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Earnings results- maintain BUY rating

Highlights
•
•
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•

Adjusted diluted 4Q15 earnings of $0.87/share vs. $0.86 /share
Announced plans to sell International Energy assets
Management expects 4%-6% growth rate from 2016 levels
DUK FY16 adjusted earnings guidance to $4.50-$4.70/share
Maintain BUY rating
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Wall Street believes the US economy is emerging from its recent economic
malaise with GDP estimated to grow about 2%-3% over the next year or
two. While we find this difficult to predict, 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 this malaise. One attractive
sector is the utility group and one company in this area we like Duke
Energy. This utility pays an attractive 4.1% dividend yield, has potential
dividend growth, and offers earnings growth potential going forward.
DUK is rated BUY and our price target is $88/share.

Trading Data
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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;
Regulated Utilities (RU), Commercial Portfolio (CP), and Duke Energy
International (IE). RU contains the company’s regulated generation and the
electric/gas distribution and transmission systems. Serving approximately 7.2
million electric customers in NC, SC, FL, IN, OH, and KY. RU operates 150,900
miles of electric distribution lines and a 20,900-mile transmission system. RU
owns approximately 49,000 megawatts (MW) of regulated electrical generating
capacity with its plants fueled by coal, oil, natural gas, hydroelectric, and nuclear.
DUK with Progress Energy in 2014 creating one of the largest electric utilities in
the US.

For Important Disclosure information regarding the Firm’s rating
system, valuation methods and potential conflicts of interest, please
refer to the last two pages of this report.

Recent Earnings
DUK reported 4Q15 diluted earnings of $0.69/share vs. $0.14/share during 4Q14 and 4Q15 adjusted diluted
earnings of $0.87/share vs. $0.86/share during 4Q14. Results were affected by warmer than normal weather during
4Q15 in the company’s service territory. DUK’s three operating units delivered mixed results as RU’s adjusted
segment income rose to $601 million from $551 million, CP’s increased to $41 million from $32 million, and IE’s
decreased to $68 million from $71 million. FY15 diluted earnings rose to $4.05/share from $2.66/share and FY15
adjusted diluted earnings decreased to $4.54/share from $4.55/share. Management provided FY16 adjusted diluted
earnings guidance of $4.50-$4.70/share. During 2014 DUK incurred charges principally to repatriated $2.7 billion
of foreign earnings, a settlement resolving a grand jury investigation into coal ash spills, and merger costs-toachieve.

SEGMENT RESULTS
Regulated Utilities 4Q15 adjusted segment income rose to $601 million, from $551 million during 4Q15. This
added $0.07/share to DUK’s overall earnings. The improved results were driven by increased pricing/riders
(+$0.09/share) resulting from increased riders and including a favorable Ohio energy efficiency settlement.
Additional improvement came from higher wholesale margins (+$0.05/share) due to updated/new contracts
(included earnings from wholesale contracts associated with the recent purchase of NCEMPA purchase) and higher
weather-normal retail volumes (+$0.04/share). Partly offsetting these improvements was mild winter weather in
DUK’s service territory (-$0.12/share).
When comparing the two quarters, total GWh sales decreased 0.4% to 58,052 GWh from 58,271 GWh. These
results were due to lower GWh sales from Duke Energy Carolinas (-2.1%), Duke Energy Progress (-3.9%), and
Duke Energy Ohio (-3.8%). These declines were partly offset by an increases in sales from Duke Energy Florida
(+7.1%) and Duke Energy Indiana (+5.3%).
International Energy’s 4Q15 adjusted segment income declined to $68 million from $72 million. On a per share
basis, earnings were penalized by $0.01/share. The decrease in results were due to lower margins at National
Methanol (-$0.03/share) caused by lower MTBE and methanol prices. This was partly offset improved results in
Brazil (+$0.02/share) which was partially offset by negative currency exchange rates.
Commercial Power’s produced 4Q15 adjusted segment income rose to $41 million from $32 million, adding
$0.01/share to earnings. The increases was due to additional in-service wind/solar facilities in the renewables
portfolio (+$0.03/share) and was partly offset by the absence of earnings from the Midwest generation business ($0.01)/share, which was sold in April 2015.
Other, includes corporate interest expense not allocated to the business units, results from Duke Energy’s captive
insurance company, other investments, and quarterly income tax levelization adjustments. This area produced
adjusted segment net expense of $108 million during 4Q15 vs. net expense of $45 million during 4Q14. Higher

