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Lori tossed us EXC (Exelon Corp.) to chew on; I have screened the electric utilities group and have some comments.  I’ll also describe the screening parameters used, and then break down the comparisons from the graphical spreadsheets.

The screen:

Industry  = Electric Utilities (90 companies)

Price  >= 5  (no penny stocks – 74 companies)

The other parts of the screen take the 90 electric utes and use a screening level that leaves about half the companies (about 45) in each category.  (In the case of free cashflow/share less than half the 90 companies produced positive free cashflow, so this criterion alone reduced the field to 34 companies.)

Cashflow and free cashflow:  (What is this stuff and why do we care?)  Both start with cash from operations: 
Cash from ops is net income; plus depreciation and amortization; plus/minus changes in accounts payable and receivable, deferred taxes, inventories, and pre-paid expenses.
Cashflow then adds cash from investing and financing, and exchange rate effects.  
Free cashflow takes cash from ops and subtracts capital expenditures and dividends paid.

Return on assets and return on equity:  This is the record of management’s performance.  Shareholder equity is essentially the capital owned free and clear by the shareholders.  Assets, on the other hand, include equity plus whatever the company has borrowed, short or long term, to do business; cash management can also effect assets.  ROE should always be higher than ROA.

Return on equity is the net profit divided by the total shareholder equity.
Return on assets is net profit divided by all assets employed (borrowed or owed) to generate that profit.

The rest of the screen:

Cashflow/share > 3  (49 companies)

Free cashflow/share > 0 (34 companies)

ROA > 2 (47 companies)

ROE > 8 (46 companies)

This screen produced 12 electric utilities, including EXC.  

Here are the data used to screen Electric Utes
(sorted by cashflow/share but with the two micro-caps separated):

	ticker
	company
	marketcap($M)
	cfps_12m
	fcfps_12m
	roe_12m
	roa_12m

	EIX
	Edison International
	4211.92
	13.46
	1.82
	85.8
	9.4

	EXC
	Exelon Corporation
	17351.56
	10.17
	0.06
	16.4
	3.8

	UIL
	UIL Holdings Corporation
	497.14
	9.08
	3.86
	9.9
	2.7

	NST
	NSTAR
	2296.33
	6.96
	4.76
	11.2
	2.5

	FE
	FirstEnergy Corp.
	9386.5
	6.56
	0.98
	11
	2.3

	IDA
	IdaCorp, Inc.
	923.5
	4.81
	2.67
	10.2
	2.6

	GMP
	Green Mountain Power Corp
	118.58
	4.7
	0.58
	9.5
	3.1

	EAS
	Energy East Corporation
	3161.42
	3.31
	1.12
	9.3
	2.3

	RKE
	Cap Rock Energy Corp.
	15.43
	19.59
	11.9
	952.9
	3.8

	MAP
	Maine Public Service Co.
	50.37
	6.29
	0.3
	18.4
	5.8


First, Cap Rock Energy and Maine Public are both single-state electric utilities (Texas and Maine, respectively, with 12m sales of $77M and $44M).  These are not big companies; sales for seven of the other eight all fall from $1B - $15B (Green Mountain sales were $272M).  Unless someone makes a specific case for one of these two they can be rejected due to insufficient size.

By cashflow/share, EIX, EXC, and UIL distinguish themselves.

Free cashflow/share brings NST, IDA, UIL and EIX to the top.

ROE: EIX, EXC, NST, IDA, UIL.

ROA: EIX stands alone.  EXC is next at less than half EIX’s ROA.

EIX is the only company pulled out by all four criteria.  

EXC misses free cashflow badly.  What cap ex projects did they spend on last year?  (Maybe they “spent” potential free cashflow well…)

UIL screened solidly, too.

While carefully comparing all eight companies, it’s likely these three will look best.

Comparing business results (…_grapf.xls) like sales growth, net income, profit, gross margin, and cash:debt eliminates some companies, narrowing our field. 

EAS lost sales 3 of the last four Qs; lowered net income and profits 2 of 4 Qs.

