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About EEI and the Financial Review

The Edison Electric Institute (EEI) is the association that
represents all U.S. investor-owned electric companies. Our
U.S. members provide electricity for 220 million Americans
and operate in all 50 states and the District of Columbia.

As a whole, the electric power industry supports more than

7 million jobs in communities across the U.S. and contributes
5 percent to the nation’s GDP. The 2017 Financial Review is

a comprehensive source for critical financial data covering

43 investor-owned electric companies whose stocks are
publicly traded on major U.S. stock exchanges. The report

also includes data on six additional companies that provide
regulated electric service in the United States but are not listed
on U.S. stock exchanges for one of the following reasons—they
are subsidiaries of an independent power producer; they are
subsidiaries of foreign-owned companies; or they were acquired
by other investment firms. These 49 companies are referred to
throughout the publication as the U.S. Investor-Owned Electric
Utilities. Please refer to page 94 for a list of these companies.
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Highlights of 2017

U.S. INVESTOR-OWNED ELECTRIC UTILITIES

FINANCIAL ($ Millions)

Total Operating Revenues

Utility Plant (Net)

Total Capitalization

Earnings Excluding Non-Recurring and
Extraordinary Iltems

Dividends Paid, Common Stock

r =revised Note: Percent changes may reflect rounding.

2017 2016r % Change
364,009 350,596 3.8%
1,182,722 1,061,891 11.4%
989,242 941,482 5.1%
49,894 46,788 6.6%
25,233 23,461 7.6%

Abbreviations and Acronyms

AFUDC Allowance for Funds Used During
Construction

BTU British Thermal Unit

CFTC  Commodity Futures Trading
Commission

CPI Consumer Price Index

DOE Department of Energy

DOJ Department of Justice

DPS Dividends per share

EEI Edison Electric Institute

EIA Energy Information Administration

EITF Emerging Issues Task Force

EPA Environmental Protection Agency

EPS Earnings per share

FASB Financial Accounting Standards Board

FERC Federal Energy Regulatory Commission

GDP Gross Domestic Product

GW Gigawatt

GWh Gigawatt-hour

PP Independent Power Producer

IRS Internal Revenue Service

ISO Independent System Operator

ITC Independent Transmission Company

EEI 2017 FINANCIAL REVIEW

kWh Kilowatt-hour

M&A Mergers & Acquisitions

MW Megawatt

MWh Megawatt-hour

NARUC National Association of Regulatory Utility
Commissioners

NERC  North American Electric Reliability
Corporation

NOx Nitrogen Oxides

NOAA  National Oceanic & Atmospheric
Administration

NRC Nuclear Regulatory Commission

0&M Operations and Maintenance

PSC Public Service Commission

PUC Public Utility Commission

PUHCA Public Utility Holding Company Act

PURPA Public Utility Regulatory Policies Act

ROE Return on Equity

RTO Regional Transmission Organization

SEC Securities and Exchange Commission

S0, Sulfur Dioxide

T&D Transmission & Distribution



Company Categories

Two categories are used throughout this publication that group companies on their percentage of
total assets that are regulated. These categories are used to provide an informative framework for
tracking financial trends:

Regulated: 80% or more of total assets are regulated.

Mostly Regulated: Less than 80% of total assets are regulated.

Note: In prior editions of the Financial Review, a “Diversified” category was included for companies with less than 50% of total assets that
are regulated. Some tables with historical data therefore include a “Diversified” category.
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PRESIDENT’S LETTER

President’s Letter

2017 Financial Review

Today the electric power indus-

try continues to lead a profound
transformation across the nation.
One thing remains constant—our
commitment to meeting customers’
needs by building and using smarter
energy infrastructure, by providing
even cleaner energy, and by creat-
ing the energy solutions customers
want. This commitment guides us,
and also provides opportunities to
collaborate and make progress on
key policy priorities.

While many changes are under-
way, the Edison Electric Institute’s
(EEI’s) member companies—
America’s investor-owned electric
companies—are transitioning to
even cleaner generation and are
leading the way on renewables.
Since 2007, the mix of resources
used to generate electricity has
changed dramatically and is
increasingly clean. Today, more
than one-third of U.S. electricity
comes from zero-emissions sources
(nuclear energy and hydropower
and other renewables). In addition,
natural gas surpassed coal as the
main source of electricity in the
United States for the second year
in a row in 2017. Electric compa-
nies are the nation’s largest inves-
tors in renewable energy, provid-
ing virtually all of the wind and
geothermal in the country—and
the majority of installed solar and
hydropower capacity.
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Today, EEI’s member companies
connect millions of Americans in
their homes, communities, busi-
nesses, and industries, and around
the nation. We are an integral and
robust component of our nation’s
economy. As a whole, the electric
power industry contributes $880
billion to our nation’s economy and
supports more than 7 million jobs
in communities across the United
States—this includes nearly 2.7
million directly provided jobs that
result from the industry’s operations
and investments. We also are creat-
ing long-term solutions to address
the ongoing need for a skilled,
diverse workforce in the future.

To better serve customers and
investors, EEI launched a pilot
environmental, social, governance,
and sustainability-related (ESG/
sustainability) reporting template

in December 2017, with the goal

of helping our member companies
provide investors with more unifor-
mity and better consistency for ESG/
sustainability reporting. The EEI
ESG Template enables our members
to tell their very positive ESG story
to investors and all key stakeholders.

In 2017, tax reform legislation was
a top industry priority. Final passage
of the Tax Cuts and Jobs Act in
December was a win for electricity
customers and enables our indus-
try to continue to make needed
investments in our nation’s energy
infrastructure. We believe passage

of tax reform legislation provides a

solid foundation for one of 2018’s

major policy initiatives: infrastruc-

ture investment.

As you will see in this year’s Financial
Review, EEI’'s member companies
continue to build upon a strong
financial foundation. The industry’s
average credit rating was BBB+ for
the fourth straight year in 2017, after
increasing from the BBB average that
had previously held since 2004. Rat-
ings upgrades were nearly identical
to the previous year: a very favorable
73.6 percent of total credit actions,
resulting from companies increased
focus on regulated operations that
was achieved largely through asset
sales, as well as the effective man-
agement of regulatory risk. The
improved credit quality greatly sup-
ports the continued elevated capital

expenditures, which set a new record

high of $113.6 billion in 2017.

All but one of the EEI Index com-
panies paid a dividend in 2017, and
strong dividend yields continue to
support electric company stocks.
The industry’s dividend yield at the
end of 2017 stood at 3.4 percent,
and 38 electric companies, or 88
percent of the industry, increased
their dividend last year, the second

largest percentage on record.
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Looking ahead, I am optimistic
about our industry. EEI’s member
companies are committed to provid-
ing the safe, reliable, affordable, and
increasingly clean energy that drives
our nation’s economy and powers
our everyday lives. By continuing to
lead together on the issues driving
the industry’s transformation, EEI
and our member companies are
demonstrating Power by Associa-
tion, and we are delivering America’s

energy future.

We truly value the partnership
that we share with the financial
community.

Thomas R. Kuhn

e A b

President

Edison Electric Institute
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INDUSTRY FINANCIAL PERFORMANCE

Industry Financial
Performance

Income Statement U.S. Electric Output (GWh)

Periods Ending December 31

Electric Output Decreases 0.9%

in 2017 Region 2017 2016 % Change
As shown in the table I7.S. Elec. New England 120,584 123,972 (2.7%)
tric Output, the U.S. electric power Mid-Atlantic 424,973 436,082 (2.5%)
industry in 2017 made 3,989,942 Central Industrial 658,276 676,837 (2.7%)
gigawatt-hours (GWh) of electric- West Central 325,952 330,754 (1.5%)
ity available for distribution in the Southeast 1,013,044 1,031,963 (1.8%)
continental U.S., a decrease of 0.9% South Central 725,643 716,334 1.3%
from 2016’ 4,026,393 GWh. The Rocky Mountain 278,313 275,310 1.1%
2017 total was virtually identical to Pacific Northwest 159,537 152,220 4.8%
2006’s 3,988,868 GWh and nearly Pacific Southwest 283,621 282,921 0.2%
3% below 2007’s 4,100,612 GWh.
Prior to 2017, U.S. electric output Total United States 3,989,942 4,026,393 (0.9%)

had increased for four consecu- 4 -

. . Note: Represents all power placed on grid for distribution to end customers;

tive years. The electric output data does not include Alaska or Hawaii.

is compiled by the Edison Electric 4 4
. . Source: EEI Business Information Group.

Institute on a weekly basis and rep-

resents all electricity placed on the

grid in the contiguous 48 states by

investor-owned electric utilities, ru- EEI U.S. Electric Output — Regions

ral electric cooperatives, government

power projects and independent

r pr 1s.
power producers -

ENGLAND
MIDDLE
ATLANTIC

PACIFIC
NORTHWEST

Five of the nine U.S. power re-

WEST
CENTRAL

gions experienced a decrease in elec-

CENTRAL

tric output in 2017. The Central In-
INDUSTRIAL

dustrial and New England regions PACIFI MoRl[:ﬁ#)k{lN
experienced the largest declines, SOUTHWEST
at -2.7% each. The Mid-Atlantic,

West Central and Southeast regions SOUTHEAST
also experienced lower output for

the year. The Pacific Northwest re-

Source: EEI Business Information Group.
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INDUSTRY FINANCIAL PERFORMANCE

gion saw the largest annual gain, at
4.8%, while the South Central re-
gion saw a fifth consecutive year-to-
year increase. The Rocky Mountain
and Pacific Southwest regions also

saw gains.

EEI calculates weather-normal-
ized electric output using cooling de-
gree day (CDD) and heating degree
day (HDD) data from the National
Oceanic and Atmospheric Admin-
istration (NOAA) (see table, U.S.
Weather). On a weather-adjusted
basis, electric output increased in
2017 by 0.8%. The South Central
region’s weather-normalized output
increased 3.5%. Other regions ex-
periencing weather-normalized gains
were the Southeast, Rocky Moun-
tain and West Central regions. The
New England region had the largest
year-to-year decrease in weather-
normalized output, which fell 1.4%.

