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Keyspan Corporation 
Capital Structure at 913012006 

Consolidated % Goodwill 3 Ratemakin % 
Total common shareholders' equity 4,637.20 49.1 5% 1,249.73 75.00% 3.38: z . 6 0 ~  
Long-term debt and capital leases 4,432.50 46.98% 416.58 25.00% 4,016 51.69% 
Short-Term Debt 330.00 3.50% 330 4.25% 
Customer Deposits 35.6 0.38% - 36 0.46% 
Total Capitalization 9,435.30 100.00% 1666.30 100.00% 7,769.00 100.00% 

Adjusted to Include $500 Million of unsecured Securities Issued in November 

KEDNY Corporation 
Rate of Return Matrix at 913012006 

Component % - Cost 
Total common shareholders' equity 43.60% 8.90% 
Long-term debt and capital leases 51.69% 5.41% 

Short-Term Debt 4.25% 5.35% 

Customer Deposits 0.46% 3.65% 
Total Capitalization 100.00ar6 

KEDLl Corporation 
Rate of Return Matrix at 913012006 

Total common shareholders' equity 
Long-term debt and capital leases 

Short-Term Debt 
Customer Deposits 
Total Capitalization 

Component % Cost - 
43.60% 8.90% 
51.69% 7.37% 
4.25% 5.35% 
0.46% 3.65% 

100.00% 

Rate of Return 
3.88% 
2.80% 
0.23% 
0.02% 
6.92% 

Rate of Return 
3.88% 
3.81% 
0.23% 
0.02% 
7.93% 
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KEDNY Corporation 
Capital Structure at 12/31 12005 

Consolidated 
Total common shareholders' equity $1,047.553.937 

Long-term debt and capital leases ' 
Short-Term Debt 
Customer Deposits 
Total Capitalization 

KEDLI Corporation 
Capital Structure at 12/31 12005 

Consolidated 
Total common shareholders' equity $923,700,502 

Long-term debt and capital leases ' 525,000,000 

Short-Term Debt 193,989,244 
Customer Deposits 8.01 6.965 
Total Capitalization $1,650,706,711 
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KEYSPAN ENERGY DELIVERY NEW YORK 
WEIGHTED AVERAGE COST OF SENIOR SECURII'IES 

At December 31,2005 
(000) 

LONG-TERM DEBT 

NYSERDA Gas Facilltv Revenw Bonds 
SERIES 2005 A Due 2/01/24 
SERIES 1991 A Due 7/01/26 
SERIES 1991 B Due 7/01/27 
SERIES 1991 D D W  7/01/28 
SERIES 1993 A Due 4/01/20 
SERIES 1993 B Due 4/01/21 
SERIES 2005 B Due 6/01/25 
SERIES 1996 Due 1/01/21 
SERIES 1997 A-1 Due 12/01/20 
SERIES 1997 A-2 Due 12/01/20 

Rate 
PERCENT 

4.70% 
6.95% 
6.95% 
3.00% 
6.37% 
6.37% 
3.15% 
5.50% 
2.85% 
2.85% 

PRINCIPLE 
AMOUNT 

82.000 
50.000 
50.000 
50.000 
37.500 
37,500 
55.000 

153.500 
75.000 

swa5aQ 

ANNUAL 
INTEREST 

$3.854 
3.475 
3.475 
1.500 
2.389 
2.380 
1.733 
8,443 
2.138 
1.425 

sxLEL8 

ANNUAL 
AMORTaATlON 

DEBT DISCOUNT 
AND EXPENSE 
OR PRERMIUM 

$271 

TOTAL 
HTEREST 

AND ANNUAL EFFECTIVE 
AMORTaATlON RATE 

54.125 
3.506 
3.506 
1.541 
2.524 
2.524 
1.866 
8.920 
2.346 

KEYSPAN ENERGY DELIVERY NEW YORK 
ESTIMATED COST OF SENIOR SECURITIES 

At March 31,2008 
(000) 

LONG-TERM DEBT 

NYSERDA Gas Facllltv R w s n w  Bonds 
SERIES 2005 A D W  2/01/24 
SERIES 1991 A Due 7/01/26 
SERIES 1991 B Due 7/01/27 
SERIES 1991 D Due 7/01/28 
SERIES 1993 A Due 4/01/20 
SERIES 1993 B Due 4/01/21 
SERIES 2005 B Due 6/01/25 
SERIES 1996 Due 1/01/21 
SERIES 1997 A-1 Due 12/01/20 
SERIES 1997 A-2 Due 12/01/20 

Rate 
PERCENT 

4.70% 
6.95% 
6.95% 
3.64% 
6.37% 
6.37% 
3.65% 
5.50% 
3.45% 
3.30% 
5.60% 

PRINCIPLE 
!?!!mM 

s a 2 . m  
50.000 
50,000 
50.000 
37.500 
37.500 
55.000 

153.500 
75.000 
50.000 

ANNUAL 
INTEREST 

$3.854 
3.475 
3.475 
1.820 
2.389 
2.389 
2.008 
8.443 
2.588 
1.650 

ANNUAL 
AMORTaATKW 

DEBT DlSCWNT 
AND EXPENSE 
OR PRERMIUM 

$271 
31 
31 
41 

135 
135 
133 
477 
208 
1 39 

TOTAL 
INTEREST 

AND ANNUAL EFFECTWE 
AMORTaATlON E!iE 

$4.125 
3.506 
3.506 
1.861 
2.524 
2.524 
2,141 
8.920 
2.796 
1.789 
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KEYSPAN ENERGY DELIVERY LONG ISLAND 
WEIGHTED AVERAGE COST OF SENIOR SECLlRlTlES 

At December 31,2005 
(000) 

ANNUAL 
AMORTIZATION TOTAL 

LONG-TERM DEBT ANNUAL DEBT DISCOUNT INTEREST 
Rate PRINCIPLE INTEREST AND EXPENSE AND ANNUAL EFFECTIVE 

NYSERDA Gas Facilltv Revenue Bonds PERCENT AMOUNT OR PRERMIUM AMORTIZATION RATE 
KeySpan Gas East MTN Program 7.88% S400.000 $31.520 $196 531.716 
Keyspan Gas East MTN Progam 6.90% 125.000 8.625 139 8.764 
Promissory Note to KeySpan Corporalion 7.25% 125.904 9.128 0 8.128 

sasBa4 ma273 aa3i LlPgPa z&z% 

KEYSPAN ENERGY DELIVERY NEW YORK 
ESTIMATED COST OF SENIOR SECURITIES 

At March 31.2008 
(000) 

LONG-TERM DEBT 
Rate PRINCIPLE 

NYSERDAGas F~cl l i tv Revenue Bonds PERCENT &Q!m 
KeySpan Gas East MTN P m m  7.88% $400.000 
KeySpan Gas East MTN Program 6.90% 125.000 
SERIES 2006 5.60% Due 11/29/16 5.60% 100,000 
Pmmissory Note to KeySpan Caporation 7.25% 

&ZsWY 

ANNUAL 
AM0RTIZATK)N 

ANNUAL DEBT DISCOUNT 
HTEREST AND EXPENSE 
&E!zs OR PRERMIUM 

$31.520 $196 
8.625 139 
5.600 100 
9-gg 53 

maza we 

TOTAL 
HTEREST 

AND ANNUAL EFFECTIVE 
AMORTIZATION 

$31.716 
8.764 
5.700 
9.181 

SzLul 
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PROXY GROUP STATISTICS 
L 

