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First Read 

US Electric Utilities & IPPs 
Giving New Life to Nuclear In New England 
 

Latest efforts to save the nuclear industry expands to New England 
Last Friday the CT Senate passed a bill unanimously to allow the study of a further 
procurement effort of 8.4TWh, open to new renewables, large-scale hydro, and most 
important nuclear in New England. While the solicitation for power would be nominally 
open to all forms of power, we believe the most likely winner would be existing nuclear 
generators, most notably D’s 2.1GW Millstone 2-unit plant in CT. Total procurement 
amount would equal to ~1/2 of the plant’s 16-17TWh, with the offtake arrangement 
likely priced at a modest disc. to the cost of new carbon-free wind (we see this as least 
~$60/MWh all-in). As such, we est. passage of this bill could be worth upwards of 
~$20/MWh (delta vs. Mass Hub market power prices of ~$40/MWh) * ~8TWh, = to 
~$0.15 EPS for a 10-yr period. The offtake would be structured as a Renewable Energy 
Credit (REC) bought by the states’ electric LDCs (current MA & CT Class I RECs are 
quoted at $27/MWh from Karbone). The bill is available here and a Bill Analysis here. 

The bill is not drafted as a straight subsidy for nuclear 
The sponsors are rebutting any claims to characterize the bill as a subsidy, effectively 
targeting to ’value’ the carbon-free nature of the plant relative to other replacement 
sources of carbon-free emissions. As mentioned above, we estimate the lowest 
marginal cost of new wind would be ~$60/MWh, even under more favorable capacity 
factor assumptions. As for large-scale hydro via transmission, this too would be eligible, 
but likely bid in at yet a higher price still ($90/MWh?). Bottom line, while not a certainty 
to be selected, D’s Millstone unit would appear the most likely outcome. 

Key question is whether the bill will pass the House now too? 
Having passed unanimously without a hearing in the Senate last week, the question 
remains whether the bill can get approved out of the CT House this week prior to 
session end on Wednesday evening. We note D reports 1Q results on Wed AM. 

Will Massachusetts follow suit? Possibly. 
We understand a similar effort may be undertaken in Mass as part of its Omnibus 
energy legislation under evaluation. We note the administration has taken a keen 
interest in expediting energy issues in the state of late and has already passed a bill to 
immediately address the Net Energy Metering caps for solar in the state. Based on 
feedback from a sector participant studying the pending Mass legislation, we think it’s 
possible a nuclear procurement carve-out could eventually be included for NEE’s 1.1GW 
single-unit Seabrook nuclear plant in NH. With session end in June, there’s still time. 

What about the concerns of discriminatory procurement? It’s entirely open. 
We note the structure does not require the plant to clear any corresponding energy or 
capacity auctions, but simply pays for the RECs generated; as such it would appear to 
steer clear of any of the Minimum Offer Price Rule (MOPR) considerations that have 
caused substantial pushback of other deals to contract with plants elsewhere. 

Good step for D if successful in filling its 2017 and 2018 EPS needs 
We see this as addressing in part pressure on D’s 5-6% EPS growth following the 
slowdown in midstream development activities in the Marcellus and Utica via its Blue 
Racer JV as well as given the wider commodity backdrop from declining power. 

What’s the fate of nuclear regionally without these deals? Bleak. 

We increasingly believe high fixed-cost structure solid fuel plants like nuclear will not be 
viable in a future New England market in which renewables add meaningful pressure to 
ATC power prices and with cheaper gas eventually migrating to the region. As such, we 
see implicit underlying concerns of eventual shutdown of these remaining units as quite 
credible (following a series of more costly plant retirements). 
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Valuation Method and Risk Statement 

Risks for Utilities and Independent Power Producers (IPPs) primarily relate to volatile 
commodity prices for power, natural gas, and coal. Risks to IPPs also stem from 
load variability, and operational risk in running these facilities. Rising coal and, to a 
certain extent, uranium prices could pressure margins as the fuel hedges roll off 
Competitive Integrateds. Further, IPPs face declining revenues as in the money 
power and gas hedges roll off. Other non-regulated risks include weather and for 
some, foreign currency risk, which again must be diligently accounted in the 
company’s risk management operations. Major external factors, which affect our 
valuation, are environmental risks. Environmental capex could escalate if stricter 
emission standards are implemented. We believe a nuclear accident or a change in 
the Nuclear Regulatory Commission/Environment Protection Agency regulations 
could have a negative impact on our estimates. 
 