The U.S. economy in 2017 ex-
tended its recovery from the Great
Recession of 2007-2009 to an eighth
consecutive year. Real gross domes-
tic product (GDP) increased 2.3%
for the year, a notable strengthening
from 2016’s 1.5% rate. When mea-
sured as the annualized percentage
change from the preceding quarter,
the real GDP growth rate reached
3.1% in Q2 2017 and 3.2% in Q3,
the strongest quarterly readings since
early 2015. The official unemploy-
ment rate continued to fall, ending
the year at 4.1%, its lowest level since
2000. Inflation-adjusted U.S. retail
sales grew by 3.5%. Industrial pro-
duction grew by 3.4%, which lifted
the national industrial production
index to pre-recession levels by mid-
year and beyond the pre-recession

2 EEI 2017 FINANCIAL REVIEW

U.S. Weather

January — December 2017

Total Dev from % Dev from %
Norm Change Last Year Change
Cooling Degree Days
New England 572 155 37% (223) (28%)
Middle Atlantic 770 114 17% (269) (26%)
East North Central 730 22 3% (279) (28%)
West North Central 935 7 1% (157) (14%)
South Atlantic 2,285 321 16% (207) (8%)
East South Central 1,693 145 9% (355) (17%)
West South Central 2,766 317 13% (146) (5%)
Mountain 1,483 240 19% 6 0%
Pacific 1,010 306 43% 111 12%
United States 1,410 194 16% (163)  (10%)
Heating Degree Days
New England 6,106 (505) (8%) 280 5%
Middle Atlantic 5,217 (694) (12%) 32 1%
East North Central 5,684 (813) (13%) 38 1%
West North Central 5,959 (791)  (12%) 221 4%
South Atlantic 2,318 (535)  (19%) (162) (7%)
East South Central 2,846 (758) (21%) (221) (7%)
West South Central 1,635 (652) (29%) (136) (8%)
Mountain 4,391 (818)  (16%) 49 1%
Pacific 2,831 (397) (12%) 233 9%
United States 3,881 (643) (14%) 20 1%

A mean daily temperature (average of the daily maximum and minimum temperatures)
of 65 degrees Fahrenheit is the base for both heating and cooling degree day computations.

National averages are population weighted.

Source: National Oceanic and Atmospheric Administration, National Weather Service,

Climate Prediction Center.

peak by year end. Nevertheless, the
current economic expansion, while
long-lived, has been tepid by histori-
cal standards. Expansionary annual
growth rates routinely reached 3%
to 6% during the second half of the
20th century. The strongest annual
growth rate in the current expansion
is 2015’ 2.9% and the average an-
nual growth rate is just 2.2%.

Industry Revenue Rises 3.8%

As shown in the Consolidated In-
come Statement, the industry’s total
annual revenue rose by $13.4 bil-
lion, or 3.8%, in 2017 compared
with the total in 2016. Forty-two of
the industry’s 49 constituent compa-
nies reported higher revenue. Four
companies posted a double-digit
percentage increase. Of the seven
companies that reported a decline
in revenue, only one experienced a

double-digit percentage decline.
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2017 Weather Compared to 2016

AS MEASURED BY DEVIATIONS BETWEEN THE TWO YEARS

Cooling Heating

Number of Degree Days Deviation  Deviation

250 From Last  From Last

Year Year
200 H Cooling Deviation from Last Year

150 Heating Deviation from Last Year Jan 7 (104)
Feb 8 (96)
100 Mar 0O 107
50 Apr 14 (68)
[ - May 1 3
Jun (23) 10
50— Jul (23) )
-100 | | Aug (90) 11
Sep (47) 29
150 ot (6 36
-200 Nov 1 71
250 Dec (5 23
-300 Total (163) (643)

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Source: National Oceanic and Atmospheric Administration and National Weather Service.

Heating and Cooling Degree Days and Percent Changes

January—December 2017

COOLING DEGREE DAYS HEATING DEGREE DAYS PERCENTAGE CHANGE

Cooling  Cooling Heating  Heating

Degree Degree Degree  Degree

Total Deviation Deviation  Total Deviation Deviation Change  Change Change  Change

From From From From From From From From

Norm  Last Yr Norm Last Yr Norm Last Yr Norm Last Yr
Jan 10 1 7 766 (151)  (104) 11.1% 2333% (16.5%) (12.0%)
Feb 15 7 8 549 (183) (96) 87.5% 1143% (25.0%) (14.9%)
Mar 25 7 0 556 (37) 107 38.9% 0.0% (6.2%) 23.8%
First Quarter 50 15 15 1,871 (371) (93) 42.9% 42.9% (16.5%) (4.7%)
Apr 51 21 14 249 (96) (68) 70.0%  37.8% (27.8%) (21.5%)
May 107 10 1 157 (2) 3 10.3% 0.9% (1.3%) 1.9%
Jun 246 59 (23) 29 (10) 10 15.5% (8.6%) (25.6%) 52.6%
Second Quarter 404 64 (8) 435 (108) (55) 18.8%  (1.9%) (19.9%) (11.2%)
Jul 364 43 (23) 3 (6) (2) 13.4% (5.9%) (66.7%) (40.0%)
Aug 284 (6) (90) 14 (1) 11 (2.1%) (24.1%) (6.7%) 366.7%
Sep 194 39 (47) 57 (20) 29 252% (19.5%) (26.0%) 103.6%
Third Quarter 842 76  (160) 74 (27) 38 9.9% (16.0%) (26.7%) 105.6%
Oct 82 29 (6) 204 (78) 36 54.7% (6.8%) (27.7%) 21.4%
Nov 28 8 1 488 (51) 71 53.3% 4.5% (9.5%) 17.0%
Dec 9 2 (5) 809 (8) 23 286% (35.7%) (1.0%) 2.9%
Fourth Quarter 114 39 (10) 1,501 (137) 130 52.0% (8.1%) (8.4%) 9.5%
Full Year 1,410 194 (163) 3,881 (643) 20 16.0% (104%) (14.2%) 0.5%

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Heating Degree Days Percentage Change from Historical Norm (0.8) (0.9) (1.7) (4.5) (16.6) (0.6) 1.1 (9.1) (14.8) (14.2)
Cooling Degree Days Percentage Change from Historical Norm 5.3 16 199 215 224 109 58 192 294 16.0

A mean daily temperature (average of the daily maximum and minimum temperatures) of 65°F is the base for both heating and cooling
degree day computations. National averages are population weighted.

Source: National Oceanic and Atmospheric Administration and National Weather Service.
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Energy Operating Expenses
Increase 2.8%

Total energy operating expenses
for 2017 rose by $3.0 billion, or
2.8%, slightly less than the percent-
age increase in revenue. Total energy
operating expenses are comprised of
two primary elements: total electric
generation cost and gas cost. These
costs changed in opposite direc-
tions in 2017, declining 1.1% and
rising 28.7%, respectively. Electric
generation cost — which includes
the cost of generation fuel and pur-
chased power — was just over 25%
of total revenue in 2017, extending
a multi-year decline as a percent of
revenue. Electric generation cost
was 27% of total revenue in 2016,
29% in 2015, 31% from 2012
through 2014, and 34% from 2009
through 2011. This metric reached
a high of 37% in 2008.

For the consolidated industry in-
come statement, natural gas transmis-
sion and distribution revenue is aggre-
gated with all other revenue sources
in the “Energy Operating Revenue”
line. However, the cost associated
with natural gas distribution (i.e.,
the delivery of natural gas to homes
and businesses primarily for cooking
and heating) is broken out separately
as “Gas Cost.” Gas Cost is typically
highest in the first quarter due to
winter heating demand and lowest in
the third quarter due to the minimal

heating needs during summer.

Gas distribution traditionally ac-
counts for a smaller portion of the
industry’s overall revenue and earn-
ings than do electric operations.
However, the relative contribution
from gas operations has increased

in recent years due to acquisitions.

4 EEI 2017 FINANCIAL REVIEW

U.S. INVESTOR-OWNED ELECTRIC UTILITIES
12 Months Ended

Consolidated Income Statement

($ Millions) 12/31/2017 12/31/2016r
Energy Operating Revenues $364,009 $350,596
Energy Operating Expenses

Total Electrical Generation Cost 91,907 92,943
Gas Cost 18,137 14,092
Total Energy Operating Expenses 110,045 107,035
Revenues less energy operating expenses 253,964 243,560
Other Operating Expenses

Operations & maintenance 93,189 92,867
Depreciation & Amortization 47,681 46,138
Taxes (not income) - Total 19,321 18,457
Other Operating Expenses 15,880 12,890
Total Operating Expenses 286,115 277,388
Operating Income 77,894 73,208
Other Recurring Revenue

Partnership Income 1,177 1,264
Allowance for Equity Funds Used for Construction 1,858 1,838
Other Revenue 2,850 2,544
Total Other Recurring Revenue 5,884 5,646
Non-Recurring Revenue

Gain on Sale of Assets 1,632 767
Other Non-Recurring Revenue 493 888
Total Non-Recurring Revenue 2,125 1,655
Interest expense 24,019 22,274
Other expenses 569 511

Asset Writedowns 7,365 17,487
Other Non-Recurring Expenses 5,598 3,109
Total Non-Recurring Expenses 12,963 20,596
Net Income Before Taxes 48,352 37,127
Provision for Taxes 9,296 9,281

Dividends on Preferred Stock of Subsidiary - -
Other Minority Interest Expense - -
Minority Interest Expense - -
Trust Preferred Security Payments - -
Other After-tax ltems - -
Total Minority Interest and Other After-tax Iltems - -
Net Income Before Extraordinary ltems 39,056 27,847
Discontinued Operations (25) (732)
Change in Accounting Principles - -
Early Retirement of Debt - -
Other Extraordinary Items - -
Total Extraordinary Items (25) (732)
Net Income 39,031 27,114
Preferred Dividends Declared 37 17
Other Preferred Dividends after Net Income 2 2
Other Changes to Net Income (4) (7)
Net Income Attributable to Noncontrolling Interests 585 606
Net Income Available to Common 38,403 26,482
Common Dividends 25,233 23,461

r =revised NM = not meaningful
Source: S&P Global Market Intelligence and EEI Finance Department.