Alliant Energy 
Ameren Corp 
CH Energy Group 
Con Edison 
DTE Energy 
Empire District Electric 
Energy East 
Entergy 
Exelon 
MGE Corp 
NlCOR Inc 
Nisource 
Northeast Utilities 
Northwest Natural Gas Co 
NStar 
PG&E Corp 
Piedmont Natural Gas Corp 
PNM Resources 
Southern Union 
Southwest Gas Corporation 
Vectren 
Wisconsin Energy 
Xcel Energy 

KEDNY KEDLl A1 A+ 1 00 43.6 1 

Retlngs 
Moodfs SAP 

Baal BBB+ 
Baal BBB 
A2 A 
A2 A 

Baal BBB 
Baa2 BBB- 
Baa2 BBB+ 
Baa3 BBB 
Baa2 BBB+ 
Aa3 AA- 
A3 AA 

Baa3 BBB 
Baa2 BBB 
A2 AA- 
A2 A+ 

Baa3 BBB 
A3 A 

Baa3 BBB 
Baa3 BBB 
Baa3 BBB- 
Baal A- 
A3 BBB+ 

Baal BBB 

Baa 1 A- 

% Utility 
Revenue 

94 
93 
70 
86 
73 
93 
90 
84 
73 
100 
98 
87 
74 
99 
96 
100 
78 
100 
74 
85 
100 
99 
99 

89 

Equity 
Ratio 
55 
50 
59 
46 
40 
48 
40 
47 
42 
55 
56 
43 
42 
49 
35 
40 
49 
34 
32 
39 
41 
42 
44 

44.7 

S&P 
Business 
Pmfile 

5 
7 
3 
2 
6 
6 
3 
6 
7 
4 
3 
4 
5 
1 
1 
6 
2 
6 
4 
3 
4 
5 
5 

4.3 
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MGE Energy Inc. 
NlCOR Inc 
Nisource Inc. 
Northeast Utilities 
Northwest Natural Gas Co 
NStar 
PG&E Corporation 
Piedmont Natural Gas Corp 
PNM Resources Inc. 
Southern Union 
Souhwest Gas Company 
Vectren Corporation 
Wisconsin Energy Corporation 
Xcel Energy Inc. 

$33.18 32.66 29.23 
$44.98 44.40 41.01 
$22.78 23.30 21.75 
$24.32 22.50 20.54 
$39.38 38.43 35.81 
$33.21 31.35 28.10 
$42.88 41.94 39.06 
$26.20 26.17 24.30 
$28.53 27.84 25.41 
$27.40 27.75 26.00 
$34.62 33.80 30.70 
$27.87 28.42 27.00 
$44.20 42.79 39.75 
$21.25 20.37 18.96 

33.83 31.02 
44.39 42.29 
23.03 21.00 
23.11 22.33 
38.53 36.70 
32.94 31.02 
42.37 40.40 
26.18 25.04 
28.94 26.37 
27.75 26.64 
34.00 31.83 
28.40 26.90 
43.06 40.86 
20.93 19.95 

34.09 32.24 
43.89 42.15 
21.88 20.88 
23.70 22.71 
40.08 37.67 
34.07 32.23 
42.51 40.72 
26.46 24.72 
28.80 27.44 
27.74 25.83 
34.19 32.30 
27.75 26.00 
43.79 41.84 
21.05 19.90 

34.83 32.17 
46.54 42.38 
23.66 21.48 
25.03 23.26 
41.94 38.85 
35.90 33.26 
43.65 41.49 
27.27 24.95 
29.08 27.47 
28.06 26.19 
36.74 32.80 
29.25 26.67 
46.99 43.75 
22.15 20.56 

34.99 32.32 
49.92 46.52 
24.76 23.05 
28.08 24.99 
41.51 38.53 
35.51 34.50 
46.05 42.58 
28.26 26.05 
30.89 27.76 
28.45 26.99 
37.87 35.05 
29.19 27.61 
47.00 45.27 
22.99 21.81 

37.00 33.80 
49.86 46.46 
24.80 23.72 
28.90 26.73 
43.69 40.80 
35.74 33.94 
48.17 45.66 
28.44 26.55 
32.07 30.23 
29.76 27.68 
39.37 36.77 
29.15 28.06 
48.70 46.55 
23.63 22.71 
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STAFF DCF APPROACH - GENERIC FINANCE METHOD 

Alliant Energy Corporation 
Ameren Corporation 
CH Energy Group Inc. 
Consolidated Edison Inc. 
DTE Energy 
Empire District Electric 
Energy East 
Entergy 
Exelon Corporation 
MGE Energy Inc. 
NlCOR Inc 
Nisource Inc. 
Northeast Utilities 

Northwest Natural Gas Co 
NStar 
PGBE Corporation 
Piedmont Natural Gas Corp 
PNM Resources Inc. 
Southern Union 

Souhwest Gas Company 
Vectren Corporation 
Wisconsin Energy Corporation 
Xcel Energy Inc. 

0.95 
0.75 
0.85 
0.75 
0.75 
0.8 
0.9 
0.85 
0.9 

0.75 
1.3 

0.95 
0.9 

0.75 
0.8 
1.15 

0.8 
1 

1.05 

0.85 

0.9 
0.8 
0.9 

$37.04 
$52.91 
$50.73 
$46.96 
$43.83 
$22.85 
$24.31 

$82.27 
$60.18 
$33.18 
$44.98 
$22.78 
$24.32 

$39.38 
$33.21 
$42.88 

$26.20 
$28.53 

$27.40 
$34.62 
$27.87 
$44.20 
$21.25 

2.60 

3.20 
3.25 
3.05 
3.50 
1.75 
2.00 
6.20 
6.00 
2.45 
2.80 
1.75 
1.70 
2.85 
2.75 
3.00 
1.75 
2.00 
2.20 

2.35 
1.90 
3.25 
1.75 

1.15 1.27 1.57 
2.54 2.54 2.54 
2.16 2.16 2.20 
2.30 2.32 2.38 
2.08 2.14 2.32 
1.28 1.28 1.28 
1.17 1.21 1.40 
2.16 2.16 2.88 
1.60 1.80 2.40 
1.39 1.40 1.44 
1.88 1.90 2.00 
0.92 0.92 1 .OO 
0.73 0.78 0.93 
1.39 1.43 1.70 
1.21 1.33 1.65 
1.34 1.42 1.66 
0.96 1 .OO 1.17 
0.86 0.92 1.10 
0.40 0.42 0.50 
0.82 0.82 0.82 
1.23 1.27 1.39 
0.92 0.96 1.10 
0.88 0.93 1.10 

20.85 22.75 26.10 
31.09 32.25 34.65 
31.97 33.35 35.50 
29.80 31.40 33.65 
32.44 34.25 36.25 
15.08 15.80 17.00 
19.45 19.75 21.25 
35.71 43.20 54.00 
13.89 18.20 28.75 
16.82 17.45 18.95 
18.36 20.20 22.80 
18.09 18.75 21 .OO 
18.46 17.35 19.55 
27.58 27.80 28.00 
14.37 15.65 19.00 
19.60 22.55 26.90 
11.53 12.40 13.85 
18.70 20.75 25.00 

14.43 17.00 22.50 
19.10 20.60 24.55 
15.01 15.80 17.40 
22.91 26.10 31 .OO 
13.37 14.40 16.00 

115 116 
207.2 216.8 
15.76 15.00 

255.00 263.00 
177.00 168.00 
30.25 33.00 
19.40 21.25 

208.20 215.80 
671 .OO 693.00 
20.70 20.70 
44.50 44.90 
273.00 275.00 
154.20 158.20 

27.50 28.00 
106.81 106.81 
374.00 386.00 
75.00 72.50 
70.50 74.50 
120.00 130.00 

