2003 [ 2004 [ 2005 | 2006 20074 | 2008 [2009 2010 [2011 2013 [2014 | ©VALUELINEPUB.LLC[16-18
independent publicly held company when it - - - - -- | 3176 | 3290 | 3758 | 44.24 46.80 50.20 | 53.15 |Revenues per sh 61.90
was spun off from parent company, Altria . . - - --| 386 | 381 | 455| 555| 586 | 6.45| 7.20|"CashFlow" persh 8.50
Group on March 28, 2008. The spinoff was .- .- -- -- --| 332| 324| 392| 485 | 517| 575| 650 |Earnings persh® 7.80
instituted in order to separate Altria’s| --| .| .| -] .| 100| 224| 244| 282| 324| 349| 384 |DivdsDecldpershCs | 420
domestic and international businesses. All -- -- -- - - 55 38 40 52 64 65 .70 [Cap'T Spending per sh 75
Altria's shareholders of record as of March -- -- -- -- - | 374| 303| 195 13| d2.10| d.60 .65 |Book Value per sh 4.15
19, 2008 received one share of PM for -- -- -- -- --2003.9 [ 1887.2 [ 1801.8 | 1725.9 | 1653.6 | 1615.0 | 1540.0 |Common Shs Outst'g E | 1480.0
every share of MO they owned. - - - - - | 17| 134 132 138 167 Boldfiglresare |AvgAnn'TP/E Ratio 150
-- -- -- -- - 8| 89| 84 87| 107 | \ValuelLine |Relative P/E Ratio 1.00
CAPITAL STRUCTURE as of 6/30/13 -- -- -- -- -- 2.0% 5.1% 4.7% 4.2% 3.8% estimates AVg Ann’l Div'd Yield 4.1%
Total Debt $22815 mil. Duein 5 Yrs $8931 mil. - - - | 48260 | 55096 | 63640 | 62080 | 67713 | 76346 | 77393 | 82000 | 85000 |Revenues ($mill) 97500
LTg;g}ff;ii?g'\'/em 'éTl'g‘gfxf)e?{jfofogo’f“'c'a ) | ] 181% | 17.8% | 17.6% | 16.3% | 16.7% | 17.7% | 18.1% | 19.0% | 20.5% |Operating Margin 21.0%
98, 2o P . . --| 6580 | 7480 | 8420 | 8530 | 9320 | 9930 | 8980 | 950 | 1000 |Depreciation ($mill) 1150
Pfd Stock None -- -- -- | 6146.0 | 6026.0 | 6890.0 | 6342.0 | 7259.0 | 8591.0 | 8800.0 | 9550 | 10550 |Net Profit ($mill) 12250
Pension Assets $5.9 bill. Oblig. $6.0 bill. - - | 22.2% | 28.9% | 28.0% | 29.1% | 27.4% | 29.1% | 29.5% | 32.0% | 335% [Income Tax Rate 36.0%
12.7% | 10.9% | 108% | 10.2% | 10.7% | 11.3% | 11.4% | 11.6% | 12.4% |Net Profit Margin 12.6%
-- -- -- | 4936.0 [ 6501.0 | 4795.0 [3504.0 | 9520 | 620 | d426.0 | d50 | 200 |Working Cap'l ($mill) 900
Common miock 1,618,547,859 shares | o] -] 22220 | 55780 | 11377 | 13672 | 13370 | 14828 | 17639 | 20500 | 18000 |Long-Term Debt ($mill) | 15000
-- -- -- | 14267 | 15401 | 7500.0 | 5716.0 | 3506.0 | 229.0 | d3476 | d1000 | 1000 |Shr. Equity ($mill 6500

37.3% | 28.7% | 37.3% | 33.7% | 45.3% | 59.4% | 65.2% | 51.0% | 57.5% [Return on Total Cap'l 58.5%
43.1% | 39.1% | 91.9% |111.0% [207.0% | NMF | NMF| NMF | NMF |Return on Shr. Equity NMF

MARKET CAP: $138 billion (Large Cap) [ o[ | 431% | 39.1% | 64.4% | 35.3% | 809% | NMF | NMF| NMF| NMF |Retained to Com Eq NMF
CU?{;HH POSITION 2011 2012 6/30/13 | |- -] .- 0% | 68% | 61% | 63% | 54% | 60% | 58% |All Divds to Net Prof 54%
Cash Assets 2550 2983 3586 | BUSINESS:Philip Morris International, Inc. manufactures, sells, and ~ 36.7%, North America, 7.4%. Has 55 factories and 78,100 employ-
ﬁ‘?,‘éﬁ%arelféuzo) g%g% gggg gg%‘ distributes a wide range of tobacco products in markets outside the ees in various international markets. Officers & directors own less
988 1069 088 | United States. The company’s operations are based in Lausanne, than 1% of stock; Capital Research, 6.5%; BlackRock, Inc., 5.6%.
Current Assets 14859 16590 16755 | Switzerland. Brands include Marlboro, Philip Morris, Chesterfield,  (5/13 Proxy). Chairman: Louis C. Camilleri. Chief Executive Officer:
Accts Payable 1031 1103 1045 | and Parliament. 2012 operating profit breakdown: European Union,  Andre Calantzopoulos. Inc.: VA. Address: 120 Park Avenue, New
Debt Due 2206 2781 1256 | 29.6%; Eastern Europe, Middle East and Africa, 26.3%, Asia, York, NY 10017. Tel: 917-663-2233. Internet: www.pmi.com.
Other 11560 13132 12405 - - . - - -
Current Liab. 14797 17016 14706 | Philip Morris International continues exposure to regulatory impediments.

to outperform expectations. The tobac- The company aggressively pursues new
ANNUAL RATES  Past Past Est'd '10-'12 : - A S h
of change (per sh) 10Yr5 svis 101618 | €0 conglomerate has fared admirably in growth opportunities in burgeoning mar-

Revenues - - 65% growing its earnings and cash flow while kets, like West Africa or Southeast Asia.
“Cash Flow" - -~ 80% | operating across a variety of developed This allows for a quick contingency plan
Em@ﬁdss : o 9% | and emerging economies. In the coming when a major market like the United
Book Value . - NMF year, the company is set to return roughly Kingdom or Russia makes headway on im-

$6 billion in dividends and $6 billion plementing stringent bans on smoking and
endar M§U§RTJEEEY3%EVSE§§E3%($Q'e”c)31 vul | through  repurchases to shareholders, marketing. On the other hand, operating
2010 15587 17383 16936 17807 167713 while expanding share earnings by 11%. in a variety of foreign markets also leaves
5011 [6530 20234 20706 18876 (76346 Looking further, we think the company the company considerably vulnerable to
2012 l8022 20037 19592 19742 (17393 | POssesses the ability to weather regulatory onerous currency headwinds. Over the
2013 M8530 20483 20629 22358 |s2000 | headwinds in Japan, Russia, and else- past few months, the relative strength of
2014 [19750 22000 21000 22250 |ss000 | where while also keeping its investors the U.S. dollar has lent itself to this very
Cal- EARNINGS PER SHARE B Ful happy. Actually, the coompany has in- effect. ) ) o
endar |Mar3l Jun30 Sep.30 Dec3l| Year creased its dividend 104% since spinning At its recent trading price, Philip
2000 | 90 107 9 9% |39 off from Altria in 2008. ) _ Morris stock is well suited for income-
2001 | 106 135 135 108 | 485 The near-term earnings picture is oriented holding accounts. The
002 | 125 135 132 125 |517 | bright. Despite a weaker-than-expected neutrally ranked PM equity offers average
2013 | 128 130 144 173 |575 | top line in the most recently reported peri- 3- to 5-year capital appreciation potential.
2014 | 150 175 165 160 |650 | od, Philip Morris will likely bounce back Still, the stock has dipped 6% in price
Cal- | QUARTERLY DIVIDENDS PAIDC= el during the balance of 2013. Confronted since our July report, and a further ebb
endar |Mar31 Jun30 Sep.30 Dec3l| Year with waning sales in some Asian and would turn the issue into an attractive
y - - X European territories, PM, we believe, will long-term capital recovery play. PM's

gg(l)g gg’ gg 2?1 gi g'ﬁ deliver 20%-25% share-profit year-over- hearty and oft-increasing dividend payout

011 | 64 6a 7 77 |2 | Year growth in the second half. and aforementioned share buybacks con-

02 | 77 77 85 's5 | 324 | Its geographically diverse presence tribute to its total return appeal.

2013 | 85 85 8 o4 insulates Philip Morris from over- Robert L. Harrington October 25, 2013
(A) Pro forma data before January 1, 2008. (B) | cally paid in early January, April, July, and Oc- | (E) In millions. Company’s Financial Strength B++
Diluted earnings. Qtly totals may not sum due | tober. = Dividend reinvestment plan available. Stock’s Price Stability 95
to changes in share count. Next earnings | (D) Includes intangibles. At 12/31/12: $13,519 Price Growth Persistence 80
report due late October. (C) Dividends histori- | mil. ($8.18 per share). Earnings Predictability 100
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line gains during the June quarter.

Investors should keep in mind that the
U.S. hurricane season begins on June 1st
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1997|1998 | 1999 | 2000 | 2001 | 2002 2004 | 2005 | 2006 [ 2007 [2008 [2009 [2010 |2011 |2012 {2013 {2014 | ©VALUELINEPUB.LLC |16-18
6.57 6.84 989 | 1181| 1377 | 1410 18.42 2020 | 19.23 | 21.85 | 2458 | 24.62 | 23.14 | 2353 | 2544 | 27.12 | 30.50 | 39.00 |P/C Prem Earned persh | 56.25
114 1.15 132 1.48 1.62 1.53 1.75 214 241 2.94 3.56 3.68 317 319 3.01 2.77 2.50 2.80 |Investment Inc per sh 450
.80 81 87 .62 .39 63 148 1.58 2.69 3.77 7.04 3.88 4.09 454 5.56 2.98 4.25 5.05 | Underwriting Inc per sh 8.75
133 133 154 1.45 151 1.86 227 247 3.67 438 6.52 4.99 470 531 5.60 4.04 4.30 4.25 |Earnings per shA 6.00
.24 .26 .28 .30 32 34 40 51 63 .75 87 97 1.08 114 119 1.26 134 1.38 | Div'ds Decl'd per sh B 1.45
1235| 1413 | 1484 | 1666 | 1692 | 1850 22.02 | 2464 | 2712 | 3116 | 3495 | 3298 | 39.14 | 37.75 | 3869 | 37.45| 39.30 | 44.00 |Book Value per sh 68.75
2159 | 2081| 19.75| 1961 | 1983 | 2468 | 2517 | 2532 | 2555 | 24.27 | 2216 | 2147 | 21.26 | 2096 | 21.16 | 21.26 | 21.00 | 20.00 |Common Shs Outst'g © 16.00
122% | 138% | 113% | 107% | 124% | 141% | 143% | 154% | 170% | 166% | 163% | 163% | 130% | 146% | 159% | 182% Price to Book Value 105%
113 147 109 12.3 139 14.0 138 154 125 118 8.8 10.8 10.8 104 11.0 16.9 | Bold figyres are |Avg Ann'| P/E Ratio 12.0
.65 .76 .62 .80 71 .76 79 81 67 .64 A7 .65 72 .66 69 1.08 Value|Line Relative P/E Ratio .80
16% | 1.3%| 16%| 17% | 15% | 13%| 13% | 13% | 14% | 15% | 15% | 18% | 21% | 21% | 19% | 18% | ="' |AvgAnn'lDivd Yield 21%
CAPITAL STRUCTURE as of 6/30/13 4636 | 511.3 | 4913 | 530.3 | 5445 | 5288 | 4920 | 4934 | 5385 | 576.6 640 780 |P/C Premiums Earned 900
Total Debt $100.0 mill. Duein 5 Yrs $32.0 mill. 60.2% | 59.9% | 51.1% | 48.4% | 35.1% | 46.7% | 41.3% | 40.8% | 37.2% | 47.1% | 44.0% | 46.0% |Loss to Prem Earned 50.0%
(11% of Cap) 31.8% | 32.3% | 34.9% | 34.3% | 36.3% | 37.5% | 41.0% | 39.9% | 41.0% | 41.9% | 42.0% | 41.0% Ex;()jense to Prem Writ 36.0%
o Pt 81% | 7.8% | 14.0% | 17.3% | 28.6% | 15.8% | 17.7% | 19.3% | 21.8% | 11.0% | 14.0% | 13.0% |Underwriting Margin 14.0%
Leases, Uncapitalized Annual rentals $4.7 millon = o t—51 0% | 26.1% | 32.1% | 270% | 306% | 3L0% | 3L7% | 27.6% | 19.7% | 3L0% | 30.0% Income Tax Rate 30.0%
No Defined Benefit Pension Plan 58.6 64.4 969 | 1098 | 166.7 | 1086 | 101.7 | 1102 | 120.3 87.1 90.0 85.0 | Net Profit ($mill) 95.0
34% | 36% | 37% | 41% | 48% | 52% | 44% | 3.8% 35% | 33% | 3.3% | 3.5% |Invinc/Total Inv 5.0%
Pfd Stock None 2134 | 2469 | 2736 | 2771 | 2627 | 2419 | 2539 | 2515 | 2695 | 2645 | 2800 | 3075 |Total Assets ($mill) 4000
5541 | 6237 | 6929 | 7563 | 7744 | 7082 | 8323 | 7914 | 8189 | 796.4 825 880 |Shr. Equity ($mill) 1100
Common stock 21,847,721 shs. 10.6% | 103% | 14.0% | 145% | 21.5% | 15.3% | 12.2% | 139% | 14.7% | 10.9% | 11.0% | 9% |Return on Shr. Equity | B8.5%
MARKET CAP: $1.7 billion (Mid Cap) 89% | 84% | 11.8% | 12.1% | 18.9% | 12.4% | 9.5% | 10.1% | 11.6% | 7.6% | 7.5% | 6.5% |Retainedto Com Eq 6.5%
EINANCIAL POSITION 2011 2012 6/30/13 16% | 19% | 16% | 16% | 12% | 19% | 22% | 27% 21% | 31% | 31% | 32% |All Div'ds to Net Prof 24%
Borf?i’g“') 1406.6 1390.3 1400.2 | BUSINESS: RLI Corp., through its subsidiaries RLI Insurance and ~ cense Express Services, Inc. Has 841 employees. State Street
Stocks 388.7 375.8 416.8 | Mt Hawley, writes multiple lines of insurance on an admitted basis owns 10.1% of common stock; Neuberger Berman, 9.1%; Kayne
Other 899.9 8785 _858.7 | in all 50 states. Also underwrites specialty property and casualty in-  Anderson Rudnick, 7.6%; BlackRock, 7.0%; off. & dir., 5.9%. (3/13
Total Assets 2695.2 2644.6 2675.7 | surance on an admitted basis and excess and surplus business on  proxy). President, Chairman, and CEO: Jonathan E. Michael. Incor-
Unearned Prems 3413 369.3 429.9 | a non-admitted basis. Underwrites earthquake risks (in California). porated: lllinois. Address: 9025 North Lindbergh Drive, Peoria, II-
gfﬁgr“’es 1%32% légg g 1%(1)%2 Other companies in the group include: Replacement Lens, Inc.; Li-  linois 61615. Telephone: 309-692-1000. Internet: www.rlicorp.com.
Total Liab'ties 1876.3 18483 1851.0 | RLI Corp. registered strong bottom- pect an increase in the loss ratio in 2014.

of change (persh)  10Yrs.  5Yrs.  to'16-18 | Earnings from operations, which exclude
Premium Inc 6% 3.0% 14.0% capital gains and losses from the invest- and runs through November 30th, so this
E‘;’ﬁﬁ;g‘;ome a5 op 50% | ment portfolio, climbed 8.5% relative to could result in increased catastrophes dur-
Dividends 14.0% 10.0% 35% | the year-ago figure. We attribute the rela- ing that period. Investment income should
Book Value 80% 40% 105% | tive outperformance to a 130-basis-point rebound moderately next year, assuming

cal- | NETPREMIUMS EARNED (§ mill) Full | improvement in the combined ratio (the that interest rates trend higher.

endar [Mar.31 Jun.30 Sep.30 Dec.3l| Year | SUmM of the loss and expense ratios), during We expect earnings to approach $6.00

2010 | 1163 1218 1283 1270 | 4934 | the period. This item came in at 83.4%, a share by 2016-2018. We look for the

2011 |1161 1308 1466 1450 | 5385 | which is markedly better than the indus- economy to continue to rebound going for-

2012 |137.3 1416 149.9 1478 | 5766 | try average and implies the company gen- ward, which should enable the company to

2013 |1442 1546 165 1762 | 640 | erated $16.60 in pretax income for every continue to raise rates. RLI's underwriting

2014 [180 190 200 210 780 | $100 in policies insured. Net premiums margin should remain profitable, barring

cal- EARNINGS PER SHARE A Ful | €arned also climbed 9.2% compared to an overage of catastrophes, thanks to
endar |Mar.31 Jun.30 Sep.30 Dec.31| vear | 2012, thanks to rate increases across management’s stringent standards.

2010 94 152 119 166 | 531| many segments. These positive factors These shares are now ranked to be

2011 | 111 191 123 135 | 560 helped to counteract sluggish net invest- market laggards in the year ahead.

2012 9% 117 102 89 | 404| ment income comparisons (down 13.3%), This reflects the stock’s unexciting relative

2013 | 1.04 127 96 103 | 430| resulting from depressed reinvestment performance in recent months. Moreover,

2014 | 1.02 111 105 107 | 425| yields on bonds. RLI stock now trades at the upper end of

Cal- | QUARTERLY DIVIDENDS PAIDB = rull | We look for a slight decline in share our 3- to 5-year Target Price Range. We
endar |Mar.31 Jun.30 Sep.30 Dec.3l| Year | Nnet next year, though we believe this look for the insurer’s price-to-book ratio to

2009 | 26 27 27 27 107| requires an explanation. Catastrophe contract toward the industry average over

2010 | 28 28 29 29 114 | losses industrywide have been relatively that time frame. Investors can find more

2011 | .29 30 30 30 119 | low thus far in 2013, and RLI has been no enticing values in the insurance industry

2012 | 30 32 32 32 1.26 | exception. We don't believe this trend is at present.