% Change

3.8%

(1.1%)
28.7%
2.8%

4.3%

0.3%
3.3%
4.7%
23.2%
3.1%

6.4%

(6.9%)
1.1%

12.0%
4.2%

112.7%
(44.5%)
28.4%

7.8%
11.4%
(57.9%)
80.1%
(37.1%)
30.2%

0.2%
NM
NM
NM
NM
NM
NM

40.3%

(96.6%)
NM
NM
NM

(96.6%)

44.0%

118.0%
0.0%
(50.9%)
NA
45.0%
7.6%
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Quarterly Net Operating Income

U.S. INVESTOR-OWNED ELECTRIC UTILITIES

($ Billions)
25 24.3

23.9

20

15

10

13 13 13 13 14 14 14 14 15 15 15 15 16 16 16 16 17 17 17 17
a1 02 63 04 @ 062 063 @4 a1 Q@2 63 @4 a1 @2 @3 G4 Qa1 @2 03 04

Source: S&P Global Market Intelligence and EEI Finance Department.

Quarterly Interest Expense

U.S. INVESTOR-OWNED ELECTRIC UTILITIES
($ Billions)

10

3 13 13 13 14 14 14 14 15 15 15 '15 16 '16 16 16 17 17 17 17
a1 02 @3 064 a1 02 63 04 a1 G2 @3 04 Q1 62 63 @4 a1 062 @63 o4

Source: S&P Global Market Intelligence and EEI Finance Department.
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Gas operations can help balance the
earnings stream for combined gas/
electric distribution companies since
residential gas demand peaks in the
cold winter months while electricity
demand peaks in the hot summer
months for most U.S. utilities.

Operations and Maintenance
(0&M) Expenses Rise 0.3%
Operations and  maintenance
(O&M) expenses increased $321
million, or 0.3%, in 2017. O&M
accounted for 33% of the industry’s

operating expenses for the second

consecutive year; this is the highest
percentage level of the past ten years.
The combination of O&M and
Depreciation and Amortization ac-
counted for 49% of total operating
expenses in 2017, up from roughly
33% a decade earlier, an increase
that is partially attributable to the
currently elevated levels of capital
spending. The consolidated indus-
try O&M total includes the electric,
natural gas and other operating seg-
ments and is influenced by plant and

business divestitures.

Operating Income Climbs 6.4%

The industry’s aggregate operat-
ing income rose by $4.7 billion,
or 6.4%. More than two-thirds of
the companies (34 of 49) showed a
year-to-year gain and ten companies
posted a double-digit percentage in-
crease. Last year was the fifth con-
secutive year in which the industry’s
operating income growth exceeded
the 2.0% compound annual rate
over the trailing ten years.

Individual Non-Recurring and Extraordinary ltems 2008-2017

U.S. INVESTOR-OWNED ELECTRIC UTILITIES

($ Millions) 2008 2009 2010 2011 2012 2013 2014 2015 2016r 2017

Net Gain (Loss) on Sale of Assets 581 7,176 3,410 891 311 414 996 789 767 1,632

Other Non-Recurring Revenue 1,661 (494) 2,065 946 264 296 (4) 888 493

Total Non-Recurring Revenue 2,243 6,682 5,475 1,837 576 492 1,292 785 1,655 2,125

Asset Writedowns (11,256) (2,022) (8,805) (2,743) (5,646) 4,276 8,762 5,189 17,487 7,365

Other Non-Recurring Charges  (1,525) (822) (545) (851) (3,136) 3,510 2,675 1,764 3,109 5,598

Total Non-Recurring Charges  (12,781) (2,844) (9,350) (3,594) (8,783) 7,786 11,437 6,953 20,596 12,963

Discontinued Operations 759 (63) (476) (1,011) (4,317) (88) 295  (1,148) (732) (25)
Change in Accounting Principles - - - - - - - - -

Early Retirement of Debt - - - - - - - - -

Other Extraordinary Iltems 67 (5) 10 960 - - - - -

Total Extraordinary ltems 826 (68) (466) (51) (4,317) (88) 295 (1,148) (732) (25)
Total Non-Recurring

and Extraordinary ltems (9,713) 3,771  (4,341) (1,808) (12,524) (7,381) (9,850) (7,316) (19,674) (10,863)

r = revised

Note: Figures represent net industry totals. Totals may reflect rounding.

Source: S&P Global Market Intelligence and EEI Finance Department.
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Interest Expense Up 7.8%

Interest expense rose by 7.8%, to
$24.0 billion in 2017 from $22.3
billion in 2016. As in 2016, nine
companies reported a double-digit
percentage increase. However, in-
creases were more evenly distributed
among the companies in 2017 than
in 2016, when only three accounted
for more than 85% of the industry’s
overall increase. The industry’s aggre-
gate interest expense held relatively
steady for most of the last decade as
declining interest rates offset upward

pressure from the rising level of debt

needed to fund capital investments.

Non-Recurring and
Extraordinary Activity

As shown in the table Individual
Non-Recurring and  Extraordinary
Items, the industry reported an $8.8
billion year-to-year decrease in the
total expense associated with nonre-
curring and extraordinary items. The
$10.9 billion total in 2017 is close
to the industry’s 10-year average of
$8.0 billion, whereas the $19.7 bil-
lion in 2016 is a relatively anoma-

lous amount.

Net Income Higher at
Most Companies

The industry’s net income was
$39.0 billion in 2017, an increase of
$11.9 billion, or 44%, over 2016’
$27.1 billion. This was the highest
annual total of the past decade. About
three-quarters of companies reported
higher net income in 2017 relative to
2016. Nineteen companies reported a
double-digit percentage gain and four
companies increased net income by

100% or more.

Top Net Non-Recurring and

Extraordinary Gains (Losses) 2017

U.S. INVESTOR-OWNED ELECTRIC UTILITIES

($ Millions)

Company Gains Losses Net Total
Southern Company - 3,362.0 3,362.0
FirstEnergy Corp. - 2,406.0 2,406.0
SCANA Corporation - 1,118.0 1,118.0
Edison International - 738.0 738.0
AVANGRID, Inc. - 642.0 642.0
Duke Energy 28.0 645.0 617.0
NextEra Energy 1,225.0 1,770.0 545.0
Entergy Corporation 16.3 b38.4 h22.1
Sempra Energy 50.0 423.0 373.0
Great Plains Energy - 239.4 239.4

Source: S&P Global Market Intelligence and EEI Finance Department.
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Aggregate Non-Recurring

and Extraordinary Items 2008-2017
U.S. INVESTOR-OWNED ELECTRIC UTILITIES

($ Billions)
25

I Gains
20

] .-—.-.L

2008 2009 2010 2011 2012 2013 2014 2015r 2016r 2017

2008 2009 2010 2011 2012 2013 2014 2015r 2016r 2017 Total
Gains 3.4 69 57 1.8 0.6 0.5 1.3 0.8 1.7 2.1 24.7
Losses 13.1 3.1 10.0 3.6 8.8 6.6 114 70 206 130 97.2

Total  (9.7) 3.8 (43) (1.8) (8.2) (6.2) (10.1) (6.2) (18.9) (10.8) (72.5)

r =revised Note: Totals may reflect rounding.

Source: S&P Global Market Intelligence and EEI Finance Department.

Net Income 2008-2017

Net Income Before Non-Recurring

U.S. INVESTOR-OWNED ELECTRIC UTILITIES and Extraordinary ltems 2008-2017

($ Billions)

40 U.S. INVESTOR-OWNED ELECTRIC UTILITIES
($ Billions)

30 - 28.128.3 %0
40

20
30

10
20

0 10

2008 2009 2010 2011 2012 2013 2014 2015 2016r 2017
r = revised

2008 2009 2010 2011 2012 2013 2014 2015 2016r 2017

r = revised

Source: S&P Global Market Intelligence and EEI Finance Department.

Source: S&P Global Market Intelligence and EEI Finance Department.
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Balance Sheet

The industry’s consolidated bal-
ance sheet remained healthy in
2017, although debt as a percent of
total capitalization rose for a third
consecutive year as long-term debt
increased at most companies. The
industry’s aggregate total long-term
debt rose by $30.3 billion, to $551.6
billion at year end from $521.3 bil-
lion at year-end 2016. However,
the pace of long-term debt growth
slowed in 2017 from 2016s $53.4
billion increase, which was driven
by the year’s merger and acquisition
activity and nearly three times the
$19 billion average rise from 2008
through 2015. Long-term debt
reached 55.8% of the industry’s ag-
gregate total capitalization at year-
end 2017, up slightly from 55.4%
at year-end 2016 and 53.6% at year-
end 2015. The two-percentage-point
jump from year-end 2015 is less
significant when put in the context
of the past decade; the level ranged
between 53.8% and 56.4% from
2007 through 2013. Rising debrt lev-
els over the past ten years have been
largely offset with net income and

common stock issuance.

Broad Trends Show Little Change
The broad trends that have im-
pacted the industry for the past sev-
eral years, and that have supported
the industry’s overall strong financial
condition, were little changed in
2017. These include the continua-
tion of a multi-year migration to-
ward regulated business strategies,
generally constructive regulation,
moderate and steady profitability
and, importantly, accommodating

Capitalization Structure

U.S. INVESTOR-OWNED ELECTRIC UTILITIES

($ Millions)

Capitalization Structure 12/31/2017 12/31/2016r 12/31/2015r
Common Equity 424 209 406,311 396,856
Preferred Equity &

Noncontrolling Interests 13,435 13,901 8,492
Long-term Debt

(current & non-current)*® 551,599 521,270 467,919
Total 989,242 941,482 873,268
Common Equity % 42.9% 43.2% 45.4%
Preferred & Noncontrolling % 1.4% 1.5% 1.0%
Long-term Debt % 55.8% 55.4% 53.6%
Total 100.0% 100.0% 100.0%

* Long-term debt not adjusted for (i.e., includes) securitization bonds.

r = revised

Source: S&P Global Market Intelligence and EEI Finance Department.

financial markets characterized by
very low interest rates and a hunger
for yield — whether in the form of
dividends or bond interest — on the

part of investors worldwide.

