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Who Am I?

• Sellside Equity Research regularly publish reports on publicly traded, including 
regulated and integrated utilities and IPPs

• Please email me after if you would like to be added to our research distribution list



Where are we today?
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Power Prices (and Markets) Under Pressure

• Backwardation is substantial

– Meaningful outperformance relative to other markets in New England

• Power Spikes Driven by Gas Spikes

Source: Platts

PJM West ATC Prices ($/MWh)
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And the Basis Continues to Get Wider
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Pinch Point Approaching in ~2015…

• Gas basis $3-4/MMBtu, with Nominal Price back to ~$8/MMBtu in 2015

– Positive impact to heat rates / power prices

– Transient phenomenon: solved with either electric transmission or gas midstream

'Gas by Wire' Solution?  HQ as well? … Governor's RFP is worth watching closely

• Ultimately 'out-of-market' solution appears likely, albeit long-dated

Source: PlattsSource: Platts

Algonquin Gas Basis ($/MMBtu)
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Gas Constraints: Saving the Day for IPPs?
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Where are we today?

• Has been the case in NY and New England for Some Time…

• But Now PJM as well



Adding PJM to that List
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Winter Eclipses Summer for 'Value' Argument

• Commodity Recovery Rather Than Power Supply/Demand (Heat Rate) Recovery?



Structural or Cyclical Headwind in Gas Prices?
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Gas Prices Should Improve Given Proximity to Gas Supply.

Dominion South Point Forwards $/MMBtu TETCO M3 (NJ-PA) $/MMBtu

Source: Platts

• When will the gas takeaway issues get resolved?

– Bottleneck on pipes has jolted TETCO M3 back to life.

– Seems sooner for NJ, but 'constraints' seem to have been a pervasive problem
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New England: And Then The Purge Happened…

• Rationalization is happening prior to the floor going away

– Brayton Point, Vermont Yankee, Norwalk, Demand Response

– Other Oil Capacity could have followed in February auction for 2017/18?

• Other static de-list bids could bring some stability to market

– But trend here is again, back to cash flow break-even

• Saw pricing hit new levels (1.1x Net CONE = ~$7/kW-month)
– Illustrates need for sloped demand curve

– Vertical demand curve leads to Boom-and-Bust 

– Be a leader in design of 'market' approaches to Firm Fuel?



Driving more retirements?
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Outlook suggests continued retirements possible

• Advocating for policies that exacerbate risk profile for existing generators

– Could drive yet more retirements?

• Is there really an alternative source of supply?

– Can footprint deliver on time?

• Will capacity wait it out?

– Yes, as much as can

– Nuclear retirements less of a risk now

• Lots of 'Tenous' capacity still

– Coal (Merrimack), Nuclear (Pilgrim, Seabrook), Oil (Canal, etc.) that could shake 
out under a 'weak' / 'risky' pricing scenario



Securing the Supply
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How is this done?

• Firm Fuel Requirements

– A focus in all markets now..

– Worth paying attention to PJM's proposed framework – with LDA's that 'constrain' with 
marginal price of firm fuel bids

• But what's the source of that supply?

– Need for gas plants to secure supply, but how to do that?

– Oil Inventory: Build out more storage (and logistics behind it too?)

– Gas Firm Transport: Is there really any available at a reasonable price? What qualifies as 
adequate FT if just moving the constraint delivery point down the pipe?

Our view remains that this new contracted pipes with utilities appear inevitable

• Environmental Considerations

– Will CO2 regulations limit participation of oil in power markets?

– New GHG deal with Footprint: limiting supply flexibility?

– Waivers for SO2 emissions were allowed for in the last gas price spike



Permissible Bidding Strategies are Key!
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Focus on what retiring units are allowed to bid

• Trend in a market without load growth is towards Free Cash Flow Breakeven

– The question is about asset rationalization to meet load forecast, NOT new entry

– One capacity source is cannibalizing another with a lower fixed cost structure

• The key questions remains what are permissible bidding strategies by participants

– What is my appropriate variable cost?

– Recovery ON and OF Capital: That is to say:

1) 'Return on Equity' 

2) Depreciation



Is New England Poised to Become a 'Real' Market Again?
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Latest developments point to constructive reforms

• Sloped demand curve should yield more predictable results

– And hopefully more 'sustainable' results too. Stem the loss of capacity.