2013 | .32 34 34 sustainable longer term, and therefore ex- Alan G. House September 13, 2013
(A) Dil. egs. Excludes cap. gains and losses | '08, ($1.39); '09, ($0.38); '10, 69¢; '11, 49¢; 12, | available. Excludes special dividend of | Company’s Financial Strength B++
beginning in 2002. Excludes extraordinary | 75¢. Next egs. report due early Nov. $7.00/share paid on 12/29/10; $5.00/share | Stock’s Price Stability 95
gain; '01, 8¢. Excludes nonrecurring | (B) Divids. historically paid in mid-March, June, | paid 12/20/11; $5.00/share paid 12/20/12. Price Growth Persistence 85
(charges)/gains: '02, (11¢); '06, 89¢; '07, 39¢; | Sept., and Dec. = Div'd. reinvestment plan | (C) In mill., adj. for stock splits. Earnings Predictability 70
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1997|1998 (1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 [ 2006 | 2007 {2008 [2009 [2010 [2011 [2012 (2013 |2014 | ©VALUELINEPUB.LLC|16-18

2003 | 2381| 2646 | 2651 | 27.18| 27.27| 3163 | 3272 | 3348 | 3548 | 38.72 | 41.04 | 40.05 | 4396 | 50.13 | 51.85| 60.55 | 63.50 |Sales per sh 71.65

1.55 1.65 1.85 1.76 1.88 2.02 232 2.73 2.90 3.06 3.45 3.62 3.98 412 5.03 457 5.75 6.30 |“Cash Flow" per sh 740
.69 .60 .67 49 53 g1 80 113 1.26 137 161 1.72 2.07 1.89 2.75 2.17 3.00 3.40 |Earnings per sh A 4.15
-- -- -- -- -- -- -- 11 20 24 32 .34 .38 42 44 A48 .56 .62 |Div'ds Decl'd per sh B .75
.82 118 1.25 1.26 1.30 1.63 1.45 1.39 1.20 1.62 2.05 1.62 1.30 151 247 1.72 2.25 2.45 |Cap’l Spending per sh 3.00

d.89 d.78 d.69 d.29 21 87 1.65 2.80 3.67 488 6.63 6.90 8.96 7.92 940 | 10.89 | 11.20 | 13.35 |Book Value persh € 21.95

7545 | 73.03| 7019 | 7081 | 7141| 7292 7309 | 7398 | 7454 | 7518 | 7548 | 76.05 | 7657 | 69.88 | 70.00 | 69.20 | 62.00 | 61.00 |Common Shs Outst'g © | 60.00

12.0 119 72 5.2 8.2 10.7 9.0 10.2 12.6 142 16.4 144 12.1 16.2 141 19.7 | Bold figyres are |Avg Ann’l P/E Ratio 16.0
.69 .62 41 34 42 58 51 54 67 a7 87 87 81 1.03 88 1.26 ValuejLine Relative P/E Ratio 1.05
- - - - - - | Lo | 13% | 12% | 12% | 1.4% | 15% | 14% | 11% | L11% | ""P*S |avg Ann'l Divid Yield 11%

CAPITAL STRUCTURE as of 6/30/13 2312.2 | 24204 | 2495.6 | 2667.5 | 2923.0 | 3121.0 | 3066.8 | 3071.5 | 3509.2 | 3588.3 | 3755 | 3875 |Sales ($mill) 4300
Total Debt $1878.3 mill. Due in 5 Yrs $1163 mill. | 12.49 | 13.1% | 13.2% | 13.4% | 13.8% | 13.5% | 14.5% | 14.6% | 14.8% | 13.9% | 13.5% | 14.0% |Operating Margin 15.0%
(LJTDlsf’gﬁgg85;“;”Tot;ﬂg:‘%g:ég“i";gﬂ) 1107 | 1185 | 1212 | 1262 | 1380 | 1440 | 1453 | 1429 | 1588 | 1650| 170| 175 |Depreciation ($mill 195

: e i (7%% of Capl) | 986 | 832 947 1040 | 1228 | 1316 | 1504 | 1446 | 1932 | 15L3| 185| 210 | Net Profit (Smil) 245

Leases, Uncapitalized: Annual rentals $32.6 mill. 40.0% | 41.2% | 39.1% | 33.0% | 36.5% | 35.7% | 35.6% | 34.8% | 33.4% | 32.4% | 34.0% | 34.0% |Income Tax Rate 34.0%

25% | 34% | 38% | 3.9% | 42% | 42% | 52% | 47% 5.5% | 42% | 4.9% | 54% |Net Profit Margin 5.7%

Pension Assets-12/12 $633.3 mill. ) 1945 | 2115 | 2003 | 284.8 | 2803 | 282.4 | 489.9 | 4404 | 7382 | 6759 | 500 | 545 |Working Cap'l ($mill) 585
bid Stock None Oblig. $672.4mill. | 9539 | 8199 | 6995 | 9202 | 8796 | 7260 | 7733 | 890.7 | 12885 | 14160 | 1350 | 1350 |Long-Term Debt ($mill) | 1300
Common Stock 63,400,783 shs. 1208 | 2074 | 2734 | 3665 | 5001 | 524.6 | 6858 | 5536 | 6580 | 7536 695 | 815 |Shr. Equity ($mill 1320
as of 7/31/13 8.7% | 10.5% | 11.9% | 10.2% | 11.0% | 12.5% | 12.6% | 11.8% | 11.3% | 8.2% | 9.0% | 9.5% |Returnon Total Cap'l 9.5%

48.5% | 40.1% | 34.6% | 28.4% | 24.6% | 25.1% | 23.2% | 26.1% | 29.4% | 20.1% | 27.0% | 25.5% |Return on Shr. Equity 19.0%

MARKET CAP: $3.0 billion (Mid Cap) 48.5% | 36.1% | 29.2% | 23.5% | 19.7% | 20.1% | 19.0% | 20.4% | 24.6% | 15.6% | 22.0% | 21.0% |Retained to Com Eq 15.5%
CUR$|$W||ELI\ET POSITION 2011 2012 6/30/13 - 10% | 16% | 17% | 20% | 20% | 18% | 22% | 16% | 22% | 19% | 18% |All Div'ds to Net Prof 18%
Cash Assets 397.1 465.6 113.2 | BUSINESS: Silgan Holdings, Inc. manufactures consumer goods 9,000 employees. Offs & dirs own 30.9% of outstanding common
Receivables 339.9 326.7  448.6 | packaging products. It produces steel and aluminum containers for shares; FMR LLC and related parties, 8.4%; JPMorgan Chase &
Ion%eenrtory (LIFO) 523% 5%82 7%%8 human and pet food; metal, composite, and plastic vaccum Co., 10.0%; Wellington, 5.8% (4/13 Proxy). Pres. & CEO: Anthony
Current Assets 1333:7 1378:5 1346:4 closures for food and beverage products; and custom designed J. Allott. Co-chairmen: R. Philip Silver & D. Greg Horrigan. Inc: DE.
Accts Payable 319.3 621 61.8 plastic containers, tubes and closures for a varigty of end markets. Add: 4 Landmark Square, Suite 4001 Stamford, CT 06901. Tele-
Debt Dué 87.8 2553 619.5 | The company operates 81 manufacturing facilities. Has around phone: 203-975-7110. Internet: www.silganholdings.com.

85;;2“‘ Liab. égg:g’ ggg:g 13%:2 Silgan Holdings should post good re- closure market, which offers attractive

sults in the September period. Strong business prospects. Looking ahead, we

AfN'G‘UAL RAThES 1535‘ 5P$St ES:"’,l’lel'élZ metal food container volumes, thanks to a would not be surprised to see Silgan make
ofchenge persh) 1oxre, - SYis, 01618 1 good food harvest, should offset recent another purchase in the near term.

“Cash Flow” 95%  80%  85% challenges in Venezuela. (The supply of The company refinanced debt. The
Eiﬁ\l/fi'gilggss 14.5% %g-g‘gf 18-8‘;? steel in that country has been constrained, packager sold new senior notes under
Book Value 43.0% 13.0% 15.0% | Which limited production at Silgan's opera- more-favorable terms to retire some of its

- tions there.) Thus, we estimate sales of existing debt in an effort to improve its fi-

Cal- QUARTERLY SALES (§ mill Full | $1.2 billion and earnings of $1.32 a share nancial flexibility.
endar |Mar.31 Jun.30 Sep.30 Dec.31] Year | j the key September period. Longer term, we envision earnings

2010 | 6640 6938 10021 7116| 30715 The bottom-line momentum ought to reaching the $4.15-a-share level by

%gﬁ ;ggi ggi% ﬁ‘e‘gg gggg gggg% continue in the coming months. Food 2016-2018. Silgan has shifted its focus

2013 | 7957 8800 1200 8793/ 3755 | &N volumes should remain healthy for the toward higher-return projects. This more

2014 | 815 900 1235 925 | 3875 | duration of the year. What's more, the dif- selective approach to capital deployment

" ficulties in the Venezuelan market appear ought to benefit long-term profits. Also,

Cal- EARNINGS PER SHARE Ful | to be behind the company. Moreover, the the Plastics business should strengthen
endar | Mar.31 Jun.30 Sep. 30 Dec. 31| Year | aqtjcs business will likely continue to im- due to improved market conditions and

2010 | 35 48 84 .22 | 189 prove. Therefore, both the top and bottom the aforementioned acquisition. All told,

%8% % E ﬁg ig %E lines should easily top their prior-year tal- we project share net may well advance at

2013 28 2 132 ‘68 | 300 lies in the fourth quarter. For the full a double-digit clip in the years ahead.

2014 55 75 140 70 | 340 Year. sales of nearly $3.8 billion and earn- These_- shares are timely. Thu_s, near-

S PAID? ings of $3.00 a share would represent an term investors may want to consider this

Cal- M Qlé/;RTJERL\ggIVgJENgo Dec.3l Full | impressive performance, given the afore- issue. However, we suggest investors with
endar_|Mar.31 Jun.30 Sep.30 Decsl| Year | ,ontinoned challenges. a long-term view look elsewhere. At the

%g?g (1)82 ggg ggg ggg 22 Silgan purchased Portola Packaging. current quotation, this stock does not

S0t | 11 1 ETaRT! o It paid $266 million in cash and debt for stand out for capital appreciation potential

2012 | 12 k) 1 48| the mgnufacturer. ‘The acquisition bolsters over the 3- to 5-year pull.

2013 | 14 14 14 SLGN's presence in the European plastic Richard J. Gallagher September 27, 2013
(A) DiIutedogaEréin%sg. Igécludgi gonrggurg‘rtlg SB) Divi%egds histgrigally paid mid-Mar, mid- | (D) In millions, adj. for splits. gomlgang’_s Figanbc_il_al Strength %E
items, net: ' ;) ;) ;) ; | June, mid-Sept, mid-Dec. tock’s Price Stabilit
11 20¢. Mayynotv sunyw(dug)yto rf)ur?cyiing.’ g\le;i ©) Includes Irr)'n’angibles. In '12: $682.8 million, Price Growth Persistgnce 95
earnings report due late October. $6.87/share. Earnings Predictability 80
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ANNUAL RATES  Past

Past Est'd '10-'12

of change (per sh) 10 Yrs. 5Yrs.  t0'16-18
Revenues 15.0% 185%  10.0%
“Cash Flow” 18.0% 18.5% 11.0%
Earnings 26.5% 19.5% 12.0%
Dividends - - - - Nil
Book Value 175% 15.0% 17.5%
Cal- QUARTERLY REVENUES ($ mill.) Full
endar [Mar.31 Jun.30 Sep.30 Dec.31| VYear
2010 3352 347.7 3630 393514394
2011 3981 4104 4209 446.6]1676.0
2012 460.1 469.0 4805 503.6(1913.2
2013 5138 5265 537 547.7| 2125
2014 565 570 590 600 | 2325
Cal- EARNINGS PER SHARE A Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| VYear
2010 .57 .62 .65 .69 2.53
2011 .68 .69 g1 .76 2.84
2012 a7 81 84 .38 3.30
2013 .38 93 93 .96 3.70
2014 99 102 105 1.09 4.15
Cal- QUARTERLY DIVIDENDS PAID Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year
2009

2010 NO CASH DIVIDENDS

2011 BEING PAID

2012

2013

Stericycle stock has been on a tear in
2013. The issue recently hit an all-time
high of $119.59 in late July, as consistent-
ly strong revenue and earnings growth
over the past several quarters, coupled
with a promising outlook for the coming
periods, have likely propelled the stock
price.

Still, we have lowered the equity’s
Timeliness rank to 4 (Below Average)
from 3 (Average), as we expect the
shares to cool off a bit versus the
broader market’s year-ahead perform-
ance. SRCL has pulled back slightly in
the weeks following the company’s second-
quarter earnings release. Although
Stericycle’s results were solid, our impres-
sion is that investors have taken profits in
an attempt to lock in solid gains, as man-
agement essentially held guidance in line
with previous expectations. Moreover,
while the stock typically commands a
premium-to-market average P/E multiple,
investors may well err on the side of cau-
tion absent any indication of a specific
earnings catalyst that would support the
presently higher-than-usual ratio. Fur-
thermore, this lofty valuation leaves little
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to Sel 175 212 199 | yaded 10 MM e L D Ty T [ . 3yr. 840 636 [
HUS(000)_78027 76026 76295 I I III I IIII I T RTRRRAAL LA A TR YT Sy 940 %27
1997|1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 2006 [ 2007 | 2008 |2009 |2010 [2011 [2012 |2013 |2014 | ©VALUELINEPUB.LLC| 16-18
110| 153| 226| 532| 484| 497| 560| 577 6.90 892 | 1067 | 1271 | 1390 | 1689 | 19.79 | 22.25 | 24.95| 27.35 |Revenues per sh 34.50
11 22 38 67 67 79| 103| 112| 130| 153 | 18| 220 | 261 | 302| 351 | 398| 425| 495 |“CashFlow" persh 6.60
.04 14 20 22 29 55 72 85| 104| 121| 143| 173 | 209 | 253 | 284| 330| 370 4.15 Earnings pershA 5.65
.- -- -- -- -- -- -- -- -- -- -- -- -- - Nil Nil | Div'ds Decl'd per sh Nil
.03 10 .06 19 21 18 26 37 30 41 55 56 A7 57 63 .76 75 .85 [Cap’l Spending per sh 1.00
108| 123| 201| 221| 314| 400| 491| 554| 591 | 706 817 | 7.86 | 1012 | 1267 | 1449 | 1793 | 20.70 | 24.95 |Book Value per sh 39.30
4189 | 4346| 58.66| 60.84 | 7416| 80.77| 80.87 | 8946 | 8830 | 8850 | 87.41 | 8525 | 8472 | 8524 | 84.70 | 85.99 | 85.00 | 85.00 |Common Shs Outst'g® | 84.00
NMF| 286| 180| 27.7| 391 299| 295| 278| 255| 274 331 | 322 | 242| 251 | 298| 27.0| Bold figres are |Avg Ann’l P/E Ratio 25.0
NMF 1.49 1.03 1.80 2.00 1.63 1.68 147 1.36 148 1.76 1.94 1.61 1.60 187 171 ValuejLine Relative P/E Ratio 1.65
-- -- -- -- -- -- -- -- -- -- .- -- .- -- .- - estimates Avg Ann’l Div'd Yield Nil
CAPITAL STRUCTURE as of 6/30/13 . 4532 | 516.2 | 6095 | 789.6 | 932.8 | 1083.7 | 1177.7 | 1439.4 | 1676.0 | 19132 | 2125 | 2325 |Revenues ($mill) 2900
Total Debt $1318.6 mill. Due in 5 Yrs $873.0 mill. | 31,79 | 32.4% | 31.1% | 20.4% | 29.2% | 29.1% | 31.0% | 30.9% | 29.3% | 26.9% | 28.5% | 28.5% |Operating Margin 29.0%
b:thgvtefgg?gGT)'"- LT Interest TEZJSSI'&W 173 | 208| 214| 270| 8L1| 341 | 400| 370 | 498| 542 57.0| 60.0 |Depreciation (mil) 700
Leases, Uncapitalized: Annual rentals $85.5 mill. 65.8 78.2 93.1 108.7 1285 153.1 180.9 | 220.1 2479 288.0 320 360 | Net Profit ($m|II) 485
39.5% | 39.2% | 39.1% | 39.0% | 38.1% | 37.6% | 37.4% | 36.0% | 35.0% | 35.3% | 35.0% | 35.0% |Income Tax Rate 35.0%
No Defined Benefit Pension Plan 14.5% | 15.1% | 15.3% | 13.8% | 13.8% | 14.1% | 15.4% | 153% | 14.8% | 15.1% | 15.1% | 15.5% |Net Profit Margin 16.7%
287 | 323| 452 | 766| 606 | 448 | 258 | 602 | 637| 1102 220 440 |Working Cap'l ($mill) 1000
Pfd Stock None 1630 | 1904 | 3488 | 4431 | 6138 | 753.8 | 9229 |1014.2 | 1284.1 | 1268.3 | 1000 | 800 |Long-Term Debt ($mill) 300
Common Stock 85,890,966 shs. 4288 | 4954 | 5216 | 6251 | 7141 | 6705 | 857.2 | 1080.4 | 1227.3 | 1541.8 | 1760 | 2120 |Shr. Equity ($mill) 3300
as of 8/5/13 12.1% | 12.2% | 11.4% | 11.5% | 10.9% | 11.9% | 11.1% | 11.4% | 10.9% | 12.0% | 12.5% | 13.0% |Return on Total Cap'l 14.0%
MARKET CAP: $9.9 billion (Large Cap) 15.3% | 15.8% | 17.8% | 17.4% | 18.0% | 22.8% | 21.1% | 204% | 20.2% | 18.7% | 18.0% | 17.0% |Return on Shr. Equity 14.5%
CURRENT POSITION 2011 2012 6/30/13 | 16.6% | 15.8% | 17.8% | 17.4% | 18.0% | 22.8% | 21.1% | 20.4% | 20.2% | 18.7% | 18.0% | 17.0% |Retained to Com Eq 14.5%
SMILL. .. .. .. .. .. .. .. .. .. . i i iV’ i
Cas(h Ass)ets 2o 318 184 Nil Nil Al Div'ds to Net Prof Nil
Receivables 290.4 3222 361.9 | BUSINESS: Stericycle Incorporated is the largest provider of Europe, and Latin America. Has 175 processing centers and 154
Inventory o iy - | regulated medical waste management services in the United transfer sites. Has roughly 11,122 employees. 2012 depreciation
Other 773 87.3 87.5 ) . . . a0 ) 1 0
Current Assets 3906 4413 4678 States, as well as the only company in the industry Wlth. a national rate: 8.3%. Officers and directors own 4.1% of stock (4/13_proxy).
Accts Payable 66.6 742 gg.4 | presence. The company p_rowdes m_edlcal waste collection, trans-  Chairman: Jack W. Schuler. President & CEO: Mark C. Miller. In-
Debt Due 1005 87.8 72.4 | portation, treatment, and disposal to its approximately 485,000 cus-  corporated: Delaware. Addr.. 2816 North Keith Drive, Lake Forest,
Other 159.8 169.1  153.2 | tomers in the continental United States, Puerto Rico, Canada, lllinois 60045. Tel.: 847-367-5910. Internet: www.stericycle.com.
Current Liab. 3269 3311 314.0

room for 3- to 5-year price appreciation.
From a performance standpoint, how-
ever, revenue and earnings growth
should remain firm. Indeed, Stericycle is
poised to benefit from solid across-the-
board top- and bottom-line gains. The core
business has been strong, thanks to favor-
able demand for both its small-quantity
and large-quantity accounts domestically
and abroad. We attribute much of this pos-
itive performance to more customers im-
plementing multiple services, including its
StrongPak, Steri-Safe, Pharma Waste, and
Sharps programs. We expect increased
regulatory requirements to sustain and
drive customer demand for Stericycle’s
regulated waste and compliance offerings
over the long haul. Furthermore, the com-
pany’s voracious acquisition strategy con-
tinues to contribute nicely to the top line,
with roughly $100 million in added reve-
nue, year to date. Specifically, we believe
the company’s strong free-cash-flow gener-
ation ought to continue to support its ag-
gressive acquisition model going forward,
which should increase market share and
global exposure.

Simon R. Shoucair August 30, 2013
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(A) Diluted earnings. Excludes nonrecurring

gains/(losses): '01, 5¢; '02, 8¢, 05,
(8¢); '07, (12¢); 08, (5¢); '09, (6¢);
12, 22¢. Extraordlnary loss: 01,

(57¢), 'O
'10, (14¢);
16¢. Next

earnings report due late Oct. From 2007 on-
6, | ward our earnings presentation includes acqui-
sition related charges.