The favorable financial market
environment for companies seek-
ing to raise capital through bond
offerings continued in 2017. U.S.
interest rates remained very low by
historical standards. The 10-year
U.S. Treasury yield began the year
at 2.5% and fell to 2.1% by early
September as inflation remained
subdued; year-to-year gains in the
U.S. consumer price index (exclud-
ing the volatile food and energy
components) fell to 1.7% during
the summer from readings just
above 2.0% in January and Febru-
ary. While inflation remained under
2.0% in the year’s second half, the
pace of economic growth strength-
ened and the 10-year Treasury yield
rose during the final months of
the year, holding above 2.3% dur-

ing the fourth quarter. Corporate
credit spreads (the difference be-
tween risk-free Treasury yields and
yields on comparable maturity cor-
porate bonds) generally tightened
during the year. Credit spreads for
Moody’s Aaa-rated corporate bonds
ranged from 140 to 150 basis points
through August, then fell steadily to
100 basis points by late December.
Likewise, spreads for Moody’s Baa-
rated corporate bonds narrowed
from a range of 220 to 230 basis
points in the year’s first half to 180
basis points by year-end.

Bond investors worldwide again
turned to the U.S. for income in
2017 as interest rates in Europe and
Japan remained at very low levels,
suppressed by lethargic economies
and aggressive asset purchase pro-
grams at both the European Cen-
tral Bank and the Bank of Japan.
The 10-year German government
yield held under 0.4% for much of
the year. The yield for a broad index

EEI 2017 FINANCIAL REVIEW 9
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of Eurozone 10-year government
bonds declined from 1.4% early in
2017 to under 1.0% by December.
Japan’s 10-year government yield re-
mained below 0.1% throughout the
year. Compared with these paltry
yields, the interest income available
from U.S. government and corpo-
rate bonds was attractive indeed.
The industry’s high-quality debt se-
curities hold strong appeal for global
investors seeking income without
an uncomfortable level of financial
risk. U.S. high-grade electric utili-
ties issued $59 billion in corporate
bonds in 2017, according to Bank
of America Merrill Lynch research,
only slightly below 2016s record

Short-term Debt 2008-2017 Long-term Debt 2008-2017

U.S. INVESTOR-OWNED ELECTRIC UTILITIES

$61 billion issuance. By compari-
son, annual issuance ranged between
roughly $30 billion and $45 billion
from 2007 through 2015. The in-
dustry’s aggregate short-term debt
also rose, edging higher to $37.4
billion at year-end 2017 from $34.1
million at the end of 2016.

Minority of Companies Drive
Slight Leverage Increase

The slight increase in the indus-
try’s aggregate balance sheet leverage
in 2017 was driven by a minority of
companies. Only 15 companies, or
31% of the industry, saw long-term
debt rise as a percent of total capi-
talization. Twenty-two companies,
or 45% of the industry, showed no

change. Twelve companies showed
a decrease for this metric. These
figures are roughly comparable to
those of 2016, when leverage in-
creased for 18 companies, or 35%
of the industry. Twenty-one com-
panies, or 41 of the industry, saw
no change in 2016 while twelve
showed a decrease in leverage.

The industry’s aggregate total
common equity rose by $17.9 bil-
lion, or 4.4%, from $406.3 billion
at year-end 2016 to $424.2 billion
at year-end 2017. The rise in balance
sheet equity was supported by ag-
gregate net income of $38.4 billion
and $5.7 billion in net stock issu-
ance (proceeds from stock offerings

U.S. INVESTOR-OWNED ELECTRIC UTILITIES

($ Billions) ($ Billions)
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EEI Finance Department.
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Utilities’ Cost of Debt: 10-Year Treasury Yields

and Bond Spreads (New Offerings)

Percent

Average Spread
L Over Treasury (%)

Average Coupon (%)

Proceeds from Issuance

of Common Equity 2008-2017

U.S. INVESTOR-OWNED ELECTRIC UTILITIES

($ Billions)
14

0
2008 2009 2010 2011 2012 2013 2014 2015 2016r 2017

r = revised

Source: S&P Global Market Intelligence and EEI Finance Department.

Average 10-Year
Treasury Yield (%)

Utility Spread

Source: S&P Global Market Intelligence and EEI Finance Department.

less buybacks), although payment
of $25.5 billion in common stock
dividends constrained the total in-
come retained as equity on the bal-
ance sheet. The balance sheet shows
changes in equity resulting from
public stock offerings, which in-
crease equity, and retained earnings
or losses, which increase or decrease
equity (see chart, Proceeds from
Issuance of Common Equity). Indus-
try credit quality — tied closely in
recent years to the management of
capital spending, merger and acqui-
sition activity, and related financing
strategies — remained at BBB+ in
2017 for a fourth straight year af-
ter improving in 2014 to an average
BBB+ from BBB. The improvement
in 2014 was the first change since
2004, when the average rating rose
to BBB from BBB-.

Date PP&E in Service, Net ($MM) % Change from
12/31/2013
12/31/2017 $1,082,229 35%
12/31/2016r $969,737 21%
12/31/2015r $898,152 12%
12/31/2014 $839,351 5%
12/31/2013 $803,007

Source: S&P Global Market Intelligence and EEI Finance Department.

Total long-term debt (current and
non-current) has risen from $314.9
billion at year-end 2007 to $551.6
billion at year-end 2017, a 75% in-
crease, driven higher mostly by the
need to finance consistently high
levels of capital expenditures (capex).
Industry capex climbed from a cycli-
cal low of $40.2 billion during the
12-month period that ended Sep-
tember 30, 2004, to a record high

of $113.6 billion in 2017, and is ex-
pected to remain at an elevated level

for at least the next few years.

Impact of Elevated Capex

The impact of historically high
levels of capital spending is evident
in the industry’s consolidated bal-
ance sheet. Total net property, plant
and equipment in service (shown in
the adjacent table) jumped 35% from
year-end 2013 to year-end 2017.

EEI 2017 FINANCIAL REVIEW 11
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A rising level of construction
work-in-progress (CWIP) also re-
flects the industry’s elevated capi-
tal spending. CWIP jumped from
$62.4 billion at year-end 2012 to
$80.9 billion at year-end 2017.
CWIP, along with adjustment claus-
es, interim rate increases and the

use of projected costs in rate cases,

is especially important during large
construction cycles because it helps

minimize regulatory lag.

Deferred taxes fell by $62.0 bil-
lion, or 39.1%, to $96.4 billion at
year-end 2017 from a revised $158.3
billion at year-end 2016. Deferred
taxes had risen nearly 30% from

year-end 2012 to year-end 2016 due
to persistently high capital spending
and the impact of accelerated depre-
ciation. The very large decrease in
deferred taxes in 2017 is largely due
to revaluation adjustments made as
a result of the Tax Cuts and Jobs Act
of 2017.

Debt-to-Cap Ratio hy Category 2017 vs. 2016r
U.S. INVESTOR-OWNED ELECTRIC UTILITIES

Regulated Mostly Regulated Total Industry
Number % Number % Number %
Lower 6 17.1% 6 42 9% 12 24.5%
No Change* 19 54.3% 3 21.4% 22 44.9%
Higher 10 28.6% 5 35.7% 15 30.6%
Total 35 100.0% 14 100.0% 49 100.0%

*No change defined as less than 1.0%

Note: December 31, 2017 vs. December 31, 2016. Refer to page v for category descriptions.

Source: S&P Global Market Intelligence and EEI Finance Department.

Capitalization Structure by Category 2017 vs. 2016r
U.S. INVESTOR-OWNED ELECTRIC UTILITIES

Regulated Mostly Regulated
($ Millions) 2017 2016r Change 2017 2016r Change
Common Equity 281,164 275,659 5,505 143,045 130,652 12,392
Total Preferred Equity 4,675 6,095 (1,420) 8,760 7,806 954
Long-term Debt
(current & non-current)* 378,652 359,020 19,632 172,947 162,250 10,697
Total Capitalization 664,491 640,774 23,717 324,751 300,708 24,043
Common Equity % 42 3% 43.0% -0.7% 44.0% 43.4% 0.6%
Preferred Equity % 0.7% 1.0% -0.2% 2.7% 2.6% 0.1%
Long-term Debt % 57.0% 56.0% 1.0% 53.3% 54.0% -0.7%
Total 100.0% 100.0% — 100.0% 100.0% —
r = revised

Note: Long-term debt not adjusted for (i.e., includes) securitization bonds.
Source: S&P Global Market Intelligence and EEI Finance Department.
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Consolidated Balance Sheet

U.S. INVESTOR-OWNED ELECTRIC UTILITIES

($ Millions) 12/31/2017 12/31/2016¢ % Change $ Change
PP&E in service, gross 1,528,906 1,378,601 10.9% 150,305
Accumulated depreciation 446,677 408,864 9.2% 37,813

PP&E in service, net 1,082,229 969,737 11.6% 112,492
Construction work in progress 80,863 74,326 8.8% 6,537
Net nuclear fuel 16,542 16,054 3.0% 487
Other property 3,088 1,774 74.1% 1,314

PP&E, net 1,182,722 1,061,891 11.4% 120,831
Cash & cash equivalents 14,439 12,323 17.2% 2,115
Accounts receivable 39,566 38,251 3.4% 1,315
Inventories 23,080 24,060 (4.1%) (979)
Other current assets 43,367 43,704 (0.8%) (337)

Total current assets 120,451 118,338 1.8% 2,114
Total investments 96,490 86,237 11.9% 10,253
Other assets 166,376 255,894 (35.0%) (89,518)
Total Assets 1,566,039 1,522,360 2.9% 43,679
Common equity 424 209 406,311 4.4% 17,897
Preferred equity 0 851 (100.0%) (851)
Noncontrolling interests 13,435 13,050 2.9% 385

Total equity 437,643 420,212 4.1% 17,431
Short-term debt 37,439 34,141 9.7% 3,297
Current portion of long-term debt 35,150 28,276 24.3% 6,874

Short-term and current long-term debt 72,589 62,417 16.3% 10,171
Accounts payable 67,714 66,965 1.1% 750
Other current liabilities 35,849 35,451 1.1% 398

