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NextEra Energy 
Still the Industry Leader 
 

Still at the top of the heap for EPS growth and strategic positioning 
We took mgmt. on the road recently, including both new and old CFOs. With the 
Street keen to see what new financial leadership will bring, we reiterate our overall 
comfort with the story. We attribute recent share price pressure to wider doubts on 
YieldCo valuation (as seen in NEP share price performance) and ensuing pressure on 
renewable valuation embedded at NEE, rather than anything specific to the story 
following a meaningful positive revision to LT EPS to 6-8% with 2Q results. With cash 
flow growth still exceeding EPS growth given the attributes around renewable revenue 
recognition, we sense latitude even within the higher range. With focus on CPP likely 
the key focus in 4Q, we believe NEE remains ideally positioned to win and scale its 
renewable biz. 

Preparing for the rate case filing in 4Q – expect status quo outcome 
While investor sentiment is likely to shift to the rate case filing later this quarter, we 
emphasize limited risk to the case given a similar interest rate environment (2.4% 10-yr 
treasury at time of last settlement vs. 2.3% today) and limited issues for debate. The 
key question is whether mgmt will also be able to continue to earn at the top end of its 
ROE through the  rate reset is another key question. Further, we emphasize 4 out of 5 
commissioners remain the same from the last rate case. 

Still expecting a bit more equity: expect another (small) equity unit offering 
Following mgmt's $700 Mn of equity units last week, we remind investors mgmt 
guided for up to $1 Bn, with at least another $100 Mn expected. We believe the 
agencies are the principal driver behind the latest needs beyond latest NEP finaning. 

Valuation: Shifting down our PT to $106 from 115 on account of multiples 
While not changing our estimates, we are revising down our target from $115 to $106 
to reflect the latest revision in our utility multiples to 14.0x on the regulated peer group 
(-$3/sh), a reduction in our EV/EBITDA for the wind/solar business to strip out much of 
the YieldCo multiple expansion associated with un-dropped assets to 10x vs. 12x 
EBITDA previously (-$6/sh), and then reflecting a slightly lower GP value following our 
recent reduction in our NEP PT to $33/sh from $44/sh (See full note here). Valuation is 
based on 2017E sum-of-the-parts. 
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Highlights (US$m) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Revenues 14,290 15,136 17,021 17,017 17,574 18,124 18,518 18,782 
EBIT (UBS) 3,279 3,541 4,395 4,379 4,557 4,847 5,029 5,074 
Net earnings (UBS) 1,914 2,122 2,334 2,591 2,825 2,986 3,075 3,106 
EPS (UBS, diluted) (US$) 4.57 4.97 5.30 5.74 6.12 6.47 6.74 6.76 
DPS (US$) 2.40 2.64 2.80 2.97 3.37 3.82 4.34 4.92 
Net (debt) / cash (27,359) (28,426) (29,024) (29,990) (30,849) (29,352) (27,508) (25,871) 

 

Profitability/valuation 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
EBIT margin % 22.9 23.4 25.8 25.7 25.9 26.7 27.2 27.0 
ROIC (EBIT) % 8.3 8.1 9.4 8.9 8.8 9.2 9.7 9.9 
EV/EBITDA (core) x 10.8 10.6 10.0 10.2 9.8 9.4 9.0 8.9 
P/E (UBS, diluted) x 14.4 16.1 18.2 17.0 15.9 15.1 14.5 14.4 
Equity FCF (UBS) yield % (18.0) (4.1) (1.1) (0.6) 2.0 8.2 9.5 9.6 
Net dividend yield % 3.6 3.3 2.9 3.0 3.5 3.9 4.4 5.0 
Source: Company accounts, Thomson Reuters, UBS estimates. Metrics marked as (UBS) have had analyst adjustments applied. Valuations: based on an average share price that year, (E): based on a 
share price of US$97.51 on 16 Sep 2015 18:41 EDT 
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Investment Thesis  12-month rating Buy 

NextEra Energy  12m price target US$106.00 

Investment case 

We view NextEra as one of the most appealing integrated 
utilities. Despite years of success, the renewable industry appears 
poised to continue its strong performance with our expectation 
for continued contract awards (and a rush to qualify assets ahead 
of potential tax reforms). NextEra has the YieldCo with the most 
visibility, NextEra Energy Partners (NEP) which can act as a 
renewables M&A vehicle in the future. Our price target is derived 
via a 2017E utility SOTP. 

Upside scenario 

Our upside case is premised upon applying higher multiples to 
the renewable business, which implies upside to $117 per share. 
Further longer-term upside exists from the natural gas ratebase 
opportunity but that is largely past the current investment 
horizon. In the near-term the focus will be on utility-scale solar in 
ratebase. 

Downside scenario 

Our downside case is based upon Florida Power & Light (FP&L) 
only achieving the low end of its 5-9% net income growth target 
with O&M limiting the company’s ability to execute on ratebase 
growth through the 2016 rate-freeze as well as Energy Resources 
being unable to close any further solar/wind deals without 
continued annual extensions of the PTC. These factors as well as 
lower peer multiples for wind and solar implies downside to 
~$83 per share. 

Upcoming catalysts 

2H15 Clarity on significant renewable contracting 
3Q15 PSC Decision Expected on Gas Reserve Investments 
2H15 Bulk of NEP drops to be executed 
Nov '15   Potential Settlement in HEI acquisition? 
Dec '15 Expected closing of HEI acquisition 
4Q15       FPL Rate Case Filing 
2016       PTC Extension 
 
 

 
Business description 

NextEra Energy, Inc. is one of the largest clean energy 
companies, with over 42,000MW in generating capacity. The 
largest subsidiary is a regulated utility, Florida Power & Light 
(FPL), which serves over 4.6 million customers in Florida. The 
other primary subsidiary is NextEra Energy Resources, one of 
the largest wind and solar generators in the US. Additionally, 
NextEra operates eight nuclear power units throughout the US. 
NextEra Energy formed NextEra Energy Partners LP in 2014. 

Industry outlook 

The electric utility industry is projected to experience weak or 
negative electric demand growth in coming years as a tepid 
economy and energy efficiency dampen demand. In the 
unregulated merchant power space, we see limited potential 
for a meaningful recovery from currently low power prices due 
to limited projected demand growth, growth of subsidized 
renewables, and potential for only modest further retirements 
At regulated utilities, we believe rising interest rates and robust 
valuations are a challenge to the sector, particularly as earnings 
growth stalls once EPA-mandated growth CapEx slow mid-
decade. We expect cost-cutting and strategic planning to be a 
key theme across both regulated and competitive companies, 
with M&A at modest (at best) premiums designed to extract 
cost synergies 

NextEra Energy Approx. EPS by Source (2016E %) 
 

 
Source: Company Filings and UBS Estimates 
 

Base CapEx FP&L (2016E %) 
 

 
Source: Company Filings and UBS Estimates 
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For more detail on these issues, please see our other recent reports: 

8/30/15: Ramping up Expectations 
4/30/15 A Shining Star 
4/6/15 Leading The Pack (NextEra Energy Partners) 
3/12/15 Pure Squeezed Sunshine (analyst day note)  
2/28/15 Gaining a Line of Sight on 2016 
12/5/14 More Hawaiian Punch Please 
12/4/14 Hawaiian Punch 
11/4/14 Harnessing the Florida Sun 

A Review of the Key Issues and Themes 

Renewables – opportunity to scale the business further? 

We see ready comfort to continue to execute through the near-term, with 
confidence on renewable execution apparent despite wider saber rattling around 
returns; wind is structurally from solar – and so is NEE in maintaining capital 
deployment discipline. Mgmt further sees a clear path towards a further two 
extension of wind tax credits (PTCs) 2018. When marrying this visibility with the 
expected boom cycle in the 2020-2021 period at which time states will likely 
benefit from ‘early action credits’ for CPP compliance, we expect a robust pipeline 
for renewable development through the medium terms. While PTCs could yet add 
500MW/yr to its baseline of 300-500MW/yr baseline without the PTCs, mgmt. 
suggests it could eventually scale the business to 1.5GW-2.0GW/yr as Carbon CPP 
targets become a reality (mostly wind, but some solar). Lastly, mgmt. was also 
confident on continued efficiency gains in the wind sector – driving towards a 60-
65% capacity factors by decade end, up  10% from the current 50-55% maximum 
range today with new technologies focusing on capturing lower quality wind with 
longer blades.  