(B) In millions, adjusted for splits.
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SAFETY 2 Raised 122011 LEGE DS
.-+« Relative Price Strength 128
TECHNICAL 3 Lowered 71913 | Oplions: Yes .
aded areas indicate recessions 96
BETA .60 (1.00 = Market) 80
2016-18 PROJECTIONS TTITLR i B B - T 64
) Ann’l Total " 48
Price  Gain Return LA 40
High 80 (+30%g 7% L 3
Low 60 (-5% -1% 1l AR
Insider Decisions 2
ONDJFMAMIJ
toBly 00 000O00OO 16
Options 2 3 8 3 3 5222 |12
foSel__2 69336432 9% TOT. RETURN 7/13
Institutional Decisions W S S THIS VL ARITH
2012 4Q2012  1Q201 e ety o STOCK  INDEX
10Buy e Y e Percent 18 T 1y 281 364 [
to Sell 148 157 163 | traded 6 11PN Y LI Y Y FRTIOY Y 3yr. 1168 636 [
Hids(000) 152834 156047 158234 TR Sy  — 927
Insurance Service Offices Inc. was formed | 2003 | 2004 | 2005 | 2006 | 2007 2008~ 2009 12010 [2011 |2012 |[2013 2014 | ©VALUELINEPUB.LLC|16-18
in 1971 as an advisory and rating organiza- 570 | 669 | 811| 95| 10.25| 11.10 |Revenues per sh A 15.20
tion for the Property and Casualty insurance 105 | 183 | 220| 258| 290| 320 |“CashFlow" persh 4.40
industry to develop programs and help J0| 130 | 163| 192| 205| 235 Earningspersh® 340
these companies meet state regulatory re- - - . . Nil Nil | Div'ds Decl'd per sh Nil
quirements. In October, 2009, the company, 22 23 36 44 70 55 [Cap'l Spending per sh 60
now called Verisk Analytics, completed its d19 | d67 | d60| 152| 275| 475 |Book Valuepersh C 11.90
IPO by selling 98.0 million shares at $22.00 180.05 | 170.06 | 164.29 | 167.73 | 168.00 | 168.00 |Common Shs Outst'g D | 160.00
through a syndicate led by Bank of America 407 225 210| 244 Bold figlres are |Avg Ann'l PE Ratio 200
Merrill Lynch and Morgan Stanley. 271 | 143 | 132| 156| ValuelLine |Relative PJE Ratio 135
CAPITAL STRUCTURE as of 6/30/13 - - - | S |Avg Ann'l Divd Yield Nil
Total Debt $1404.8 mill. Due in 5 Yrs $417.0 mill. 8022 | 8936 |1027.1 |1138.3 | 1331.8 | 15343 | 1720 | 1865 |Revenues ($mill) 2430
LTTogj’?r:grlezsﬁigvrgr'g . %T4'xme7f§§/t fzgé? T'”' 411% | 40.9% | 35.4% | 44.7% | 44.2% | 45.4% | 445% | 45.0% |Operating Margin 44.5%
( ge: 8.4) (78% of Cap') 581 548 618 | 681 | 786 1042| 135 135 |Depreciation ($mill 155
Leases, Uncapitalized Annual rentals $32.2 mill. 154.4 159.9 126.6 242.6 282.8 329.1 350 405 | Net Profit ($m|||) 555
Pension Assets-12/12 $421.1 mill. 40.0% | 43.2% | 52.1% | 40.4% | 38.6% | 36.6% | 37.5% | 38.0% [Income Tax Rate 38.0%
Oblig. $460.5 mill. 19.2% | 17.9% | 12.3% | 21.3% | 21.2% | 21.5% | 20.3% | 21.7% |Net Profit Margin 22.8%
Pid Stock None d165.3 | d336.0 | d749 |d480.5 | 1040 | d1948 | 200 100 |Working Cap'l ($mill) 240
403.2 | 4504 | 5275 | 401.8 | 1100.3 | 1266.2 | 1100 | 1100 |Long-Term Debt ($mill) 800
Common Stock 167,915,445 shs. d245 | d260.3 | d34.9 | d1144 | d985 | 2556 460 800 |Shr. Equity ($mill) 1900
as of 7/26/13 436% | NMF | 28.9% | NMF | 30.9% | 23.6% | 25.0% | 23.0% |Return on Total Cap’l 21.5%
. - - -- - -- - NMF |  NMF |Return on Shr. Equity 29.0%
MARKET CAP: $10.4 billion (Large Cap) NMF | NMF |Retained to Com Eq 200%
CUF(*$F§A$LNLT) POSITION 2011 2012 6/30/13 Nil | Nl |All Div'ds to Net Prof Nil
Cash Assets 196.7 947  176.8 | BUSINESS: Verisk Analytics, Inc. provides information about risk. It~ healthcare, supply chain and government. Has 6,495 employees.
ﬁ‘?l‘éﬁ%arele(,s:wo) 1533 1784 1865 | ffers risk assessment services (38% of 2012 revenues) for U.S. Officers and directors own 4.7% of Class A stock; Company ESOP,
Other 1037 1175 130.3 | property and casualty insurers. Decision Analytics (62%) helps cus-  10.2%; Morgan Stanley, 5.3% (4/13 proxy). Non-Exec. Chairman:
Current Assets 7537 3906 4936 | tomers understand and manage risks such as loss protection, fraud  Frank J. Coyne. CEO and Pres. Scott G. Stephenson. Inc.: DE. Ad-
Accts Payable 1630 187.6  157.9 | detection and prevention, and loss quantification. Key industries dress: 545 Washington Blvd., Jersey City, N.J. 07310. Tel.: 201-
Bﬁ?t Due 181 1 %ggg %ggg served are property and casualty insurance, reinsurance, mortgage,  469-2000. Internet: www.verisk.com.
cUrﬁ;m Liab. 3297 5854 tg51 | We're looking for Verisk’s share net to The company’s financial executives
———— fall in the $2.05 to $2.10 range this are keeping busy. During the second
é\fmﬁgﬁp’;’g?s 1E’$f; fast Estd 10°12] year. The earnings improvement will like- quarter, the company paid down $45 mil-
Revenues - - 11.5% ly be led by the healthcare group, which lion of debt. (Subsequently, another $100
“Cash Flow" - == 120% | will probably show a 20% top-line gain in million was repaid.) At June 30th, the
Eamings - o 180% 12013 (and also in 2014). Furthermore, the company’s debt to pro forma EBITDA ratio
Book Value . - NMF company is winning sizable contracts with was 1.9 times, just under management’s
major existing and new customers. Verisk 2.0 target. Verisk is willing to go above
ol M%%TE?%%%VEQS;)E%ngI)”e)c a1| T4l | also has favorable results in both the risk that level if the appropriate significant ac-
2010 12761 2817 2873 2932 11383 assessment and decision analytics seg- quisition becomes available. (The company
5011 13128 3273 3401 3516 |[33Lg | Ments tied to the insurance industry, ~recently passed on some major deals.)
2012 13465 3732 3989 4157 |15343 | Argus has good growth potential. This Small acquisitions, though, are likely. In
2013 |4033 4213 4444 451 |1720 | operation serves as a trusted neutral in- the meantime, the company will continue
2014 |440 455 480 490 |1865 | termediary for the credit card industry, to repurchase shares. It spent $116 million
Cal- EARNINGS PER SHARE & Ful using a contributory data model to create in the second quarter. More repurchases
endar |Mar31 Jun.30 Sep.30 Dec3l| Year analytics that are deeply embedded in the are likely since $300 million was added to
2010 29 31 u 36 | 130| customers process. (Verisk plays a similar the buyback authorization, now totaling
2011 37 % " W7 | 183 role for property and casualty insurers.) $307 million. ] )
2012 a4 23 48 ‘57 | 19o| Argus is likely to realize mid-teens growth Like many information service com-
2013 | 47 49 54 55 | 205| this year (to over $70 million in revenues), panies, Verisk is not on the bargain
2014 53 55 62 65 | 235| with future gains also coming from inter- counter. Among its favorable character-
Cal- QUARTERLY DIVIDENDS PAID el national expansion and partnering op- istics are strong positions in its customers’
endar |Mar3l Jun30 Sep.30 Dec3l| Year portunities. ) ) key decision-making processes, a good ac-
5009 Significant investments are being quisition record, and robust profit mar-
2010 NO CASH DIVIDENDS made in several sectors. These include gins. But we would become more construc-
2011 BEING PAID catastrophe modeling, a unified healthcare tive about investing in Verisk if the shares
2012 platform, aerial imagery, and supply chain pulled back 15% in price.
2013 analytics. Jerome H. Kaplan August 30, 2013

(A) Pro-Forma figures prior to 2009. (B) Diluted
earnings. Based on GAAP. Next earnings
report due early November.

(C) Incl. intangibles as of 12/31/12: $1.77 bil-
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lion, or $10.54/sh. (D) In millions.

Company’s Financial Strength B+
Stock’s Price Stability 100
Price Growth Persistence 70
Earnings Predictability NMF

To subscribe call 1-800-833-0046.

of 22
3.13



WPD-6 (20)
Page 21 of 22

RECENT 33 PE 9 (Trailing: BO)REAVE 1 4010 1 () X313
WASTE CONNECT'ONS NYSE-WCN PRICE 4 . 5 RATIO 5.4 Median: 21.0,/ | PIE RATIO YLD U7
mecness S e | 0] 3] 58] 53T 0T i) BE] 03] BI| B8 5 b7 55 Tget e Rnge
SAFETY 3 Newsisiot LEGENDS
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BETA .75 (1.00 = Market) 3-for-2 split  3/07 80
2016-18 PROJECTIONS__| optons Nes - 64
. Ann’l Total | Shaded areas indicate recessions 48
Price Galrfl’ Reztg/rn YD) I Y0 N N ELEELE ket 40
R e — 2
Insider Decisions 4 o 24
ONDJFMAMI JPSPTITOL L I
By 000000000 T uﬂ'ﬂ""/'/\\/mli'”lll 16
W% 3610983250 . 12
Institutional Decisions ||.|||/||-I41|TJW e . w /DTOTTEETUS/’E‘AQ&«
o - o e STOCK INDEX
way 100 96 os | bomcent %6 — 8 1y Rr %4
to Sell 106 116 110 | yaded 12 AHTHeal Libiere=™ Sesed it RIIITHR [ 3yr. 751 636 [
HU'(000) 112137 114586 112785 \ ||||||||mm|| I||| [ AIIHIHTT III|II|III 1101111 L P T L LY Sy 837 927
1997|1998 | 1999 | 2000 | 2001 | 2002 2005 | 2006 2008 [2009 [2010 | 2011 [2012 [2013 {2014 | ©VALUELINEPUB.LLC |16-18
170 | 256| 341 409| 527 5.82 5.88 7.00 | 805 9.53 8.76 | 10.11 | 11.58 | 1357 | 1351 | 1560 | 16.90 |Revenues per sh 21.60
21 42 64 82| 102| 116| 124| 146| 153 | 184| 168| 211 | 256 | 302| 300| 365| 4.00|"“CashFlow"persh 5.30
.07 23 36 42 58 64 71 .79 17 .95 97 98| 124 148 | 144| 165 190 |Earnings persh A 2.75
-- -- -- -- - - - -- -- -- .08 32 37 40 44 |Div'ds Decl'd per sh B .60
20 .26 28 43 60 73 66 95 94 1.23 95 | 109| 118 | 128 125( 135| 1.40 [Cap'l Spending persh 1.55
192| 307| 374 411| 477| 556 | 661| 697| 719 | 7.71| 1048 | 1148 | 11.99 | 1258 | 1527 | 16.35 | 17.95 |Book Value per sh 21.60
3184 7123 | 89.37 | 9255| 94.66| 96.75 | 107.11 | 103.09 | 102.40 | 100.58 | 119.76 | 117.90 | 113.95 | 110.91 | 123.02 | 123.70 | 122.50 |Common Shs Outst'g © | 118.00
NMF| 280| 152| 214| 169| 160| 181 [ 195| 221 | 216 222 | 190 | 197 | 212 | 219 Bold figiresare |AvgAnn'lP/E Ratio 20.0
NMF 1.60 99 1.10 92 91 .96 1.04 119 1.15 1.34 1.27 1.25 133 1.40 ValuejLine Relative P/E Ratio 135
- - - - - - - - - - - - | s | 10%| 12% |  =UME'S | Avg Ann'l Divd Yield 11%
CAPITAL STRUCTURE as of 6/30/13 5635 | 629.4 | 7219 | 8244 | 9585 | 1049.6 | 11914 | 1319.8 | 1505.4 | 1661.6 | 1930 | 2070 [Revenues ($mill) 2550
Total Debt $2088.2 mill. Due in 5 Yrs $1750 mill. | 34,106 | 33.4% | 32.2% | 30.0% | 30.5% | 29.6% | 30.5% | 31.9% | 32.3% | 32.1% | 32.3% | 32.7% |Operating Margin 33.5%
(Lgogf?rftgfe"szt%gvﬁ:r'g e,L6T4'X”)‘e’65‘ ggg)gpgg p | W8] Sa| e8| 749 86| 974 1308 | 1475| 1671| 1986| 245|255 Depreciaton (Smil) 300
ge: o 0% | es3| 72| 58| 813| 991 1035 | 1179 | 1438 | 1681 1754 | 205 | 235 |Net Profit ($mill) 325
Leases, Uncapitalized: Annual rentals $19.1 mill. 36.3% | 36.2% | 35.2% | 37.8% | 37.7% | 37.1% | 37.4% | 38.6% | 38.5% | 39.0% | 39.0% | 39.0% |Income Tax Rate 39.0%
No Defined Pension Benefit Plan 11.6% | 12.3% | 11.9% | 9.9% | 10.3% | 9.9% | 9.9% | 10.9% | 11.2% | 10.6% | 10.6% | 11.4% |Net Profit Margin 12.7%
d15.1 | d128 | d25.6 | 103 | d248 | 2137 | d45.0 | d37.9 | d34.8| d55.1 | d75.0 | d25.0 |Working Cap’l ($mill) 100
Pfd Stock None 6019 | 4893 | 586.1 | 637.3 | 719.5 | 830.8 | 867.6 | 910.0 | 1172.8 | 2205.0 | 2000 | 1950 [Long-Term Debt ($mill) | 1800
Common Stock 123,419,000 shs. 537.5 | 7075 | 7182 | 7365 | 7752 | 1254.7 | 13538 | 1366.1 | 1394.9 | 1878.2 | 2025 | 2200 |Shr. Equity ($mill) 2550
7% | 74% | 75% | 7.0% | 7.7% | 59% | 62% | 7.2% | 74% | 49% | 6.5% | 7.0% |Returnon Total Cap'l 8.5%
12.2% | 10.9% | 11.9% | 11.0% | 12.8% | 8.2% | 87% | 105% | 12.1% | 9.3% | 10.0% | 10.5% |Return on Shr. Equity 12.5%
MARKET CAP: $5.4 billion (Large Cap) 12.2% | 10.9% | 11.9% | 11.0% | 12.8% | 8.2% | 87% | 9.9% | 9.5% | 7.0% | 7.5% | 8.0% |Retainedto Com Eq 10.0%
CUR$I?WI|ELI\ET POSITION 2011 2012 6/30/13 -- -- -- -- -- -- -- 6% | 21% | 25% | 24% | 23% |All Div'ds to Net Prof 22%
Cash Assets 12.6 23.2 16.2 | BUSINESS: Waste Connections, Inc. provides solid waste man- transfer stations, and 40 recycling facilities. Generates about 55%
Receivables 1763 2358  240.6 | agement services (collection, transfer, disposal, and recycling) to  of revs. from exclusive markets. Has about 6,600 employees.
8g;$ernt Assets 228;’ éggg 3233 about two million commercie_ll, industrjal, and lresicljential customers.  Offs./dirs. own 0.6% of the stock (3/13 proxy). Chairman and CEO:
Accts Payable 95' 1 130' 3 130'5 The company currently provides services, mainly in secondary mar-  Ronald J. Mittelstaedt. In(_:.: DE. Address: 1001 Woodloch Forest
Debt Due 181 465 678 kets, in 29 western and southern states, plus New York and Alaska. Dr., Waterway Plaza 2, Suite 400, The Woodlands, TX 77380. Tele-
Other 170.9 2408 245.1 | It operates about 140 collection operations, 45 active landfills, 60 phone: 832-442-2200. Internet: www.wasteconnections.com.

Current Liab. 2841 4176 4434 | contributions from acquisitions ac- latest quarter, which is slightly below the
ANNUAL RATES Past  Past Estd'10-12| counted for most of Waste Connec- average increase over the past four years.
ofchange (persh)  10Yrs. ~ 5¥rs. ~ 10'16"18 | tions’ 19% revenue gain, year to year, The two challenges, which are almost one

Revenues . 1136 5@ 2%% | in the first half of 2013. Acquisition ex- year old and will soon be “anniversaried”,
Earnings 12.0% 105% 12.0% | penditures of $1.6 billion in 2012 mainly are a breach of a municipal waste collec-
Dividends - -~ NMF | covered the $1.3 billion purchase of R360 tion contract and increased price competi-
Book Value 120% 125% 85% | jn October. They were funded with addi- tion from a landfill operation near Los

Cal- | QUARTERLYREVENUES ($mil) | rFun | tional debt and proceeds from the sale of Angeles that is slated to close later this
endar |Mar31 Jun.30 Sep.30 Dec.31| Year | 12 million WCN shares. That company year.

2010 | 3075 3305 3458 336.0| 1319.8| provides oil field waste treatment, We look for earnings gains of about
2011 | 3315 3902 4040 379.7| 15054| recovery, and disposal services in several 15% in both 2013 and 2014. The proba-
2012 | 3764 4108 4256 4488| 16616 of the most active producing areas in the bility of rising profits, partly through con-
2013 | 4499 4894 500  490.7) 1930 | .S, Net of interest expense and the im- solidation synergies from R360, as was the
2004 | 485 515 540 530 | 2070 | pact of the stock issue, share net was case in the June quarter, is a key factor
cal- EARNINGS PER SHARE ~ Full | boosted modestly in the first half of 2013 behind our estimates. Also, share net
endar | Mar.31 Jun.30 Sep.30 Dec.31| Year | by the addition of R360 and, to a much les- should soon benefit from improved results
2010 25 32 35 32 | 124 ser extent, by a waste-collection operation at WC'’s Los Angeles operation. Other posi-
2011 32 39 42 35 | 148 in Alaska purchased in March, 2012. tives are the restructuring, now under
2012 | 31 36 40 37| 14| pespite some headwinds, waste way, of the company’s large recycling oper-
2003 344 46 431 185 yolumes in the second quarter ex- ations, other recent efficiency measures,
014 | 40 46 53 51| 190/ ceeded the prior-year level. This devel- and the likelihood of the resumption of

Cal- QUARTERLY DIVIDENDS PAID Full | opment was a reversal of a multiyear share repurchases in 2014.
endar |Mar.31 Jun.30 Sep 30 Dec.3l| Year | downtrend. Construction and demolition- This neutrally ranked stock’s 45%

2009 - - -- | debris volumes were well above the June, price increase over the past year was

2010 | -- -- -- 075 075 2012 level, and prospects for a further more than twice that of the market

2011 | 075 075 075 .09 315 rebound in municipal waste streams in the averages. At present, though, its appreci-

2012 | .09 0909 .10 37| coming quarters are bright. Moreover, core ation potential to 2016—-2018 is subpar,

2013 | .10 10 .10 prices were up 2.6%, year to year, in the David R. Cohen August 30, 2013
(A) Diluted earnings. Excludes nonrecurring | gains: '08, 2¢. Excl. loss of discontinued opera- Company’s Financial Strength B+
losses: '98, 8¢; '99, 20¢; '00, 4¢; '01, 21¢; '02, | tion: '05, 1¢. Next earnings report due late Oct. Stock’s Price Stability 95
4¢; '04, 7¢; '06, 8¢; '09, 7¢; '10, 7¢; '11, 3¢; | (B) Dividends paid late Feb., May, Aug., Nov. Price Growth Persistence 100
12, 13¢; '13 Q2, 7¢. Excludes nonrecurring | (C) In millions, adj. for stock splits. Earnings Predictability 95
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4354 | 4472 48.09| 4944 | 7309 | 7352| 7526 | 7760 | 8226 | 8315 | 8598 | 89.83 | 9354 | 97.42 | 102.33 | 100.43 | 100.00 | 102.80 |Sales persh A 114.80