expenses came from increased income tax expense (-$0.07/share) due to impacts from the extension of bonus
depreciation and quarterly tax levelization adjustments, which included renewable tax credits allocated to the CP
upon completion of projects.

RECENT DEVELOPMENTS
DUK acquired two 5-MW solar projects in eastern NC from ET Capital for an undisclosed amount. These two
facilities will supply power to approximately 2,000 homes and power is being sold to Dominion NC Power under
15-year agreements.
Duke Energy received approval from NC regulators to transition its Asheville plant to clean energy. It is estimated
this project will cost ~ $1 billion and plans are to build two 280-MW combined cycle natural gas-fueled electric
generating units to replace an existing 376-MW coal plant.
The company plans to do a 9.25 million share offering whose proceeds will used to help finance its pending
acquisition of Piedmont Natural Gas (PNY-$59.80). Additionally, the FTC approved DUK’s purchase of PNY.
This past February, a NC judge stated he plans to review the $76 million coal ash settlement made with NC state
regulators, to examine whether the presiding judge, which signed off on the agreement, overstepped legal limits to
close lawsuits involving conservation groups.
DUK was fined $6.6 million by NC regulators for environmental pollution connected to the 2014 coal ash spill into
the Dan River. The company is reviewing its options to challenge this particular fine.
Management said it would like to sell all or part of its International Energy unit. This consists of power plants in
Central and South America with approximately 4,400-MW of power producing capacity. Additionally, the unit’s
25% interest in National Methanol Co. will not be included in the potential transaction.
Four consumer/environmental groups, and Duke Energy, agreed to settle the dispute over DUK’s Edwardsport coal
gasification plant in Indiana, and join the company’s settlement reached with other parties last September.

Our Thoughts
DUK reported 4Q15 diluted earnings of $0.69/share vs. $0.14/share during 4Q14. 4Q15 adjusted diluted earnings
were $0.87/share vs. $0.86/share during 4Q14. Results were affected by warmer than normal weather during 4Q15
in the company’s service territory. DUK estimates warm weather penalized earnings by $0.12/share. The Regulated
Utilities & Commercial Portfolio operating units reported increased adjusted segment income, while a decline
occurred in International Energy. The company believes it is adding various assets and making capital expenditures
which could generate earning s growth of 5%-6% through 2020 of off a 2016 diluted earnings base of $4.30/share.
During the 4Q15 earnings conference call management said the planned acquisition of Piedmont Gas (PNY-$59.80
), and its natural gas assets, is expected to be accretive to DUK’s earnings by 2017. Furthermore, management
announced plans to sell international assets and expects to deploy the resulting capitol into its other businesses
geared to increasing overall profits. Overall, the company plans to deploy $22 billion-$25 billion of growth capital
in its regulated utilities and $3 billion-$5 billion in commercial renewables and gas pipeline investments. DUK’s
strategy is to reduce its operating risk and create a steady stream of earnings.
We continue to recommend DUK’s stock to income/growth investors seeking potential future increases of the
annual dividend. Management intends to pay out 70%-75% of earnings to shareholders in the form of dividends. If
DUK grows its forward earnings, then dividend increases may occur on annual basis during the next 5 years. Our
rating on this stock is a BUY with a price target of $88/share, equating to 1.52x DUK’s book value per share.

Risks
There is no guarantee DUK will improve earnings/cash flow. Declining US electric sales volumes may hurt the
company's revenues and profits. Rising interest rates, higher fuel prices, negative rate case decisions, 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.
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Director of Research
Capitol Securities Management
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