42.00 45.00 
76.20 76.60 
117.00 117.00 
406.00 440.00 

7.32% 

0.00% 
0.61% 
0.85% 
2.73% 
0.00% 
4.98% 
10.06% 
10.06% 
0.94% 
1.72% 
2.82% 
6.04% 
5.93% 
7.45% 
5.34.Oh 
5.37% 
6.14% 

5.98% 
0.00% 
3.06% 
4.64% 
5.76% 
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STAFF DCF APPROACH - GENERIC FINANCE METHOD 

Alliant Energy Corporation 
Ameren Corporation 
CH Energy Gmup Inc. 
Consolidated Edison Inc. 
DTE Energy 
Empire District Electric 
Energy East 
Entergy 
Exelon Corporation 
MGE Energy Inc. 
NICOR Inc 
Nisource Inc. 
Northeast Utilities 
Northwest Natural Gas Co 
NStar 
PGBE Corporation 
Piedmont Natural Gas Corp 
PNM Resources Inc. 
Southern Union 
Souhwest Gas Company 
Vectren Corporation 
Wisconsin Energy Corporation 
Xcel Energy Inc. 

39.62% 10.19% 4.04% 0.22% 1.78 0.00 0.44 0.17% 4.20% 8.02% 
20.63% 9.35% 1.93% 1.14% 1.70 0.02 0.41 0.80% 2.73% 7.08% 
32.31% 9.25% 2.99% -1.23% 1.59 -0.02 0.37 -0.72% 2.27% 6.28% 
21.97% 9.17% 2.01% 0.78% 1.58 0.01 0.37 0.45% 2.46% 7.13% 
33.71% 9.75% 3.29% -1.30% 1.35 -0.02 0.26 -0.46% 2.83% 7.70% 
26.86% 10.42% 2.80% 2.20% 1.51 0.03 0.34 1.13% 3.93% 8.82% 
30.00% 9.53% 2.86% 2.30% 1.25 0.03 0.20 0.58% 3.43% 8.68% 
53.55% 11.91% 6.38% 0.90% 2.30 0.02 0.57 1.17% 7.55% 10.40% 
60.00% 22.46% 13.47% 0.81% 4.33 0.04 0.77 2.70% 16.17% 18.57% 
41.22% 13.11% 5.40% 0.00% 1.97 0.00 0.49 0.00% 5.40'30 9.00% 
28.57% 12.53% 3.58% 0.22% 2.45 0.01 0.59 0.32% 3.90% 7.81% 
42.86% 8.49% 3.64% 0.18% 1.26 0.00 0.21 0.05% 3.69% 7.60% 
45.29% 8.87% 4.02% 0.64% 1.32 0.01 0.24 0.20% 4.22% 7.63% 
40.35% 10.19% 4.11% 0.45% 1.43 0.01 0.30 0.19% 4.31% 8.15% 
40.00% 14.94% 5.98% 0.00% 2.31 0.00 0.57 0.00% 5.98% 10.19% 
44.67% 11.48% 5.13% 0.79% 2.19 0.02 0.54 0.94% 6.07% 9.29% 
33.14% 12.87% 4.26% -0.84% 2.27 -0.02 0.56 -1.07% 3.19% 7.31% 
45.00% 8.25% 3.71% 1.39% 1.53 0.02 0.34 0.73% 4.44% 7.86% 
77.27% 10.23% 7.91% 2.02% 1.90 0.04 0.47 1.82% 9.73% 10.91% 
65.11% 9.85% 6.41% 1.74% 1.81 0.03 0.45 1.41% 7.83% 9.53% 
26.84% 11.10% 2.98% 0.13% 1.86 0.00 0.46 0.1 1% 3.09% 7.64% 
66.15% 10.78% 7.1 3% 0.00% 1.93 0.00 0.48 0.00% 7.13% 9.06% 
37.14% 11.13% 4.13% 2.03% 1.59 0.03 0.37 1.20% 5.33% 9.77% 

Median 8.15% 
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INPUTS AND CALCULATIONS FOR STAFF CAPM 

Merril Lynch Cost of Market (October 2006) 11.30% 

Gas Proxy Group Beta 0.887 

Treasurv Rates 
10 year 30 year 

Average 
Risk Free Rate (7106 - 12106) 

Traditional CAPM Calculation 
Risk Free Rate + (Beta (Market Return - Risk Free Rate) 

Traditional CAPM Electric ROE 10.57% 

Zero Beta CAPM Calculation 
Risk Free Rate + (.75*Beta (Market Return - Risk Free Rate))+.(.25*(Market Return - Risk Free Rate)) 

Zero Beta CAPM Electric ROE 10.75% 
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RESEARCH 

New Business Profile Scores Assigned for U.S. Utility 
and Power Companies; Financial Guidelines Revised 
Publication date: 02-Jun-2004 
Credit Analyst: . . Ronald M Barone, Hew York (1) 212-438-7662; Richard W Cortright, Jr. , New York 

(1) 21 2-438-7665; Suzanne G Smith. New York (1 ) 21 2-438-21 06; John W Whiiock, 
New York (1) 212-438-7678; Andrew Watt, New York (1) 212-438-7868; Arthur F 
Simonson, New York (1) 212-438-2094 

Standard 8 Poor's Ratings Services has assigned new business profile scores to U.S. utility and power 
companies to better reflect the relative business risk among companies in the sector. Standard 8 Poor's 
also has revised its published risk-adjusted financial guidelines. The new business scores and financial 
guidelines do not represent a change to Standard & Poor's ratings criteria or methodology, and no ratings 
changes are anticipated from the new business profile scores or revised financial guidelines. 

New Business Profile Scores and Revised Financial Guidelines 
Standard & Poor's has always monitored changes in the industry and altered its business risk 
assessments accordingly. This is the first time since the 10-point business profile scale for U.S. investor- 
owned utilities was implemented that a comprehensive assessment of the benefits and the application of 
the methodology has been made. The principal purpose was to determine if the methodology continues to 
provide meaningful differentiation of business risk. The review indicated that while business profile scoring 
continues to provide analytical benefits, the complete range of the 1 0-point scale was not being utilized to 
the fullest extent. 

Standard 8 Poor's has also revised the key financial guidelines that it uses as an integral part of evaluating 
the credit quality of U.S. utility and power companies. These guidelines were last updated in June 1999. 
The financial guidelines for three principal ratios (funds from operations (FFO) interest coverage, FFO to 
total debt, and total debt to total capital) have been broadened so as to be more flexible. Pretax interest 
coverage as a key credit ratio was eliminated. 

Finally, Standard 8 Poor's has segmented the utility and power industry into sub-sectors based on the 
dominant corporate strategy that a company is pursuing. Standard 8 Poor's has published a new U.S. 
utility and power company ranking list that reflects these sub-sectors. 

There are numerous benefits to the reassessment. Fuller utilization of the entire 10-point scale provides a 
superior relative ranking of qualitative business risk. A simultaneous revision of the financial gu.idelines 
supports the goal of not causing rating changes from the recalibration of the business profiles. 
Classification of companies by sub-sectors will ensure greater comparability and consistency in ratings. 
The use of industry segmentation will also allow more indepth statistical analysis of ratings distributions 
and rating changes. 

