
 

 

February 24, 2010 DUKE ENERGY(NYSE:DUK) 
CURRENT PRICE:  $16.45 Reports 4Q09 Earnings: Maintain Outperform Rating 

RATING:  OUTPERFORM 

PRICE TARGET: $20.00 

CURRENT YIELD: 5.8% 

 

EPS Estimates 
 DEC 09A DEC 10E 

1Q            $0.28                 $0.31 

2Q            $0.26                 $0.27 

3Q            $0.40                 $0.39 

4Q            $0.28                 $0.29 

 $1.22                $1.26 

 

Trading Data 
52-WEEK PRICE RANGE: $17.94-$11.72 

SHARES OUTSTANDING: 1,309(M) 

MARKET CAP:       $21,533(M) 

AVG. DAILY TRADING 
VOLUME: 

8.57(M) 

S&P 500: 1,105 

 

Valuation Data 
BOOK VALUE: $16.72 

PRICE TO BOOK: 0.98x 

 

Highlights 
• 4Q09 earnings of $0.28/share vs $0.27/share  
• FY09 earnings of $1.22/share vs $1.21/share  
• Attractive dividend yield of 5.8% 
• Trading below book/value per share 
• $20/share price target 

 
Investment Thesis 
Wall Street is debating when the US economy will emerge from the current 
recession.  While we find difficulty in predicting its end, we believe 
investors should consider investing in sectors where revenue streams are 
fairly predictable, with attractive dividend yields, low valuations, and 
earnings growth potential when the US economy emerges from the 
recession.  One attractive sector is the utility group and one company in 
this area we like is Duke Energy (DUK-$16.45).  This utility pays an 
attractive 5.8% dividend yield, potential dividend growth, trades below 
book value/share, and offers earnings growth prospects with a recovery in 
the US economy.  Given these factors we are initiating coverage of DUK 
with an OUTPERFORM rating and a $20/share price target. 
 
Company Summary 
Duke Energy, headquartered in Charlotte NC, is one of the largest energy 
providers in the US.  The company is comprised of three business units; 
US Franchised Electric and Gas (USFE&G), Commercial Power, and Duke 
Energy International (DEI). USFE&G contains the company’s regulated 
generation and the electric/gas distribution and transmission systems.  
Serving approximately 4 million electric customers in NC, SC, IN, OH, 
and KY USFE&G operates 150,900 miles of electric distribution lines and 
a 20,900-mile transmission system. USFE&G owns approximately 27,000 
megawatts (MW) of electrical generating capacity with its plants fueled by 
coal, oil, natural gas, hydroelectric, and nuclear.  The regulated gas 
business provides natural gas to 500,000 customers in OH and KY.  
Commercial Power owns/operates non-regulated power plants, with 8,000 
MW capacity, located mainly in the Midwest.  
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  Duke Energy Generation Services, part of Commercial Power, operates/owns various generating assets including 
wind assets serving large use industrial, municipal, and utility customers.  DEI manages/operates power generation 
facilities in Latin America and has equity investments in Greece and Saudi Arabia. Overall, DUK’s domestic 
regulated electrical generation is fueled by coal (59%), nuclear (39%), hydro/wind (2%), and natural gas/oil (>1%). 
2009 revenues for DUK totaled $12.7 billion with the majority coming from USFE&G (74.1%), followed by 
Commercial Power (16.6%), DEI (9.1%), and Other (>1%). 
 