Current liabilities 176,152 164,833 6.9% 11,319
Deferred taxes 96,369 158,337 (39.1%) (61,968)
Non-current portion of long-term debt 516,449 492 994 4 8% 23,454
Other liabilities 338,642 285,258 18.7% 53,384

Total liabilities 1,127,611 1,101,421 2.4% 26,190
Subsidiary preferred 754 553 36.3% 201
Other mezzanine 31 173 (82.2%) (142)
Total mezzanine level 784 726 8.0% 58
Total Liabilities and Owner's Equity 1,566,039 1,522,360 2.9% 43,679

r = revised

Source: S&P Global Market Intelligence and EEI Finance Department.
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Statement of Cash Flows

U.S. INVESTOR-OWNED ELECTRIC UTILITIES

Cash Flow Statement

. ($ Millions) 12 Months Ended
Net caSh Prowded by 12/31/2017 12/31/2016r % Change
Operating Activities Net Income $39,031 $27,114 44.0%
Net Cash Provided by Operat- Depreciation and Amortization 50,445 49,155 2.6%
ine Activities increased b $3 4 bil- Deferred Taxes and Investment Credits 9,333 8,923 4.6%
5 Y ) Operating Changes in AFUDC (1,296) (1,409) (8.0%)
li 3.4% $101.6 billion i
lon, or 5.4%, to -0 billion 1n Change in Working Capital (2,991) 2,925 NM
2017 from $98.3 billion in 2016. Other Operating Changes in Cash 7,123 11,600 (38.6%)
As shown in the Stazement 0f Cush Net Cash Provided by Operating Activities 101,644 98,284 3.4%
Flows, an $11.9 million or 44.0% Capital Expenditures (1136100  (112,516) 1.0%
increase in Net Income, from $27.1 Asset Sales 14,684 15,444 (4.9%)
million in 2016 to $39.0 million in Asset Purchases (15,529) (43,567) (64.4%)
. ’ Net Non-Operating Asset Sales and Purchases (845) (28,123) (97.0%)
2017, was the primary reason for Change in Nuclear Decommissioning Trust (415) (414) 0.3%
the increase. A distant secondary Investing Changes in AFUDC 153 114 34.5%
contributor was the $1 3 billion, or Other Investing Changes in Cash 1,832 (4,309) NM
2 6%. rise in th h ’ ded f, Net Cash Used in Investing Activities (112,886) (145,248) (22.3%)
.6%, rise in the cash provided from
Depreciation and Amortization, Net Change in Short-term Debt 3,965 3,419 16.0%
1o $50 4 billion from $49 2 bil- Net Change in Long-term Debt 31,017 44 466 (30.2%)
’ ’ roceeds from Issuance of Preferred Equity , , 2%
. 2 ds fi | f Preferred E 1,274 1,157 10.2%
lion. Together, these two sources of Preferred Share Repurchases (2,133) (494) 331.8%
cash were strong enough to offset a Net Change in Prefered Issues (858) 663 NM
$4‘5 billion, or 38.6%, reduction in Proceeds from Issuance of Common Equity 5,668 12,123 (53.2%)
. . Common Share Repurchases (194) (267) (27.4%)
cash provided by Other Operating Net Change in Common Issues 5,474 11,855 (53.8%)
Changes in Cash from $11.6 billion Dividends Paid to Common Shareholders (25,534) (23,828) 7.2%
in 2016 to $7.1 billion in 2017 and Dividends Paid to Preferred Shareholders (76) (62) 21.6%
B o Other Dividends = = NM
a $5.9 billion reduction in cash from Dividends Paid to Shareholders (25,610) (23,891) 7.2%
Change in Working Capital, which Other Financing Changes in Cash (617) 3,947 NM
swung from a $2.9 billion contribu- Net Cash (Used in) Provided by Financing Activities 13,370 40,459 (67.0%)
tion in 2016 to a $30 billion deficit Other Changes in Cash 50 421 (88.1%)
in 2017.
Net increase (decrease) in cash and cash equivalents $2,179 $(6,083) NM
Cash provided by Deferred Taxes Cash and cash equivalents at beginning of period $12,260 $18,407 (33.4%)
Cash and cash equivalents at end of period $14,439 $12,323 17.2%

and Investment Credits rose to $9.3
billion in 2017 from $8.9 billion
in 2016. This metric remained at
a historically high level for a tenth
straight year. In combination with
the industry’s elevated capital expen-
ditures, the use of bonus deprecia-
tion has created a significant increase
in deferred taxes over the period.
The Tax Cuts and Jobs Act, which
passed in late 2017, will significantly

impact deferred taxes on a prospec-
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r=revised NM = not meaningful

Source: S&P Global Market Intelligence and EEI Finance Department.

tive basis. Going forward, the cur-
rent portion of deferred taxes will
be relatively lower, all things being
equal, due to the reduction in the

corporate income tax rate from 35%
to 21%.

Net Cash Used in
Investing Activities

Net Cash Used in Investing Ac-
tivities decreased by $32.4 billion,
or 22.3%, to $112.9 billion in 2017
from $145.2 billion in 2016. The
decrease was caused by a $28.0 bil-
lion, or 64.4%, drop in Asset Pur-
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chases. In 2016, asset purchases
surged by $25.5 billion, or 141.2%,
from $18.1 billion in 2015 to 2016’
$43.6 billion total. However, the
jump was driven by merger and ac-
quisition activity at just a handful of
companies; asset purchases increased
by about $9.0 billion at Southern
Company, $6.9 billion at Exelon,
$4.6 billion at Duke and $3.7 billion

at Dominion in 2016.

Cash used for Capital Expendi-
tures rose only 1.0%, as industry
capex in 2017 marginally increased
to $113.6 billion from $112.5 bil-
lion in 2016. However, the 2017
total was another record high. The
elevated level of capex is depicted
in the Capital Spending —Trailing 12
Months chart. One of the principle
drivers of rising capex has been the
industry’s considerable investment
in clean energy generation, includ-
ing natural gas, nuclear, wind and
solar. The industry has also sustained
a high level of transmission and dis-
tribution investment for grid mod-
ernization and system expansion.
Finally, investment in natural gas
supply pipelines and gas distribution
utilities has driven capital spending
in the industry’s natural gas infra-
structure segment. The $113.6 bil-
lion spent on capex in 2017 is 183%
greater than the $40.2 billion invest-
ed during the 12-month period that
ended September 30, 2004, which
marked the cyclical low following
the competitive generation build-
out that peaked in 2001.

Capital Expenditures 2008-2017

U.S. INVESTOR-OWNED ELECTRIC UTILITIES
($ Billions)
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Capital Spending—Trailing 12 Months

U.S. INVESTOR-OWNED ELECTRIC UTILITIES
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Net Cash Provided hy
Financing Activities

Net Cash Provided by Financing
Activities decreased by $27.1 bil-
lion, or 67.0%, to $13.4 billion in
2017 from $40.5 billion in 2016.
The primary reason was a $13.5
billion decrease in the Net Change
in Long-term Debt as the group of
companies that were active asset
purchasers in 2016 issued debt to
fund these purchases. The indus-
try’s long-term debt increased an-
nually at an average of $19.1 billion
per year between 2008 and 2015.
In 2016, however, long-term debt
jumped by $53.4 billion.

Given the industry’s extended
period of elevated capital spending,
it is not surprising that long-term
debt has risen continuously since
the sizeable debt pay-downs that
took place from 2003 through mid-
year 2006. Total long-term debt fell
from $349.7 billion at the end of
2003 to $322.8 billion at June 30,
2006 and has since risen to $551.6
billion (including securitized debt)
at December 31, 2017.

Proceeds from the Issuance of
Common Equity fell 53.2%, to
$5.7 billion in 2017 from $12.1
billion in 2016. The 2017 total was
near the middle of the $3.5 billion
to $8.6 billion range that includes
most years since 2007; 2016’s $12.1
billion was a relative outlier. Stock
issuance was slightly higher from
2001 to 2006, ranging from $6.6 to
$13.1 billion. The industry’s strong
stock market performance over the
last decade, in addition to a wide-
spread desire to strengthen debt-to-
capitalization ratios, has supported

16 EEI 2017 FINANCIAL REVIEW

Net Change in Long-term Debt 20082017
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Source: S&P Global Market Intelligence and EEI Finance Department.

Free Cash Flow (FCF) 2008-2017

U.S. INVESTOR-OWNED ELECTRIC UTILITIES

($ Billions)
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($ Billions) 2008 2009 2010 2011 2012 2013 2014 2015 2016r 2017
Net Cash Provided by Operating Activites 61.3 829 77.7 844 840 871 890 1016 983 1016

Capital Expenditures (82.8) (77.6) (74.2) (78.6) (90.3) (90.3) (96.1) (104.0) (112.5) (113.6)

Dividends Paid to Common Shareholders (16.5) (17.1) (18.0) (19.3) (20.5) (20.8) (21.1) (22.5) (23.8) (25.5)

Free Cash Flow (38.0) (11.8) (14.4) (13.5) (26.8) (24.0) (28.2) (24.8) (38.1) (37.5)
r = revised

Note: Totals may not equal sum of components due to rounding.

Source: S&P Global Market Intelligence and EEI Finance Department.



INDUSTRY FINANCIAL PERFORMANCE

annual common stock offerings.
Bonus depreciation has also helped
finance the industry’s significant
capital needs in recent years.

Free Cash Flow Deficit Continues
in 2017

Free cash flow was negative $37.5
billion in 2017 compared to nega-
tive $38.1 billion in 2016. The three
line-item contributors were similar
in each year. Net Cash Provided by
Operating Activities edged higher to
$101.6 billion in 2017 from $98.3
billion in 2016. Capital Expen-
ditures increased marginally from
$112.5 billion to $113.6 billion.
Dividends paid rose to $25.5 bil-
lion in 2017 from $23.8 billion in
2016. The industry’s calendar-year
free cash flow was last positive in
2004. There is a strong association
on the regulated side of the busi-

ness between rising capex, declin-
ing free cash flow and regulatory lag
(defined as the time between a rate
case filing and decision). Regulatory
lag delays the recovery of costs as-
sociated with capital investment and
can result in utilities significantly
under-earning their allowed return
on equity (ROE).