The midstream strategy is still under development 

While mgmt. is clearly continuing to evaluate other opportunities to add to its gas 
infrastructure buildout (including going further upstream to find G&P assets), no 
specific regions or other projects appear to be identified as of yet. While its 
inaugural transaction on the midstream side was recently announced to acquired 
pipes directly at the NEP level, we believe other efforts are likely to be more 
development in nature with NEE.  

One thought process would be to reverse the flows on Transco down to the Sable 
Trail pipeline  to serve Florida from the  from the northeast markets, with the 
Transco line already connecting further north to the Mountain Valley pipeline 
(MVP). Alternatively, a direct intertie between Sable Trail and the Mountain Valley 
pipeline could yet be in the cards. 

PTCs: Confident on an Extension in 2018; key positive 

Management remains exceptionally constructive on a further extension of the 
Production Tax Credit (PTC) for another 2-year period as part of the latest tax 
extenders bill. While still at some risk, we view there appears to be little effort to 
remove this element from the wider array of tax holidays on offer in the bill. 
Bottom line, mgmt. sees this as worth an additional 500MW/yr for two-years 
(2017 and 2018). Assuming monetization at 10x EBITDA, this would imply a value 
of ~$1/sh in value creation per year of PTC extension, or cumulatively ~$2/sh at 
best if extended as expected. Please see our appendix for the short-hand estimate 
on value uplift. 

https://neo.ubs.com/shared/d1OSNnM5PrHF
https://neo.ubs.com/shared/d1KZhI73KEhn4
https://neo.ubs.com/shared/d1iH4M0ovie
https://neo.ubs.com/shared/d1aZw97qEyJeUSh
https://neo.ubs.com/shared/d1K3kc4LnClky4
https://neo.ubs.com/shared/d1h5IrDrty4qbrS
https://neo.ubs.com/shared/d1ChjhOEpyhou8
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Wind Development: What are the development hurdle rates? 

With so many renewable investors (principally solar) keenly focused on returns 
achieved in the sector, we emphasize NEE’s development business remains best in 
class. Mgmt seemingly targets at least 8-9% unlevered IRRs on assets, prior to 
ascribing any value to post-PPA life (beyond 20-25 year tenor of the initial 
contract). Mgmt emphasizes that it is indeed the terminal value assumptions that 
frequently leave it to be left out from competitive pressures; we encourage 
investors to focus on long-term assumptions both in development and particularly 
in third-party transactions of late. 

Becoming a cash tax payer again – enabling more accretive renewables 

With NEE’s tax credits from its various renewable efforts set to largely be utilized in 
the next several years, we actually see this as a modest positive to future 
renewable growth – driving a more immediate cash flow profile to the 
consolidated entity, rather than banking new tax credits as it is doing today. Mgmt 
has historically applied a penalty to additional renewables when it was in an excess 
credit situation (as it is today), reflecting the delayed benefits of any PTCs or ITCs 
generated. 

NEP: Gaining more comfort with the vehicle, but what will turn it around? 

Management appears ever more promotional of NEP’s prospects, emphasizing 
they saw substantial value in the vehicle, adding to their continued commitment to 
drop-downs. Despite its premium vs. peers, we see this as the safest YieldCo story, 
with management having both the parent sponsor strength to force drops through 
the cycle and provide volume to achieve DPS growth targets if accretion spread on 
cost of capital remains muted . The wider question remains what will drive wider in 
the sector; this is clearly the angle of the story over which most investors are 
particularly intrigued. Despite the quality disparity, we maintain our preference for 
TERP over NEP, seeing SUNE as poised to announce a series of updates to improve 
near-term accretion on drops. 

Florida Power & Light 

How about the upcoming rate case? Hoping for Status Quo. 

We look for a status-quo outcome, with interest rates at the time of its 2012 rate 
case settlement roughly equal (2.4% 10-year at the time vs. 2.30% for the 10-year 
today).  We emphasize NEE’s current ROE is established at 10.5%, with an allowed 
ROE band of +/- 100bp. FPL continues to earn at the high end of the band at 
11.5%, principally predicated on continued use of legacy depreciation credits. 
While substantial cost savings have been extracted, driving real reductions to 
customers, mgmt. believes it could take a couple years to drive savings yet again 
vs. latest round of savings which will recaptured in the latest rate case. We believe 
the principal risk to the NEE story (beyond the well documented ongoing re-rating 
in the YieldCo sector) pertains to ROE risk – and FPL EPS expectations as new rates 
are established for 2017 (we reflect  ~$0.25 in our current estimates, implying 7% 
YoY growth – this could be a tad high if only because of some risk for cost 
structure reset back to the midpoint of the earned ROE range). 

Further, with few controversial issues, we could imagine a rate settlement again.   
We emphasize 4 of the 5 sitting commissioners today were present for the last 
2012 rate case, suggesting there is continuity in the understanding of key issues 
before the commission.  
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While not a real risk to the story, the forthcoming case does require another 
depreciation study; we believe this is likely to drive D&A expense higher, forcing up 
the aggregate cash impact of the rate request. While ultimately a straight forward 
process, this could seemingly garner some amount of attention; with an initial rate 
case filing expected in 4Q, we believe NEE shares could well see a muted near-term 
recovery pending at least some investor comfort the case will prove . 

Solar comes to Florida? Poised to see no more baseload gas. 

Mgmt emphasizes that its proposed 1.6GW lake Okeechobee CCGT (at a cost of 
$670/kW for 2019 in-service) could well be the last combined-cycle gas plant built 
in the state for some time to come, as it moves meaningfully towards utility-scale 
solar opportunities.   

We emphasize the ‘Sunshine’ state could well live up its reputation, albeit still 
without any real residential solar to speak of. Rather, the risk to NEE relates 
principally to the risk around deployment of behind-the-meter C&I. Recall a state 
legislative statue prevents any third-party leasing of solar for residential customers. 

FPL: Ratebase Gas: still moving a bit slower  

While NEE has received approval from the Florida commission to pursue upwards 
of $500 Mn/yr of investment in ratebase gas reserves, we perceive the FPL team as 
moving quite cautiously to acquire dry gas properties at present. Following its first 
pilot, which is largely under water today given the sharply lower gas price 
environment, mgmt. continues to find it hard to make the economics work for 
acquisitions with substantial contango in the gas curve.  That said, we wouldn’t be 
surprised if mgmt. did move quickly by 1Q to have something in hand. While a 
modest negative, we believe few have formally embedded this expectation in their 
estimates 

Texas: Thinking through the divestment scenario 
Consistent with management’s overall tone on the merchant markets, we 
understand NEE could well evaluate divesting its ERCOT CCGT exposure (two 
CCGTs amount to 2.8GWs).  

Figure 1: Texas gas portfolio 

 
Source:  Company sources 

 

  

Power Plant State Net MW
Forney Forney, TX 1,792
Lamar  Paris, TX 1,000
Total 2,792
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What's the profile of these assets?  Still quite profitable. 

While the CCGT assets generate real EBITDA and FCF, we estimate relatively 
limited equity value at present under current sparks when applying a 9x EV/EBITDA 
multiple against project debt. We believe the sale is driven in part by projections of 
breakeven of even negative EPS from the assets. 

Figure 2: Texas CCGT portfolio: EBITDA analysis 

 
Source:  Company sources, Platts, UBS estimates 

Wind in Texas too? 

A further tangent would be to monetize West Texas wind projects (2.8GWs) once 
legacy hedges roll off as well; we believe any merchant exposure in the state is less 
desirable. We believe even unhedged renewable assets could well be interesting to 
YieldCo like asset structures, assuming layering in of 10-year financial hedges 
(some transactions have already seen this structure pursued). The question is 
whether mgmt. is right in pursuing the divestment today or is it selling the relative 
lows? While we understand a process has commenced for asset divestment, a final 
timeline remains unclear.  