2.95 291 2.98 3.02 383 3.86 371 383 420 397 3.73 378 432 459 5.02 4.95 5.10 5.25 |“Cash Flow"per sh 5.70
1.90 1.80 1.87 181 1.65 2.10 2.01 211 2.35 2.07 1.69 1.74 2.33 254 281 3.07 3.15 3.20 |Earnings per sh AB 350
.94 .98 1.02 1.06 1.08 1.08 1.10 212 112 1.16 1.16 1.16 1.16 1.16 2.17 120 1.20 1.20 |Div'ds Decl'd per sh C= 1.30
2028 | 21.33| 22.03| 2274| 1931| 2031| 2120 | 2115 | 2235| 2331 | 24.04 | 2452 | 2568 | 27.07 | 27.73 | 29.58 | 31.40 | 33.40 |Book Value per sh P 39.65
4177 4176| 4169 | 41.69| 2720| 27.19| 27.14| 27.03| 27.02 | 2699 | 26.97 | 2697 | 26.90 | 26.90 | 26.90 | 26.90 | 27.00 | 27.00 |Common Shs Outst'g E | 27.00
16.7 19.8 19.8 201 19.6 154 16.3 16.5 16.5 198 251 19.9 143 143 141 13.8 | Bold figyres are |Avg Ann’| P/E Ratio 15.0
.96 1.03 113 131 1.00 84 93 87 .88 1.07 133 1.20 .95 91 .88 .88 Value|Line Relative P/E Ratio 1.00

30% | 28%| 28% | 29% | 33% | 33%| 33% | 61% | 29% | 28% | 27% | 33% | 35% | 3.2% | 55% | 28% | =" |AvgAnnDivd Yield 2.5%
CAPITAL STRUCTURE as of 6/29/13 20425 | 2097.7 | 2222.6 | 22445 | 2318.6 | 24224 | 2516.2 | 2620.4 | 27525 | 2701.4 | 2700 | 2775 |Sales ($mill) A 3100
Total Debt None 28.5% | 28.4% | 28.6% | 28.9% | 28.3% | 28.2% | 29.1% | 29.3% | 28.9% | 29.4% | 29.5% | 29.5% |Gross Margin 29.5%

57% | 57% | 58% | 59% | 52% | 51% | 6.0% | 6.1% 6.3% | 6.6% | 6.5% | 6.5% |Operating Margin 6.5%

158 157 158 156 155 155 164 164 161 163 164 165 |Number of Stores F 170

Leases, Uncapitalized Annual rentals $32.2 mill. 54.6 57.2 63.4 56.0 45.7 47.0 62.8 68.3 75.6 825 85.0 86.0 | Net Profit ($m|II) 95.0
38.1% | 34.7% | 36.1% | 34.9% | 34.4% | 33.0% | 35.9% | 36.4% | 35.7% | 37.0% | 36.0% | 36.0% |Income Tax Rate 36.0%

) . . 20% | 27% | 29% | 25% | 2.0% | 1.9% | 25% | 2.6% 27% | 31% | 3.1% | 3.1% |Net Profit Margin 3.1%
Pension Assets-12/12: None  Oblig.: $7.7mill. [™ 1658713797 1637 | 1475 | 1574 | 1500 | 1731 | 2334 | 2200 | 2298 | 225| 200 |Working Cap'l ($mill 175
-- .- .- .- .- .- .- - -- N Nil |Long-Term Debt ($mill) Nil

Pfd Stock None 5754 | 5707 | 6039 | 629.2 | 648.2 | 6611 | 690.8 | 728.1 | 7459 | 7957 | 850 | 900 |Shr. Equity ($mill) 1070
9.5% | 10.0% | 10.5% | 8.9% | 7.1% | 7.1% | 9.1% | 9.4% | 10.1% | 10.4% | 10.0% | 9.5% |Return on Total Cap'l 9.0%

Common Stock 26,898,443 shs. 9.5% | 10.0% | 105% | 8.9% | 7.1% | 7.1% | 9.1% | 94% | 10.1% | 10.4% | 10.0% | 9.5% |Return on Shr. Equity 9.0%
. - . 43% | NMF| 55% | 39% | 22% | 24% | 46% | 51% | 23% | 63% | 6.0% | 6.0% |RetainedtoCom Eq 5.5%
gﬁgg:;fﬁgﬁgﬁ""ozgﬂ’“d sz)lZ | S | 100% | 4% | S6% | 6% | 6% | S0% | 46% | Tr% | 39| 3| 3% ANDiVsto NetProf 3%
(SMILL.) BUSINESS: Weis Markets, Inc. operates 163 retail food markets (at perPetz, pet supply chain, in '11-'12. Sold Weis Food Service,

(Riash'Asglets 1%231 1g%g 1%%2 yearend '12), including both superstores and conventional stores, ~ 4/00. '12 deprec. rate: 3.2%. Has 17,400 employees. R.F. Weis
In?/gilt\g?'y e(SLIFO) 2262 2453 2340 located in Pennsylvania (124 stores), Maryland (23), New York owns 46.9% of stock; other offs. & dirs., 0.5%; Ellen Wasserman,
Other 10.3 10.2 16.7 | (11), New Jersey (3), and West Virginia (2). Average store size: 6.5% (3/13 proxy). Chairman: Robert F. Weis. Interim CEO:
Current Assets 4156 4132 417.5 | 49,000 square feet. Owns about 50% of sites. Sells nat'l brand mer-  Jonathan H. Weis. Inc.: PA. Address: 1000 South Second Street,
Accts Payable 132.1 126.3 121.4 | chandise plus 2,000 items under its own trademarks. Divested Su-  Sunbury, PA 17801. Tel.: 570-286-4571. Internet: www.weis.com.
83;%1 Liab. 182:2 13;411 122:2 Same-store sales at Weis Markets the risk in our earnings model is now to

——— have taken a noticeable turn for the the downside.

OAf’E‘I:“aangAeL(pErASE)ES 1%’3% SP%SS‘ Esttoqlfsl-(’)islz worse. “Comps” have been lackluster The food retailer is looking for new
Sales 45% 35% 25% | since the start of 2012, but generally leadership. David Hepfinger, who joined
“Cash Flow” 3.0% 40%  25% stayed in positive territory until the June the company in 2008, resigned as CEO in
Emj‘gﬁgs g-g‘;f gg‘;ﬁ) gg‘;;) quarter of this year. The 4.8% decline reg- September and has been replaced on an
Book Value 30% 20% 60w | istered during that period represents the interim basis by Jonathan Weis. Mr. Weis

vy retailer’'s weakest performance in many has worked for more than two decades in

Cal- | ~ QUARTERLY SALES (S mill) Full | years and raises concerns with us that various roles at the supermarket retailer,
endar |Mar.Per Jun.Per Sep Per Dec.Perl Year | 1) starting sales will necessitate more- including the last nine years as vice chair-

2010 |664.2 6537 6400 6625 126204 | Zggressive, price-oriented promotions that man of the board. (Mr.” Weis is the son of

%gg gg% g;% gégg égzg ggii would put pressure on margins and prof- Robert Weis, the company’s chairman and

2013 6827 6621 665 6902 |2700 | ItS- For now, largest shareholder.) )

2014 1690 690 685 710 |2775 | The company has managed to keep These shares are an average selection

EARNINGS PER SHARE A5 earnings moving in the right direc- for the year ahead. The recent uptick in

Cg" Mar.Per Jun.Per Sep.Por Dec.P 5”” tion. Notably, despite the weak sales merger-and-acquisition activity in the food
endar Nar."er Jun.Cer oep.rer DEC.7eM Year | trengs, June-quarter share net climbed retailing industry might add some specula-

%810 gg 16 g% -5§ %g“ 5%, to $0.90, beating our estimate by tive flavor to this stock. Any movement

zoﬁ 74 Z;é 64 '23 3'0% $0.03. The retailer attributed the profit here would undoubtedly require the bless-

2013 75 ‘90 66 'sa | 315| advance to increased store-level prod- ing of Robert Weis, who owns 47% of the

2014 76 ‘88 70 ‘86 | 300 uctivity and improved distribution efficien- company’s stock. Absent some develop-

cal QUARTERLY DIVIDENDS PAID C» Ful cies, but the need to halt the recent ero- ment on this front, this equity’s above-
engi;r Mar3l Jun30 Sen30 Dec3l Yé‘ar sion in sales raises questions about the average yield and high mark for Price

: : D. : sustainability of these gains. We are leav- Stability will likely appeal to conservative

2009 |29 29 29 .29 | 116/ jhg our 2013 and 2014 share-net estimates investors, though  long-term total return

%8%(1) gg gg gg 1§3 %ig unchanged at $3.15 and $3.20 while we potential appears unexciting at the cur-

2012 | 30 30 30 30 120 await the upcoming release of third- rent valuation.

2013 | 30 30 30 ' ' quarter results, though we suspect most of Robert M. Greene October 25, 2013
(A) Fiscal year ends on last Saturday in De- | 20¢. Next earnings report due late July. vestment plan available. (D) Includes in- | Company’s Financial Strength A
cember. (B) Based on diluted shares outstand- | (C) Dividends historically paid in late Feb., | tangibles. At 12/29/12: $38.6 mill., $1.43/share. | Stock’s Price Stability 95
ing. Excludes nonrecurring gains (losses): '97, | May, Aug., and Nov. Includes special div'ds of | (E) In mill. (F) Grocery stores only. Price Growth Persistence 60
(3¢); '98, 20¢; "00, 3¢; '01, (10¢); '02, 7¢; '07, | $1.00/share, 9/3/04 and 11/21/11. = Div'd rein- Earnings Predictability 80
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Choice among methods
of estimating share

yield

The search for the growth component in the discounted cash flow

model.

David A. Gordon, Myron |. Gordon, and Lawrence I. Gould

he yield at which a share of stock is selling,
also called its expected return or required return, is
an important statistic in finance. Firms use it in choos-
ing among investment opportunities and financing
alternatives, and investors use it in making portfolio
decisions. Nevertheless, the yield at which a share is
selling is a difficult quantity to measure, which has
limited its use in the practice of finance. This paper
develops and tests a basis for choice among alterna-
tive methods of estimating a share’s yield.

A share’s yield, like a bond’s yield, is the dis-
count rate that equates its expected future payments
with its current price. A bond’s yield is easy to mea-
sure under the common practice of ignoring default
risk, as the future payments are then known with
certainty. The future payments on a share, however,
are dividends and market price, and these payments
are uncertain.

The common practice is to represent these fu-
ture dividend payments with estimates of two num-
bers: One is the coming dividend, and the other is a
growth rate. The latter can be an estimate of the long-
run growth rate in the dividend or of the growth rate
in price over the coming period. In the latter case, the
estimate is called the expected holding-period return
(EHPR); in the former case, it is called the discounted
cash flow yield (DCFY)." In either case, the estimate
of a share’s yield reduces to the sum of its dividend
yield and a future growth rate, with the latter inferred
in some way from historical data.

There is a wide variety of acceptable methods

for using historical data to estimate future growth.
This variation in method is illustrated in the testimony
of expert witnesses before public utility commissions
on the fair return for a public utility. In these cases,
the estimates and the methods used are a matter of
public record. Some idea of the various methods can
be found in Morin (1984) and Kolbe, Reac, and Hall
(1984). The performance of alternative estimating
methods has been examined in Gordon (1974), Kolbe,
Read, and Hall (1984), Brigham, Shome, znd Vinson
(1985), and Harris (1986).

We have derived our basis for comparing the
accuracy of alternative methods for estimating the
DCFY on a share from the generally accepted prop-
ositions that yield should vary according to risk, and
that beta is the best estimate of risk. Hence, the DCFY
should vary among shares with beta, and, between
two methods for estimating growth, the superior
method is the one for which the variation in yield
among shares is explained better by the variation in
beta among the shares.

First we present simple, plausible, and objec-
tive measurement rules for implementing four pop-
ular and/or attractive methods for estimating the
DCFY. We then describe how sample statistics may
be used to judge the accuracy of each method. We
also describe how the CAPM model has been used to
estimate share yield and explain why we do not com-
pare it with the various DCFY methods. The following
section carries out the comparison with samples of
utility and industrial shares, and the last section pre-
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Toronto. MYRON J. GORDON is Professor of Finance at the Faculty of Management at the University of Toronto (Ontario
MS5S 1V4). LAWRENCE 1. GOULD js Professor and Head of Accounting and Finance at the University of Manitoba in

Winnipeg (Manitoba R3T 2N2).



sents the conclusions that may be drawn from the
findings.

ALTERNATIVE MEASUREMENT

RULES FOR A SHARE'S YIELD

Under the DCF method or model for estimating

the expected return on a stock, the yield for the jth
stock is:

DCFY,, = DYD, + GR,, 1
where:
DCFY, = DCF yield on the jth stock at time t,
DYD, = dividend yield on the jth stock at time t,
and
GR;, = long-run growth rate in the dividend on

the jth stock that investors expect at time
t.

In what follows, we omit the time and firm
subscripts on the variables when they are not re-
quired. Also, DCFY will refer to the unknown true
yield on a share.

The difficult problem in arriving at the DCFY
is estimation of the long-run growth rate that inves-
tors expect. Four estimates of that quantity are:

EGR = rate of growth in earnings per share over

a prior time period, usually the last five
years;

rate of growth in dividend per share over
a prior time period, usually the last five
years;

FRG = consensus among security analyst fore-

casts of the growth rate in earnings, over
the next five years; and

BRG = an average over the prior five years of the

product of the retention rate b and rate of
return on common equity r on a stock.

The estimate of share yield that incorporates each of
these estimates of growth is denoted KEGR, KDGR,
KFRG, and KBRG, respectively.

A case can be made for each of the four meth-
ods for estimating growth. KEGR, KDGR, and KBRG
have been widely used in public utility testimony and
in research on stock valuation models. The rationale
for KEGR is the belief that the past growth rate in
earnings is the best predictor of future growth in earn-
ings and dividends. The rationale for KDGR is that
the future growth rate in dividends is the statistic we
want to estimate, and the past dividend record is free
of the noise in past earnings.? The rationale for KBRG
is that all variables will grow at this rate if the firm
earns r and retains b. Furthermore, as Gordon and
Gould (1980) show, KEGR and KDGR will be biased
in one direction or another if r and b have changed
over the last five years. As for KFRG, security analysts

WPD-6 (21)

are professionals employed to forecast future per-
formance; their forecasts are widely accepted by
investors. The IBES collection of forecast growth rates
of security analysts compiled by Lynch, Jones, and
Ryan has increased the popularity of this estimate.
As stated earlier, we may also take the yield
on a share as the sum of the dividend yield and the
expected rate of growth in price over the coming pe-
riod. This estimate of a share’s yield is widely used
in testing the CAPM, with the average HPR over the
prior five years commonly used in such empirical
work. On the other hand, this estimate of a share’s
yield varies so widely among firms and over time as
to be patently in error as an estimate of share yield.?

BASIS OF COMPARISON

To compare the accuracy of the four estimates
of the DCFY stated above, we regress the data under
each estimate on beta for a sample of shares. If KEGR
is the estimate,

KEGR, = o, + «, BETA, + . @

The rationale for this expression lies in the risk pre-
mium theory of share yield, where the share yield is
equal to the interest rate plus a risk premium that
varies with the share’s relative risk. Hence, if BETA
is an error-free index of relative risk, o, is equal to the
interest rate, and a, is the risk premium on the market
portfolio or standard share.*

The higher the correlation between KEGR and
BETA, assuming that o, is positive, the greater the
confidence we may have in KEGR as an estimate of
DCFY. We cannot rely solely on the correlation,
though, in selecting among the methods for estimat-
ing DCFY. Errors in KEGR as a basis for estimating
the DCFY on the jth share have random and system-
atic components. The former is ¢, and its average
value can be taken as the root mean square error of
the regression (MSE). The larger the root MSE of the
regression, the less attractive KEGR is as an estimate
of share yield, because the error makes the problem
of choice between KEGR; and KEGR; — ¢, more acute.
(That problem will be discussed shortly.)

The systematic error is the difference between
the unknown true yield on the jth share, DCFY,, and
the value predicted by Equation (2). There is no ob-
vious measure of the systematic error, as we do not
know DCFY;, but sample values of o, may provide
information on its average value. The difference be-
tween oy and the interest rate is an indicator of sys-
tematic error, because the difference is zero under the
risk premium theory. Error in the measurement of
BETA biases a, upward, but, with the same BETA for
each share used in all four regressions, differences in
a, are indicators of systematic error.’

Page 2 of 6
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In addition to regression statistics, the sample
mean and standard deviation of KEGR is a source of
information on its accuracy as a method for the es-
timation of DCFY. If the mean departs radically from
the long-term bond rate, or if the standard deviation
indicates an unreasonable range of variation among
shares, the accuracy of the method is open to ques-
tion. Also, the sample mean may be a source of in-
formation on the systematic error for a method of
estimation. Hence, sample values for the mean, stan-
dard deviation, correlation, root MSE, and constant
term all contribute to a judgment on a method’s ac-
curacy for estimating the DCFY on a share. Unfor-
tunately, there is no simple criterion for choice among
the alternatives.

Once a conclusion is reached on the most ac-
curate method for estimating DCFY — say, KEGR —
we then have the problem of choice between KEGR;
and KEGR; — ¢ for the jth share. If the random error
in KEGR, is due to error in its measurement for the
jth share, we simply use the value predicted by Equa-
tion (2), which is KEGR; - ¢, On the other hand,
KEGR and DCFY may vary among shares with other
(omitted) variables as well as BETA, in which case ¢
is also due to the omitted variables, and KEGR; may
be the better estimate of DCFY. Unfortunately, we
have no basis for choice among these two hypotheses,
and the smaller the root MSE the less troublesome
the problem of choice between them.

A more favorable tax treatment of capital gains
over dividends should make investors prefer capital
gains to dividends. As Brennan (1973) has shown, the
yield investors require on a share would then vary
with the excess of its dividend yield over the interest
rate. To recognize this, Equation (2) becomes

KEGR, = o, + a,BETA; + o,.DM], + ¢, 3)

with DMJ the excess of the dividend yield over the
interest rate for the jth firm. Although the tax effect
should make a, positive, its information in DMI on
share risk would tend to make «, negative. That is,
dividend yield varies inversely with expected growth,
and we would find a, negative insofar as growth is
risky. To the extent that these two influences of the
dividend yield offset each other, o, will tend toward
zero.

The CAPM theory of how expected return var-
ies arnong shares has been proposed as an alternative
to the DCF model for measuring yield. Its value for
the jth stock is

EHPR,

INTR + BETA|[EHPR, — INTR], 4
where:

EHPR,

expected holding-period return on the
jth share,
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INTR = one-period risk-free interest rate,

EHPR,, = expected holding-period return on the
market portfolio.

There is an important difference between this
CAPM model of share yield and the DCF model rep-
resented by Equation (1). The latter is merely an in-
strument for measuring share yield: There is nothing
in the DCF model that explains the variation in yield
among shares. The CAPM, on the other hand, is a
theory on why and how yield varies among shares,
but one must go outside of the theory to estimate the
variables on the right-hand side of Equation (4). Given
rules for estimating the variables, EHPR and BETA,
empirical work then provides a joint test o? the theory
and the estimating rules, such as we are carrying out
here.*

The CAPM nonetheless has been used to es-
timate share yield in testimony before regulatory com-
missions by assigning numbers to each of the
quantities on the right-hand side of Equation (4). For
INTR, a long-term bond yield is sometimes used in-
stead of a one-period rate. BETA is estimated by con-
ventional methods.

The big problem is the expected return on the
market portfolio. Here the practice has been to use
the average realized risk premiumn over a period of
about fifty years as the estimate of EHPR,, — INTR
in Equation (4). Although the implicit assumption is
that the risk premium is a constant over time, we
would expect the premium to change from one period
to the next for various reasons, among them changes
in the interest rate, the risk premium on the market
portfolio, and the relative taxation of interest and
share income. Hence, this estimate of share yield is
more or less in error at any particular time, but we
have no way of estimating this error and comparing
the method with the others.

COMPARATIVE PERFORMANCE

We carried out our empirical work with a sam-
ple of 75 large electric and gas utility firms and a
sample of 244 firms that includes 169 industrial firms
drawn from the S&P 400. We obtained share yield
under the four methods for estimating it as of the
start of the year for the years 1984, 1985, and 1986.