The reassessment does not represent a change to Standard B Poor's criteria or methodology - - for ..- 
cjwmrt~nlng ratlngs tor utlllty and power companbs~Ea~us iness  profil@~%ie should be considered as 
the assignment of a new score; these scores do not represent improvement or deterioration in our 
assessment of an individual company's business risk relative to the previously assigned score. The 
financial guidelines continue to be risk-adjusted based on historical utility and industrial medians. 
Segmentation into industry sub-sectors does not imply that specific company characteristics will not weigh 
heavily into the assignment of a company's business profile score. 

Results 
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Previously, 83% of U.S. utility and power business profile scores fell between '3' and '6'. which clearly does 
not reflect the risk differentiation that exists in the utility and power industry today. Since the 10-point scale 
was introduced, the industry has transformed into a much less homogenous industry, where the 
divergence of business risk--particularly regarding management, strategy, and degree of competitive 
market exposure-has created a much wider spectrum of risk profiles. Yet over the same period, business 
profile scores actually converged more tightly around a median score of '4'. The new business profile 
scores, as of the date of this publication, are shown in Chart 1. The overall median business profile score 
is now '5'. 

Chart 1 

Chart l 

D'cstributbn of Business Profile Smres 

% of Companies 

1 2 3 4 5 6 7 8 9 10 

New Bustmess ProfiEe Score 

Table 1 contains the revised financial guidelines. It is important to emphasize that these metrics are only 
guidelines associated with expectations for various rating levels. Although credit ratio analysis is an 
important part of the ratings process, these three statistics are by no means the only critical financial 
measures that Standard 8 Poor's uses in its analytical process. We also analyze a wide array of financial 
ratios that do not have published guidelines for eachrating category. 

Table 1 

Revised Financial Guidelines 

Funds from operationslinterest coverage (x) 

Business Profile 
1 

2 

3 

4 

5 

6 

7 

AA A BBB BB -- 
3- 2.5 2.5 1.5 1.5 1 
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Funds from operationltotal debt (%) 

Business Profile AA A EBB BB ---- 
1 20 15 15 10 10 5 

Total debthotat capital (X) 
Business Profile AA A ' BBB ,. BE 

I 48 55 55 60 60 70 

2 45 52 52 58 58 68 

3 42 50 50 55 55 65 65 70 

4 38 45 45 52 52 62 62 68 

Again, ratings analysis is not driven solely by these financial ratios, nor has it ever been. In fact, the new 
financial guidelines that Standard & Poor's is incorporating for the specified rating categories reinforce the 
analytical framework whereby other factors can outweigh the achievement of othewise acceptable 
financial ratios. These factors include: 

Effectiveness of liability and liquidity management; 
'Analysis of internal funding sources; 
Return on invested capital; 
The record of execution of stated business strategies; 
Accuracy of projected performance versus actual results, as well as the trend; 
~ssessment of management's financial policies and attitude toward credit; and 
Corporate governance practices. 

Charts 2 through 6 show business profile scores broken out by industry sub-sector. The five industry sub- 
sectors are: 

Transmission and distribution-Water, gas, and electric; ________ __ --- - - 
Transmission only-Electric, gas, and other; 
Integrated electric, gas, and combination utilities; 
Diversified energy and diversified nonenergy; and 
Energy merchantlpower developerltrading and marketing companies. 

Chart 2 
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I 

Transmission and Distribution-Water, Gas, and 
E kctric 

% of Companies 

2 5 ,  

1 2 3 4 5 6 7 8 9 10 

Business Profile Score 

Chart 3 

mart3 

T~?snsmksbn O n l y - E M c ,  Gas, and Other 

1 2 3 4 5 5 7 8 9 10 

Business Profile Score 

Chart 4 
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mart 4 

Integrated Ekcfric, Gas, and Corn bination Utifities 

% of Companies 

Chart 5 

mad5  

~r~ Energy and DbersW Non-Energy 

1 2 3 4 5 6 7 8 3 10- 

Business Protile Score 

Chart 6 
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Chart 6 

Energy Merchantlttevelopersl'rrading and Marketing 

% d Companies 

1 2 3 4 5 6 7 8 9 10 

Business PrdRe Scores 

The average business profile scores for transmission and distribution companies and transmission-only 
companies are lower on the scale than the previous averages, while the average business profile scores 
for integrated utilities, diversified energy, and energy merchants and developers are higher. 

The Appendix provides the company list of business profile scores segmented by industry sub-sector and 
ranked in order of credit rating, outlook, business profile score, and relative strength. 

Business Pmfile Score Methodology 

Standard & Poor's methodology of determining corporate utility business risk is anchored in the 
assessment of certain specific characteristics that define the sector. We assign business profile scores to 
each of the rated companies in the utility and power sector on a 10-point scale. where '1' represents the 
lowest risk and '10' the highest risk. Business profile scores are assigned to all rated utility and power 
companies, whether they are holding companies, subsidiaries or stand-alone corporations. For operating 
subsidiaries and stand-alone companies, the score is a bottom-up assessment. Scores for families of 
companies are a composite of the operating subsidiaries' scores. The actual credit rating of a company is 
analyzed, in part, by comparing the business profile score with the risk-adjusted financial guidelines. 

For most companies, business profile scores are assessed using five categories; specifically, regulation, 
markets, operations, competitiveness, and management. The emphasis placed on each category may be 
influenced by the dominant strategy of the company or other factors. For example, for a regulated 
tKnf mlsSion and distri5ution company, regulation may account for 30% to 40% of the business profile 
score because regulation can be the single-most important credit driver for this type of company. 
Conversely, competition, which may not exist for a transmission and distribution company. would provide a 
much lower proportion (e.g., 5% to 15%) of the business profile score. 

For certain types of companies, such as power generators, power developers, oil and gas exploration and 
production companies, or nonenergy-related holdings, where these five components may not be 
appropriate, Standard & Poor's will use other. more appropriate methodologies. Some of these companies 
are assigned business profile scores that are useful only for relative ranking purposes. 
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As noted above, the business profile score for a parent or holding company is a composite of the business 
profile scores of its individual subsidiary companies. Again, Standard 8 Poor's does not apply rigid 
guidelines for determining the proportion or weighting that each subsidiary represents in the overall 
business profile score. Instead, it is determined based on a number of factors. Standard 8 Poor's will 
analyze each subsidiary's contribution to FFO, forecast capital expenditures, liquidity requirements, and 
other parameters, including the extent to which one subsidiary has higher growth. The weighting is 
determined case-by-case. 

Appendix: U.S. Utility and Power Company Ranking List 
U.S. Utility and Power Company Ranking List. 