From 2003 through 2017, total
industry-wide cash dividends more
than doubled, to $25.5 billion from
$12.3 billion. While some analysts
define free cash flow as the difference
between cash flow from operations
and capital expenditures, we also de-
duct common dividends due to the
utility industry’s strong tradition of
dividend payments.

Dividends

The investor-owned electric util-
ity industry added to its long-term
trend of widespread dividend in-
creases during 2017. A total of 38
companies increased or reinstated
their dividend in 2017 as a whole
compared to 40 in 2016, 39 in 2015,
38in 2014 and 36 in both 2013 and
2012. Only 27 of the 65 companies
tracked by EEI increased their divi-
dend in 2003, just prior to the pas-
sage of legislation that reduced divi-
dend tax rates.

The percentage of companies that
raised or reinstated their dividend in
2017 was 88%, the second-highest
on record after 2016’s 91%. This
followed results of 85% in 2015,
79% in 2014, 74% in 2013, 73%

2017 Dividend Patterns 2016 Dividend Patterns

U.S. INVESTOR-OWNED ELECTRIC UTILITIES

Omitted
2%

No Change
10%

No Change
9%

U.S. INVESTOR-OWNED ELECTRIC UTILITIES

N

Raised
91%

Source: EEI Finance Department.

Source: EEI Finance Department.
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in 2012, 58% in 2011 and 60% in
2010. The 2016 record high is based
on data going back to 1988. The
15% dividend tax rate has supported
the high number of increases in re-
cent years.

As of December 31, 2017, 42 of
the 43 publicly traded companies in
the EEI Index were paying a com-
mon stock dividend. The Dividend

Patterns table shows the industry’s
dividend paying patterns over the
past 24 years. Each company is lim-
ited to one action per year. For ex-
ample, if a company raised its divi-
dend twice during a year, that counts
as one in the Raised column. Com-
panies generally use the same quarter
each year for dividend changes, with
the first quarter being the most com-

mon for electric utilities.

2017 Increases Average 5.6%
The industry’s average dividend in-
crease per company during 2017 was
5.6%, with a range of 1.4% to 12.9%
and a median increase of 5.6%. Next-
Era Energy (12.9% in Q1), Edison
International (11.5% in Q4) and
OGE Energy (9.9% in Q3) posted

the largest percentage increases.

Dividend Patterns 1993—2017

U.S. INVESTOR-OWNED ELECTRIC UTILITIES

Dividend
Raised No Change Lowered Omitted* Reinstated Not Paying  Total Payout Ratio
1993 65 29 1 - 1 4 100 80.5%
1994 54 37 6 - - 3 100 79.8%
1995 52 40 3 - - 3 98 75.3%
1996 48 44 2 1 1 2 98 70.7%
1997 40 45 6 2 - 3 96 84.2%
1998 40 37 7 - - 5 89 82.1%
1999 29 45 4 - 3 2 83 74.9%
2000 26 39 3 1 - 2 71 63.9%*
2001 21 40 3 2 - 3 69 64.1%
2002 26 27 6 3 - 3 65 67.5%
2003 26 24 7 2 1 5 65 63.7%
2004 35 22 1 - - 7 65 67.9%
2005 34 22 1 1 2 5 65 66.5%
2006 41 17 - - - 6 64 63.5%
2007 40 15 - - 3 3 61 62.1%
2008 36 20 1 - 1 1 59 66.8%
2009 31 23 3 - 1 58 69.6%
2010 34 22 - - - 1 57 62.0%
2011 31 22 - 1 - 58 62.8%
2012 36 14 - - 1 - 51 64.2%
2013 36 12 1 - - - 49 61.5%
2014 38 9 1 - - - 48 60.4%
2015 39 7 - - - 46 67.0%
2016 40 4 - - - - 44 62.9%
2017 38 4 - 1 - - 43 64.0%
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Average of the
Increased Dividend Actions *** 9.4% 72% 82% 6.8% 72% 53% 57% 58% 56% 56%
Average of the
Declining Dividend Actions *** (45.7%) (46.4%) NA (100.0%) NA (41.0%) (34.5%) NA NA NA

* Omitted in current year. This number is not included in the Not Paying column.
** Prior to 2000 = total industry dividends/total industry earnings, starting in 2000 = average of all companies paying a dividend.
*** Excludes companies that omitted or reinstated dividends.
Note: Dividend percent changes are based on year-end comparisons.
Source: EEI Finance Department and S&P Global Market Intelligence.
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NextEra Energy, headquartered
in Juno Beach, Florida, raised its
quarterly dividend from $0.87 to
$0.9825 per share in QI. The in-
crease is consistent with the com-
pany’s plan, announced in 2015, to
target 12% to 14% annual growth in
dividends per share through at least
2018, off a 2015 base. NextEra also
had the highest percentage increase
in 2016 (tied at 13.0% with Edison
International and DTE Energy).

Edison International, based in
Rosemead, California, announced
an increase in its quarterly dividend
from $0.5425 to $0.605 per share in
Q4, marking the fourth straight year
of a $0.25 per share annual increase.
The company called this another
meaningful step in raising its divi-
dend payout ratio toward the upper
end of its targeted range of 45% to
55% of subsidiary Southern Califor-

nia Edison’s earnings.

OGE Energy, based in Oklahoma
City, announced an increase of $0.03
per share in Q3, from $0.3025 to
$0.3325. The company affirmed
its commitment to 10% dividend

growth annually through 2019.

In December, PG&E Corpora-
tion announced that it would sus-
pend its dividend beginning with
the fourth quarter of 2017, citing
uncertainty related to causes and po-
tential liabilities associated with the
extraordinary October 2017 North-
ern California wildfires.

Payout Ratio and Dividend Yield
The industry’s dividend payout
ratio was 54.3% for the calendar
year 2017, remaining among the
highest of all U.S. business sectors.
The broader Utilities sector (con-

Sector Comparison

Dividend Payout Ratio
For 12-month period ending 12/31/17

Sector
EEl Index Companies*
Energy
Utilities
Consumer Staples
Industrial
Materials
Consumer Discretionary
Technology
Health Care
Financial

Payout Ratio (%)
54.3%
95.1%
63.3%
59.1%
42.0%
39.1%
30.8%
30.6%
28.0%
27.7%

* For this table, EEI (1) sums dividends and (2) sums earnings of all index
companies and then (3) divides to determine the comparable DPR.

Assumptions:

1. EEI Index Companies payout ratio based on LTM common dividends paid
and income before nonrecurring and extraordinary items.

2. S&P sector payout ratios based on 2017E dividends and earnings per

share (estimates as of 12/31/2017).

For more information on constituents of each S&P sector,

see http://www.sectorspdr.com/.

Source: AltaVista Research, S&P Global Market Intelligence,

and EEI Finance Department.

sisting of electric, gas and water
utilities) was somewhat higher at
63.3%. The industry’s payout ratio
was 64.0% when measured as an
un-weighted average of individual
company ratios; 54.3% represents
an aggregate figure.

While the industry’s net income
has fluctuated from year to year, its
payout ratio has remained relatively
consistent after eliminating non-
recurring and extraordinary items
from earnings. From 2000 through
2017, the industry’s annual payout

ratio ranged from 60.4% to 69.6%
(see Dividend Patterns Table). We
use the following approach when
calculating the industry’s dividend
payout ratio:

1. Non-recurring and extraor-
dinary items are eliminated

from earnings.

2. Companies with negative ad-
justed earnings are eliminated.

3. Companies with a payout
ratio in excess of 200% are
eliminated.
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The industry’s average dividend
yield was 3.4% on December 31,
2017, higher than all other business
sectors except the broader Utilities
sector’s average 3.5% yield. The in-
dustry’s yield was 3.3% on Septem-
ber 30, 3.3% on June 30 and 3.4%
on March 31. This follows yields
of 3.4% at year-end 2016, 3.8% at
year-end 2015, 3.3% at year-end
2014, 4.0% at year-end 2013 and
4.3% at year-end 2012.

We calculate the industrys ag-
gregate dividend yield using an un-
weighted average of the EEI Index
companies that are paying a dividend.
The strong dividend yields prevalent

among most electric utilities have
helped support their share prices over
the past decade, especially given the
period’s historically low interest rates.
The industry’s dividend yield was un-
changed over the last year as the rise
in utility stock prices was offset by
strong dividend increases.

The EEI Index delivered a positive
total shareholder return of 11.7% in
2017 but underperformed the broad
market. This followed a 17.4% re-
turn in 2016, a negative 3.9% return
in 2015 and positive returns from
2014 back to 2009, respectively, of
28.9%, 13.0%, 2.1%, 20.0%, 7.0%
and 10.7%. The EEI Index has pro-

Sector Comparison, Dividend Yield

As of December 31, 2017

Sector

EEI Index Companies
Utilities

Consumer Staples
Energy

Industrial

Materials

Financial

Health Care
Technology

Consumer Discretionary

Assumptions:

Dividend Yield (%)
3.4%
3.5%
2.7%
2.6%
1.9%
1.8%
1.6%
1.6%
1.5%
1.3%

1. EEl Index Companies' yield based on last announced, annualized dividend rates
(as of 12/31/2017); S&P sector yields based on 2017E cash dividends (estimates

as of 12/31/2017).

For more information on constituents of each S&P sector,

see http://www.sectorspdr.com/.

Source: AltaVista Research, S&P Global Market Intelligence

and EEI Finance Department.
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duced a positive total return in 13 of
the last 15 years.

Business Category Comparison

As shown in Category Compari-
son, Dividend Yield table, at year-end
2017 the Regulated and Mostly Reg-
ulated categories each had a 3.4%
average dividend yield. The Diversi-
fied category no longer exists, as the
only two remaining companies from
2016 were merged into the Mostly
Regulated category at the start of
2017. The yields for the Regulated
and Mostly Regulated categories
were 3.4% and 3.5%, respectively,
on December 31, 2016.