Texas CCGT Portfolio 2015E 2016E 2017E 2018E 2019E
Lamar
MW 1,076         1,076          1,076          1,076      1,076      
Heat Rate 7,400         7,400          7,400          7,400      7,400      
Capacity Factor 55.0% 55.0% 55.0% 55.0% 55.0%
Output (TWh) 5.184         5.184          5.184          5.184      5.184      

Forney
MW 1,912         1,912          1,912          1,912      1,912      
Heat Rate 7,400         7,400          7,400          7,400      7,400      
Capacity Factor 55.0% 55.0% 55.0% 55.0% 55.0%
Output (TWh) 9.212         9.212          9.212          9.212      9.212      

ERCOT North Peak ($/MWh) 34.30         34.30          36.15          35.60      36.10      
Houston Hub Gas ($/Mmcf) 2.93           2.93            3.14            3.27        3.26        

O&M $/kw-month 2.00           2.00            2.00            2.00        2.00        

Sparks ($/MWh)
Lamar 12.63         12.63          12.93          13.93      14.93      
Forney 12.63         12.63          12.93          13.93      14.93      

Gross Margin 182            182             186             201         215         
O&M 72              72               72               72           72           

Texas CCGT EBITDA 110            110             114             129         143         
Previous Guidance 135-145

EV/EBITDA 9x 9x 9x 9x 9x
EV ($ Mn) 991            991             1,030          1,159      1,289      
Implied $/kW 332            332             345             388         431         

Outstanding Project Debt (977)          
Net Equity Value 14              14               53               182         312         

D&A (UBSe) (83)            (83)             (83)             (83)          (83)          
Interest Expense (UBSe) 6%
Interest Expense (UBSe) (54)            (54)             (48)             (44)          (39)          
EPS (Broad Estimate) (0.04)         (0.04)          (0.02)          0.00        0.03        
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Figure 3: Texas wind portfolio (MW) 

 
Source:  Company sources 

ERCOT: What does this say about market prospects? 

While most companies remain relatively constructive, we see the decision to exit 
this market as a relatively cautious point on expectations for recovery. We attribute 
their actions as part of a wider continued trend to de-risk the business from 
merchant volatility. We believe the timing of any sale in Texas may be indicative of 
EPS accretion relative to the contemplated sale price (vs. prior decision not to sell 
was illustrative of wider view of value). Recall management had previously issued 
project debt against the gas assets, with project debt to the tune of $977 Mn.   

However, NEE is not selling down other markets for the time being 

Meanwhile, remaining merchant exposure in New England or contracted exposure 
in PJM is unlikely to transact given the difficulties in selling down a single nuclear 
asset (Seabrook) as well as the relative EPS dilution.  

Breaking Down the Equity Unit Issuances 
As we wrote about earlier, NextEra Energy's recent financing update calls for 
another slug of equity planned. After avoiding a forward sale in 2014, NEE 
anticipates coming to the market with $1Bn in forward equity later this year or 
early in 2016. NextEra's historical equity forward unit sales have settled after three 
years and shares are not typically recognized for GAAP dilution purposes until 
settlement. Even assuming that the forward sale occurs late in 2015, there will be 
minimal dilution in 2016. Below we summarize the forward equity unit offerings 
done over the past few years as well a placeholder for the recent announcement. 
We emphasize that despite this additional equity issuance, management remains 
committed to its previously communicated earnings guidance ranges. Below shares 
are off a base of 449 as of 2Q results and 440 as of year end 2014. 

Power Plant State Net MW
Blue Summit W ind Wilbarger County, TX 135
Callahan Divide Taylor County, TX 114
Capricorn Ridge Sterling & Coke Counties, TX 364
Capricorn Ridge Expansion Sterling & Coke Counties, TX 299
Horse Hollow W ind Taylor County, TX 213
Horse Hollow W ind II Taylor & Nolan Counties, TX 299
Horse Hollow W ind III Nolan County, TX 224
Indian Mesa Pecos County, TX 83
King Mountain Upton County, TX 278
Majestic W ind Carson County, TX 80
Majestic W ind II Carson & Potter Counties, TX 80
Palo Duro Hansford & Ochiltree Counties, TX 194
Red Canyon Borden, Garza & Scurry Counties, TX 84
Southwest Mesa Upton & Crockett Counties, TX 74
W olf Ridge W ind Cooke County, TX 113
W oodward Mountain Upton & Pecos Counties, TX 160
Total 2,792



 

 NextEra Energy   17 September 2015 

 

 8 

 
Source:  Company Filings and UBS Estimates  

More equity units on the way. 

More recently on Sept 11, NEE announced a sale of $700mn equity units (net 
proceeds from which are expected to be ~$693mn). We empahsize management 
is likely to return to the equity capital markets for a further raise of upwards of 
$300 Mn (mgmt stated it would seek up to $1 Bn in equity capital through equity-
linkekd units onits latest call); we expect at least $100 Mn another. We believe this 
is in part due to pressure from the rating agencies to maintain credit metrics within 
a relatively narrow band. We understand the credit rating agencies are providing 
companies with MLP and YieldCo structures less latitude. 

NEE: Still attending the Luau? 
Not so much the focus any more. 

Management appears surprised by the level of forceful pushback on the 
transaction. While $90 Mn in termination payments to HE are due if the deal is not 
executed, we sense some doubts from NEE mgmt. on execution. We believe a 
settlement with key parties remains a real push after testimony is filed October 1– 
and prior to the start of hearings at the end of October.  

Settlement still  a possibility 

On Aug 31, NEE filed an update to its plan to acquire HE, providing details on 50 
new concessions in its attempt to placate vocal opposition within the state, 
including from the Governor's office itself.   While regulators hold "public listening 
sessions" in September and October, evidentiary hearings are scheduled for Nov 
30 through Dec 16 followed by closing briefs and a final PUC decision, probably 
no earlier than early 2016.  However, a settlement process could begin as early as 
Oct 1 after the discovery phase ends with a goal of posting a deal prior to the state 
of the hearings in November; it would likely have to include (at a minimum) the 
Governor's Department of Business, Economic Development & Tourism (DBEDT), 
the State Office of Planning, the PUC Division of Consumer Advocacy (DCA), and 
the Department of Defense (DoD).   

With HE having fulfilled its commitment to achieving shareholder approvals, the 
breakup fee in case of regulator rejection would be $90M from NEE to HE.  Either 
party has the option to extend the merger deadline 6 months to June 30, 2016 if 
necessary. 

Lastly, with oil prices off significantly, this would appear to drive down the 
attractiveness of LNG imports – and arguing a more aggressive renewables 
strategy.   

Among the major concessions granted by NEE: 

 Guaranteed $60M rate savings from forgoing a portion of the increase in 
revenues due to decoupling.   

Unit Class $Mn Shares (Mn) Issue Date
2012 May $600 7.9                   June 2015
2012 Sept $650 8.2                   September 2015
2013 Sept $500 5.5                   September 2016
2016 Placeholder $1,000 10.5                 ~January 2019
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 NEE also projects nearly $465M of total customer savings (including the $60M) 
from a combination of $172M in capital expenditure savings, $133M in savings 
from a four-year general base rate case moratorium, $67M in fuel savings, 
post-rate moratorium $30M in non-fuel operating and maintenance cost 
reductions, and $3M in lower interest expense.  This works out to a cumulative 
$345-$475 per residential customer from 2016-2020.   

 NEE will also establish a $10M customer benefit fund over four years to be 
applied at the PUC’s discretion for what it deems appropriate and in the public 
interest.    

 Full support for Hawaii's 70% renewable goal by 2040 and 100% by 2045.  
The merger is also expected to accelerate by about 2 years the full deployment 
of smart meters by Dec 31, 2019 with time-of-use rates along with smarter grid 
technology and demand response integration.  Hawaii currently has 50K 
rooftop installations and a total 70K applications awaiting review. 

 Support for rooftop solar and other forms of distributed energy. 

 Local control and governance:  maintaining local headquarters, local 
management, and the Hawaiian Electric name.  Local management will remain 
the primary point of contact in Hawaiian regulatory matters.  Hawaiian Electric 
will have independent authority to commit up to $20M toward capital 
investments without additional approvals – the same as NEE's other two 
principal businesses. 

 Community support:  NEE affirmed continuation of at least $2.2M annual 
giving for at least 10 years, a local independent advisory board, the preparation 
of annual Corporate Responsibility Reports emphasizing the Hawaiian values of 
kuleana (responsibility), malama (stewardship), pono (righteousness) and aloha 
(compassion). 