Company Corporate Credit Rating Business Profile 

1. Regulated Transmission and Distribution - Electric. Gas. and Water 
Baton Rouge Water Works Co. (The) AAIStablel- 

Niwr Gas Co. AAIStaWA-I + 

Niwr Inc. AAIStabldA-I + 

Washington Gas Light Co. AA-IStablelA-I + 

WGL Holdings Inc. AA-ISiablelA-I + 

New Jersey Natural Gas Co. A+IStablelA-1 

Aqua Pennsylvania A+IStablel- 

KeySpan Energy Delivery Long Island A+Megativel- 

KeySpan Energy Delivery New York A+/Negative/- 

Elizabethtown Water Co. A+Megativel- 

California Water Service Co. A+INegativel- 

Questar Gas Co. A+Negative/- 

Southern California Gas Co. AIStablelA-1 

Boston Edison Co. AIStabldA-1 

Commonwealth Electric Co. AIStablel- 

dambridge Electric Light Co. AISteblel- 

.. T. NSTAR AIStablelA-1 

Massachusetts Electric Co. AIStablelA-1 

Narragansett Electric Co. AIStablelA- 1 

Northwest Natural Gas Co. AIStaWA- I 

Connecticut Water Service Inc. AIStableI - 
Connecticut Water Co. (The) AlStabld - 
Aquarion Co. AlStablel- 

Aquanon Water Co. of Connecticut AIStablel- 

NSTAR Gas Co. AIStablel- 

Piedmont Natural Gas Co. Inc. AIStaMdA-1 

National Grid USA AIStablelA-1 

Consolidated Edison ~ o . ' o f  New York I&. AIStablelA-I 

Orange and Rodtland Utilities Inc. AIStablelA-1 

Rockland Electric Co. AISta blel- 

Consolidated Edison Inc. AIStabklA-1 

Laclede Gas Co. AIStablelA-1 

Wlede Group Inc. AIStablel- 

Atlantic City Sewerage Co. AIStablel- 

Niagara Mohawk Power Corp. AIStablel- 

Central Hudson Gas (L Electric Co. AIStablel- 

American Water Capital Corp. AINegative/ 

Boston Gas Co. AINegativel- 

Colonial Gas Co. AINegativel- 

Middlesex Water Co. AINegativel- 
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York Water Co. (The) 

Alabama Gas Corp. 

Atlanta Gas Light Co. 

Public Service Co. of North Carolina Inc. 

Wisconsin Gas Co 

North Shore Gas Co. 

Peoples Gas Light 8 Coke Co. 

ONEOK Inc. 

Indiana Gas Co. Inc. 

Southern California Water Co. 

American States Water Co. 

Unlted Water New Jersey 

United Waterworks 

PPL Electric Utilities Corp. 

Commonwealth Edison Co. 

PECO Energy Co. 

Central Illinois Public Co. 

Western Massachusetts Electric Co. 

Cascade Natural Gas Corp. 

South Jersey Gas Co. 

Bartimore Gas 8 Electric Co. 

Connedicut Natural Gas Corp. 

Southern Conneclicut Gas Co. 

Central Maine Power Co. 

Atlantic City Eledric Co. 

Potomac Electric Power Co. 

Delmarva Power 6 Light Co. 

Yankee Gas Services Co. 

Connecticut Light 8 Power Co. 

UGI Utilities Inc. 

Bay State Gas Co. 

AEP Texas Central Co. 

AEP Texas NoM, Co. 

Southwest Gas Corp. 

Columbus Southern Power Co. 

Ohio Power Co. 

Public Service Electric L Gas Co. 

Oncor Electric Delivery Co. 

Southern Union Co. 

Centerpoint Energy Houston Electric LLC 

Centerpoint Energy Resources Corp. 

Duquesne Light Co. 

Duquesne Light Holdings Inc. 

TXU Gas Co. 

Jersey Central Power B Light Co. 

Metropolitan Edison Co. 

Pennsylvania Electric Co. 

Texas-New Mexico Power Co. 

AmeriGas Partners L.P. 

NU1 Utilities Inc. 

Suburban Propane Partners L.P. 

Star Gas Partners L.P. 

A-/Stable/- 

A-/Stable/- 

A-/Stable/- 

A-IStableIA-2 

A-lSta blelA-2 

A-ISlablelA-2 

A-ISta blelA-2 

A-IStablelA-2 

A-Mega tivel- 

A-Negativel- 

A-Negati l -  

A-/Negative/- 

A-tNegativel- 

AJNegativel- 

A-INegativeIA-2 

A-INegativdA-2 

A-ICW-Negl- 

BBB+/Stablel- 

BBB+IStable/- 

BBB+/Stable/- 

BBB+IStaMe/A-2 

BBB+Negativel- 

BBB+/Negative/- 

BBB+lNegative/- 

BBB+Negative/A-2 

BBB+INegativelA-2 

BBB+INegativelA-2 

BBB+INegative/- 

BBB+INegative/- 

BBB+INegativel- 

BBBIStablel- 

BBBIStablel- 

BBB/Stable/- 

BBB-/Stab&- 

BBBIStaMel- 

BBB/Stablel- 

BBBIStablelA-2 

BBBINegativel- 

BBBINegativel- 

BBBINegativel- 

BBBINegativeI- 

BBBINegativel 

BBBMegativd - 
BBBICW-Devl- 

BBBJStablel- 

BBBIStablel- 

BBBJStableI- 

BB+lStablel- 

BB+IStable/- 

BBICW-Devl- 

BB-/Stable/- 

BB-IStablel- 
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SEMCO Energy Inc. BB-Negalivet- 5 

Ferrellgas Partners L.P 

Polornac Edison Co. 

West Penn Power Co. 

lllinova Corp. 

Northwestern Cop. 

2. Transmission Only -Electric, Gas, and Other 

Questar Pipeline Co. A+INegativel- 

Mid-West Independent Transmission System Operator Inc. NStablel- 

American Transmission Co. NStabldA-1 

New England Power Co. NStablelA-1 

Colonial Pipeline Co. NStablalA-1 

Dixie Pipeline Co. -/-/A- 1 

Plantation Pipeline Co. -/-/A-1 

Explorer Pipeline Co. NStabWA-1 

Northern Natural Gas Co. A-/Positive/- 

Buckeye Partners L.P. A-IStabld- 

Kern River Gas Transmission Co. A-/Negative/- 

Northern Border Pipeline Co. A-ICW-NW- 

Texas Gas Transmission LLC BBB+IStabW- 

Iroquois Gas Transmission System L.P. BBB+IStable/- 

Florida Ges Transmission Co. BBBIStablel- 

International Transmission Co. BBWStable 

ITC Holding Corp. BBBIStable 

Texas Eastern Transmission L.P. BBBIStablel- 

PanEnergy Corp. BBBIStablel- 

TE Products Pipeline Co. L.P. BBBIStablel- 

TEPPCO Partners L.P. BBWStablel- 

Panhandle Eastern Pipeline LLC BBBNegativeI- 

Noark Pipeline Finance LLC BBBINegativel- 

Southern Star Central Gas Pipeline Inc. BBIStabld- 

Transwestem P~peline Co. BWCW-Devl- 

Transcontinental Gas Pipe tine Corp. B+/Negative/- 

Northwest Pipeline Corp. B+Megative/- 

Colorado Interstate Gas Co. &Negative/- 

Southem Natural Gas Co. EMegativd- 

ANR Pipeline Co. WNegativd- 

Tennessee Gas Pipeline Co. EINegativel- 

El Paso Tennessee Pipeline Co. BINegativel- 

El Paso Natural Gas Co WNegativel- 

Gas Transmission-Northwest Corp. CCICW-Pod- 

3. Integrated Electric. Gas, 
Wisconsin Public Service Corp. 

Madison Gas 8 Electric Co. 
Soiith-eem 

Georgia Power Co. 

Alabama Power Co. 

Mississippi Power Co. 

Gulf Power Co. 

Savannah Electric & Power Co. 

San Diego Gas & Electric Co. 

MidAmerican Energy Co. 

and Combination Utilities 
AA-IStaMelA-l+ 

AAINegativelA-l+ 

N ~ G b l e 1 ~ -  1 

NStablelA-1 

NStablelA-1 

NStabldA-1 

NStableI- 

NStablel- 

NStaMdA-1 

NStaMeIA-1 
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Questar Corp. 

Equitable Resources Inc. 

Florida Power K Light Co. 

South Carolina Electric K Gas Co. 

SCANA Corp. 

Wisconsin Electric Power Co. 

AGL Resources Inc. 

Virginia Electric K Power Co. (Dominion Virginia) 

Idaho Power Co. 