 
 
Business Overview 
DUK provides and supplies energy to over 4 million customers in the US.  The company’s regulated businesses, 
USFE&G, provides power/natural gas to customers in NC, SC, KY, IN, and OH with a service territory exceeding 
47,000 square miles. USFE&G serves 4 million customers with electricity and natural gas to 500,000 customers in 
OH and KY.  The Commercial Power (CP) unit is one of DUK’s unregulated businesses with approximately 7,550 
net MW power generation capability, when excluding wind generation assets.  Electricity from these generating 
facilities are sold into the wholesale electric markets, with the majority of this segment’s results coming from sales 
to retail customers in OH.  DUK recently filed plans to separate the merchant generation plants from its Duke 
Energy of Ohio subsidiary for the purpose of increasing financial flexibility surrounding these assets.  Currently CP 
has 735 MW of wind production in service and a potential developmental pipeline of an additional 5,000 MW.  DEI 
has approximately 4000 MW of generating capacity located primarily in Latin America.  Roughly 75% of DEI’s 
electrical generation comes from hydroelectric with 90% of output for 2010 under contract.   
 
 
 
Recent Earnings 
DUK reported 4Q09 adjusted diluted earnings of $0.28/share vs $0.27/share during 4Q08.  On a quarter-to-quarter 
basis, USFE&G reported segment EBIT of $548 million versus $532 million due to a higher allowances for funds 
used during construction produced by the company’s ongoing building program and a rise in wholesale electric 
sales. These were partially offset a decline in weather-adjusted sales from industrial customers.  CP produced 
adjusted segment EBIT of $100 million from continuing operations, compared to a $101 million, resulting from  
favorable results from Midwest gas assets, and non-native margin increases mainly from the result of higher coal 
sales.  These results were partially offset by lower volumes from retail sales because of the recession and 
competition in Ohio. The competition in Ohio was partially offset by DUK’s competitive retail subsidiary acquiring 
new customers.  DEI reported adjusted segment EBIT from continuing operations of $122 million versus $104 
million during 4Q08. Favorable average foreign exchange rates and increased profits from the National Methanol 
subsidiary.  However, favorable contract prices in Brazil helped to offset declines in DEI’s EBIT. DUK saw 
improvements in costs as net adjusted expenses from continuing operations declined to $56 million from $98 
million.  This improvement came from favorable governance expenses, and favorable results from captive insurance 
during 2009. Interest expense, when comparing the two quarters, rose slightly to $191 million from $189 million, 
due to higher debt balances offset by lower average interest rates on floating debt and commercial paper 
outstanding.  DUK’s full year 2009 earnings were $1.22/share vs $1.21/share during 2008.  The increase in year-
over-year earnings were accomplished despite industrial sales volumes declining approximately 14%, on a weather–
normalized basis, as DUK exceeded the target of reducing operations/maintenance by $150 million during 2009 and 
exceeding 2008’s operational performance by it’s generating plants. On 1/25/10 DUK announced it was buying the 



 

 

14-megawatt Blue Wing Solar Project under development in San Antonio, TX from Juwi Solar Inc. based in 
Boulder, CO.  
 
 
 
Our Thoughts 
Given recent earnings results, a 5.8% dividend yield, and the potential of an improving US economy in 2H10 or 
2011, we our maintaining our OUTPERFORM rating on DUK.  4Q09 and 2009 earnings results shows 
management’s efforts to reduce operating costs, by $150 million, paid off as DUK showed improved profitability 
despite the US recession.  Should the economy improve, as evidenced by rising industrial electric sales, DUK’s cost 
cutting efforts could set the stage for an acceleration in earning growth in 2010 or 2011.   
 
Base revenues should improve going forward following the states of NC & SC recent rulings on rate increases for 
DUK’s regulated service territories.  South Carolina approved a $74.1 million rate increases effective 2/1/10 and 
North Carolina gave its approval to a $315 million increase which will be phased in over two years.  Colder than 
normal weather during 1Q10 and a potential increase in industrial electric sales during 2H10 could raise revenues 
and produce higher cash flow. The Board of Directors recently increased the annual dividend to $0.96/share from 
$0.92/share.  Potentially, improved cash flow in the future could allow management to increase the annual dividend 
going forward during 2010 and 2011.  Under this scenario, we are initiating our 2010 DUK earnings estimate of 
$1.26/share. 
 