For the explanatory variables, BETA for each
share on each date was obtained by regressing the
monthly HPRs for the share on the monthly HPRs for
the S&P 500 over the prior five years. DMI for a share
is its dividend yield less the interest rate on the one-
month Treasury bill at the start of each year. EGR and
DGR are the growth rates in earnings and in divi-
dends per share, respectively, over the prior five years
as reported on the Value Line Tape. BRG is a weighted
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average of the retention growth rates over the prior
five years,” and FRG is the average of forecast growth
rates in earnings over the next five years reported by
IBES. The corresponding estimates of share yield
were obtained by adding the dividend yield at the
start of each year to the estimate of growth.

Table 1 presents the statistics that we obtained
with KBRG and KFRG as the estimates of DCFY for
the sample of utility shares and of all shares. The
means of KBRG for the utility shares seems reason-
able, with the interest rate on ten-year government
bonds the standard of comparison, the latter being
11.67%, 10.43%, and 9.19% at the start of 1984, 1985,
and 1986, respectively.® The standard deviations for
KBRG are small enough to make its range of variation
well within the bounds of reason. The lower means
for all shares reveal that the means for industrial
shares are below the means for utility shares.” This
casts doubt on the accuracy of KBRG as a basis for
estimating the DCFY on industrial shares, because
industrials are riskier than utility shares.

The beta model explains none of the variation
in KBRG among utility shares, but the two-factor

model is a substantial improvement. The DMI coef-
ficient, a,, is positive and significant in every year,
meaning that the unfavorable tax effect of a high div-
idend yield dominates the favorable risk effect. The
coefficient on BETA is positive and significant in two
of the three years. The only disturbing feature of the
data is the sharp fall in R? and the corresponding rise
in the root MSE relative to the standard deviation of
KBRG as we go from 1984 to 1986.

The KBRG statistics for all shares are substan-
tially inferior to the utility share statistics. This forces
the unhappy conclusion that, for industrial shares,
BETA is a poor measure of risk, or KBRG is a poor
measure of DCFY, or both.

The KFRG statistics for the utility sample are
superior to the KBRG statistics. The means are reason-
able under the two criteria of being above the interest
rate and moving with it. The range of variation of
KFRG suggested by its standard deviations seems
reasonable. The statistics for the beta model are a
slight improvement on the corresponding statistics for
KBRG. Furthermore, the two-factor model does a
good job of explaining the variation in KFRG among

TABLE 1

Sample and Regression Statistics for KBRG and KFRG,
Utility Shares and All Shares, 1984, 1985, and 1986

KBRG KFRG
1984 1985 1986 1984 1985 1986
UTILITY SHARES (75)
Mean 14.84 14.38 12.93 15.64 14.56 12.93
Standard Deviation 2.51 1.87 1.80 2.26 1.43 1.42
Beta Model o, 14.26 13.96 13.05 15.14 13.48 12.74
o, 1.44 1.21 -0.28 1.25 3.09 0.42
t-statistic (0.97) (1.12) (0.19) (0.93) (4.14) (0.37)
Root MSE 2.52 1.87 1.81 2.26 1.29 1.43
R? 0.013 0.017 0.001 0.012 0.190 0.002
Two-Factor Model a, 12.45 12.75 12.42 13.30 12.46 11.97
a; 3.45 2.11 0.11 3.28 3.85 0.89
t-statistic (3.13) (2.19) (0.08) (3.83) (6.33) (0.88)
a; 0.68 0.45 0.34 0.68 0.38 0.41
t-statistic (8.22) (4.88) (2.81) (10.73) (6.52) (4.65)
Root MSE 1.82 1.63 1.73 1.41 1.03 1.26
R? 0.491 0.262 0.100 0.620 0.491 0.232
ALL SHARES (244)
Mean 12.98 13.19 11.86 16.17 15.87 14.31
Standard Deviation 3.86 3.21 3.52 2.60 2.32 2.30
Beta Model a, 15.00 14.71 13.90 15.56 14.50 12.57
o -2.47 -1.91 -2.40 0.74 1.72 2.05
t-statistic (4.23) (4.15) (4.25) (1.83) (5.29) (5.70)
Root MSE 3.73 3.10 3.40 2.59 2.20 2.16
R? 0.069 0.066 0.069 0.014 0.104 0.118
Two-Factor Model a, 14.34 14.42 13.95 15.40 14.61 12.75
a; 0.09 -1.18 -2.51 1.37 1.44 1.61
t-statistic (0.13) (2.04) (3.45) (2.69) (3.52) (3.49)
Qa, 0.48 0.17 -0.02 0.12 -0.06 -0.10
t-statistic (6.04) (2.09) (0.24) (2.01) (1.12) (1.53)
Root MSE 3.9 3.08 3.41 2,57 2.20 2.16
R? 0.191 0.083 0.070 0.030 0.108 0.127
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utility shares. The R’s are higher here than for KBRG
in every year. Finally, o, is positive and significant in
every year, and a, is not significant only in 1986.

The implicit means of KFRG for the industrial
shares seem high but not beyond reason. On the other
hand, the regression statistics for the all-shares sam-
ple are not good, which leads to the same unhappy
conclusion for industrial shares as we reached for
KBRG.

Table 2 presents the statistics that we obtained
using KEGR and KDGR as estimates of the DCFY on
the shares in our samples. Comparison of the regres-
sion statistics with those in Table 1 reveals that KEGR
and KDGR, particularly the former, fall short by a
wide margin of the performance of KBRG and KFRG
as estimates of the DCFY on a share.

CONCLUSION

We have compared the accuracy of four meth-
ods for estimating the growth component of the dis-
counted cash flow yield on a share: past growth rate
in earnings (KEGR), past growth rate in dividends
(KDGR), past retention growth rate (KBRG), and fore-
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casts of growth by security analysts (KFRG). Criteria
for the comparison were the reasonableness of sample
means and standard deviations and the success of
beta and dividend yield in explaining the variation in
DCF yield among shares. For our sample of utility
shares, KFRG performed well, with KBRG, KDGR,
and KEGR following in that order, and with KEGR a
distant fourth. If we had used past growth in price,
it would have been an even more distant fifth. Never-
theless, none of the four estimates of growth per-
formed well under the criteria for a sample that
included industrial shares.

Before closing, we have three observations to
make. First, the superior performance by KFRG
should come as no surprise. All four estimates of
growth rely upon past data, but in the case of KFRG
a larger body of past data is used, filtered through a
group of security analysts who adjust for abnormal-
ities that are not considered relevant for future
growth., We assume this is done by any analyst who
develops retention growth estimates of yield for a
firm. If we had done this for all seventy-five firms in
our utility sample, it is likely that the correlations

TABLE 2

Sample and Regression Statistics for KEGR and KDGR,
Utility Shares and All Shares, 1984, 1985, and 1986

KEGR KDGR
1984 1985 1986 1984 1985 1986
UTILITY SHARES (75)
Mean 16.16 0.32 14.91 16.49 15.76 14.13
Standard Deviation 331 3.47 4.66 3.12 2.41 2.21
Beta Model oy 15.45 16.18 0.51 15.75 14.53 12.30
o, 1.75 0.40 -7.87 . 1.83 3.53 3.99
t-statistic (0.89) (0.20) (2.16) (0.99) {2.64) (2.32)
Root MSE 3.32 3.49 4.55 3.12 2.32 2.15
R? 0.010 0.001 0.060 0.013 0.087 0.069
Two-Factor Model a, 14.20 15.83 18.76 14.10 13.56 12.64
oy 3.13 0.66 -8.03 3.65 4.25 3.78
t-statistic (1.66) (0.32) (2.18) (2.23) (3.26) (2.20)
a, 0.47 0.13 -0.13 0.61 0.35 -0.18
t-statistic (3.32) (0.66) (0.42) (5.02) (2.86) (1.21)
Root MSE 311 3.50 4.58 2.70 2.21 2.14
R? 0.142 0.007 0.063 0.269 0.180 0.087
ALL SHARES (244)
Mean 11.14 9.42 7.88 15.08 13.63 11.35
Standard Deviation 10.67 11.67 11.45 6.08 6.30 6.71
Beta Model ap 15.96 18.28 19.55 15.15 0.04 15.39
a -5.90 —11.16 -13.70 -0.09 ~1.78 -4.74
t-statistic (3.62) (7.07) (8.10) (0.09) (1.92) (4.41)
Root MSE 10.41 10.65 10.18 6.09 6.27 6.47
R 0.051 0.171 0.213 0.000 0.015 0.074
Two-Factor Model a, 14.84 18.01 19.91 14.31 14.11 14.79
o -1.56 -10.49 -14.62 317 0.63 -3.25
t-statistic 0.77) (5.27) (6.72) (2.73) (0.55) (2.36)
a, 0.81 0.15 -0.21 0.61 0.55 0.4
t-statistic 3.51) (0.55) (0.67) (4.57) (3.47) (1.72)
Root MSE 10.18 10.67 10.19 5.86 6.13 6.45
R? i 0.097 0.172 0.215 0.080 0.062 0.085



would have been as good or better than those ob-

tained with the analyst forecasts of growth.

Second, we examined shares and not portfo-
lios, because our objective is to estimate the DCFY for
shares and not for portfolios. As common' practice in
testing the CAPM has been to execute tests on port-
folios instead of shares, we classified our population
of shares into ten portfolios on the basis of their beta
values. Regression statistics were substantially un-
changed, except that correlations increased dramati-
cally.

Finally, we must acknowledge that we have no
basis for estimating the expected HPR or DCF yield
for industrial shares with any confidence. Theories
on financial decision-making in industrial corpora-
tions that rely on that statistic have a weak empirical
foundation.

! The EHPR is a one-period return, while the DCFY is a yield
to maturity measure. The two may differ in actuality be-
cause of measurement problems, but they also may differ
in theory. That is, they may differ in the same way that
interest rates on bonds of different maturities may differ.
See Gordon and Gould (1984a). This source of difference
between EHPR and DCFY will be ignored here.

2 A widely accepted hypothesis is that dividends contain in-
formation on earnings, because management sets the div-
idend to pay out a stable fraction of normal or permanent
earnings.

3 QOver a five-year period, there may even be a negative rate
of growth in price for a large number of firms. Furthermore,
this negative growth rate may be larger in absolute value
than the dividend yield, which leads to the conclusion that
investors are holding such shares to earn a negative return.
The frequency of negative rates of growth in price is reduced
as the prior time period used in its calculation increases in
length. As that takes place, however, the estimate of the
expected return for a firm approaches a constant or a con-
stant plus the dividend yield. The expected return on a
share is one statistic for which it is an error to assume that
expectations are on average realized.

¢ Equation (2) is similar to the CAPM according to Sharpe,
Lintner, and Mossin. They arrived at this expression under
very rigorous assumptions. The heuristic risk premium
model is adequate for our purposes.

% It may be thought that Theil's (1966) decomposition of the
difference between the actual and predicted values of a
variable can be used here, but in fact that decomposition
applies to a different problem. It assumes that the observed
(actual) past values of a variable are free of error, and it
decomposes the error in a model that is employed to explain
the past values. The purpose of Theil's decomposition is to
cast light on the possible error in using the model to predict
future values of the dependent variable. Our problem is to
determine which set of observed values is closest to the true
values, with the risk premium theory of share yield and
BETA as the source of information on the true values.
Theil's method would be appropriate for decomposing the
difference between the actual and predicted values of the
realized holding-period return on a share. The actual values
here can be observed without error.
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¢ There is an enormous volume of empirical work devoted to
discovering whether the theory is true, but this empirical
work does not provide useful estimates of the EHPR on a
share. To test the truth of Equation (4), the practice has
been to regress EHPR on BETA for a sample of firms with
the average realized HPR over the prior five or so years
used as an estimate of the EHPR. Because of the large error
in the realized HPR over a prior time period, as noted ear-
lier, neither the actual values of the dependent variable nor
the values predicted by the model are usable as estimates
of share yield. See Fama and MacBeth (1973) and Friend,
Westerfield, and Granito (1978).

~

BRG for a year is earnings less dividend divided by the end-
of-year book value. The estimate of the expected value as
of the start of 1986 is 0.3BRG85 + 0.25BRG84 + (.20BRG83
+ 0.15BRG83 + 0.10BRGB2. If any value of BRG was neg-
ative, it was set equal to zero.

We expect the yields on shares to be above the risk-free
interest rate, but with a high enough interest rate the more
favorable tax treatment of shares can reduce the yield below
the interest rate. Interest rates were not that high in these
years. See Gordon and Gould (1984b).

[

The statistics reported for all shares and for utility shares
were also obtained for industrial shares. All methods of
estimation performed so poorly for industrial shares, how-
ever, as to suggest no confidence can be placed in any of
them. To save space, we do not present statistics for the
industrial shares. Whatever we want to know about them
can be deduced by comparing the data for all shares and
utility shares.
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THE CONFERENCE BOARD

FOR RELEASE: 10:00 A.M. ET, Thursday, December 19, 2013

The Conference Board®
U.S. Business Cycle Indicators®™
THE CONFERENCE BOARD LEADING ECONOMIC INDEX®

(LEI) FOR THE UNITED STATES
AND RELATED COMPOSITE ECONOMIC INDEXES FOR NOVEMBER 2013

The Conference Board Leading Economic Index® (LEI) for the U.S. increased 0.8 percent,
The Conference Board Coincident Economic Index® (CEI) increased 0.4 percent and
The Conference Board Lagging Economic Index” (LAG) remained unchanged in November.

Next month's release will incorporate benchmark revisions to the composite indexes. The indexes are updated
throughout the year, but only for the previous six months. Every January, data revisions that fall outside of the
moving six-month window are incorporated when the benchmark revision is made and the entire histories of the
indexes are recomputed. As a result, the revised indexes and their month-over-month changes will no longer be
directly comparable to those issued prior to the benchmark revision. For more information, please visit our website at
http://www.conference-board.org/data/bei.cfm or contact indicators@conference-board.org.

The Conference Board LEI for the U.S. increased for the fifth consecutive month in November.
Positive contributions from the yield spread, initial claims for unemployment insurance
(inverted), and ISM® new orders more than offset negative contributions from consumer
expectations for business conditions and building permits. In the six-month period ending
November 2013, the leading economic index increased 3.1 percent (about a 6.4 percent annual
rate), faster than the growth of 2.0 percent (about a 4.1 percent annual rate) during the previous
six months. In addition, the strengths among the leading indicators have become more
widespread.

The Conference Board CEI for the U.S., a measure of current economic activity, also increased
last month. The index rose 1.1 percent (about a 2.3 percent annual rate) between May and
November 2013, slightly faster than the growth of 0.9 percent (about a 1.7 percent annual rate) for
the previous six months. In addition, the strengths among the coincident indicators have remained
very widespread with all components advancing over the past six months. The lagging economic
index remained unchanged this month. As a result, the coincident-to-lagging ratio increased in
November. Meanwhile, real GDP expanded at a 3.6 percent annual rate in the third quarter of the
year, after increasing 2.5 percent (annual rate) in the second quarter.

The Conference Board LEI for the U.S. continued to increase in November, and the pace of
growth has picked up over the past several months. Meanwhile, The Conference Board CEI for
the U.S. has also been rising slowly throughout the second half of the year, but its six-month
growth rate has been flat since September 2013. Continued improvements in the leading and
coincident indexes suggest that the expansion in economic activity will continue, and may even
modestly pickup, in the early months of 2014.

LEADING INDICATORS. Eight of the ten indicators that make up The Conference Board LEI for the
U.S. increased in November. The positive contributors — beginning with the largest positive contributor —
were the interest rate spread, average weekly initial claims for unemployment insurance (inverted), the
ISM® new orders index, the Leading Credit Index™ (inverted), stock prices, average weekly

The next release is scheduled for January 23 2014, Thursday at 10 A.M. ET ‘
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manufacturing hours, manufacturers’ new orders for nondefense capital goods excluding aircraft*, and WPD-6 (22)
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the largest negative contributor — were average consumer expectations for business conditions and building

permits.

The LEI for the U.S. now stands at 98.3 (2004=100). Based on revised data, this index increased 0.1
percent in October and increased 1.0 percent in September. During the six-month span through November,
the leading economic index increased 3.1 percent, with eight out of ten components advancing (diffusion
index, six-month span equals 80 percent).

COINCIDENT INDICATORS. All four indicators that make up the CEI for the U.S. increased in
November. The positive contributors to the index — beginning with the largest positive contributor — were
industrial production, employees on nonagricultural payrolls, personal income less transfer payments*, and
manufacturing and trade sales*.

The CEI now stands at 107.2 (2004=100). Based on revised data, this index increased 0.1 percent in
October and increased 0.3 percent in September. During the six-month period through November, the
coincident economic index increased 1.1 percent, with all components advancing (diffusion index, six-
month span equals 100 percent).

LAGGING INDICATORS. The lagging economic index stands at 119.9 (2004=100) in November, with
two of its seven components advancing. The positive contributors to the index — beginning with the largest
positive contributor — were the ratio of consumer installment credit to personal income*and the change in
index of labor cost per unit of output, manufacturing®*. The negative contributors — beginning with the
largest negative contributor — were average duration of unemployment (inverted), commercial and
industrial loans outstanding* and the change in CPI for services. The ratio of manufacturing and trade
inventories to sales* and the average prime rate charged by banks held steady in November. Based on
revised data, the lagging economic index increased 0.3 percent in October and increased 0.6 percent in
September.

DATA AVAILABILITY AND NOTES.

The data series used to compute The Conference Board Leading Economic Index® (LEI) for the U.S.,
The Conference Board Coincident Economic Index® (CEI) for the U.S. and The Conference Board
Lagging Economic Index® (LAG) for the U.S. and reported in the tables in this release are those available
“as of” 8:30 am ET on December 18, 2013. Some series are estimated as noted below.

* Series in The Conference Board LEI for the U.S. based on our estimates are manufacturers’ new orders for
consumer goods and materials, and manufacturers’ new orders for nondefense capital goods excl. aircraft. Series in
The Conference Board CEI for the U.S. that are based on our estimates are personal income less transfer payments
and manufacturing and trade sales. Series in The Conference Board LAG for the U.S. that are based on our estimates
are manufacturing and trade inventories to sales ratio, the change in labor cost per unit of output, manufacturing,
consumer installment credit to income ratio, and the personal consumption expenditure deflator used to deflate
commercial and industrial loans outstanding.

The procedure used to estimate the current month’s personal consumption expenditure deflator (used in the
calculation of commercial and industrial loans outstanding) now incorporates the current month’s consumer price
index when it is available before the release of The Conference Board LEI for the U.S.

Professional Contacts at The Conference Board: Media Contacts:
Ken Goldstein: 212-339-0331 Carol Courter: 212- 339-0232
Indicators Program: 212-339-0330 Jonathan Liu: 212- 339-0257

Email: indicators@conference-board.org
Website: http://www.conference-board.org/data/bci.cfm

THE CYCLICAL INDICATOR APPROACH. The composite economic indexes are the key elements in an
analytic system designed to signal peaks and troughs in the business cycle. The leading, coincident, and lagging
economic indexes are essentially composite averages of several individual leading, coincident, or lagging indicators.
(See page 3 for details.) They are constructed to summarize and reveal common turning point patterns in economic
data in a clearer and more convincing manner than any individual component—primarily because they smooth out
some of the volatility of individual components.
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Historically, the cyclical turning points in The Conference Board LEI for the U.S. have occurred before those in
aggregate economic activity, while the cyclical turning points in The Conference Board CEI for the U.S. have
occurred at about the same time as those in aggregate economic activity. The cyclical turning points in The
Conference Board LAG for the U.S. generally have occurred after those in aggregate economic activity.