IDACORP Inc. 

Energen Corp. , 

Vectren Utility Holdings Inc. 

Wisconsin Power B Light Co. 

Atmos Energy Corp. 

Southern Indiana Gas B Electric Co. 

Montana-Dakota Utilities Co. 

PacifiCorp 

Northern Border Partners L.P. 

Central Illinois Light Co. 

CILCORP 

Union Electric Co. 

Ameren Corp. 

Cincinnati Gas K Electric Co. 

Oklahoma Gas B ~l&r ic  Co. 

Northern States Power Wisconsin 

Kentucky Utilities Co. 

Louisville Gas B Electric Co. 

Allete Inc. 

Wisconsin Energy Corp. 

PSI Energy Inc. 

Union Light Heat B Power Co. 

Hawaiian Electric Co. Inc. 

Enogex Inc. 

National Fuel Gas Co. 

Energy East Corp. 

RGS Energy Group Inc. 

Rochester Gas & Electric Corp. 

Michigan Consolidated Gas Co. 

Interstate Power & Light Co. 

Public Service Co. of New Hampshire 

Kaneb Pipe Line Operating Partnership L.P. 

Consolidated Natural Gas Co. 

Detroit Edison Co. 

Questar Market Resources Inc. 

Portland General Electric Co. 

Columbia Energy Group 

NiSource lnc. 

Xcel Energy Inc. 

Public Service Co. of Colorado 

Northern States Power Co. 

Southwestern Public Service Co. 

Appalachian Power Co. 

-/-/A- I 

AlStablelA-I 

AINegativelA-1 

A-IStablelA-2 

A-IStablel- 

A-ISta blelA-2 

A-IStablelA-2 

A-IStablelA-2 

A-IStablelA-2 

A-IStableIA-2 

A-ISta ble/- 

A-MegativelA-2 

A-MegativdA-2 

A-INegativeJA-2 

A-lNegativel- 

AMegativel- 

A-MegativelA-2 

A-ICW-Negl- 

A-/C W-Negl- 

AXW-Negl- 

A-ICW-NeglA-2 

A-ICW-NegIA-2 

BBB+IStabWAZ- 

BBB+/StablelA-2 

BBB+/Stable /A-2 

BBB+IStablelA-2 

BBB+IStabldA-2 

BBB+/Stable/A-2 

BBB+/StaMe/A-Z 

BBB+IStablalA-2 

BBB+IStablel- 

BBB+IStablelA-2 

BBB+/Stablel- 

BBB+IStablelA-2 

BBB+INegativel-A2 

BBB+INegative/- 

BBB+INegativel- 

BBB+INegativelA-2 

BBB+INegativelA-2 

BBB+/Negative/- 

BBB+Megativel- 

BBB+MegativelA-2 

BBB+MegatiiA-2 

BBB+Negativel- 

BBB+ICW-Neg JA-2 

BBBlStablel- 

BBBIStablel- 

BBBIStablelA-2 

BBBIStable /A-2 

BBBIStaMe /A-2 

BBBlStable /A-2 

BBBlStablel- 



L - -  - - *  ., , ., .. YIU...IoU I I V I I 1 b  L ) b ~ ~ ~ a  A ~ S I ~ I I G U  ~ v r  u.3. utliiry ana rower Comp ... Page 11 of 13 

Kentucky Power Co. 

Public Service Co. of Oklahoma 

Southwestern Electric Power Co. 

Northern Indiana Public Service Co. 

Entergy Arkansas Inc. 

Entergy Louisiana Inc. 

Progress Energy Florida 

Progress Energy Carolinas Inc. 

Kansas City Power 8 Light Co. 

PNM Resources Inc. 

-SouthemCali i ia Edison Co. 

Empire District Electric Co. 

Entergy Mississippi Inc. 

Entergy New Orleans Inc. 

Duke Energy Field Services LLC 

Arizona Public Service Co. 

TXU U.S. Holdings Co. 

Pinnacle West Capital Corp. 

Cleco Power LLC 

Puget Sound Energy Inc. 

Puget Energy Inc. 

Green Mountain Power Corp. , 

Public SeMce Co. of New Mexico 

Pacfic Gas & Electric Co. 

Cleveland Electric Illuminating Co. 

Ohio Edison Co. 

Toledo Edison Co. 

Pennsylvania Power Co. 

El Paso Electric Co. 

Centrat Vermont Public Semce Corp. 

Entergy Gulf States Inc. 

System Energy Resources hc. 

Tampa Electric Co. 

Black Hllls Power Inc. 

Westar Energy Inc. 

Kansas Gas 8 Electric Co. 

Indianapolis Power 8 Light Co. 

IPALCO Enterprises Inc. 

Enterprise Products Operating L.P. 

Enterprise Products Partners L.P. 

GulfTena Energy Partners L.P. 

Consumers Energy Co. 

Tucson Electric Power Co. 

Dayton Power L Light Co. 

Monongahela Power Co. 

Nevada Power Co. 

Sierra Pacific Power Co. 

Sierra Paeific Resources 

BBBIStablel- 

BBWStablel- 

BBBIStablel- 

BBWSta blel- 

BBWStablel- 

BBBIStablel- 

BBBIStablel- 

BBBIStablelA-2 

BBBlStablelA-2 

BBBIStablel- 

BBBIStablelA-2 

BBBIStabldA-2 

BBWStabld- 

BBBlStabld- 

BBB/StablelA-2 

BBWNegativeIA-2 

BBBINegativel- 

BBBfNegatiiA-2 

BBWNegativelA-3 

BBB-lP0~1liiA-3 

BB5lP&~el- 

BBWStabld- 

BBB-IStableJA-2 

BBWStablel - 
.EBB-IStablel- 

BBB-Stable/- 

BBEIStaMel- 

BBEIStaMd- 

BBB-IStaMel- 

BBBJStablel- 

BBB-IStabld- 

BBB-/Stable/- 

BBB4NegativelA-3 

BBBAegativeI- 

BB+IPositivel- 

BB+IPositive/- 

BB+IStablel- 

BB+IStabld- 

BB+IStablel- 

BB+IStabld- 

BB+ICW-Nd- 

BWNegativeI- 

BBICW-Negl- 

BBICW-Negl - 
w s t a w -  

B+INegativd- 

B+INegativel- 

B+INegativel- 

4. Diversified Energy and Diversified Non-Energy 

WPS Resources Corp. AISta blelA-1 

KeySpan Corp. AINegativelA-I 

FPL Group Inc. AINegativel- 
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Peoples Energy Corp. 

Vectren Corp. 

PacifiCorp Holdings Inc. 

Exelon Corp. 

MDU Resources Group Inc. 

Centennial Energy Holdings Inc. 

Otter Tail Cop. 

Kinder Morgan Energy Partners L.P. 

Northeast Utilities 

OGE Energy Cop. 

LGgE Energy Corp. 

Cinergy Corp. 

Constellation Energy Group Inc. 

Sempra Energy 

Pepco Holdings Inc. 

Conectiv 

Alliant Energy Corp. 

DTE Energy Co. 

Dominion Resources Inc. 

Kinder Morgan Inc. 

American Electric Power Co. Inc. 

Entergy Corp. 

Hawaiian Electric Industries Inc. 

Progress Energy Inc. 

PPL Corp. 

Public Service Enterprise Group Inc. 

Great Plains Energy Inc. 

Duke Energy Corp. 

Duke Capital Cop. 

TXU Cop. 

Centerpoint Energy Inc. 

Clew Corp. 