 Employee support:  no involuntary layoffs or material benefit cuts for at least 
two years.  Commitment to add the University of Hawaii to its recruiting list 
and to make more internships available. 

Public Option not for Public Discussion (yet).  Regarding the local opposition 
to the merger, HE management has noted that the oft-discussed "public option" 
whereby state entities acquire HE assets for conversion to either munis or coops is 
not on the table during the merger approval process.  Regulators recently rejected 
attempts by interveners to include this discussion under the merger docket, 
although it could re-emerge under a separate docket next year should the merger 
be rejected.   Also, despite nearly 25% of retail ownership in the islands, this 
group is not organized or well represented. 

Lower oil pricing and lower O&M are changing the transitional parameters.  
With oil around ~$40/bbl vs $135 when HE originally filed its "Power Supply 
Improvement Plan" in 2014, the average residential customer bill has declined 
precipitously from ~$225-$240/month to only ~$140/mo now.  Declining load of -
2% annually over the past 10 years has also allowed early plant retirements and 
reduced operations and maintenance expense as well.  This has led to a 
reevaluation of the need to import LNG to replace traditionally oil-fired generation 
in the islands, although management still points to LNG reducing ~$900M of 
environmental compliance cost (MATS as well as possible future CPP standards, for 
which Hawaii has been left out for the time being).   
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Regulators understand solar tariff reform and the need for an orderly 
transition to 100% renewables.  Our meetings earlier this year with 
Commissioner Champley, a former DTE executive and engineer, gave us the 
impression of a person well versed in utility technical and regulatory issues.  His 
term expires in June 2016, about the time a decision may be rendered on the 
merger.  We are also impressed with Chairman Iwasse and Commissioner Akiba as 
well, with terms expiring in June 2020 and June 2018, respectively.    

ASB to be retained if the merger is rejected.  HE management has been 
relatively unambiguous on this point, citing ~$40M of annual cash flows from 
American Savings Bank's (ASB) 70% dividend payout as helpful to maintaining 
utility equity ratios of 58%.  Furthermore, management estimates that HE 
consolidated standalone would have an equity ratio of ~51% after an ASB 
divestiture, requiring significant equity issuances to bring in-line with levels 
authorized by regulators.  While the elimination of $6M-$7M annual Durbin 
Amendment fees would improve ASB value by about $90M under current bank 
multiples, we believe this would not be enough to justify the spin (higher bank 
multiples of 18x-20x that had been trading prior to 2008 might be enough of a 
swing factor, however). 

Standalone capital expenditure program would be largely funded through 
2016.  HE's capex forecast calls for significant step-up to $700M of spending in 
2016 and $720M in 2017, although management noted significant uncertainty for 
2017 and beyond with the Transitional Distributed Generation program filing now 
being considered for approval and subject to possibly significant revisions.  In the 
event the merger is rejected, management has stated that this would likely be 
funded from a combination ~$300M-$350M of internal operating cash flow 
generation plus the $90M breakup fee (~$60M after tax) and $53M of subsidiary 
dividends being collected for a special dividend to be paid at closing. The 
remainder would be funded with debt as HE is currently somewhat over equitized 
heading into 2016.  On the 2Q earnings call, management indicated possible 
secondary equity needs "well under" $200M in 2016.  About $640M of the 
capital spending for the next few years is for major "transformational" projects 
that are somewhat discretionary depending on how the company's program filings 
are amended, such as an LNG terminal ($40M) and Schofield Generation ($170M). 

EPS Estimates - Unchanged 

Figure 4: Updated NextEra Energy Estimates 

 
Source:  Company Filings, FactSet, and UBS Estimates  

 

  

EPS - Segments 2013A 2014A 2015E 2016E 2017E 2018E
FP&L 3.16            3.45            3.26            3.48            3.73            3.87            
NEER 1.83            1.89            2.43            2.50            2.58            2.70            
Corporate & Other (0.02)           (0.04)           0.07            0.14            0.16            0.17            
Total UBSe 4.97            5.30            5.77            6.12            6.47            6.74            
UBSe (Prior) 4.97            5.30            5.74            6.12            6.47            6.74            
Consensus 5.30            5.66            6.15            6.51            6.91            
Company Guidance $5.40-$5.70 $5.85-$6.35 $6.60-$7.10
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Valuation: PT reduced to $106 from $115 earlier 

We show below our unchanged earnings estimates and the break up for our new 
price target. We continue to use a 2017E sum-of-the-parts methodology in the 
valuation table below. 

What have we changed? 

 Lowering our Renewables EV/EBITDA to 10x from 12x: -$6/sh We assume 
renewable assets given the reduction in YieldCo valuations may well trade at a 
reduced EV/EBITDA multiple. While still at a premium to conventional assets 
(9x), we are cautious to ascribe a premium to the renewables assets with NEP 
needing accretive drops to continue to grow 

 Lowering our Peer Regulated Utility P/E to 14.0x from 14.8x: -$3/sh 

 Lowering our GP Value from NEP to reflect 15x FCF: -$0.50/sh 

We emphasize IDR cash flows are likely to remain modest to the overall SOP 
story for NEE, and don’t see much of a readthrough from the recent reset to 
GP valuation seen in SUNE. 
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Figure 5: Updated NextEra Energy Valuation : Moving PT down to $106 from $115 

 
Source:  Company Filings, FactSet, and UBS Estimates 

Where is wind and where could it go? 
Today, NEER appears to be signing deals as low as $22/MWh, however reflecting 
an assumption of 65% capacity factor, this would suggest PPA prices would trend 
as low as $10/MWh net of PTCs.  Excluding PTC compensation, a 65% capacity 
factor would equate to economics $40/MWh, still close to palatable economics. 
We include our asset model below. Mgmt cites EPA’s scenario for renewable 
penetration to reach 28% by 2030 (vs. our more conservative initial high-teens 
scenario) by 2030. 

2017E Adj. EBITDA
Energy Resources Low Base High Low Base High

Traditional Generation 901            8.0x     9.0x            10.0x        7,205        8,106             9,007           

Wind (Total) 1,279         9.0x     10.0x          11.0x        11,510      12,789           14,068         
Hedges (Texas 'Merchant' Wind) (61)             9.0x     10.0x          11.0x        (552)         (613)              (675)             
Tax Credits (PTC) 1,055         7.0x     8.0x            9.0x          7,384        8,439             9,494           
Less NEP Initial Wind Assets (175)          9.0x     10.0x         11.0x        (1,578)      (1,753)           (1,928)         

Solar (Total), excl ITC 324            9.0x     10.0x          11.0x        2,915        3,239             3,563           
Less NEP Initial Solar Assets (88)            9.0x     10.0x         11.0x        (788)         (875)              (963)            

Gas Infrastructure 363            7.0x     8.0x            9.0x          2,538        2,900             3,263           
Trading & Retail 137            4.0x     5.0x            6.0x          546           683                819              

Total / Implied (ex-ITC) 3,733        7.8x     8.8x           9.8x          29,182     32,915          36,649         

Add: Silver State Solar NPV 583                $1.26
Add: NPV Sabal Trail, SE Connection, and Mountain Valley Project 2,040             $4.42
Add: NPV of Remaining Solar and Wind Project Pipeline 1,385             $3.00
Add: NPV of Texas Hedge 296                $0.64

Less: Total NextEra Debt (29,611)         
Netting FP&L-associated debt 8,797             
Netting NextEra Transmission-associated debt 411                
Netting Pipeline debt -                
Netting NEP Debt 1,655            

Net NEE Resources Debt (18,748)         

NextEra Energy Resources 10,434      18,472           19,941         
Shares Outstanding (2017E) 462           462                462              
NextEra Energy Resources Value per Share $22.61 $40.02 $43.20 

2017E NI

Low Peer
 Prem/ 

Discount 
 Base 

Multiple High

Florida Pow er & Light 1,723 14x     14.0x   1.0x            15.0x        16x     24,120      25,843           27,565         
NextEra Transmision 34 14x     14.0x   2.0x            16.0x        17x     476           544                578              

Total Utility 1,757 14.0x  15.0x        16.0x  24,596 26,387 28,144

Shares Outstanding (2017E) 462           462                462              
NextEra Utilities Value per Share $53.29 $57.17 $60.97 

Value of the NEP GP per Share (IDRs) $2.26 $3.26 $4.26
NEP Price Target $30 $33 $55
Value of NEP LP per NEE Share based on NEP Price Target $4.84 $5.33 $8.88

NEP Value per Share $7.10 $8.58 $13.13 

Total Equity Value per Share $83.00 $106.00 $117.00 

Enterprise Value

P/E Multiple

EV/EBITDA & P/E Multiple
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Figure 6: Wind Model at 65% Capacity Factor –Where wind will be in 2020? 