U.S. Composite Economic Indexes: Components and Standardization Factors

Leading Economic Index Factor
1 Average weekly hours, manufacturing 0.2747
2 Average weekly initial claims for unemployment insurance 0.0340
3 Manufacturers' new orders, consumer goods and materials 0.0815
4 ISM" new orders index 0.1606
5 Manufacturers' new orders, nondefense capital goods excl.

aircraft 0.0390

6 Building permits, new private housing units 0.0316
7  Stock prices, 500 common stocks 0.0392
8 Leading Credit Index™ 0.0829
9 Interest rate spread, 10-year Treasury bonds less federal funds 0.1090
10 Avg. consumer expectations for business conditions 0.1475

Coincident Economic Index

1 Employees on nonagricultural payrolls 0.4956
2 Personal income less transfer payments 0.2525
3 Industrial production 0.1382
4 Manufacturing and trade sales 0.1137

Lagging Economic Index

1 Average duration of unemployment 0.0364
2 Inventories to sales ratio, manufacturing and trade 0.1228
3 Labor cost per unit of output, manufacturing 0.0589
4 Average prime rate 0.2865
5 Commercial and industrial loans 0.0953
6 Consumer installment credit to personal income ratio 0.2010
7 Consumer price index for services 0.1991

Notes:

The component factors are inversely related to the standard deviation of the month-to-month changes in each
component. They are used to equalize the volatility of the contribution from each component and are “normalized”
to sum to 1. When one or more components are missing, the other factors are adjusted proportionately to ensure
that the total continues to sum to 1.

These factors were revised effective on the release for January 2013, and all historical values for the three
composite economic indexes were revised at this time to reflect the changes. (Under normal circumstances,
updates to the leading, coincident, and lagging economic indexes only incorporate revisions to data over the past
six months.) The factors for The Conference Board LEI for the U.S. were calculated using 1984-2011 as the
sample period for measuring volatility. A separate set of factors for the 1959-1983 period is available upon
request. The primary sample period for the coincident and lagging economic indexes was 1959-2011. For
additional information on the standardization factors and the index methodology see: “Benchmark Revisions in the
Composite Indexes,” Business Cycle Indicators December 1997 and “Technical Appendix: Calculating the
Composite Indexes” Business Cycle Indicators December 1996, or the Web site: http://www.conference-
board.org/data/bci.cfm

The trend adjustment factor for The Conference Board LEI for the U.S is -0.0676 (over the 1984 — present) and
0.0942 (over the 1959-1983 period), and the trend adjustment factor for The Conference Board LAG for the U.S is
0.1576.

To address the problem of lags in available data, those leading, coincident and lagging indicators that are not
available at the time of publication are estimated using statistical imputation. An autoregressive model is used to
estimate each unavailable component. The resulting indexes are therefore constructed using real and estimated
data, and will be revised as the unavailable data during the time of publication become available. Such revisions
are part of the monthly data revisions, now a regular part of the U.S. Business Cycle Indicators program. The main
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advantage of this procedure is to utilize in the leading economic index data such as stock prices, interest rate
spread, and manufacturing hours that are available sooner than other data on real aspects of the economy such as
manufacturers’ new orders. Empirical research by The Conference Board suggests that there are real gains in
adopting this procedure to make all the indicator series as up-to-date as possible.

NOTICES

The Conference Board Leading Economic Index® (LEI) for the U.S. news release schedule for 2014:
Thursday, January 23, 2014 For December 2013 data
Thursday, February 20, 2014 For January 2014 data
Thursday, March 20, 2014 For February 2014 data
Friday, April 18, 2014 For March 2014 data
Thursday, May 22, 2014 For April 2014 data
Thursday, June 19, 2014 For May 2014 data
Friday, July 18, 2014 For Jane 2014 data
Thursday, August 21, 2014 For July 2014 data
Friday, September 19, 2014 For August 2014 data
Thursday, October 23, 2014 For September 2014 data
Thursday, November 20, 2014 For October 2014 data
Thursday, December 18, 2014 For November 2014 data

All releases are at 10:00 AM ET.

About The Conference Board

The Conference Board is a global, independent business membership and research
association working in the public interest. Our mission is unique: To provide the
world’s leading organizations with the practical knowledge they need to improve their
performance and better serve society. The Conference Board is a non-advocacy, not-
for-profit entity holding 501 (c) (3) tax-exempt status in the United States.

AVAILABLE FROM THE CONFERENCE BOARD

U.S. Business Cycle Indicators Internet Subscription
(Includes monthly release, data, charts and commentary)
$ 680 (for TCB members)/$865 (for non-TCB members) per year (1 user)

Individual Data Series
$65 per series downloaded

Monthly BCI Report (PDF)
(Sample available at http.//www.conference-board.org/data/monthlybci.cfm)
$ 275 (for TCB members)/$340 (for non-TCB members) per year

BCI Handbook (published 2001) PDF only — website download
Corporate Site License Contact Indicators Program at (212) 339-0330

Business Cycle Indicators for China, the Euro Area, France, Germany, India, Japan, Korea,
Mexico, Spain, the U.K, and the U.S. are available at $680 (for TCB members)/$865 (for
non-TCB members) per country per year (1 user). Discounts are available accredited academic
institutions.
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Table 1. Summary of U.S. Composite Economic Indexes
2013
May Jun Jul Aug Sep Oct Nov
Leading index 953 r 953 r 958 r 964 r 974 r 97.5 983 p
Percent change 2 .0 S5 o 6 r 10 r Ao 8 p
Diffusion index 60 55 75 85 75 65 80
Coincident index 106.0 106.1 r 106.1 1064 r 106.7 r 106.8 r 1072 »p
Percent change 3 A or 0 r 3 3 or Ao 4 p
Diffusion index 100 62.5 62.5 100 100 75 100
Lagging index 1181 r 118.4 1186 r 1188 r 1195 r 1199 r 1199 p
Percent change 3 3 2 2 6 r 3 0 p
Diffusion index 64.3 64.3 42.9 42.9 78.6 71.4 42.9
Coincident-lagging 898 r 896 r 895 r 896 r 893 r 89.1 r 894 p
ratio
Nov to Dec to Jan to Feb to Mar to Apr to May to
May Jun Jul Aug Sep Oct Nov
Leading index
Percent change 2.0 1.7 1.8 1.9 3.3 25 3.1
Diffusion index 80 65 65 65 90 70 80
Coincident index
Percent change 0.9 0 1.4 1.0 1.1 1.0 1.1
Diffusion index 100 75 100 100 100 100 100
Lagging index
Percent change 1.7 1.8 0.6 1.0 1.6 1.8 1.5
Diffusion index 78.6 71.4 35.7 50 64.3 64.3 64.3

p Preliminary. r Revised (noted only for index levels and one-month percent changes). ¢ Corrected.

CALCULATION NOTE: The diffusion indexes measure the proportion of the components that are contributing positively.
Components that rise more than 0.05 percent are given a value of 1.0, components that change less than 0.05 percent
are given a value of 0.5, and components that fall more than 0.05 percent are given a value of 0.0.

The full history of composite and diffusion indexes is available by subscription on our web site at
https://www.conference-board.org/data/bcicountry.cfm?cid=1

© The Conference Board 2013. All data contained in this table are protected by United States and international copyright laws. The data displayed
are provided for informational purposes only and may only be accessed, reviewed, and/or used in accordance with, and the permission of, The
Conference Board consistent with a subscriber or license agreement and the Terms of Use displayed on our website at www.conference-board.org.
The data and analysis contained herein may not be used, redistributed, published, or posted by any means without express written permission from
The Conference Board.

COPYRIGHT TERMS OF USE. All material in this data table, this press release, and on Our Sites are protected by United States and international
copyright laws. You must abide by all copyright notices and restrictions contained in Our Sites. You may not reproduce, distribute (in any form
including over any local area or other network or service), display, perform, create derivative works of, sell, license, extract for use in a database,
or otherwise use any materials (including computer programs and other code) in this data table, this press release, and on Our Sites (collectively,
“Site Material”), except that you may download Site Material in the form of one machine readable copy that you will use only for personal,
noncommercial purposes, and only if you do not alter Site Material or remove any trademark, copyright or other notice displayed on the Site
Material. If you are a subscriber to any of the services offered on Our Sites, you may be permitted to use Site Material, according to the terms of
your subscription agreement.

TRADEMARKS. “THE CONFERENCE BOARD?”, the TORCH LOGO, "THE CONFERENCE BOARD LEADING ECONOMIC INDEX",
“THE CONFERENCE BOARD COINCIDENT ECONOMIC INDEX", “THE CONFERENCE BOARD LAGGING ECONOMIC INDEX", and
any other logos, indicia and trademarks featured in this data table, this press release, or on Our Sites are trademarks owned by The Conference
Board, Inc. in the United States and other countries (“Our Trademarks”). You may not use Our Trademarks in connection with any product or
service that does not belong to us or in any manner that is likely to cause confusion among users about whether The Conference Board is the
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Component
May Jun Jul Aug Sep Oct Nov
U.S. Leading Economic Index component data
Average workweek, production

workers, mfg. (hours)..................ool 41.8 41.8 41.7 41.9 41.9 r 41.9 42.0
Average weekly initial claims, state

unemployment insurance (thousands)*...... 352.5 345.6 341.7 328.9 r 304.9 349.6 322.8
Manufacturers' new orders, consumer

goods and materials (mil. 1982 dol.)......... 131,150 r 130,799 r 130,852 r 131,261 r 132,830 r 133,408 r 133,609 **
ISM New Orders Index
(percent).........ooooiiiiiiiiiiii 48.8 51.9 58.3 63.2 60.5 60.6 63.6
Manufacturers' new orders, nondefense

capital goods excl. aircraft (mil. 1982 dol.). 41969 42394 40923 r 41363 r 40758 r 40452 r 40852 **
Building permits (thous.)....... 985 918 954 926 r 974 r 1,039 r 1,007
Stock prices, 500 common stocks (c)

(index: 1941-43=10) 1,639.84 1,618.77 1,668.68 1,670.09 1,687.17 1,720.03 1,784.37
Leading Credit Index™ (std. dev.")*............. -0.83 r -0.68 r -1.37 r -1.00 r -1.54 r -1.67 r -1.76
Interest rate spread, 10-year Treasury

bonds less federal funds...................... ... 1.82 2.21 2.49 2.66 2.73 2.53 2.64
Avg. Consumer Expectations for Business
Conditions (std. dev.”)...............oooiiilL -0.05 r 0.22 r 0.14 r 0.04 r -0.05 r -1.09 r -0.81
LEADING INDEX (2004=100).........c.ccccuuennnn. 95.3 r 953 r 958 r 96.4 r 97.4 r 97.5 98.3 p

Percent change from preceding month. 0.2 r 0.0 0.5 r 0.6 r 1.0 r 0.1 r 0.8 p

U.S. Leading Economic Index net contributions
Average workweek, production

workers, mfg... .00 -.07 .13 .00 r .00 .07
Average weekly initial claims, state

unemployment insurance......................... .07 .04 .13 .26 -.46 .27
Manufacturers' new orders, consumer

goods and materials..................ooooaal -.02 r .00 r .03 r .10 r .04 r .01 **
ISM New Orders Index......................oo.. -.07 .06 .16 .10 11 17
Manufacturers' new orders, nondefense

capital goods excl. aircraft....................... .04 -14 r .04 r -.06 -03 r .04 **
Building permits........ ... i -.22 12 -.09 r .16 r 20 r -.10
Stock prices, 500 common stocks (c) -.05 .12 .00 .04 .08 .14
Leading Credit Index™ ... ......................... .06 r 11 r .08 r 13 r 14 r .15
Interest rate spread, 10-year Treasury

bonds less federal funds.......................... .24 .27 .29 .30 .28 .29
Avg. Consumer Expectations for Business
ConditioNS......oooiii i .03 .02 .01 r -.01 -.16 -.12

p Preliminary. r Revised. c Corrected.
1 Standard deviation above or below the mean

Inverted series; a negative change or value in this component makes a positive contribution to the index.

Statistical Imputation (See page 3 for more details)

(c) Copyrighted. Series from private sources are provided through the courtesy of the compilers and
are subject to their copyrights: Stock prices, Standard & Poor's Corporation; Index of consumer expectations,
University of Michigan's Survey Research Center.

CALCULATION NOTE: The percent change in the index does not always equal the sum of the net contributions
of the individual components (because of rounding effects and base value differences).
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Component g
May Jun Jul Aug Sep Oct Nov
U.S. Coincident Economic Index component data

Employees on nonagricultural payrolls

(thousands)............ 135,688 135,860 135,949 r 136,187 r 136,362 r 136,562 r 136,765
Personal income less transfer payments

(ann. rate, bil. chn. 2009 dol.).............cooiiiiiiiiia. 10,914 r 10,913 10,914 r 10,957 r 10,998 r 10,991 r 11,021 **
Industrial production (index: 2007=100)................ 98.961 r 99.172 99.011 r 99.536 r 100.052 r 100.153 r 101.283
Manufacturing and trade sales

(mMil. chn. 2009 dOl.). ..o 1,135,043 r 1,132,747 1,136,843 r 1,138,638 r 1,143,280 r 1,145,822 ** 1,148,780 **
COINCIDENT INDEX (2004=100) 106.0 106.1 106.1 106.4 r 106.7 r 106.8 r 107.2 p

Percent change from preceding month 0.3 0.1 00r 0.3r 0.3r 0.1r 0.4 p

U.S. Coincident Economic Index net contributions
Employees on nonagricultural payrolls................. .06 .03 r .09 r .06 r .07 .07
Personal income less transfer payments.............. .00 .00 r .10 r .09 r -02r .07 **
Industrial production.......................... .03 -.02r .07 r .07 r 01 r .15
Manufacturing and trade sales............................ -.02 .04 r .02 .05 r .03 ** .03 **
U.S. Lagging Economic Index component data

Average duration of unemployment

(WeEKS ) .. 36.9 35.6 36.6 37.0 36.9 36.1 37.2
Ratio, manufacturing and trade inventories

to sales (chain 2009 dol.)..............oooiiiiiiiiin, 1.384 1.388 1.388 r 1.391 r 1.392 r 1.393 ** 1.393 **
Change in index of labor cost per unit of

output, mfg. (6-month percent, ann. rate).. 0.6r -3.2 21r 1.2r 0.6 r 0.7 ** 0.8 **
Average prime rate charged by banks

(PErCeNt). ... i 3.25 3.25 3.25 3.25 3.25 3.25 3.25
Commercial and industrial loans

outstanding (mil. chn. 2009 dol.)............................. 975,482 r 986,086 968,984 r 983,447 r 1,020,832 r 1,016,649 r 1,014,212 **
Ratio, consumer installment credit out-

standing to personal income (percent)................. 21.28 r 21.31 21.37 r 21.36 r 21.38r 21.82r 21.55 **
Change in CPI for senvices

(6-month percent, ann. rate)..........................l 2.7 2.6 2.3 2.0 2.2 2.2 2.1
LAGGING INDEX (2004=100) 118.1 r 118.4 118.6 r 118.8 r 119.5 r 119.9 r 119.9 p

Percent change from preceding month. .3 .3 2r 2r .6r .3 .0 p

U.S. Lagging Economic Index net contributions

Average duration of unemployment........................ .13 -.10 -.04 .01 .08 -.11
Ratio, manufacturing and trade inventories

tosales............. .04 .00 r .03 r .01 r .01 ** .00 **
Change in index of labor cost per unit of

output, mMfg.. ... -.22 31 r -.05r -.04r .01 ** .01 **
Average prime rate charged by banks................... .00 .00 .00 .00 .00 .00
Commercial and industrial loans

outstanding.........oooiiiiiiii .10 =17 r 14 r .36 r -.04 -.02 **
Ratio, consumer installment credit out-

standing to personal income...................o.o.. .03 .06 r -01r .02 r A3 r .03 **
Change in CPlforsenices.............cccooiiiiiinnaaa. .. -.02 -.06 -.06 .04 .00 -.02

CPI

Consumer Price Index. For additional notes see table 2.
Inverted series; a negative change in this component makes a positive contribution to the index.
Statistical Imputation (See page 3 for more details)
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U.S. Composite Economic Indexes (2004=100)
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Shaded areas represent recessions as determined by the National Bureau of Economic Research.
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THE EFFECT OF THE FIRM’S CAPITAL STRUCTURE ON
THE SYSTEMATIC RISK OF COMMON STOCKS

ROBERT S. HAMADA*

I. INTRODUCTION

ONLY RECENTLY has there been an interest in relating the issues historically
associated with corporation finance to those historically associated with invest-
ment and portfolio analyses. In fact, rigorous theoretical attempts in this
direction were made only since the capital asset pricing model of Sharpe [13],
Lintner [6], and Mossin [11], itself an extension of the Markowitz [7]
portfolio theory. This study is one of the first empirical works consciously
attempting to show and test the relationships between the two fields. In addi-
tion, differences in the observed systematic or nondiversifiable risk of common
stocks, B, have never really been analyzed before by investigating some of the
underlying differences in the firms.

In the capital asset pricing model, it was demonstrated that the efficient set
of portfolios to any individual investor will always be some combination of lend-
ing at the risk-free rate and the “market portfolio,” or borrowing at the risk-
free rate and the “market portfolio.” At the same time, the Modigliani and
Miller (MM) propositions [9, 10] on the effect of corporate leverage are well
known to the students of corporation finance. In order for their propositions
to hold, personal leverage is required to be a perfect substitute for corporate
leverage. If this is true, then corporate borrowing could substitute for personal
borrowing in the capital asset pricing model as well.

Both in the pricing model and the MM theory, borrowing, from whatever
source, while maintaining a fixed amount of equity, increases the risk to the
investor. Therefore, in the mean-standard deviation version of the capital
asset pricing model, the covariance of the asset’s rate of return with the market
portfolio’s rate of return (which measures the nondiversifiable risk of the
asset—the proxy § will be used to measure this) should be greater for the stock
of a firm with a higher debt-equity ratio than for the stock of another firm in
the same risk-class with a lower debt-equity ratio.!

This study, then, has a number of purposes. First, we shall attempt to link
empirically corporation finance issues with portfolio and security analyses
through the effect of a firm’s leverage on the systematic risk of its common

* Graduate School of Business, University of Chicago, currently visiting at the Graduate School
of Business Administration, University of Washington. The research assistance of Christine Thomas
and Leon Tsao is gratefully acknowledged. This paper has benefited from the comments made at the
Finance Workshop at the University of Chicago, and especially those made by Eugene Fama. Re-
maining errors are due solely to the author.

1. This very quick summary of the theoretical relationship between what is known as corporation
finance and the modern investment and portfolio analyses centered around the capital asset pricing
model is more thoroughly presented in [5], along with the necessary assumptions required for this
relationship.
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stock. Then, we shall attempt to test the MM theory, or at least provide an-
other piece of evidence on this long-standing controversial issue. This test will
not rely on an explicit valuation model, such as the MM study of the electric
utility industry [8] and the Brown study of the railroad industry [2]. A
procedure using systematic risk measures (f s) has been worked out in this
paper for this purpose.

If the MM theory is validated by this procedure, then the final purpose of
this study is to demonstrate a method for estimating the cost of capital of indi-
vidual firms to be used by them for scale-changing or nondiversifying invest-
ment projects. The primary component of any firm’s cost of capital is the
capitalization rate for the firm if the firm had no debt and preferred stock in
its capital structure. Since most firms do have fixed commitment obligations,
this capitalization rate (we shall call it E(R,); MM denote it pt) is unobserv-
able. But if the MM theory and the capital asset pricing model are correct,
then it is possible to estimate E(R,) from the systematic risk approach for
individual firms, even if these firms are members of a one-firm risk-class.?

With this statement of the purposes for this study, we shall, in Section II,
discuss the alternative general procedures that are possible for estimating the
effect of leverage on systematic risk and select the most feasible ones. The results
are presented in Section III. And finally, tests of the MM versus the traditional
theories of corporation finance are presented in Section 1V.

II. SoMmE PossSiBLE PROCEDURES AND THE
SELECTED ESTIMATING RELATIONSHIPS

There are at least four general procedures that can be used to estimate
the effect of the firm’s capital structure on the systematic risk of common
stocks. The first is the MM valuation model approach. By estimating p” with
an explicit valuation model as they have for the electric utility industry, it is
possible to relate this p” with the use of the capital asset pricing model to a
nonleveraged systematic risk measure, ,f. Then the difference between the
observed common stock’s systematic risk (which we shall denote 58) and A8
would be due solely to leverage. But the difficulties of this approach for all
firms are many.