• Real 'Need' for Supply makes market appealing for both incumbent and new entrants

– Real nascent efforts to develop/expand under way

• Question on legacy of out-of-market contracting in focus

– Could New England still get away with Contract-for-Difference (CfD contracts)

– Are the existing ones still enforceable?

• Seemingly unavoidable consolidation of IPP assets in the region

– Does it make sense for companies to own just 1 or 2 assets in the region? Not really.

– Examples: D, NEE, ETR, PEG



Looking Beyond The Near Term: The Renewables Are Coming
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Watch Out!

• Robust outlook for new renewables

– Rush to the door on PTC expiration

– Robust capacity factor expectations

• Effectively equivalent to new gas assets being added to market

– Compare to Europe?

1) No demand growth, but new supply based on subsidies

2) PTCs drive negative prices

• Where is this relevant?

– New York & New England have substantial 'increment' to achieve RPS goals

– How much will be firm (e.g hydro)?

• No fuel costs to renewables

– Increasing penetration will driven prices down, below that of other fuel sources

– Akin to nuclear assets, with limited marginal costs

-> Subsidized Renewables.. Not Subsidized Gas?



Renewables: Exceeding Demand?
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Cumulative US build exceeds forecasted EIA demand growth through 2020 

• Assumes Build out to Existing 
RPS Standards

– Some states poised to 
increase?

– Will likely be regionally 
concentrated



Zero Marginal Cost?
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The Future of Power Markets

• Markets will need to response to these signals

• Does the future look more like energy or capacity markets

– Intermittency and operational metrics will matter more

– How will 'merchant' renewables ever be incentivized?  Not with Energy?

• Still does not bode well for steam generation based technologies

– Nuclear and Coal remain fragile

• Capacity markets appropriately redirect compensation towards fixed payments

– Infrastructure business naturally attempts to match duration of assets with cash 
flows

• Time to focus on the forthcoming issues as well

– Once deal with existing immediate issues.



Most Dynamic Market.
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Decisions in next key months will shape experience of restructured markets

• 'Testing' the limits of restructured markets to deliver

• In interim Infrastructure development will need to be key

– Working to resolve gas and electric bottlenecks key

– Overcoming structural NIMBY issues, etc

• Capital is available to execute

– Just enable 'a' framework that works
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Risk Statement

• Risks for Utilities and Independent Power Producers (IPPs) primarily relate to volatile commodity prices for power, natural gas,
and coal. Risks to IPPs also stem from load variability, and operational risk in running these facilities. Rising coal and, to a
certain extent, uranium prices could pressure margins as the fuel hedges roll off Competitive Integrateds. Further, IPPs face
declining revenues as in the money power and gas hedges roll off. Other non-regulated risks include weather and for some, 
foreign currency risk, which again must be diligently accounted in the company’s risk management operations. Major 
external factors, which affect our valuation, are environmental risks. Environmental capex could escalate if stricter emission 
standards are implemented. We believe a nuclear accident or a change in the Nuclear Regulatory Commission/Environment 
Protection Agency regulations could have a negative impact on our estimates. 

Risks for regulated utilities include the uncertainty around the composition of state regulatory Commissions, adverse 
regulatory changes, unfavorable weather conditions, variance from normal population growth, and changes in customer mix. 
Changes in macroeconomic factors will affect customer additions/subtractions and usage patterns 
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This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS.
For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical performance information; and certain
additional disclosures concerning UBS research recommendations, please visit www.ubs.com/disclosures. The figures contained in performance charts refer to the past;
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UBS Investment Research: Global Equity Rating Definitions 

UBS 12-Month Rating Definition Coverage1 IB Services2 

Buy FSR is > 6% above the MRA. 44% 36% 
Neutral FSR is between -6% and 6% of the MRA. 45% 35% 
Sell FSR is > 6% below the MRA. 11% 23% 
UBS Short-Term 
Rating 

Definition Coverage3 IB Services4 

Buy 
Stock price expected to rise within three months from the time the rating was assigned because of a specific catalyst or 
event. 

less than 
1% 

less than 
1% 

Sell Stock price expected to fall within three months from the time the rating was assigned because of a specific catalyst or 
event. 

less than 
1% 

less than 
1% 

Source: UBS. Rating allocations are as of 31 December 2013. 
1:Percentage of companies under coverage globally within the 12-month rating category. 2:Percentage of companies within the 12-month rating category for which 
investment banking (IB) services were provided within the past 12 months. 3:Percentage of companies under coverage globally within the Short-Term rating category. 
4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided within the past 12 months. 