 
Source:  Company reporst and UBS estimates 

Appendix I: Value Uplift from PTC Extension 

We include an estimate of the value uplift from a PTC extension. In a best case 
scenario, the extension is worth $2/sh. This is effectively the best case of the equity 
value created per 1GW of new wind developed. 

 

2020 2021 2022 2023 2024 2025 2026 2027 2028
Capacity (MW) 100 100 100 100 100 100 100 100 100
Investment costs ($/kW) 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500
Depr life (years) 20 20 20 20 20 20 20 20 20
Load factor (%) 65.0% 65.0% 65.0% 65.0% 65.0% 65.0% 65.0% 65.0% 65.0%
O&M costs ($/MWh) 10.0 10.0 10.0 10.0 10.0 10.0 10.0 10.0 10.0

Total Investment ($ mn) 150              
Debt ($ Mn) 105              
Production (GWh) 569              569               569           569           569           569           569           569           569           

9.5 9.5 9.5 9.5 9.5 9.5 9.5 9.5 9.5
5.5 5.5 5.5 5.5 5.5 5.5 5.5 5.5 5.5

Power Price ($/MWh) 40.0 40.0 40.0 40.0 40.0 40.0 40.0 40.0 40.0
PTC ($/MWh) -                -            -            -            -            -            -            -            
Share of PTC 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Total Revenue ($/MWh) 40.0             40.0              40.0          40.0          40.0          40.0          40.0          40.0          40.0          

($m) 10.00           
PPA Revs 22.776        22.776         22.776     22.776     22.776     22.776     22.776     22.776     22.776     
PTC revs -               -                -            -            -            -            -            -            -            
Revenues 22.776        22.776         22.776     22.776     22.776     22.776     22.776     22.776     22.776     
O&M 5.694           5.694            5.694        5.694        5.694        5.694        5.694        5.694        5.694        
EBITDA 17.082        17.082         17.082     17.082     17.082     17.082     17.082     17.082     17.082     
Depr. 30.000        48.000         28.800     17.280     17.280     8.640        -            -            -            
EBIT (12.918)       (30.918)        (11.718)    (0.198)      (0.198)      8.442        17.082     17.082     17.082     

Adj EBIT (ex-PTC) (12.918)       (30.918)        (11.718)    (0.198)      (0.198)      8.442        17.082     17.082     17.082     
tax rate 38.0% 38.0% 38.0% 38.0% 38.0% 38.0% 38.0% 38.0% 38.0%
Taxes (4.909)         (11.749)        (4.453)      (0.075)      (0.075)      3.208        6.491        6.491        6.491        

NOPAT (8.009)         (19.169)        (7.265)      (0.123)      (0.123)      5.234        10.591     10.591     10.591     
Cash Flow (post-tax, pre interest) (128.577)     28.831         21.535     17.157     17.157     13.874     10.591     10.591     10.591     

IRR (post-tax, pre interest) 8.9%
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Figure 7: PTC Economics- What if means for NEE? 

 
Source:  UBS estimates 

 

 

  

Value uplift from PTC Extension
500 MW/yr with PTC Extension

1500 $/kW Construction Costs
750 EV

$25.00 PPA/MWh
$10 O&M

$15.00 EBITDA margin ($/MWh)
$11.50 PTC (Amortized over 20-years vs. 10-year life)
$26.50 EBITDA margin ($/MWh) w/ PTC

50% Capacity Factor
4.38 Mn MWhs
$66 EBITDA ($ Mn)

11.4          Implied EV/EBITDA
$116 EBITDA w/ PTC Amortization ($ Mn)

6.5            Implied EV/EBITDA

10 Exit Multiple (x EBITDA)
3.5            Multiple uplift

$411 Exit Value Uplift for (per year)
2-Year PTC Extension (Multiply x2 and divide by shares)

1.77         Value per Share
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NextEra Energy (NEE.N) 

Income statement (US$m) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E 
Revenues 14,290 15,136 17,021 17,017 0.0 17,574 3.3 18,124 18,518 18,782 
Gross profit 9,169 10,178 11,419 11,506 0.8 11,929 3.7 12,342 12,614 12,753 
EBITDA (UBS) 4,797 5,704 6,946 7,090 2.1 7,424 4.7 7,728 7,925 7,984 
Depreciation & amortisation (1,518) (2,163) (2,551) (2,712) 6.3 (2,866) 5.7 (2,881) (2,896) (2,911) 
EBIT (UBS) 3,279 3,541 4,395 4,379 -0.4 4,557 4.1 4,847 5,029 5,074 
Associates & investment income 298 425 300 306 1.9 330 7.8 361 354 347 
Other non-operating income 0 0 0 0 - 0 - 0 0 0 
Net interest (971) (1,043) (1,181) (990) 16.2 (997) -0.7 (934) (897) (854) 
Exceptionals (incl goodwill) 0 0 0 0 - 0 - 0 0 0 
Profit before tax 2,606 2,923 3,514 3,694 5.1 3,890 5.3 4,275 4,487 4,566 
Tax (692) (801) (1,176) (1,088) 7.5 (1,065) 2.1 (1,288) (1,412) (1,460) 
Profit after tax 1,914 2,122 2,338 2,607 11.5 2,825 8.4 2,986 3,075 3,106 
Preference dividends 0 0 0 0 - 0 - 0 0 0 
Minorities 0 0 (4) (16) -300.0 0 - 0 0 0 
Extraordinary items (3) (415) 269 40 -85.1 0 - 0 0 0 
Net earnings (local GAAP) 1,911 1,706 2,603 2,631 1.1 2,825 7.4 2,986 3,075 3,106 
Net earnings (UBS) 1,914 2,122 2,334 2,591 11.0 2,825 9.1 2,986 3,075 3,106 
Tax rate (%) 26.6 27.4 33.5 29.4 -12.0 27.4 -7.0 30.1 31.5 32.0 

 

Per share (US$) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E 
EPS (UBS, diluted) 4.57 4.97 5.30 5.74 8.3 6.12 6.6 6.47 6.74 6.76 
EPS (local GAAP, diluted) 4.56 4.00 5.92 5.83 -1.4 6.12 5.0 6.47 6.74 6.76 
EPS (UBS, basic) 4.57 4.97 5.30 5.74 8.3 6.12 6.6 6.47 6.74 6.76 
Net DPS (US$) 2.40 2.64 2.80 2.97 6.0 3.37 13.5 3.82 4.34 4.92 
Cash EPS (UBS, diluted)1 8.19 10.03 11.10 11.76 5.9 12.34 4.9 12.71 13.08 13.11 
Book value per share 37.97 42.25 45.84 48.48 5.8 49.88 2.9 52.33 55.13 56.50 
Average shares (diluted) 419.20 427.00 440.00 450.98 2.5 461.29 2.3 461.57 456.57 459.07 

 