GMP lost sales 4 of 4 Qs; lowered net income and profits last 2 Qs.

IDA lost sales last 3 Qs; lowered profits last 4 Qs; less net income 3 of 4 Qs.

NSTAR lost sales last 3 Qs; lost profits last 4Qs; net income dropped 2 of 4 Qs.

UIL Sales/share up last 4Qs but declining each Q (only up 1% last Q); net income and profits off last 2 Qs.

FE grew sales/share at increasing rates for last 4 Qs (up to 36% last Q); grew net income last 4 Qs (average over 35% each Q); grew profits last 4 Qs (average over 50%).  
Negatives: gross margin down from 78% to 58%; cash:debt is 0.02.

EXC Sales/share off 2 of last 3 Qs, but trending up (4% gain last Q); net income up last 2 Qs (average 50%); profits up last 2 Qs (barely – 3% average).

EIX sales/share up last 4 Qs (average 13%); ditto net income (average over 400%); profits, too (average 265%); gross margin recovered from 20% 7-8 Qs back to 70-80% last 5 Qs.

From this review we’re looking seriously only at three companies: FE, EXC, and EIX.
Interestingly, FE did not distinguish itself in the initial screening, appearing average at best in two of the four criteria, and at or near the bottom of the other two.  Nonetheless FE is growing sales and profits, even while gross margins are shrinking and the cash position is not strong.

Comparing valuations (…_val.xls) 
First comparing cash positions (quick and current ratios) EIX has twice the cash, in terms of expected expenses for the next year, that FE has; EIX has 25-40% more cash than EXC.  Further, EIX’s trend is positive while FE and EIX are flat.

Management performance: EIX has demonstrates 2-3 times the ROA of EXC and FE (better use of all available assets), and 5-7 times the ROE (better cash management to enhance returns).  In both charts EIX again shows a positive trend where the other companies are flat.  Note: EIX cash:debt at 0.17 is 5-8 times higher than the other companies’ figures of 0.02 and 0.03.

Price (as measured against earnings, sales, cashflow, and free cashflow): EIX is priced at a bargain compared to EXC and FE.  A chart sums it up well:

	
	EIX
	EXC
	FE

	P/earnings
	1.3
	10.8
	11.6

	P/sales
	0.34
	1.18
	0.81

	P/cashflow
	1
	5.3
	4.9

	P/free cashflow
	7.1
	895
	32.7


So, for each dollar of earnings you pay 8 times more with EXC and FE than you do with EIX.  In terms of sales dollars you pay 2.5 to 3 times more; cashflow dollars cost you 5 times more.  Free cashflow is another story.  FE’s free cashflow dollars come at a premium price of 4.5 times EIX free cashflow dollars.  EXC on the other hand produced precious little free cashflow in the last 12 months, so the price/free cashflow is off the chart and apparently meaningless.  (What may have meaning is the answer to the question of where they spent their cashflow.  Were there significant and desirable capital projects last year that ate up free cashflow?  Does this actually position EXC well?  I do not have this answer.)

Conclusion:

I always appreciate other partners bringing some company to our attention, and this case is no exception.  Lori, thank you for sharing what you read about Exelon, effectively pointing our attention to Electric Utilities.  Given the information currently at hand, it appears that EIX is recovering nicely from some business disruption about three years ago.  (Maybe just the economic slump we’ve been wading through, but probably something more since the other electric utes do not show a strikingly similar pattern.)  Whatever it was the trends are all now very positive and the price is attractive.  My recommendation is to buy into EIX after our next meeting.

Kindly,


Mike

Morningstar note:  All of these companies are Morningstar classified as “utilities,” a sector we have no exposure to at this time.  Further, all are identified as “high yield” with the exception of EIX, which is “classic growth” (no dividends) and RKE, which is “distressed”.  Morningstar’s default scoring of this group ranks FE and EIX at the top, followed by EXC, then UIL, and then the others.  Nice to have some independent validation of my take on the group!
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