Potornac Capital Investment Corp. 

MidAmerican Energy Holdings Co. 

FirstEnergy Corp. 

TECO Energy Inc. 

Black Hills Corp. 

Avi* Corp. 

Edison International 

TNP Enterprises 

New York Water Service Cop. 

CMS Energy Corp. 

DPL Inc. 

Williams Companies Inc. m e )  

Allegheny Energy Inc. 

Dynegy Inc. 

Dynegy Holdings Inc. 

El Paso CGP Corp. 

Aquila Inc. 

El Paso Corp. 

A-IStableIA-2 

A-/Negative/- 

A-/Negative/- 

A-INegativelA-2 

A-/Negalive/A-2 

A-/Negative/A-2 

A-/Negative/- 

BBB+IStablelA-2 

BBB+/Stablel- 

BBB+IStablelA-2 

BBB+IStablel- 

BBB+IStablelA-2 

BBB+IStablelA-2 

BBB+IStablelA-2 

BBB+INegativelA-2 

BBB+INegativel- 

BBB+INegativelA-2 

BBB+INegativelA-2 

BBB+INegativelA-2 

BBBIStablelA-2 

BBBIStaMelA-2 

BBWStabW- 

BBWStableIA-2 

BBWStabWA-2 

BBBIStablel- 

BBWStablelA-2 

BBBISCeblel- 

BBWStaMelA-2 

BBBJStablelA-2 

BBBINegativel- 

BBBlNegativel- 

BBWNegativelA-3 

BBBINegativel- 

BBEIPositivel- 

BBB-IStablel- 

BBB-NegativalA-3 

BBB-INegativel- 

BB+IStablel- 

BB+IStBblel- 

BB+IStaMel- 

BBlStable 

BBlNega W- 

BB- ICW-Negl- 

B+iNegative/- 

WStablel- 

WNegativel- 

WNegativel- 

BJFlegativel- 

SINegafivel- 

B-INegativel- 

5. Energy MerchantslPower Developenrrrading and Marketing 

Entergy-Koch L.P. &Stable/- 
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i KeySpan Generat~on LLC AINegativel- 5 
! 
i FPL Group Capital AINegativelA-1 8 

1 Exelon Generation Co A-INegativelA-2 8 

AmerenEnergy Generating Co 

Southem Power Co. 

LG&E Capital Corp. 

Alliant Energy Resources Inc. 

American Ref-Fuel Co. LLC 

PSEG Power LLC 

PPL Energy Supply LLC 

TXU Energy Co. LLC 

A-IC W-NegI- 

BBB+IStablel- 

BBB+IStablelA-2 

Duke Energy Trading and Marketing LLC BBB-/Negative/- 10 

Northeast Generation Company 

Cogentrix Energy 

PSEG Energy Holdings Inc. 

AES Cop. 

NRG Energy Inc. 

Allegheny Energy Supply Co. LLC 

Reliant Resources Inc. 

Calpine Corp 

Edison Mission Energy 

BB+INegativd- 

BB-ISta blel- 

BB-/Stable/- 

B+IStablel- 

Orion Power Holdings Inc BINegatiW- 

Rellant Energy Mid-Atlantic Power Holdings LLC WNegatiW- 

Mirant Americas Generation Inc. 

Mirant Americas Energy Marketing LP. 

Mirant Corp. 

NEGT Energy Trading Holdings Corp 

PGBE National Energy Group 

USGen New England Inc. Dl-I- 10 
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Exhibit - (PJB-4) 

Merrill Lynch CAPM - DCF 
Estimates of ROE 

Alliant Energy Corporation 
Ameren Corporation 
CH Energy Group Inc. 
Consolidated Edison Inc. 
DTE Energy 
Empire District Electric 
Energy East 
Entergy 
Exelon Corporation 
MGE Energy Inc. 
NlCOR Inc 
Nisource Inc. 
Northeast Utilities 
Northwest Natural Gas Co 
NStar 
PG&E Corporation 
Piedmont Natural Gas Corp 
PNM Resources Inc. 
Southern Union 
Souhwest Gas Company 
Vectren Corporation 
Wisconsin Energy Corporation 
Xcel Energy Inc. 

10.50% 
8.40% 

7.40% 
9.20% 

9.30% 

11 .OO% 
10.20% 

9.00% 
11 .40°h 
8.40% 
1 1.70% 
12.50% 
7.70% 
9.10% 
7.60% 
13.50% 

lbledian ROE 

9.00% 
9.20% 

9.00% 
9.60% 

8.20% 

9.40% 
9.70% 

8.70% 

9.10% 
8.80% 

9.25% 9.05% 
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Merrill Lynch Universe SectorllndustrylCompany Factor Evaluation 

# of 
Comp 

HEALTH CARE 133 
HEALTH CARE EQUIP 20 
HEALTH CARE PROV 37 
HEALTH CARE TECH 2 
BIOTECH 35 
PHARMACEUTICALS 28 
LIFE SCIENCES 11 

FlNANClALS 246 
BANKS 63 
THRIFTS 8 MORTGAGE 14 
DiV FlNANClALS 8 
CONSUMER FINANCE 3 
CAPITAL MARKETS 36 
INSURANCE 49 
REITS 71 
REAL ESTATE MGMT & 2 

INFO TECH 204 
INTERNET SOFTWARE 12 
IT SERVICES 32 
SOFTWARE 44 
COMMUNICA. EQUIP 18 
COMPUTERS & PERIPH 21 
ELECTR EQUIP 8 INSTR 23 
OFFICE ELECTR 1 
SEMICONDUCTORS 53 

TELECOMMUNICATION 25 
DIVERSIFIED TELECOM 13 
WIRELESS TELECOM 12 

UTILITIES 64 
ELECTRIC UTILITIES 18 
GAS UTILITIES 10 
MULTI-UTILITIES 23 
INDEP POWER PROD & 3 

ML UNIVERSE 1151 
SBP 500 500 

Valuation -- Exmctationhl 
Impl. Reqd DDM Eqty. ML Adj PlE Pricel Earninas I 

Return Return Alpha Duration Beta Ratio Book Yield Sumrise Rlsk Tor~edo Dlsoer. ELL Rev. 
EPS Growth 

2006 2007 
8 13 



Merrill Lynch Universe SectorllndustrylCompany Factor Evaluation 

# of 
Comp 

ENERGY 82 
ENERGY EQUIP & SVS 22 
OIL & GAS 60 

MATERIALS 30 
CHEMICALS 16 
METALS & MINING 14 

INDUSTRIALS 110 
AEROSPACE & DEF 15 
BLDGS PRODUCTS 2 
CONSTR. & ENGR 6 
ELECTRICAL EQUIP 8 
IND CONGLOMERATES 4 
MACHINERY 18 
TRADING COMPANIES 4 
COMMERCIAL SVS 22 
AIR FREIGHT & LOGIS 5 
AIRLINES 13 
MARINE 2 
ROAD & RAIL 10 
TRANSPORT INFRA 1 

CONSUMER DlSCR 205 
AUTO COMP 12 
AUTOMOBILES 3 
HOUSEHOLD DURABLES 12 
LEISURE EQUIP & 6 
TEXTILES, APPAREL 14 
HOTELS, 33 
DW CONSUMER SVS 12 
MEDIA 51 
DISTRIBUTORS 1 
INTERNET 8 CATALOG 9 
MULTILINE RETAIL 12 
SPECIALTY RETAIL 40 