Balance sheet (US$m) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E 
Cash and equivalents 329 438 577 439 -23.9 439 0.0 439 439 436 
Other current assets 4,908 5,404 6,367 5,067 -20.4 5,093 0.5 5,142 5,175 5,184 
Total current assets 5,237 5,842 6,944 5,506 -20.7 5,533 0.5 5,581 5,614 5,619 
Net tangible fixed assets 49,413 52,720 55,705 60,069 7.8 63,154 5.1 63,420 63,170 62,906 
Net intangible fixed assets 0 0 0 0 - 0 - 0 0 0 
Investments / other assets 9,789 10,744 12,280 11,278 -8.2 11,545 2.4 11,812 12,079 12,346 
Total assets 64,439 69,306 74,929 76,853 2.6 80,232 4.4 80,813 80,862 80,871 
Trade payables & other ST liabilities 4,697 4,732 5,006 4,727 -5.6 4,746 0.4 4,754 4,756 4,759 
Short term debt 4,182 4,457 1,142 642 -43.80 630 -1.83 609 578 557 
Total current liabilities 8,879 9,189 6,148 5,369 -12.7 5,376 0.1 5,364 5,333 5,315 
Long term debt 23,177 23,969 27,882 29,348 5.3 30,219 3.0 28,743 26,930 25,315 
Other long term liabilities 16,315 18,108 20,731 20,275 -2.2 21,627 6.7 22,554 23,430 24,305 
Preferred shares 0 0 0 0 - 0 - 0 0 0 
Total liabilities (incl pref shares) 48,371 51,266 54,761 54,991 0.4 57,221 4.1 56,660 55,693 54,935 
Common s/h equity 16,068 18,040 20,168 21,862 8.4 23,010 5.3 24,153 25,169 25,935 
Minority interests 0 0 0 0 - 0 - 0 0 0 
Total liabilities & equity 64,439 69,306 74,929 76,853 2.6 80,232 4.4 80,813 80,862 80,871 

 

Cash flow (US$m) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E 
Net income (before pref divs) 1,911 1,706 2,603 2,631 1.1 2,825 7.4 2,986 3,075 3,106 
Depreciation & amortisation 1,518 2,163 2,551 2,712 6.3 2,866 5.7 2,881 2,896 2,911 
Net change in working capital (190) (53) (838) 1,021 - (8) - (40) (32) (5) 
Other operating 753 1,080 1,318 25 -98.1 1,241 NM 828 784 792 
Operating cash flow 3,992 4,896 5,634 6,388 13.4 6,925 8.4 6,655 6,724 6,802 
Tangible capital expenditure (8,951) (6,289) (6,115) (6,641) -8.6 (6,042) 9.0 (3,084) (2,584) (2,584) 
Intangible capital expenditure 0 0 0 0 - 0 - 0 0 0 
Net (acquisitions) / disposals 0 0 0 0 - 0 - 0 0 0 
Other investing 23 1 (246) (17) - (17) - (17) (17) (17) 
Investing cash flow (8,928) (6,288) (6,361) (6,658) -4.7 (6,059) 9.0 (3,101) (2,601) (2,601) 
Equity dividends paid (1,004) (1,122) (1,261) (1,338) -6.1 (1,553) -16.1 (1,764) (1,980) (2,260) 
Share issues / (buybacks) 386 842 633 1,250 97.5 500 -60.0 (500) (500) 1,000 
Other financing (242) (226) (34) (219) -544.12 (219) 0.00 (219) (219) (219) 
Change in debt & pref shares 6,691 3,651 5,505 594 -89.21 458 -22.93 (1,555) (1,565) (1,366) 
Financing cash flow 5,831 3,145 4,843 288 -94.1 (814) - (4,038) (4,264) (2,845) 
Cash flow inc/(dec) in cash 895 1,753 4,116 18 -99.6 51 193.3 (484) (141) 1,357 
FX / non cash items (943) (1,644) (3,977) (155) 96.1 (51) 66.9 483 141 (1,360) 
Balance sheet inc/(dec) in cash (48) 109 139 (138) - 0 100.0 0 0 (3) 
Source: Company accounts, UBS estimates.  (UBS) metrics use reported figures which have been adjusted by UBS analysts.1Cash EPS (UBS, diluted) is calculated using UBS net income adding back depreciation and 
amortization.  
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NextEra Energy (NEE.N) 

Valuation (x) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
P/E (local GAAP, diluted) 14.4 20.0 16.3 16.7 15.9 15.1 14.5 14.4 
P/E (UBS, diluted) 14.4 16.1 18.2 17.0 15.9 15.1 14.5 14.4 
P/CEPS 8.0 8.0 8.7 8.3 7.9 7.7 7.5 7.4 
Equity FCF (UBS) yield % (18.0) (4.1) (1.1) (0.6) 2.0 8.2 9.5 9.6 
Net dividend yield (%) 3.6 3.3 2.9 3.0 3.5 3.9 4.4 5.0 
P/BV x 1.7 1.9 2.1 2.0 2.0 1.9 1.8 1.7 
EV/revenues (core) 3.6 4.0 4.1 4.2 4.2 4.0 3.8 3.8 
EV/EBITDA (core) 10.8 10.6 10.0 10.2 9.8 9.4 9.0 8.9 
EV/EBIT (core) 15.8 17.1 15.9 16.5 16.0 15.0 14.1 14.0 
EV/OpFCF (core) NM NM NM NM NM 15.7 13.4 13.2 
EV/op. invested capital 1.3 1.4 1.5 1.5 1.4 1.4 1.4 1.4 

 

Enterprise value (US$m) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Market cap. 27,527 33,892 42,105 43,782 43,782 43,782 43,782 43,782 
Net debt (cash) 25,163 27,893 28,725 29,507 30,419 30,100 28,430 28,430 
Buy out of minorities 0 0 0 0 0 0 0 0 
Pension provisions/other 0 0 0 0 0 0 0 0 
Total enterprise value 52,690 61,785 70,830 73,289 74,201 73,882 72,212 72,212 
Non core assets (976) (1,121) (1,117) (1,117) (1,117) (1,117) (1,117) (1,117) 
Core enterprise value 51,714 60,664 69,713 72,172 73,084 72,765 71,095 71,095 

 

Growth (%) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Revenue -5.7 5.9 12.5 0.0 3.3 3.1 2.2 1.4 
EBITDA (UBS) 0.9 18.9 21.8 2.1 4.7 4.1 2.5 0.7 
EBIT (UBS) 2.9 8.0 24.1 -0.4 4.1 6.4 3.8 0.9 
EPS (UBS, diluted) 4.1 8.8 6.8 8.3 6.6 5.6 4.1 0.4 
Net DPS 9.1 10.0 6.0 6.0 13.5 13.5 13.5 13.5 

 

Margins & Profitability (%) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Gross profit margin 64.2 67.2 67.1 67.6 67.9 68.1 68.1 67.9 
EBITDA margin 33.6 37.7 40.8 41.7 42.2 42.6 42.8 42.5 
EBIT margin 22.9 23.4 25.8 25.7 25.9 26.7 27.2 27.0 
Net earnings (UBS) margin 13.4 14.0 13.7 15.2 16.1 16.5 16.6 16.5 
ROIC (EBIT) 8.3 8.1 9.4 8.9 8.8 9.2 9.7 9.9 
ROIC post tax 6.1 5.9 6.3 6.3 6.4 6.4 6.6 6.8 
ROE (UBS) 12.3 12.4 12.2 12.3 12.6 12.7 12.5 12.2 

 

Capital structure & Coverage (x) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Net debt / EBITDA 5.7 5.0 4.2 4.2 4.2 3.8 3.5 3.2 
Net debt / total equity % 170.3 157.6 143.9 137.2 134.1 121.5 109.3 99.8 
Net debt / (net debt + total equity) % 63.0 61.2 59.0 57.8 57.3 54.9 52.2 49.9 
Net debt/EV % 52.9 46.9 41.6 41.6 42.2 40.3 38.7 36.4 
Capex / depreciation % NM NM NM NM NM 107.0 89.2 88.8 
Capex / revenue % NM NM NM NM NM 17.0 14.0 13.8 
EBIT / net interest 3.4 3.4 3.7 4.4 4.6 5.2 5.6 5.9 
Dividend cover (UBS) 1.9 1.9 1.9 1.9 1.8 1.7 1.6 1.4 
Div. payout ratio (UBS) % 52.6 53.1 52.8 51.6 55.0 59.1 64.4 72.8 

 

Revenues by division (US$m) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Others 14,290 15,136 17,021 17,017 17,574 18,124 18,518 18,782 
Total 14,290 15,136 17,021 17,017 17,574 18,124 18,518 18,782 

 

EBIT (UBS) by division (US$m) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Others 3,279 3,541 4,395 4,379 4,557 4,847 5,029 5,074 
Total 3,279 3,541 4,395 4,379 4,557 4,847 5,029 5,074 
Source: Company accounts, UBS estimates.  (UBS) metrics use reported figures which have been adjusted by UBS analysts. 
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Forecast returns 

Forecast price appreciation +8.7% 

Forecast dividend yield 3.4% 

Forecast stock return +12.1% 

Market return assumption 5.8% 

Forecast excess return +6.3% 

 
  

Statement of Risk 

We believe the primary risk for NextEra Energy, Inc. (NEE) is that it is unable to 
deliver on its incremental growth opportunities beyond its baseline capex program. 
At NextEra Energy Resources (NEER), the unregulated subsidiary, the key risks are 
demand for new wind and solar projects, expiration of the wind production tax 
credit (PTC), and declining natural gas prices impacting the earnings of its already 
installed renewable and traditional generation. 
 