 DUK appears attractively priced paying a 5.8% dividend yield and trading below its book value of $16.72/share, or 
0.98x book value, while many of its utility peers trade on average at 1.35x book value. Potentially, improved 2010 
earnings, and its high dividend yield, could increase investor demand and award a higher multiple to DUK’s stock, 
especially if the US economy appears to moving out of its recessionary state.    Additionally, given DUK’s low 
valuation, and mix of generating assets, we believe DUK is a merger/consolidation candidate should credit markets 
improve in the US.  These shares are rated OUTPERFORM and are recommended for income/growth investors.  
Our price target is $20/share, equating to 1.2x current book value. 
  
 
 
 
 
 
 
 
 
 
 
Risks 
There is no guarantee DUK will improve earnings/cash flow.  Declining electric sales volumes may hurt the company's 
revenues and profits.   Rising interest rates, higher fuel prices, negative results from foreign operating units, negative rate 
cases, tax issues, or rising operating costs could negatively impact DUK's earnings.  DUK's stock may be adversely 
impacted by negative equity/credit markets, terrorist attacks, and failure to comply with Sarbanes Oxley guidelines. 
 



 

 

 



 

 

 
Important Disclosures 

 9/23/09 $15.72 Initiate OUTPERFORM 
Steven Marascia certifies, with respect to the companies or securities that he analyzes, that (1) the views expressed in this report accurately reflect his personal views about all of the 
subject companies and securities and (2) no part of his compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this report. 
 
 
Capitol Securities and employees of Capitol Securities may own shares of Duke Energy. 
 
Stock ratings used in this report are defined as follows: 
 

(1) Outperform – The stock’s total return including dividends is expected to exceed the industry or market average by at least 10% over the next twelve months. 
(2) Neutral – The stock’s total return including dividends is expected to be in line with the industry or market average of +/- 10% over the next twelve months. 
(3) Underperform – The Stock’s total return including dividends is expected to be below the industry or market average by 10% or more over the next twelve months. 

 
The distribution of investment ratings for all companies in our coverage universe are as follows: (1) 75%, (2) 25%, (3) 0% 
 
Capitol Securities does not have investment banking operations. 
 
For regulatory purposes, our ratings of Outperform, Neutral and Underperform most closely correspond to Buy, Hold and Sell, respectively. 
 

Other Disclosures 
This report 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 which would subject Capitol Securities or its affiliates to any registration or licensing requirement within such jurisdiction. The information 
presented in this report is provided to you for information purposes only and is not to be used or considered as an offer or the solicitation of an offer to sell or buy or subscribe for securities or other financial 
instruments. Capitol Securities may not have taken any steps to ensure that the securities referred to in this report are suitable for any particular investor. Capitol Securities will not treat recipients of this report as 
its customers by virtue of their receiving this report. The investments and services contained or referred to in this report may not be suitable for you and it is recommended that you consult an independent 
investment advisor if you are in doubt about such investments or investment services. Nothing in this report constitutes investment, legal, accounting or tax advice, or a representation that any investment or 
strategy is suitable or appropriate to your individual circumstances, or otherwise constitutes a personal recommendation to you. Capitol Securities does not advise on the tax consequences of investments and you 
are advised to contact an independent tax advisor. Information and opinions presented in this report have been obtained or derived from sources believed by Capitol Securities to be reliable, but Capitol Securities 
makes no representation as to their accuracy or completeness. This report is not to be relied upon in substitution for the exercise of independent judgment. Capitol Securities may have issued, and may in the 
future issue, other reports that are inconsistent with, and reach different conclusions from, the informationpresented in this report. Past performance should not be taken as an indication or guarantee of future 
performance, and no representation or warranty, express or implied, is made regarding future performance. Information, opinions and estimates contained in this report reflect a judgment at its original date of 
publication by Capitol Securities and are subject to change without notice. The price,value of and income from any of the securities mentioned in this report can fall as well as rise. 
 



 

 

For more information on this report, please contact us at 888-612-1484 or write to Capitol Securities, 100 Concourse 
Boulevard, Suite 101, Glen Allen, Virginia 23059 