The Regulated category had a
dividend payout ratio of 68.7% in
2017 compared to 53.3% for the
Mostly Regulated group (see Car-
egory Comparison, Dividend Payout
Ratio table). The Regulated category
produced the highest annual payout
ratio in 2015, 2011 and 2010 and
in each year from 2003 through
2008. It was exceeded by the Mostly
Regulated category in 2016, 2014,
2013, 2012 and 2009; it’s likely that
the weaker earnings from the com-
petitive power business contributed
to the higher payout ratio among
Mostly Regulated companies in

those years.

Share Repurchases Remain Low
After 2007 Spike

Twelve of the industry’s publicly
traded companies repurchased an
aggregate $182 million of common
shares during 2017 as an alternate
way of returning cash to sharehold-
ers. This compares to ten compa-
nies and $267 million in 2016, 11
companies and $1.9 billion in 2015,
12 companies and $668 million in
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Category Comparison, Dividend Payout Ratio

Category' 2008 2009 2010 2011 2012 2013
EEIl Index 66.8 696 620 628 64.2 615
Regulated 71.2 682 64.1 634 62.1 605
Mostly Regulated 66.7 722 60.7 631 69.7 647
Diversified? 446 69.2 497 547 534 447

'Refer to page v for category descriptions.

2014 2015 2016 2017
604 67.0 62.9 64.0
594 68.7 6l1.1 68.7
63.8 626 680 53.3
56.4 649 646 -

*Starting January 1, 2017, the Diversified Category will no longer exist due to the dwindling number of companies.

Note: In addition to the impact of dividend strategies and company earnings, the dividend payout ratios for each category are also
affected by the movement of companies between categories and by dividend reinstatements and cancellations.

Source: EEI Finance Department, S&P Global Market Intelligence, and company annual reports.

Category Comparison, Dividend Yield

As of December 31, 2017

Category'
EEI Index
Regulated

Dividend Yield

Mostly Regulated

'Refer to page v for category descriptions.
Source: EEIl Finance Department and S&P Global Market Intelligence.

2014, ten companies and $410 mil-
lionin 2013, 14 companies and $821
million in 2012, 15 companies and
$1.8 billion in 2011, 13 companies
and $2.7 billion in 2010, 11 com-
panies and $908 million in 2009,
and 18 companies and $2.4 billion
in 2008 — all levels far below the
$11.9 billion of 2007. The industry’s
common share repurchases exceeded
$6.0 billion in 2004, 2005 and 2006
after rising from only $120 million
in 2003.

Dividend Tax Treatment
Unchanged

On December 22, 2017, the Tax
Cuts and Jobs Act was signed into
law, maintaining pre-existing tax
rates for dividends and capital gains.
Continued low dividend tax rates
remain an important element in the
industry’s ability to attract capital for
investment. Maintaining parity be-
tween dividend and capital gains tax
rates is crucial to avoid creating a dis-
advantage for companies that rely on

a strong dividend to attract investors.

3.4%
3.4%
3.4%

The top tax rate for both divi-
dends and capital gains is 20% for
couples earning more than $479,000
($425,800 for singles). For taxpayers
below these income thresholds, divi-
dends and capital gains will continue
to be taxed at the current rates of
15% and 0%, depending on a filer’s
income level. A 3.8% Medicare tax
that was included in the 2010 health
care legislation is also applied to all
investment income for couples earn-
ing more than $250,000 ($200,000
for singles).
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Dividend Summary

As of December 31, 2017
U.S. INVESTOR-OWNED ELECTRIC UTILITIES

Company Annualized Payout Yield Last Date
Company Name Stock  Category  Dividends Ratio (%) Action To From  Announced
ALLETE, Inc. ALE MR $2.14 63.4% 2.9% Raised $2.14  $2.08 2017 Q1
Alliant Energy Corporation LNT R $1.34 61.9% 3.1% Raised $1.34 $1.26 2017 Q4
Ameren Corporation AEE R $1.83 81.5% 3.1% Raised $1.83 $1.76 2017 Q4
American Electric Power Company, Inc. AEP R $2.48 67.1% 3.4% Raised $2.48 $2.36 2017 Q4
AVANGRID, Inc. AGR MR $1.73 52.2% 3.4% Raised $1.73  $1.69 1996 Q1
Avista Corporation AVA R $1.43 79.8% 2.8% Raised $1.43 $1.37 2017 Q1
Black Hills Corporation BKH R $1.90 42.2% 3.2% Raised $1.90 $1.78 2017 Q4
CenterPoint Energy, Inc. CNP MR $1.11 25.7% 3.9% Raised $1.11 $1.07 2017 Q4
CMS Energy Corporation CMS R $1.33 78.5% 2.8% Raised $1.33 $1.24 2017 Q1
Consolidated Edison, Inc. ED R $2.76 52.7% 3.2% Raised $2.76  $2.68 2017 Q1
Dominion Energy, Inc. D MR $3.08 64.8% 3.8% Raised $3.08 $3.02 2017 Q4
DTE Energy Company DTE MR $3.53 51.3% 3.2% Raised $3.53  $3.30 2017 Q4
Duke Energy Corporation DUK R $3.56 66.4% 4.2% Raised $3.56 $3.42 2017 Q3
Edison International EIX R $2.42 50.3% 3.8% Raised $2.42 $2.17 2017 Q4
El Paso Electric Company EE R $1.34 54.3% 2.4% Raised $1.34 $1.24 2017 Q2
Entergy Corporation ETR R $3.56 66.4% 4.4% Raised $3.56 $3.48 2017 Q4
Eversource Energy ES R $1.90 60.5% 3.0% Raised $190 $1.78 2017 Q1
Exelon Corporation EXC MR $1.31 31.4% 3.3% Raised $1.31 $1.27 2017 Q1
FirstEnergy Corp. FE R $1.44 93.7% 4.7% Lowered $1.44 $2.20 2014 Q1
Great Plains Energy Inc. GXP R $1.10 176.2% 3.4% Raised $1.10 $1.05 2016 Q4
Hawaiian Electric Industries, Inc. HE MR $1.24 80.7% 3.4% Raised $1.24 $1.22 1998 Q1
IDACORP, Inc. IDA R $2.36 53.1% 2.6% Raised $2.36  $2.20 2017 Q4
MDU Resources Group, Inc. MDU MR $0.79 53.1% 2.9% Raised $0.79 $0.77 2017 Q4
MGE Energy, Inc. MGEE MR $1.29 44.8% 2.0% Raised $1.29 $1.23 2017 Q3
NextEra Energy, Inc. NEE MR $3.93 31.5% 2.5% Raised $3.93 $3.48 2017 Q1
NiSource Inc. NI R $0.70 93.3% 2.7% Raised $0.70  $0.66 2017 Ql
NorthWestern Corporation NWE R $2.10 62.2% 3.5% Raised $2.10 $2.00 2017 Q1
OGE Energy Corp. OGE R $1.33 40.0% 4.0% Raised $1.33 $1.21 2017 Q3
Otter Tail Corporation OTTR R $1.28 70.2% 2.9% Raised $1.28 $1.25 2017 Ql
PG&E Corporation PCG R $- 59.8% 0.0% Omitted $-  $2.12 2017 Q4
Pinnacle West Capital Corporation PNW R $2.78 57.1% 3.3% Raised $2.78 $2.62 2017 Q4
PNM Resources, Inc. PNM R $1.06 63.1% 2.6% Raised $1.06 $0.97 2017 Q4
Portland General Electric Company POR R $1.36 63.1% 3.0% Raised $1.36 $1.28 2017 Q2
PPL Corporation PPL R $1.58 95.0% 5.1% Raised $1.568 $1.52 2017 Q1
Public Service Enterprise Group Incorporated  PEG MR $1.72 54.9% 3.3% Raised $1.72 $1.64 2017 Q1
SCANA Corporation SCG MR $2.45 34.4% 6.2% Raised $2.45 $2.30 2017 Q1
Sempra Energy SRE MR $3.29 104.3% 3.1% Raised $3.29  $3.02 2017 Q1
Southern Company SO R $2.32 53.7% 4.8% Raised $232 $2.24 2017 Q2
Unitil Corporation uTL R $1.44 70.3% 3.2% Raised $1.44 $1.42 2017 Q1
Vectren Corporation VWC R $1.80 65.7% 2.8% Raised $1.80 $1.68 2017 Q4
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Dividend Summary (cont.)

As of December 31, 2017
U.S. INVESTOR-OWNED ELECTRIC UTILITIES

Company Annualized Payout Yield Last Date

Company Name Stock  Category  Dividends Ratio (%) Action To From  Announced
Westar Energy, Inc. WR R $1.60 66.3% 3.0% Raised $1.60 $1.52 2017 Q1
WEC Energy Group, Inc. WEC R $2.21 54.6% 3.3% Raised $2.21 $2.08 2017 Q4
Xcel Energy Inc. XEL R $1.44 62.8% 3.0% Raised $1.44 $1.36 2017 Q1
Industry Average 64.0% 3.4%

NOTES

Business Segmentation: Assets as of 12/31/2016

Categories:

R = Regulated: 80% or more of total assets are regulated.
MR = Mostly Regulated: Less than 80% of total assets are regulated.

Dividend Per Share: Per share amounts are annualized declared figures as of 12/31/2017.
Dividend Payout Ratio: Dividends paid for 12 months ended 12/31/2017 divided by net income before nonrecurring and extraordinary items for 12 months
ended 12/31/2017. While net income is after-tax, nonrecurring and extraordinary items are pre-tax, as there is no consistent method of gathering these
items on a tax adjusted basis under current reporting guidelines. On an individual company basis, the Payout Ratio in the table could differ slightly from

what is reported directly by the company.

“NM" applies to companies with negative earnings or payout ratios greater than 200%.
Dividend Yield: Annualized Dividends Per Share at 12/31/2017 divided by stock price at market close on 12/31/2017.
By Business Segment: Average of Dividend Payout Ratios and Dividend Yields for companies within these business segments.

Source: EEI Finance Department and S&P Global Market Intelligence.