The MM valuation model approach requires the specification, in advance, of
risk-classes. All firms in a risk-class are then assumed to have the same p™—the
capitalization rate for an all-common equity firm. Unfortunately, there must
be enough firms in a risk-class so that a cross-section analysis will yield
statistically significant coefficients. There may not be many more risk-classes
(with enough observations) now that the electric utility and railroad industries
have been studied. In addition, the MM approach requires estimating expected
asset earnings and estimating the capitalized growth potential implicit in stock
prices. If it is possible to consider growth and expected earnings without having

2. It is, in fact, this last purpose of making applicable and practical some of the implications of
the capital asset pricing model for corporation finance issues that provided the initial motivation for
this paper. In this context, if one is familiar with the fair rate of return literature for regulated
utilities, for example, an industry where debt is so prevalent, adjusting correctly for leverage is not
frequently done and can be very critical.
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to specify their exact magnitude at a specific point in time, considerable dif-
ficulty and possible measurement errors will be avoided.

The second approach is to run a regression between the observed systematic
risk of a stock and a number of accounting and leverage variables in an attempt
to explain this observed systematic risk. Unfortunately, without a theory, we
do not know which variables to include and which variables to exclude and
whether the relationship is linear, multiplicative, exponential, curvilinear, etc.
Therefore, this method will also not be used.

A third approach is to measure the systematic risk before and after a new
debt issue. The difference can then be attributed to the debt issue directly. An
attractive feature of this procedure is that a good estimate of the market value
of the incremental debt issue can be obtained. A number of disadvantages, un-
fortunately, are associated with this direct approach. The difference in the
systematic risk may be due not only to the additional debt, but also to the
reason the debt was issued. It may be used to finance a new investment project,
in which case the project’s characteristics will also be reflected in the new
systematic risk measure. In addition, the new debt issue may have been
anticipated by the market if the firm had some long-run target leverage ratio
which this issue will help maintain; conversely, the market may not fully
consider the new debt issue if it believes the increase in leverage is only
temporary. For these reasons, this seemingly attractive procedure will not be
employed.

The last approach, which will be used in this study, is to assume the validity
of the MM theory from the outset. Then the observed rate of return of a stock
can be adjusted to what it would have been over the same time period had the
firm no debt and preferred stock in its capital structure. The difference between
the observed systematic risk, pB, and the systematic risk for this adjusted rate
of return time series, o, can be attributed to leverage, if the MM theory is
correct. The final step, then, is to test the MM theory.

To discuss this more specifically, consider the following relationship for the
dollar return to the common shareholder from period t — 1 to t:

(X—I)t(l—T)t—pt-l—AGt:dt-l—Cgt (1)

where X, represents earnings before taxes, interest, and preferred dividends
and is assumed to be unaffected by fixed commitment obligations; I, represents
interest and other fixed charges paid during the period; © is the corporation
income tax rate; p, is the preferred dividends paid; AG, represents the change
in capitalized growth over the period; and d. and cg; are common shareholder
dividends and capital gains during the period, respectively.

Equation (1) relates the corporation finance types of variables with the
market holding period return important to the investors. The first term on the
left-hand-side of (1) is profits after taxes and after interest which is the
earnings the common and preferred shareholders receive on their investment
for the period. Subtracting out p, leaves us with the earnings the common
shareholder would receive from currently-held assets.

To this must be added any change in capitalized growth since we are trying
to explain the common shareholder’s market holding period dollar return. AG,



WPD-6 (23)
Page 5 of 19

438 The Journal of Finance

must be added for growth firms to the current period’s profits from existing
assets since capitalized growth opportunities of the firm—future earnings from
new assets over and above the firm’s cost of capital which are already reflected
in the stock price at (t — 1)—should change over the period and would accrue
to the common shareholder. Assuming shareholders at the start of the period
estimated these growth opportunities on average correctly, the expected value
of AG, would not be zero, but should be positive. For example, consider growth
opportunities five years from now which yield more than the going rate of
return and are reflected in today’s stock price. These growth opportunities will
become one year closer to fruition at time t than at time t — 1 so that their
present value would become larger. AG, then represents this increase in the
present value of these future opportunities simply because it is now four years
away rather than five?
Since the systematic risk of a common stock is:

cov (RB RM )
sff =- 2 —— 2)
o?(Ra,)
where Ry, is the common shareholder’s rate of return and Ry, is the rate of
return on the market portfolio, then substitution of (1) into (2) yields:

[(X—I)(I—T)t—Pt'l-AGt ]
cov » Ry,

ey (22)
b= F (R :
where Sg,_, denotes the market value of the common stock at the beginning
of the period.
The systematic risk for the same firm over the same period if there were no
debt and preferred stock in its capital structure is:

COV(RAt, RMt)
o? ( RMt)

[ X(1 —1)s -+ AGs ]
cov s R,

Say-1

= o?(Ry,) )

AP —

where R,, and S,, , represent the rate of return and the market value, respec-
tively, to the common shareholder if the firm had no debt and preferred stock.
From (3), we can obtain:

cov [X(1 — 1) ¢+ AGy, Ry, ]

aSaiy = o?(Ry,) =)

3. Continual awareness of the difficulties of estimating capitalized growth, or changes in growth,
especially in conjunction with leverage considerations, for purposes such as valuation or cost of
capital is a characteristic common to students of corporation finance. This is the reason for the
emphasis on growth in this paper and for presenting a method to neutralize for differences in growth
when comparing rates of return.
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Next, by expanding and rearranging (2a), we have:
BSs,_, = cov [X(1 — 1)t -+ AGe, Ry, ] _ cov [I(1 — 7)¢, Ry, ] _ cov (pt, Ru,)
0%(Ry,) 0?(Ru,) 0*(Ruy,)
(2b)

If we assume as an empirical approximation that interest and preferred
dividends have negligible covariance with the market, at least relative to the
(pure equity) common stock’s covariance, then substitution of the LHS of
(3a) into the RHS of (2b) yields:*

88Ss,_; = aPSa,, (4)
or

Se
A= < S ) Bp (4a)
A t—1
Because S,,_,, the market value of common stock #f the firm had no debt
and preferred stock, is not observable since most firms do have debt and/or
preferred stock, a theory is required in order to measure what this quantity
would have been at t — 1. The MM theory [10] will be employed for this
purpose, that is:
SAt—-1= (V—TD)t._l. (5)

Equation (5) indicates that if the Federal government tax subsidy for debt
financing, TD, where D is the market value of debt, is subtracted from the
observed market value of the firm, V,_; (where V,_, is the sum of Sy, D and
the observed market value of preferred), then the market value of an un-
leveraged firm is obtained. Underlying (5) is the assumption that the firm is
near its target leverage ratio so that no more or no less debt subsidy is capital-
ized already into the observed stock price. The conditions under which this
MM relationship hold are discussed carefully in [4].

It is at this point that problems in obtaining satisfactory estimates of ,f
develop, since (4) theoretically holds only for the next period. As a practical
matter, the accepted, and seemingly acceptable, method of obtaining estimates
of a stock’s systematic risk, g8, is to run a least squares regression between a
stock’s and market portfolio’s kistorical rates of return. Using past data for gf,
it is not clear which period’s ratio of market values to apply in (4a) to estimate
the firm’s systematic risk, ,8. There would be no problem if the market value
ratios of debt to equity and preferred stock to equity remained relatively stable
over the past for each firm, but a cursory look at these data reveals that this is
not true for the large majority of firms in our sample. Should we use the market
value ratio required in (4a) that was observed at the start of our regression
period, at the end of our regression period, or some kind of average over the
period? In addition, since these different observed ratios will give us different
estimates for B, it is not clear, without some criterion, how we should select
from among the various estimates.

4. This general method of arriving at (4) was suggested by the comments of William Sharpe, one
of the discussants of this paper at the annual meeting. A much more cumbersome and less general
derivation of (4) was in the earlier version.
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It is for this purpose—to obtain a standard—that a more cumbersome and
more data demanding approach to obtain estimates of ,B is suggested. Given the
large fluctuations in market leverage ratios, intuitively it would appear that the
firm’s risk is more stable than the common stock’s risk. In that event, a
leverage-free rate of return time series for each firm should be derived and the
market model applied to this time series directly. In this manner, the beta
coefficient would give us a direct estimate of ,f which can then be used as a
criterion to determine if any of the market value ratios discussed above can be
applied to (4a) successfully.

For this purpose, the “would-have-been” rate of return for the common
stock if the firm had no debt and preferred is:

Xt(l - T)ﬁ + AGt

RA = . (6)
’ Sag—y

The numerator of (6) can be rearranged to be:
Xi(1 — 1)t +AG = [(X —1)e(l — )¢ —pe 4 AGe] 4 pe 4- 1e(1 — 7).
Substituting (1):
Xe(1 — )¢+ AGe = [de +-cge] 4 pe+1e(1 — 1)+
Therefore, (6) can be written as:
_ Getcgetpet Te(1 —1)¢

SAt—1

Ra (7

t

Since S,, ; is unobservable for the firms with leverage, the MM theory,
equation (5), will be employed; then:

— di + cge +pe + Te(1 — )¢

R 8
* (V—1D)es ®
The observed rate of return on the common stock is, of course:
X—1)(1— — AG
RB,Z( )e(l —T)e—pe+ t_ dt"l"cgt. )

Sy—y Spyy

Equation (8) is the rate of return to the common shareholder of the same
firm and over the same period of time as (9). However, in (8) there are the
underlying assumptions that the firm never had any debt and preferred stock
and that the MM theory is correct; (9) incorporates the exact amount of debt
and preferred stock that the firm actually did have over this time period and
no leverage assumption is being made. Both (8) and (9) are now in forms
where they can be measured with available data. One can note that it is un-
necessary to estimate the change in growth, or earnings from current assets,
since these should be captured in the market holding period return, d, < cg,.

Using CRSP data for (9) and both CRSP and Compustat data for the com-
ponents of (8), a time series of yearly R,, and Rp, for t = 1948-1967 were
derived for 304 different firms. These 304 firms represent an exhaustive sample
of the firms with complete data on both tapes for all the years.
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A number of “market model” [1, 12] variants were then applied to these
data. For each of the 304 firms, the following regressions were run:

Rase = 2% + 4By Rag + s (10a)
Ry = 5% + 5B Ragg -+ nése ~ (10b)
In(1 + Rast) = acts + acPi In(1 4 Ry,) -+ acene (10c)
In(1 + Repu) = soos + pcfi In(1 + Rag,) + nosse (10d)
i=1,2,...,304
t = 1948-1967

where Ry, is the observed NYSE arithmetic stock market rate of return with
dividends reinvested, a; and B, are constants for each firm-regression, and the
usual conditions are assumed for the properties of the disturbance terms, e;.
Equations (10c) and (10d) are the continuously-compounded rate of return
versions of (10a) and (10b), respectively.®

III. Tue ResuLts

An abbreviated table of the regression results for each of the four variants,
‘equations (10a)-(10d), summarized across the 304 firms is shown in Table 1.

The first column designated “mean” is the average of the statistic (indicated
by the rows) over all 304 firms. Therefore, the mean ,a of 0.0221 is the inter-
cept term of equation (10a) averaged over 304 different firm-regressions. The
second and third columns give the deviation measures indicated, of the 304
point estimates of, say, ,& The mean standard error of estimate in the last
column is the average over 304 firms of the individual standard errors of
estimate.

The major conclusion drawn from Table 1 is the following mean  com-
parisons:

A
B> 4B, ie.,0.9190 > 0.7030
Bcé‘ > A(‘.ﬁ, ie., 0.9183 > 0.7263.

The directional results of these betas, assuming the validity of the MM
theory, are not imperceptible and clearly are not negligible differences from the
investor’s point of view. This is obtained in spite of all the measurement and
data problems associated with estimating a time series of the RHS of (8) for

5. Because the Ry, used in equations (10) is defined as the observed stock market return, and

since adjusting for capital structure is the major purpose of this exercise, it was decided that the
same four regressions should be replicated on a leverage-adjusted stock market rate of return. The
major reason for this additional adjustment is the belief that the rates of return over time and their
relationship with the market are more stable when we can abstract from all changes in leverage and
get at the underlying risk of all firms.

For the 221 firms (out of the total 304) whose fiscal years coincide with the calendar year, aver-
age values for the components of the RHS of (8) were obtained for each year so that RMt could be

adjusted in the same way as for the individual firms—a yearly time series of stock market rates of
return, if all the firms on the NVYSE had no debt and no preferred in their capital structure, was
derived. The results, when using this adjusted market portfolio rate of return time series, were not
very different from the results of equations (10), and so will not be reported here separately.
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TABLE 1
SuMMARY RESULTS OVER 304 FirMs oF Equarions (10a)-(10d)
Mean Standard
Mean Absolute Standard Error of
Mean Deviation* Deviation Estimate
A‘,% 0.0221 0.0431 0.0537 0.0558
aB 0.7030 0.2660 0.3485 0.2130
aR2? 0.3799 0.1577 0.1896
AP 0.0314
pd 0.0187 0.0571 0.0714 0.0720
sB 0.919¢C 0.3550 0.4478 0.2746
sR2 0.3864 0.1578 0.1905
Bp 0.0281
Aol 0.0058 0.0427 0.0535 0.0461
ach 0.7263 0.2700 0.3442 0.2081
acR? 0.3933 0.1586 0.1909
ACP 0.0268
nc‘:’f\ —0.0052 0.0580 0.0729 0.0574
Bob 0.9183 0.3426 04216 0.2591
noR? 0.4012 0.1602 0.1922
BCH 0.0262
N
z : % — x|
* Defined as: —1:—1—-—N————, where N = 304. § = first order serial correlation coefficient.

each firm. One of the reasons for the “traditional” theory position on leverage
is precisely this point—that small and reasonable amounts of leverage cannot
be discerned by the market. In fact, if the MM theory is correct, leverage has
explained as much as, roughly, 21 to 24 per cent of the value of the mean f.

We can also note that if the covariance between the asset and market rates of
return, as well as the market variance, was constant over time, then the system-
atic risk from the market model is related to the expected rate of return by
the capital asset pricing model. That is:

E(Ra,) = Rr, + sB[E(Ry,) — Rp,] (11a)
E(Rg,) = Ry, + sB[E(Ry,) — Rr,] (11b)

Equation (11a) indicates the relationship between the expected rate of return
for the common stock shareholder of a debt-free and preferred-free firm, to
the systematic risk, 4B, as obtained in regressions (10a) or (10c). The LHS of
(11a) is the important pt for the MM cost of capital. The MM theory [9, 10]
also predicts that shareholder expected yield must be higher (for the same real
firm) when the firm has debt than when it does not. Financial risk is greater,
therefore, shareholders require more expected return. Thus, E(Rg,) must be
greater than E(R,,). In order for this MM prediction to be true, from (11a)
and (11b) it can be observed that 58 must be greater than ,8, which is what we
obtained.

Using the results underlying Table 1, namely the firm and stock betas, as the
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criterion for selecting among the possible observed market value ratios that can
be used, if any, for (4), the following cross-section regressions were run:

S
(Bri=a;+b SA Aﬁ) ~+uy i=1,2,...,102 (12a)
B 1

Sp

S
Sa Bﬁ) +uy  i=1,2,...,102 (13a)
1

Sa
(B06)1:32+b2< Acﬁ) +uy i=1,2,...,102 (12b)
1

(aB)i=az -+ bs

Ss

(ACﬁ)i=a4+b4< 5. Bcﬁ)i—i-uﬁ i=1,2,...,102 (13b)

Because the preferred stock market values were not as reliable as debt, only
the 102 firms (out of 304) that did not have preferred in any of the years were
used. The test for the adequacy of this alternative approach, equation (4), to
adjust the systematic risk of common stocks for the underlying firm’s capital
structure, is whether the intercept term, a, is equal to zero, and the slope co-
efficient, b, is equal to one in the above regressions (as well as, of course, a high
R?)—these requirements are implied by (4). The results of this test would
also indicate whether future “market model” studies that only use common
stock rates of return without adjusting, or even noting, for the firm’s debt-
equity ratio will be adequate. The total firm’s systematic risk may be stable
(as long as the firm stays in the same risk-class), whereas the common stock’s
systematic risk may not be stable merely because of unanticipated capital
structure changes—the data underlying Table 3 indicate that there were very
few firms which did not have major changes in their capital structure over the
twenty years studied.

The results of these regressions, when using the average S, and average Sy
over the twenty years for each firm, are shown in the first column panel of
Table 2. These regressions were then replicated twice, first using the December
31, 1947 values of S,, and S, instead of the twenty-year average for each firm,
and then substituting the December 31, 1966 values of S, and Sg, for the 1947
values. These results are in the second and third panels of Table 2.°

From the first panel of Table 2, it appears that this alternative approach
via (4a) for adjusting the systematic risk for the firm’s leverage is quite

6. The point should be made that we are not merely regressing a variable on itself in (12) and
(13). (12a) and (12b) can be interpreted as correlating the pf,; obtained from (10b) and (10d)—the
LHS variable in (12a) and (12b)——against the 5f; obtained from rearranging (4)—the RHS variable
in (12a) and (12b)—to determine whether the use of (4) is as good a means of obtaining 3f; as
the direct way via the equations (10). We would be regressing a variable on itself only if the ,8,
were calculated using (4a), and then the ,f,; thus obtained, inserted into (12a) and (12b).

Instead, we are obtaining ,f, using the MM model in eack of the twenty years so that a leverage-
adjusted 20 year time series of RAi is derived. Of course, if there were no data nor measurement
problems, and if the debt-to-equity ratio were perfectly stable over this twenty year period for each
firm, then we should obtain perfect correlation in (12a) and (12b), witha == O and b = 1, as (4)
would be an identity.
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satisfactory (at least with respect to our sample of firms and years) only if
long-run averages of S, and Sy are used. The second and third panels indicate
that the equations (8) and (10) procedure is markedly superior when only
one year’s market value ratio is used as the adjustment factor. The annual
debt-to-equity ratio is much too unstable for this latter procedure.

Thus, when forecasting systematic risk is the primary objective—for example,
for portfolio decisions or for estimating the firm’s cost of capital to apply to
prospective projects—a long-run forecasted leverage adjustment is required.
Assuming the firm’s risk is more stable than the common stock’s risk,” and
if there is some reason to believe that a better forecast of the firm’s future
leverage can be obtained than using simply a past year’s (or an average of
past years’) leverage, it should be possible to improve the usual extrapolation
forecast of a stock’s systematic risk by forecasting the total firm’s systematic
risk first, and then using the independent leverage estimate as an adjustment.

IV. Tests oF THE MM vs. TRADITIONAL THEORIES OF CORPORATION FINANCE

To determine if the difference, B — A8, found in this study is indeed the
correct effect of leverage, some confirmation of the MM theory (since it was
assumed to be correct up to this point) from the systematic risk approach is
needed. Since a direct test by this approach seems impossible, an indirect,
inferential test is suggested.

The MM theory [9, 10] predicts that for firms in the same risk-class,
the capitalization rate if all the firms were financed with only common equity,
E(R,), would be the same—regardless of the actual amount of debt and
preferred each individual firm had. This would imply, from (11a), that if
E(R,) must be the same for all firms in a risk-class, so must ,8. And if these
firms had different ratios of fixed commitment obligations to common equity,
this difference in financial risk would cause their observed yfs to be different.

The major competing theory of corporation finance is what is now known
as the “traditional theory,” which has contrary implications. This theory
predicts that the capitalization rate for common equity, E(Rp), (sometimes
called the required or expected stock yield, or expected earnings-price ratio)
is constant, as debt is increased, up to some critical leverage point (this point
being a function of gambler’s ruin and bankruptcy costs).® The clear implica-
tion of this constant, horizontal, equity yield (or their initial downward
sloping cost of capital curve) is that changes in market or covariability risk
are assumed not to be discernible to the shareholders as debt is increased.
Then the traditional theory is saying that the pfs, a measure of this covari-
ability risk, would be the same for all firms in a given risk-class irregardless
of differences in leverage, as long as the critical leverage point is not reached.