Risks for regulated utilities include the uncertainty around the composition of state 
regulatory Commissions, adverse regulatory changes, unfavorable weather 
conditions, variance from normal population growth, and changes in customer 
mix. Changes in macroeconomic factors will affect customer additions/subtractions 
and usage patterns. 
 
We value Dominion Resources on a SOTP. Risks to our estimates and price target 
for Dominion Resources include: unfavorable movements in commodity prices; 
mild weather in utility service territories; unfavorable regulatory outcomes; lower 
than expected natural gas or oil production; and unplanned disruptions at power 
generation facilities. Further risks include volumetric, credit, and collateral risk 
associated with its retail power and gas marketing business. Operational risk is 
present through the day to day operation of its large power fleet (both regulated 
and merchant), T&D assets, large gas midstream business, and marginal upstream 
assets. 
 
Our valuation for NextEra Energy is based on a sum-of-the-parts approach. Risks 
for NextEra Energy include but are not limited to: (1) potential inability to deliver 
on its capital expenditure program; (2) unfavorable commodity movements [natural 
gas, power, etc.]; (3) adverse political/legal/regulatory actions; (4) decline in the 
demand for new wind and solar projects; (5) unfavorable weather and natural 
resources yield [sun radiance and wind generation]; (6) operational and 
construction risk; (7) inability to access the capital markets on attractive terms; (8) 
inability to re-contract assets after contract expiration; (9) declines in customer 
demand and population; (10) failure to close pending or prospective M&A 
transactions; (11) natural disasters or nuclear accidents; (12) losses at the retail 
marketing segment; (13) change in macroeconomics; and (14) other unforeseen 
changes. 
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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. UBS acts or may act 
as principal in the debt securities (or in related derivatives) that may be the subject of this report.  

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

UBS Investment Research: Global Equity Rating Definitions 

12-Month Rating Definition Coverage1 IB Services2 

Buy FSR is > 6% above the MRA. 49% 32% 

Neutral FSR is between -6% and 6% of the MRA. 38% 26% 

Sell FSR is > 6% below the MRA. 14% 19% 

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. <1% <1% 

Sell Stock price expected to fall within three months from the time 
the rating was assigned because of a specific catalyst or event. <1% <1% 

Source: UBS. Rating allocations are as of 31 March 2016. 
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 FINRA. Such analysts may not be associated persons of UBS Securities LLC and 
therefore are not subject to the FINRA restrictions 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. 

http://www.ubs.com/disclosures
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UBS Securities LLC:  Julien Dumoulin-Smith; Michael Weinstein; Paul Zimbardo; Jerimiah Booream.   

Company Disclosures 

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

Dominion Resources2, 4, 5, 6a, 6b, 6c, 7, 16 D.N Neutral N/A US$72.10 02 May 2016 

NextEra Energy4, 5, 6a, 6c, 7, 16 NEE.N Buy (UR) N/A US$118.06 02 May 2016 

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-investment 

banking securities-related services are being, or have been, provided. 
6c. 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 and/or its affiliates have received compensation for products and 

services other than investment banking services from this company/entity. 
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. For a complete set 
of disclosure statements associated with the companies discussed in this report, including information on valuation and risk, 
please contact UBS Securities LLC, 1285 Avenue of Americas, New York, NY 10019, USA, Attention: Investment Research. 
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NextEra Energy (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 and, in certain instances, 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 
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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. 

All Global Research is available on UBS Neo. Please contact your UBS sales representative if you wish to discuss your access to UBS Neo. 

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. 
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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.   

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 
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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 
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