KEY DEFINITIONS:  Forecast Stock Return (FSR)  is defined as expected percentage price appreciation plus gross dividend yield over the next 12 months.   Market Return 
Assumption (MRA)  is defined as the one-year local market interest rate plus 5% (a proxy for, and not a forecast of, the equity risk premium).   Under Review (UR)  Stocks 
may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are subject to possible change in the near term, usually in response to an event that 
may affect the investment case or valuation.   Short-Term Ratings  reflect the expected near-term (up to three months) performance of the stock and do not reflect any 
change in the fundamental view or investment case.   Equity Price Targets  have an investment horizon of 12 months.  

EXCEPTIONS AND SPECIAL CASES:  UK and European Investment Fund ratings and definitions are: Buy:  Positive on factors such as structure, management, 
performance record, discount;   Neutral:  Neutral on factors such as structure, management, performance record, discount;   Sell:  Negative on factors such as structure, 
management, performance record, discount.   Core Banding Exceptions (CBE):  Exceptions to the standard +/-6% bands may be granted by the Investment Review 
Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's debt. As a result, stocks deemed to be very high 
or low risk may be subject to higher or lower bands as they relate to the rating. When such exceptions apply, they will be identified in the Company Disclosures table in the 
relevant research piece.  

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not registered/qualified as research analysts with the NASD 
and NYSE and therefore are not subject to the restrictions contained in the NASD and NYSE rules on communications with a subject company, public appearances, and 
trading securities held by a research analyst account. The name of each affiliate and analyst employed by that affiliate contributing to this report, if any, follows. 
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Required Disclosures cont’d
• .

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not registered/qualified as research 
analysts with the NASD and NYSE and therefore are not subject to the restrictions contained in the NASD and NYSE rules on communications with a 
subject company, public appearances, and trading securities held by a research analyst account. The name of each affiliate and analyst employed by that 
affiliate contributing to this report, if any, follows. 

• UBS Securities LLC: Julien Dumoulin-Smith

• Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.

• Analyst Certification

• Each research analyst primarily responsible for the content of this research report, in whole or in part, certifies that with respect to each security or 
issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about those securities or issuers 
and were prepared in an independent manner, including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or 
indirectly, related to the specific recommendations or views expressed by that research analyst in the research report.
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Additional Disclosures

•For a complete set of disclosure statements associated with the 
companies discussed in this report, including information on 
valuation and risk, please contact:

•UBS Securities LLC
1285 Avenue of Americas
New York, NY 10019, USA

•Attention: Publishing Administration
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recommendation. Investments involve risks, and investors should exercise prudence and their own judgement in making their investment decisions. The financial instruments described in the document may not be
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The value of any investment or income may go down as well as up, and investors may not get back the full amount invested. Past performance is not necessarily a guide to future performance. Neither UBS nor any of
its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising out of the use of all or any of the Information.

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no representation that any transaction can or could
have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or theoretical model-based valuations and may be based on certain assumptions. Different assumptions by
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Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained in this document is based on numerous assumptions. Different
assumptions could result in materially different results. The analyst(s) responsible for the preparation of this document may interact with trading desk personnel, sales personnel and other parties for the purpose of
gathering, applying and interpreting market information. UBS relies on information barriers to control the flow of information contained in one or more areas within UBS into other areas, units, groups or affiliates of
UBS. The compensation of the analyst who prepared this document is determined exclusively by research management and senior management (not including investment banking). Analyst compensation is not based on
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For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or liquidity provider (in accordance with the
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of any other EU jurisdictions, such information is separately disclosed in this document. For financial instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this
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which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and employees may have long or short positions, trade as principal and buy and sell in instruments or
derivatives identified herein; such transactions or positions may be inconsistent with the opinions expressed in this document.
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