In our opinion, the main risk to our investment thesis on NEE comes from the 
unregulated subsidiaries. In particular, we are concerned that spark spreads 
volatility will yield a poor return on NEER’s merchant portfolio. Given its large wind 
generation pipeline, NextEra (its merchant subsidiary) is highly exposed to 
operational, construction, and financial risk. Further, its longer term 
competitiveness is premised on utilities' continuing to sign PPAs to purchase 
renewable resources. Given the company's ownership of nuclear assets it faces the 
risk of nuclear accidents. Gexa Energy, its marketing retail arm, is primarily exposed 
to volumetric, credit, and collateral-related risks, among others. Given the volatility 
in natural gas and power prices, there is risk of significant deviations from the 
various risk management mechanisms that NEER has put in place. 
 
At NEE's Florida Power & Light utility we think the main risk to our forecast comes 
from unfavorable weather conditions (above/below normal heating degree-days) 
and demand impact associated with its large residential exposure in southern 
Florida. In addition, adverse regulatory changes and denial of reasonable rate relief 
could affect FP&L earnings going forward. 
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Required Disclosures 

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; past performance is not a reliable 
indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed 
to conduct securities investment consultancy businesses by the China Securities Regulatory Commission. 

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.  

UBS Investment Research: Global Equity Rating Definitions 

12-Month Rating Definition Coverage1 IB Services2 

Buy FSR is > 6% above the MRA. 45% 36% 

Neutral FSR is between -6% and 6% of the MRA. 42% 32% 

Sell FSR is > 6% below the MRA. 13% 20% 

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 30 June 2015. 
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. 

UBS Securities LLC:  Julien Dumoulin-Smith; Michael Weinstein; Paul Zimbardo.   
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Company Disclosures 

Company Name Reuters 12-month rating Short-term rating Price Price date 

NextEra Energy4, 6a, 6b, 7, 16 NEE.N Buy N/A US$97.51 16 Sep 2015 

NextEra Energy Partners LP2, 4, 5, 6a, 16 NEP.N Neutral N/A US$26.12 16 Sep 2015 

SunEdison Inc.13, 16 SUNE.N Neutral N/A US$11.50 16 Sep 2015 

TerraForm Power, Inc.2, 4, 5, 6a, 16 TERP.O Buy N/A US$21.61 16 Sep 2015 

Source: UBS. All prices as of local market close. 
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock 
pricing date 

2. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of 
securities of this company/entity or one of its affiliates within the past 12 months. 

4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking 
services from this company/entity or one of its affiliates. 

5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking 
services from this company/entity within the next three months. 

6a. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and investment 
banking services are being, or have been, provided. 

6b. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and non-securities 
services are being, or have been, provided. 

7. Within the past 12 months, UBS Securities LLC has received compensation for products and services other than 
investment banking services from this company/entity. 

13. UBS AG, its affiliates or subsidiaries beneficially owned 1% or more of a class of this company`s common equity 
securities as of last month`s end (or the prior month`s end if this report is dated less than 10 days after the most 
recent month`s end). 

16. UBS Securities LLC makes a market in the securities and/or ADRs of this company. 

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. 
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NextEra Energy Partners LP (US$) 
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TerraForm Power, Inc. (US$) 
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Global Disclaimer 
This document 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. 

Global Research is provided to our clients through UBS Neo, the UBS Client Portal and UBS.com (each a "System"). It may also be made available through third party 
vendors and distributed by UBS and/or third parties via e-mail or alternative electronic means. The level and types of services provided by Global Research to a client may 
vary depending upon various factors such as a client's individual preferences as to the frequency and manner of receiving communications, a client's risk profile and 
investment focus and perspective (e.g. market wide, sector specific, long-term, short-term, etc.), the size and scope of the overall client relationship with UBS and legal 
and regulatory constraints. 

When you receive Global Research through a System, your access and/or use of such Global Research is subject to this Global Research Disclaimer and to the terms of 
use governing the applicable System. 

When you receive Global Research via a third party vendor, e-mail or other electronic means, your use shall be subject to this Global Research Disclaimer and to UBS's 
Terms of Use/Disclaimer (http://www.ubs.com/global/en/legalinfo2/disclaimer.html). By accessing and/or using Global Research in this manner, you are indicating that 
you have read and agree to be bound by our Terms of Use/Disclaimer. In addition, you consent to UBS processing your personal data and using cookies in accordance 
with our Privacy Statement (http://www.ubs.com/global/en/legalinfo2/privacy.html) and cookie notice (http://www.ubs.com/global/en/homepage/cookies/cookie-
management.html). 

If you receive Global Research, whether through a System or by any other means, you agree that you shall not copy, revise, amend, create a derivative 
work, transfer to any third party, or in any way commercially exploit any UBS research provided via Global Research or otherwise, and that you shall not 
extract data from any research or estimates provided to you via Global Research or otherwise, without the prior written consent of UBS.   

For access to all available Global Research on UBS Neo and the Client Portal, please contact your UBS sales representative. 

This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or 
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or 
would subject UBS to any registration or licensing requirement within such jurisdiction. It is published solely for information purposes; it is not an advertisement nor is it 
a solicitation or an offer to buy or sell any financial instruments or to participate in any particular trading strategy. No representation or warranty, either expressed or 
implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document (‘the Information’), except with respect to 
Information concerning UBS. The Information is not intended to be a complete statement or summary of the securities, markets or developments referred to in the 
document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may change without notice and may differ or 
be contrary to opinions expressed by other business areas or groups of UBS. Any statements contained in this report attributed to a third party represent UBS's 
interpretation of the data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation 
have not been reviewed by the third party. 

Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or appropriate to an investor’s individual 
circumstances or otherwise constitutes a personal 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 eligible for sale in all jurisdictions or to certain categories of 
investors. Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed 
securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign currency rates of 
exchange may adversely affect the value, price or income of any security or related instrument referred to in the document. For investment advice, trade execution or 
other enquiries, clients should contact their local sales representative. 

The value of any investment or income may go down as well as up, and investors may not get back the full (or any) 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 UBS or any other source may yield substantially different results. 

This document and the Information are produced by UBS as part of its research function and are provided to you solely for general background information. UBS has no 
regard to the specific investment objectives, financial situation or particular needs of any specific recipient. In no circumstances may this document or any of the 
Information be used for any of the following purposes: 

(i) valuation or accounting purposes; 

(ii) to determine the amounts due or payable, the price or the value of any financial instrument or financial contract; or 

(iii) to measure the performance of any financial instrument. 

By receiving this document and the Information you will be deemed to represent and warrant to UBS that you will not use this document or any of the Information for 
any of the above purposes or otherwise rely upon this document or any of the Information. 

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 investment banking revenues; however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which 
investment banking, sales and trading are a part. 

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 interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity 
provider is carried out in accordance with the definition given to it by the laws and regulations 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 activity is carried out in 
the US in accordance with the definition given to it by the relevant laws and regulations, such activity will be specifically disclosed in this document. UBS may have issued 
a warrant the value of 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. 