Since there will always be unavoidable errors in estimating the f’s of indi-

7. A faint, but possible, empirical indication of this point may be obtained from Table 1. The
ratio of the mean point estimate to the mean standard error of estimate is less for the firm B than
for the stock P in both the discrete and continuously compounded cases.

8. This interpretation of the traditional theory can be found in [9, especially their figure 2, page

275, and their equation (13) and footnote 24 where reference is made to Durand and Graham and
Dodd].



WPD-6 (23)

Page 13 of 19

The Journal of Finance

446

L

000 26'9 000 871 000 q00d
et 000 261 000 6v'0 000 oY TBo1309[H
010 £¢0 L00 U 8¢ 1dooxs ‘A1aurge §€
6v'L 000 0z'9 000 69t 00’0 ¥O0d
¥o'¢ 000 §6'1 000 (238 000 noy
89°0 ¥$°0 ¥1°0 UBIA | ¥4 S[ER Lrewig £e
0204 000 81 000 £€8°0 000 J00d
450 £0°0 §5°0 000 970 000 Nnoy S3onpoIg
L0 o 900 ey 81 [E0) pu® wnajoI3ed (14
4 X4 00’0 Loc 000 ¥S'1 000 :10,0):)
0zt 000 060 000 180 000 5\(0)} spnpolg
£€€°0 570 400 UBSy o¢ PRIV pue S[edray) 8¢
1001 000 or's 000 4°04 000 x4 00T
1284 000 §§°¢ 000 8T'1 00°0 N0 spnpoig
¥0'1 180 24y *UBIN 0¢ PaIpury pue pooq 0¢
S s/a s/d SWILY yo Ansnpuy TaqunN
a+4 TaqunN Anysnpuy

(S) Ioo1g NOWWOD 0L ((I) i€dg anv (d) IO0I§ CMMNAITIJ 0 SOILVY ANTVA LATAVI X41SNANT

¢ T9VL



WPD-6 (23)
Page 14 of 19

447

Capital Structure and Systematic Risk

*Jeak oy3 Jo sso[pIeSa1 ‘Ansnpur agj ul ojed 3soysSry PuE 3SIMO] 33 03 S19J1 (YDOU) (Se8uey Auedwio) JO FULY,, s«
*A13snpur 9} U ofjel (ST (7 19A0) UBSW SULIG 3S3ySIY oY) pue ofjed (SILAL OZ J9AO) ULSW STLIY JSIMO] 33 03 SIdFal (NOT) SUBS JO aZury,, #x
*ATISNPUY 91} U SWLIY [[B 19A0 PUE SIEAA (7 I9A0 OIjel a3eIoA® 9) 0} SISOl (UBIW,,

99°¢ 000 61'¢ 000 601 000 AD0¥ szoyeradQ "goeL
L8'1 100 ST 100 8£'0 000 WO Surpudp @ sesnoyy
790 6v°0 £1°0 ueay L1 19p1Q ‘se103§ 3,0 £s
Z5°61 FAN) ov'91 FANY) e 000 AD0YA
e 750 ¥9°2 60 £5°0 000 WO
871 £0'T S0 By 42 samImN 6%
60'9 000 oL'e 000 £€°C 000 AD0Y
€1 000 £6'0 000 ¥$°0 000 Wod s
L¥o 8¢°0 800 ueapy 124 -dmbyg uonejrodsueiy, L8
€87 000 €87 00°0 £T'1 000 ID04
£€'1 10'0 1€°1 000 62°0 000 WOY juemdmby
0 S€0 900 eIy €1 R AI9URREY [2ILI0H 9¢
S s/a s/d STLIL] JO Lxysnpuy TqunN
.ﬁl_”..w_.u..M PqunN Axjsnpuy

(panuyuod) ¢ AIAVIL



WPD-6 (23)
Page 15 of 19

448 The Journal of Finance

vidual firms and in specifying a risk-class, we would not expect to find a set
of firms with identical systematic risk. But by specifying reasonable a priori
risk-classes, if the individual firms had closer or less scattered ,8s than gfs,
then this would support the MM theory and contradict the traditional theory.
If, instead, the s were not discernibly more diverse than the ,fs, and the
leverage ratio differed considerably among firms, then this would indicate
support for the traditional theory.®

In order to test this implication, risk-classes must be first specified. The
SEC two-digit industry classification was used for this purpose. Requiring
enough firms for statistical reasons in any given industry, nine risk-classes
were specified that had at least 13 firms; these nine classes are listed in Table
3 with their various leverage ratios.' It is clear from this table that our first
requirement is met—that there is a considerable range of leverage ratios
among firms in a risk-class and also over the twenty-year period.

Three tests will be performed to distinguish between the MM and traditional
theories. The first is simply to calculate the standard deviation of the un-
biased f estimates in a risk-class. The second is a chi-square test of the dis-
tribution of f’s in an industry compared to the distribution of the §’s in the
total sample. Finally, an analysis of variance test on the estimated variance
of the [}’s between industries, as opposed to within industries, is performed.
In all tests, only the point estimate of B (which should be unbiased) for each
stock and firm is used.!

The first test is reported in Table 4. If we compare the standard deviation
of 4B with the standard deviation of o by industries (or risk-classes), we
can note that 6(,¢B) is less than 6(5cB) for eight out of the nine classes. The
probability of obtaining this is only 0.0195, given a 50% probability that
6(sc) can be larger or smaller than 6(pof). These results indicate that the
systematic risk of the firms in a given risk-class, if they were all financed
only with common equity, is much less diverse than their observed stock’s
systematic risk. This supports the MM theory, at least in contrast to the
traditional theory.!®

9. The traditional theory also implies that E(R,) is equal to E(Rg) for all firms. Unfortunately,
we do not have a functional relationship between these traditional theory capitalization rates and the
measured Ps of this study. Clearly, since the ,fis were obtained assuming the validity of the MM
theory, they would not be applicable for the traditional theory. In fact, no relationship between
the ,B and yB for a given firm, or for firms in a given risk-class, can be specified as was done for the
capitalization rates. ‘

10. The tenth largest industry had only eight firms. For our purpose of testing the uniformity of
firm fs relative to stock Bs within a risk-class, the use of the two-digit industry classification as a
proxy does not seem as critical as, for instance, its use for the purpose of performing an MM valua-
tion model study [8] wherein the p7 must be pre-specified to be exactly the same for all firms in the
industry.

11. Since these fis are estimated in the market model regressions with error, precise testing should
incorporate the errors in the B estimation. Unfortunately, to do this is extremely difficult and more
importantly, requires the normality assumption for the market model disturbance term. Since there
is considerable evidence that is contrary to this required assumption [see 3], our tests will ignore the
B measurement error entirely. But ignoring this is partially corrected in our first and third tests since
means and variances of these point estimate Bs must be calculated, and this procedure will “average
out” the individual measurement errors by the factor 1/N.

12. Of course, there could always be another theory, as yet not formulated, which could be even
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TABLE 4
MEAN AND STANDARD DEVIATION OF INDUSTRY B’s
Industry Number
Number Industry of Firms B B acB soB
20 Food & Kindred 30 Mean 3 0.515 0.815 0.528 0.806
Products 0'(6) 0.232 0.448 0.227 0424
28 Chemicals & 30 Mean ﬁ 0.747 0.928 0.785 0.946
Allied 0'(6) 0.237 0.391 0.216 0.329
Products
29 Petroleum & 18 Mean f 0.633 0.747 0.656 0.756
Coal Products a(B) 0.144 0.188 0.148 0.176
33 Primary Metals 21 Mean {3 1.036 1.399 1.106 1.436
o(p) 0.223 0.272 0.197 0.268
35 Machinery, 28 Mean f§ 0.878 1.037 0.917 1.068
except s(B) 0.262 0.240 0271 0.259
Electrical

36 Electrical 13 Mean f 0.940 1.234 0.951 1.164
Machinery (@) 0.320 0.505 0.283 0.363

and Equipment
37 Transportation 24 Mean 3 0.860 1.062 0.875 1.048
Equipment (B) 0.225 0.313 0.225 0.289
49 Utilities 27 Mean f 0.160 0.255 0.166 0.254
() 0.086 0.133 0.098 0.147
53 Department 17 Mean 3 0.652 0.901 0.692 0.923
Stores, etc. o(B) 0.187 0.282 0.198 0.279

Our second test, the chi-square test, requires us to rank our 300 ,fs into
ten equal categories, each with 30 ,fs (four miscellaneous firms were taken
out randomly). By noting the value of the highest and lowest ,f for each of
the ten categories, a distribution of the number of ,Bs in each category, by
risk-class, can be obtained. This was then repeated for the other three betas.
To test whether the distribution for each of the four §’s and for each of the
risk-classes follows the expected uniform distribution, a chi-square test was
performed.’®

Even with just casual inspection of these distributions of the betas by
risk-class, it is clear that two industries, primary metals and utilities, are so
highly skewed that they greatly exaggerate our results.!* Eliminating these

more strongly supported than the MM theory. If we compare o(48) to o(4B) by risk-classes in
Table 4, precisely the same results are obtained as those reported above for the continuously-com-
pounded betas.

13. By risk-classes, seven of the nine chi-square values of ,f are larger than those of B, as are
eight out of nine for the continuously-compounded betas. This would occur by chance with prob-
abilities of 0.0898 and 0.0195, respectively, if there were a 50% chance that either the firm or stock
chi-square value could be larger. Nevertheless, if we inspect the individual chi-square values by risk-
class, we note that most of them are large so that the probabilities of obtaining these values are
highly unlikely. For all four s, the distributions for most of the risk-classes are nonuniform.

14. Primary metals have extremely large betas; utilities have extremely small betas.
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two industries, and also two miscellaneous firms so that an even 250 firms are
in the sample, new upper and lower values of the f’s were obtained for each
of the ten class intervals and for each of the four f’s.

In Table 5, the chi-square values are presented; for the total of all risk-
classes, the probability of obtaining a chi-square value less than 120.63 is
over 99.95% (for ,B), whereas the probability of obtaining a chi-square value
less than 99.75 is between 99.5% and 99.9% (for zf). More sharply contrast-
ing results are obtained when ,¢B is compared to pf. For .8, the probability
of obtaining less than 128.47 is over 99.95%, whereas for po}, the probability
of obtaining less than 78.65 is only 90.0%. By abstracting from financial
risk, the underlying systematic risk is much less scattered when grouped into
risk-classes than when leverage is assumed not to affect the systematic risk.
The null hypothesis that the f’s in a risk-class come from the same distribution
as all f’s is rejected for ,JB, but not for 5 (at the 90% level). Although this,
in itself, does not tell us Zow a risk-class differs from the total market, an
inspection of the distributions of the betas by risk-class underlying Table 5
does indicate more clustering of the ,¢fs than the yBs so that the MM theory
is again favored over the traditional theory.

The analysis of variance test is our last comparison of the implications of
the two theories. The ratio of the estimated variance between industries to the
estimated variance within the industries (the F-statistic) when the seven

TABLE 5
Cui-SquarRE RESULTS FOR ALL 3’s AND ALL INDUSTRIES
(Excepr UTILITIES AND PRIMARY METALS)

Industry B BB acB Bob
Food and Chi-Square 18.67 11.33 26.00 9.33
Kindred P{<*= 95-97.5% 70-75% 99.5-99.99, 50-609,
Chemicals Chi-Square 9.33 10.67 12.00 7.33
P{g<}= 50-609% 60-709% 75-80% 30-409,
Petroleum Chi-Square 17.56 25.33 18.67 22.00
P{pz<}= 95-97.59, 99.5-99.99% 95-97.59, 99-99.59,
Machinery Chi-Square 19.14 12.00 24.86 9.14
P{pz<}t= 97.5-989%, 75-809% 99.5-99.99, 50-609,
Electrical Chi-Square 13.92 7.77 12.38 9.31
Machinery P{y2<}= 80-909%, 40-50% 80-909, 50-609
Transportation Chi-Square 15.17 16.83 13.50 6.83
Equipment P{p2<}= 90-95% 90-959% 80-90% 30-40%
Dep’t Stores Chi-Square 14.18 3.59 14.18 3.59
P{y2<}= 80-909, 5-109% 80-90% 5-109,
Miscellaneous Chi-Square 12.67 12.22 6.89 11.11
P{y?2<}= 80-90% 80-90% 30-40% 70-75%
Total Chi-Square 120.63 99.75 128.47 78.65
P{y2<}= over99.95% 99.5-99.90% over 99.95% 90.09

* FExample: P{x2 < 18.67} = 95-97.5% for 9 degrees of freedom.
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industries are considered (again, the two obviously skewed industries, primary
metals and utilities, were eliminated) is less for xf (F =3.90) than for ,B
(F=19.99), and less for s (F=4.18) than for ,8 (F =10.83). The
probability of obtaining these F-statistics for ,8 and ,¢f is less than 0.001, but
for gf and P greater than or equal to 0.001. These results are consistent with
the results obtained from our two previous tests. The MM theory is more
compatible with the data than the traditional theory.!®

V. CoNcLusIONS

This study attempted to tie together some of the notions associated with
the field of corporation finance with those associated with security and portfolio
analyses. Specifically, if the MM corporate tax leverage propositions are
correct, then approximately 21 to 24% of the observed systematic risk of
common stocks (when averaged over 304 firms) can be explained merely by
the added financial risk taken on by the underlying firm with its use of debt
and preferred stock. Corporate leverage does count considerably.

To determine whether the MM theory is correct, a number of tests on a
contrasting implication of the MM and “traditional” theories of corporation
finance were performed. The data confirmed MM’s position, at least vis-a-vis
our interpretation of the traditional theory’s position. This should provide
another piece of evidence on this controversial topic.

Finally, if the MM theory and the capital asset pricing model are correct,
and if the adjustments made in equations (8) or (4a) result in accurate
measures of the systematic risk of a leverage-free firm, the possibility is
greater, without resorting to a fullblown risk-class study of the type MM did
for the electric utility industry [8], of estimating the cost of capital for indi-
vidual firms.
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Costs of Capital for Projects of Differing Riskiness. As noted in Chapter 11,
care must be taken to assign different risk-adjusted discount rates to capital
budgeting projects of differing degrees of riskiness.

Capital Structure Weights. In this chapter we have simply taken as given the
target capital structure and used this target to obtain the weights used to cal-
culate k. As we shall see in Chapter 17, establishing the target capital structure
is 2 major task in itself,

Dynamic Considerations. Capital budgeting and cost of capital estimates are a
part of the planning process — they deal with ex ante, or estimated, data rather
than ex post, or historical data. Hence, we can be wrong about the location of
the 10S and the MCC. For example, we can underestimate the MCC and hence
accept projects that, with 20-20 hindsight, we should have rejected. In a dy-
namic, changing world this is a real problem. Interest rates and money costs
could be low at the time plans are being laid and contracts to build plants are
being let, but six or eight months later these capital costs could have risen
substantially. Thus, a project that formerly looked good could turn out to be a
bad one because we improperly forecasted the MCC schedule.

Although this listing of problem areas may appear formidable, the state of the
art in cost of capital estimation is reallv not in bad shape. The procedures
outlined in this chapter can be used to obuain cost of capital estimates that are
sufficiently accurate for practical purposes, and the problems listed here
merely indicate the desirability of ceruain refinements. The refinements are not
unimportant, but the problems we have identified do not invalidate the use-
fulness of the procedures outlined in the chapter.

Small
Business

COST OF EQUITY CAPITAL FOR SMALL FIRMS
The three equity cost estimating techniques that be of practical benefit for such a firm because of
were discussed in this chapter have serious limita- the difficulty of estimating growth rates.
tions when applied to small firms, thus increasing The method which calls for adding a risk pre-
the need for the small-business manager to use mium of about 3 percent to the firm's cost of debt
judgment. Consider first the constant growth model, can be used for some small firms, but problems
ks = Dy/P, + g. Imagine a small, rapidly growing arise if the firm does not have a fixed rate issue
firm, such as Bio-Technology General (BTG), which outstanding. BTG, for example, has no such debt
does not now and will not in the foreseeable future issue outstanding, so we could not use the bond-
pay dividends. For firms like this, the constant yield-plus-risk-premium approach for BTG.
growth model is simply not applicable. In fac, it is The third approach, the CAPM, is also often un-

difficult to imagine any dividend model that would usable because if the firm’s stock is not publicly



raded, then we cannot calculate the firm’s beta. For
he privately owned firm, we might use the so-
alled “pure play” CAPM technique. This involves
finding a firm in the same line of business that does
have public equity, estimating its beta, and then us-
ing this beta as a proxy for that of the small busi-
ness in question.

To illustrate the pure play approach, again con-
sider BTG. The firm is not publicly traded, so we
annot estimate its beta. However, data are available
on more established Arms, such as Genentech and
Genetic Industries, so we could use their betas as
representative of the biological and genetic engi-
peering industry. Of course, these firms' betas
would have to be subjectively modified to reflect
their larger sizes and more established positions, as
well as to take account of the differences in the na-
wre of their products and their capital structures as
compared to those of BTG. Still, as long as there
xre public companies in similar lines of business
nailable for comparison, the estimates of their be-
us can be used to help estimate the cost of capital
of a firm whose equity is not publicly traded. Note
that 2 “liquidity premium” as discussed in Chapter
3 would also have to be added to reflect the illi-
quidity of the small, nonpublic firm’s stock.

Flotation Costs for Small Issues

¥hen external equity capital is raised, flotation
costs increase the cost of equity capital beyond what
twould be for internal funds. These external flota-
tion costs are especially significant for smaller firms,
ind they can substantially affect capital budgeting
decisions involving external equity funds. To illus-
rate this point, consider a firm that is expected
v constant dividends forever, and hence whose
zowth rate is zero. In this case, if F is the percent-
e flotation cost, then the cost of equity capital is
L = D/[Py(1 — F)]. The higher the flotation cost,
te higher the cost of external equity.

How big is F? According to the latest Securities
d Exchange Commission data, the average flota-
%on cost of large common stock offerings (more
%un $50 million) is only about 4 percent. For a firm
-t is expected to provide a 15 percent dividend
ld (that is, Dy/Py = 15%), the cost of equity is
5%(1 - 0.04), or 15.6 percent. However, the

Chapter 16 The Cost of Capital

SEC’s data on small stock offerings (less than $1
million) show that flotation costs for such issues
average about 21 percent. Thus, the cost of equity
capital in the preceding example would be 15%/
(1 = 0.21), or about 19 percent. When we compare
this to the 15.6 percent for large offerings, it is clear
that a small firm would have to earn considerably
more on the same project than a large firm. Small
firms are therefore at a substantial disadvantage be-
cause of the effects of flotation costs.

The Small-Firm Effect

A number of researchers have observed that port-
folios of small-firm stocks have earned consistently
higher average returns than those of large-firm
stocks; this is called the “small-firm effect.” On the
surface, it would seem to be advantageous to the
small firm to provide average returns in the stock
market that are higher than those of large firms. In
reality, it is bad news for the small firm; what the
small-firm effect means is that the capital market de-
mands higher returns on stocks of small firms than
on otherwise similar stocks of large firms. There-
fore, the cost of equity capital is higher for small
firms. This compounds the high flotation cost prob-
lem noted above.

It may be argued that stocks of small firms are
riskier than those of large ones and that this ac-
counts for the differences in returns. It is true that
academic research usually finds that betas are
higher on average for small firms than for large
ones. However, the larger returns for small firms
remain larger even after adjusting for the effects
of their higher risks as reflected in their beta
coefficients. '

The small-firm effect is an anomaly in the sense
that it is not consistent with the CAPM theory. Still,
higher returns reflect a higher cost of capital, so we
must conclude that smaller firms do have higher
capital costs than otherwise similar larger firms. The
manager of a small firm should take this factor into
account when estimating his or her firm's cost of
equity capital. In general, the cost of equity capital
appears to be about four percentage points higher
for small firms (those with market values of less
than $20 million) than for large, New York Stock
Exchange firms with similar risk characteristics.
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