Rate Case Summary

Electric utilities filed 56 new rate
cases in 2017, less than the 70 filed
in 2016 but consistent with the
increased pace of filings since the
industry’s period of restructuring
nearly 20 years ago. Average awarded
return on equity (ROE) was 9.74%,
the lowest annual average in our
nearly 30-years of data. Average re-
quested ROE was 10.28%, also a re-
cord low. The long-term decline in
interest rates since the early 1980s
is the primary reason for the cor-
responding long-term declines in

requested and approved ROEs. Av-
erage regulatory lag, at 8.6 months,
was near the ten-month average for
the years following restructuring.
Average regulatory lag will likely
continue to hold near ten months
unless state commissions accelerate

the speed of rate case decisions.

Filed Cases 2017

Broadly speaking, the primary
reason utilities file rate cases is to
recover for the many forms of re-
quired capital expenditures (capex),
such as new generation, plant up-

grades, transmission and distribu-

tion expansion and upgrades, en-

vironmental compliance, system
hardening and reliability improve-
ments. The second most common
reason is electric utilities” desire to
establish rate mechanisms. Recov-
ery of operation and maintenance
(O&M) expenses is typically third.
All three reasons were evident in
2017. Other drivers of the year’s fil-
ings included utilities” desire to re-
cover for flat and declining sales and
to adjust return on equity. Follow-
ing is a discussion of specific themes

within these broad categories.
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Grid Modernization

NSTAR  Electric and Massa-
chusetts Electric each filed in Mas-
sachusetts to implement perfor-
(PBR)
mechanisms. The companies are
proposing a grid modernization

base commitment of a combined

mance-based  ratemaking

$400 million in capital investment
over the next five years “to enable
clean energy initiatives, including
the development of electric vehicle
infrastructure and electric storage
capabilities, as well as the implemen-
tation of technologies such as remote
sensing and switching that will assist
in integrating distributed energy re-
sources . . . and maintaining top tier
service reliability.”

Public Service Colorado has em-
barked on an Advanced Grid and
Intelligence Initiative, which in-

cludes infrastructure

investments,

other spending to improve produc-
tivity, and costs related to Colorado’s
Clean Air Clean Jobs Act. The Act
requires the state’s electric utilities to
either convert or retrofit coal plants
to gas, or retire them up to the less-
er of 900 megawatts or 50% of the
utility’s coal assets, by January 1,
2018. In Q4, the company filed for
a four-step increase to recover asso-
ciated costs, explaining that the rate
increases would “fund investments
to better integrate renewable energy,
boost grid reliability, offer customers
more information for greater control
over their energy budget, reduce sys-
tem fuel and energy costs, and put
in place technology to keep costs low
over the long term.”
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Number of Rate Cases Filed 1992-2017
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10-Year Treasury Yield
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Similarly, Narragansett Electric
in Rhode Island proposed a Power
Sector Transformation Plan (PSTP)
consistent with the state’s Power
Sector Transformation Initiative
(PSTI). The PSTI responds to the
state governor’s directive that stake-
holders collaborate to create a “more
dynamic regulatory framework” that
enables a “cleaner, more affordable,
and more reliable energy system for
the 21st century and beyond.” A re-
port issued by stakeholders proposes
shifting the traditional electric util-
ity business model to a more perfor-
mance-based model to better-align
incentives with customer demand
and public policy. The report rec-
ommends adoption of multi-year
rate plans along with budget and

revenue caps to incentivize cost sav-

ings. Narragansett’s PSTP proposes
four main areas for investment: ad-
vanced metering, grid moderniza-
tion, electric vehicle infrastructure,
and energy storage and solar demon-
stration projects. In its initial com-
ment on the company’s proposal, the
commission said, “As Rhode Island
navigates the transition from an old
one-way energy system to a New
one, based as much on information
as infrastructure, we need to con-
sider fresh solutions, new partners
and bring the best know-how in the

world to our doorstep.”

Return on Equity
In its Maryland filing, Delmarva

Power said it “has a well-document-

ed history of earning less than the
ROE that has been authorized by

. [Tlhe com-
pany has realized unadjusted ROEs

[the commission]. . .

lower than those authorized by the
commission over each of the last five
years and, on average, has earned
372 basis points less than its autho-
rized ROE during that period.” The
company said it earned an ROE of
4.04% versus an authorized 9.6% in
the test period; it cited a Maryland
rule that requires use of a historical
test year for rate setting as one rea-
son for its struggle. Consequently,
the company requested a year-end,
reliability-related rate base valuation
covering known and measurable
reliability-related plant additions
from the end of the test year through
October 2017. It also requested
that reliability-related construction
work-in-progress be placed in service

through April 2018.

Duke Energy Kentucky’s ROE
from electric operations is only
2.58%, which the company’s filing
describes as “inadequate to enable
the company to continue providing
safe, reasonable and reliable service
to its customers and is insufficient
to afford Duke Energy Kentucky a
reasonable opportunity to earn a fair
return on its investment property
that is used to provide such service
while attracting necessary capital at

reasonable rates.”

Emera Maine filed in Q4 to re-
move a 50-basis-point ROE reduc-
tion, ordered in its last rate case, for
management inefficiencies associat-
ed with its billing system, customer
service and reliability. The company
says it has made improvements that

address these issues.
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Commission Rulings On Customer Charges: 2017

Company

Delmarva Power
& Light

Delmarva Power
& Light

Potomac Electric
Power

Indiana Michigan
Power

Interstate Power
& Light

Kentucky Utilities

Louisville Gas
& Electric

Delmarva Power

Indiana Michigan
Power

Union Electric

Liberty Utilities
Granite State

Unitil Electric Systems
Atlantic City Electric
Duke Energy Progress
Duke Energy Carolinas
Otter Tail Power

Oklahoma Gas
and Electric

Metropolitan Edison
Pennsylvania Power
West Penn Power

El Paso Electric

State

Delaware

Delaware

District of Columbia

Indiana

lowa

Kentucky

Kentucky

Maryland

Michigan

Missouri

New Hampshire

New Hampshire
New Jersey
North Carolina
North Carolina
North Dakota

Oklahoma

Pennsylvania
Pennsylvania
Pennsylvania

Texas
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Previous

$11.70

$11.70

$13.00

$10.25

(master metered
apartments)

$7.30

$10.50

$10.75

$10.75

$7.94

$7.25

$8.00
$11.80

$10.27
$4.44
$11.15
$11.80
$8.00
$13.00

$10.25
$10.85
$5.81
$6.90

Requested

$17.47

$13.51

$18.00

$13.50

$22.00
$22.00

$12.00
$18.00

$8.00

$15.00
$6.44

$19.50
$17.79
$17.70

$26.54

$17.42
$13.41
$13.98
$10.85

Allowed

$11.70

$15.09

$11.84

(master metered
apartments)

$12.25
$12.25

$8.17

$9.00
$14.50

$15.24
$5.00

$13.00

$11.25
$11.00
$7.44
$8.25
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Commonwealth Edison and Ame-
ren Illinois in Q4 completed their
seventh rate case under their formula
rate plans. The Illinois commission
granted each company an 8.4% ROE,
among the lowest ROEs awarded
U.S. utilities in the last 35 years.

Recovering for Lower Sales

Several electric udilities filed in
2017 to recover for shortfalls associ-
ated with declining customer sales
and load, including Atlantic City
Electric in New Jersey and Northern
States Power in Wisconsin. Interstate
Power & Light in Iowa filed partly
to recover for declining residential
consumption; two-thirds of its ser-
vice territory is rural and growing
more slowly than its urban areas.
Avista in Idaho filed partly to adjust
for decreased usage. On the other
hand, Oncor Electric Delivery filed
in Texas partly to address improv-
ing growth prospects resulting from
an expanding economy and growing
population in its service territory.

Rate Design

Electric utilities’ attempts to in-
crease residential customer charges
were evident in several rate cases
in 2017. As one example, Indiana
Michigan Power in Indiana filed to
raise the residential customer charge
from $7.30 to $18, saying the pro-
posed increase “better reflects the
fixed, customer specific nature of
these customer costs and provides
increased customer rate stability. The
proposed increase . . . also brings
[the company’s] rates more in line
with the principles of cost causation,
thereby eliminating subsidies within

the residential class.”

Several electric utilities filed partly
to make rate design changes beyond
simple attempts to increase the cus-

tomer charge.

In El Paso Electric’s filing in Tex-
as, the company asked to establish
a new rate class for grid-connected
customers who self-generate. These
customers create two-way power
flows and other expenses that other
customers do not create. As a result,
rates designed for non-generating
customers, when applied to gener-
ating customers, result in extraordi-
nary cost shifts between customer
groups. El Paso’s proposed three-part
rate structure incorporates a custom-
er charge, a charge based on the cus-
tomer’s demand (usage at a specific
instant), and an energy charge (cov-
ering the total amount of electricity
the customer uses).

Duke Energy in Ohio filed partly
to implement “straight fixed vari-

able”
Straight fixed variable rates employ

rates fOI‘ certain customers.

a higher customer charge in order
to more efficiently recover the fixed
costs imposed by customers on an
electric system. The remainder of the
rate is a variable energy charge that
recovers usage costs. Interstate Power
& Light filed to initiate a pilot pro-
gram for residential and general ser-
vice demand billing. Otter Tail Pow-
er in North Dakota wants to launch

a residential time-of-day rate class.

Miscellaneous

Duke Energy Carolinas in North
Carolina cancelled a nuclear project
after the main contractor went bank-
rupt. The $53 million per year the
utility is seeking extends only to the
next dozen years. Despite cancelling
the project, the company notes that

Average Requested ROE 1992-2017

(Percent)

U.S. INVESTOR-OWNED ELECTRIC UTILITIES
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Source: S&P Global Market Intelligence/Regulatory Research Assoc. and

EEI Rate Department.

EEI 2017 FINANCIAL REVIEW 27



INDUSTRY FINANCIAL PERFORMANCE

«

. the license and other invest-
ments remain an important asset.
Cancelling the project now helps to
keep costs lower for customers while
also meeting the state’s energy needs
through use of cost effective natu-
ral gas, existing nuclear plants and
expanded renewable energy. And it
gives us the opportunity to benefit
from the lessons learned from other
utilit