United Kingdom and the rest of Europe:  Except as otherwise specified herein, this material is distributed by UBS Limited to persons who are eligible counterparties 
or professional clients. UBS Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation 
Authority.   France:  Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France S.A. UBS Securities France S.A. is regulated by the ACPR 
(Autorité de Contrôle Prudentiel et de Résolution) and the Autorité des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this 
document, the document is also deemed to have been prepared by UBS Securities France S.A.   Germany:  Prepared by UBS Limited and distributed by UBS Limited and 
UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin).   Spain:  Prepared by UBS Limited and distributed 
by UBS Limited and UBS Securities España SV, SA. UBS Securities España SV, SA is regulated by the Comisión Nacional del Mercado de Valores (CNMV).   Turkey:  
Distributed by UBS Limited. No information in this document is provided for the purpose of offering, marketing and sale by any means of any capital market instruments 
and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. UBS AG 
is not licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 6362). Accordingly, neither this document nor any other 
offering material related to the instruments/services may be utilized in connection with providing any capital market services to persons within the Republic of Turkey 
without the prior approval of the Capital Market Board. However, according to article 15 (d) (ii) of the Decree No. 32, there is no restriction on the purchase or sale of 
the securities abroad by residents of the Republic of Turkey.   Poland:  Distributed by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce regulated 
by the Polish Financial Supervision Authority. Where an analyst of UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce has contributed to this 
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document, the document is also deemed to have been prepared by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce.   Russia:  Prepared and 
distributed by UBS Bank (OOO).   Switzerland:  Distributed by UBS AG to persons who are institutional investors only. UBS AG is regulated by the Swiss Financial 
Market Supervisory Authority (FINMA).   Italy:  Prepared by UBS Limited and distributed by UBS Limited and UBS Italia Sim S.p.A. UBS Italia Sim S.p.A. is regulated by the 
Bank of Italy and by the Commissione Nazionale per le Società e la Borsa (CONSOB). Where an analyst of UBS Italia Sim S.p.A. has contributed to this document, the 
document is also deemed to have been prepared by UBS Italia Sim S.p.A.   South Africa:  Distributed by UBS South Africa (Pty) Limited (Registration No. 
1995/011140/07), an authorised user of the JSE and an authorised Financial Services Provider (FSP 7328).   Israel:  This material is distributed by UBS Limited. UBS 
Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. UBS Securities 
Israel Ltd is a licensed Investment Marketer that is supervised by the Israel Securities Authority (ISA). UBS Limited and its affiliates incorporated outside Israel are not 
licensed under the Israeli Advisory Law. UBS Limited is not covered by insurance as required from a licensee under the Israeli Advisory Law. UBS may engage among 
others in issuance of Financial Assets or in distribution of Financial Assets of other issuers for fees or other benefits. UBS Limited and its affiliates may prefer various 
Financial Assets to which they have or may have Affiliation (as such term is defined under the Israeli Advisory Law). Nothing in this Material should be considered as 
investment advice under the Israeli Advisory Law. This Material is being issued only to and/or is directed only at persons who are Eligible Clients within the meaning of 
the Israeli Advisory Law, and this material must not be relied on or acted upon by any other persons.   Saudi Arabia:  This document has been issued by UBS AG (and/or 
any of its subsidiaries, branches or affiliates), a public company limited by shares, incorporated in Switzerland with its registered offices at Aeschenvorstadt 1, CH-4051 
Basel and Bahnhofstrasse 45, CH-8001 Zurich. This publication has been approved by UBS Saudi Arabia (a subsidiary of UBS AG), a Saudi closed joint stock company 
incorporated in the Kingdom of Saudi Arabia under commercial register number 1010257812 having its registered office at Tatweer Towers, P.O. Box 75724, Riyadh 
11588, Kingdom of Saudi Arabia. UBS Saudi Arabia is authorized and regulated by the Capital Market Authority to conduct securities business under license number 
08113-37.   Dubai:  The information distributed by UBS AG Dubai Branch is intended for Professional Clients only and is not for further distribution within the United 
Arab Emirates.   United States:  Distributed to US persons by either UBS Securities LLC or by UBS Financial Services Inc., subsidiaries of UBS AG; or by a group, 
subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a   ‘non-US affiliate’ ) to major US institutional investors only. UBS Securities LLC or UBS 
Financial Services Inc. accepts responsibility for the content of a document prepared by another non-US affiliate when distributed to US persons by UBS Securities LLC or 
UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this document must be effected through UBS Securities LLC or UBS Financial 
Services Inc., and not through a non-US affiliate.   Canada:  Distributed by UBS Securities Canada Inc., a registered investment dealer in Canada and a Member-
Canadian Investor Protection Fund, or by another affiliate of UBS AG that is registered to conduct business in Canada or is otherwise exempt from registration.   Brazil:  
Except as otherwise specified herein, this material is prepared by UBS Brasil CCTVM S.A. to persons who are eligible investors residing in Brazil, which are considered to 
be: (i) financial institutions, (ii) insurance firms and investment capital companies, (iii) supplementary pension entities, (iv) entities that hold financial investments higher 
than R$300,000.00 and that confirm the status of qualified investors in written, (v) investment funds, (vi) securities portfolio managers and securities consultants duly 
authorized by Comissão de Valores Mobiliários (CVM), regarding their own investments, and (vii) social security systems created by the Federal Government, States, and 
Municipalities.   Hong Kong:  Distributed by UBS Securities Asia Limited and/or UBS AG, Hong Kong Branch.   Singapore:  Distributed by UBS Securities Pte. Ltd. [MCI 
(P) 016/09/2014 and Co. Reg. No.: 198500648C] or UBS AG, Singapore Branch. Please contact UBS Securities Pte. Ltd., an exempt financial adviser under the Singapore 
Financial Advisers Act (Cap. 110); or UBS AG, Singapore Branch, an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110) and a wholesale bank 
licensed under the Singapore Banking Act (Cap. 19) regulated by the Monetary Authority of Singapore, in respect of any matters arising from, or in connection with, the 
analysis or document. The recipients of this document represent and warrant that they are accredited and institutional investors as defined in the Securities and Futures 
Act (Cap. 289).   Japan:  Distributed by UBS Securities Japan Co., Ltd. to professional investors (except as otherwise permitted). Where this document has been prepared 
by UBS Securities Japan Co., Ltd., UBS Securities Japan Co., Ltd. is the author, publisher and distributor of the document. Distributed by UBS AG, Tokyo Branch to 
Professional Investors (except as otherwise permitted) in relation to foreign exchange and other banking businesses when relevant.   Australia:  Clients of UBS AG: 
Distributed by UBS AG (Holder of Australian Financial Services License No. 231087). Clients of UBS Securities Australia Ltd: Distributed by UBS Securities Australia Ltd 
(Holder of Australian Financial Services License No. 231098). Clients of UBS Wealth Management Australia Ltd: Distributed by UBS Wealth Management Australia Ltd 
(Holder of Australian Financial Services Licence No. 231127). This Document contains general information and/or general advice only and does not constitute personal 
financial product advice. As such, the Information in this document has been prepared without taking into account any investor’s objectives, financial situation or needs, 
and investors should, before acting on the Information, consider the appropriateness of the Information, having regard to their objectives, financial situation and needs. 
If the Information contained in this document relates to the acquisition, or potential acquisition of a particular financial product by a ‘Retail’ client as defined by section 
761G of the Corporations Act 2001 where a Product Disclosure Statement would be required, the retail client should obtain and consider the Product Disclosure 
Statement relating to the product before making any decision about whether to acquire the product. The UBS Securities Australia Limited Financial Services Guide is 
available at: www.ubs.com/ecs-research-fsg.   New Zealand:  Distributed by UBS New Zealand Ltd. The information and recommendations in this publication are 
provided for general information purposes only. To the extent that any such information or recommendations constitute financial advice, they do not take into account 
any person’s particular financial situation or goals. We recommend that recipients seek advice specific to their circumstances from their financial advisor.   Korea:  
Distributed in Korea by UBS Securities Pte. Ltd., Seoul Branch. This document may have been edited or contributed to from time to time by affiliates of UBS Securities 
Pte. Ltd., Seoul Branch.   Malaysia:  This material is authorized to be distributed in Malaysia by UBS Securities Malaysia Sdn. Bhd (Capital Markets Services License No.: 
CMSL/A0063/2007). This material is intended for professional/institutional clients only and not for distribution to any retail clients.   India:  Prepared by UBS Securities 
India Private Ltd. (Corporate Identity Number U67120MH1996PTC097299) 2/F, 2 North Avenue, Maker Maxity, Bandra Kurla Complex, Bandra (East), Mumbai (India) 
400051. Phone: +912261556000. It provides brokerage services bearing SEBI Registration Numbers: NSE (Capital Market Segment): INB230951431, NSE (F&O Segment) 
INF230951431, NSE (Currency Derivatives Segment) INE230951431, BSE (Capital Market Segment) INB010951437; merchant banking services bearing SEBI Registration 
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