CONSUMER STAPLES 62 
FOOD & STAPLES 16 
BEVERAGES 7 
FOOD PRODUCTS 24 
TOBACCO 4 
HOUSEHOLD 6 
PERSONAL PRODUCTS 5 

Valuation ---------Ex~ectatlor/al 
Impl. Reqd DDM Eqty. ML Ad] PIE Pricel Eamln 

Return Return Alpha Duratlon 0eta Ratio Book Yleld Surprise Rlsk T o t p z o  Dlsper. dst. Rev. 
11.7 10.5 1.2 25.3 0.88 11.5 2.74 1.6 3 7 5 8 6 20 10 

79 39 
14 6 
34 -3 
9 3 

.68 -7 
22 14 
14 21 
1 -20 

18 35 
26 15 
13 12 
21 5 
16 I 1  
16 12 
15 12 

nrn 53 
90 24 
30 13 
69 16 
16 14 
19 32 

nm 48 
-23 -35 
147 80 

8 13 
14 14 
-1 12 
33 26 
10 11 
1 22 

18 17 
8 13 
0 9 

11 11 
8 10 
0 8 
4 5 
6 13 
-6 2 



Merrill Lynch Universe Sectorllndustry Factor Evaluation 

Growth Sectorq 
Growth 
Growth Cyclical 
Growth Defensive 
Cyclical 
Defensive 

EPS Sumrise 
Most Optimistic 
Optimistic 
Neutral 
Less Optimistic 
Not Optimistic 
Uncoded 

Qualltv Rank 
A+ 
A 
A- 
B+ 
B 
B- 
C & D 
Not Rated 
B+ or Better 
B or Worse 

ML Universe 
S&P 500 

Valuation - --Exwctational 
# o f  X ML Imol. Read DDM Eatv. ML Adl PIE Price1 -Earnlnas PR 5yr 

Camp Univ ~ e t u m  ~et;m Alpha ~ u & t i o n  Beta- Ratio ~ o o k  Yield Surprise Risk To-do Dlsper. Es t  Rev. ~ & h  
EPS Growth 

2006 2007 



Merrill Lynch Universe Sectorllndustry Factor Evaluation 

- 
% ML Impl. 

-Valuation 
Reqd DDM Eqty. 

-Exoectatlonal 
Eamlnas PR 5yr EPS Growth 

Surprise Risk Torpedo Disper. Eat Rev. Grwth 2006 2007 
lr of 

Comp 
ML Adj 

Beta 
PIE Price1 

Ratio Book Yield Univ Return Return Alpha Duratlon 

Economic Sectors 
Energy 
Materials 
industrials 
Consumer Discretionary 
Consumer Staples 
Health Care 
Financials 
information Technology 
Telewmmunication 
Utiliies 

Capitalization Sectors ($ Mllllonl 
51 To 1222 230 

Rlsk Seetom 
-1.59 To 0.63 227 
0.64 To 0.84 
0.85 To 1.09 
l. lOTo 1.53 
1.54 To 4.84 
Uncoded 

DDM Alpha 
Most Undervalued 
Undervalued 
Fair Value 
Overvalued 
Most Overva\ued 
Uncoded 

Duration 
12.12 To 24.81 
24.86 To 28.32 
28.33 To 31.25 
31.29 To 35.10 
35.10 TO 74.38 
Uncoded 

Quantitative Profiles - December 2006 1 7 



Merrill Lynch Universe SectorllndustrylCompany Factor Evaluation 

- -Valuation 
% of Impl. Reqd DDM Eqty. ML Ad] PIE Price1 
ML Return Return Aloha Duration Beta Ratio Book Yield 

Ex~ectatlonal 
Eamlnas 

Surprise Risk Torpedo Dlsper. Est. Rev. 
3 7 5 8 6 

# of 
Comp 

ENERGY 82 
ENERGY EQUIP & SVS 22 

BAKER HUGHES INC 
BJ SERVICES CO 
COOPER CAMERON 
DIAMOND 
ENSCO INTL 
F MC 
GLOBALSANTAFE 
GRANT PRIDECO 
HALLIBURTON CO 
NABORS INDUSTRIE 
NATIONAL 
NOBLE CORP 
OIL STATES INC 
PAlTERSON-UTI 
PRIDE INTL INC. 
ROWAN COS INC 
SCHLUMBERGER 
SMITH INTERNAT10 
TODCO 
TRANSOCEAN INC 
UNIVERSAL 
WEATHERF ORD 

OIL 6 GAS 60 
ALPHA NATURAL 
ANADARKO 
APACHE CORP 
ARCH COAL 
BOARDWALK 
BUCKEYE GP 
BUCKEYE 
CABOT OIL 8 GAS 
CHENIERE 
CHEVRON CORP 
CIMAREX 
CONOCOPHILLIPS 
CONSOL ENERGY IN 
DEVON ENERGY 
EL PAS0 CORP 

Page 1 



Merrill Lynch Universe SectorllndustrylCompany Factor Evaluation 

# of 
Comp 

ENBRIDGE ENERGY 
ENBRIDGE ENERGY 
ENERGY PARTNERS 
ENERGY TRANSFER 
ENTERPRISE GP 
ENTERPRISE L.P. 
EOG RESOURCES 
EXXON MOBlL CORP 
FOREST OIL 
FOUNDATION 
FRONTIER OIL 
HESS CORP 
HOUSTON EXP 
KAYNE ANDERSON 
KINDER MORGAN 
KINDER MORGAN IN 
KINDER MORGAN 
MAGELLAN HLDGS 
MAGELLAN MID 
MARATHON OIL COR 
MASSEY ENERGY 
MCMORAN 
MURPHY OIL 
NEWFIELD 
NOBLE ENERGY 
OCCIDENTAL 
ONEOK 
PEABODY ENERGY 
PIONEER NAT RES 
PLAINS AA 
POGO 
SUNOCO INC 
SUNOCO 
SYNTROLEUM 
TC PIPELINES LP 
TEPPCO PARTNERS 
TESORO 
VALERO ENERGY 
VALERO GP 
VALERO LP 

Valuation 
% of Impl. Reqd DDM Eqty. ML Adj PIE Price1 
ML Return Return Alpha Duntion Beta Ratio Book Yield 

Ex~ectaUondl 
Earnlnas 

Surprise Risk Torpedo Dlroer. Est. Rev. 
PR Syr 
Gfwth 

3.0 
3.0 
5.0 
8.0 
13.0 
5.0 
8.0 
8.3 
5.0 
30.0 
6.2 
12.1 
5.0 

6.0 
11.2 
4.0 
13.5 
3.0 

26.6 
40.0 

27.1 
5.0 
3.0 
5.0 
5.0 
25.0 
3.0 
5.0 
3.0 
12.4 
5.0 

5.0 
3.0 
4.1 
3.1 
10.0 
5.0 

EPS GmwVl 
2006 2007 

53 0 
51 -13 
4 8  -36 
60 4 
354 25 
16 -8 13 a 

18 7 
-33 71 
-21 38 
56 -22 
40 21 
-23 20 
nrn nm 
-8 -1 
12 7 
-2 1 2 
nm 18 
16 -3 
4E -12 
4@ 456 
nm 184 
-15 41 
a 21 
15 -1 
8 5 
35 -12 
53 52 
-31 34 
5 -5 

-47 23 
5 -9 
5 9 

nm nm 
-2 4 
2 5 
32 -26 
20 -13 
nrn 90 
-8 17 

Page 2 





Merrill Lynch Universe SectorllndustrylCompany Factor Evaluation 

# o f  K of 
Camp ML 

ALLlANT TECH 
ARMOR HOLDINGS 
BOEING CO 
GENERAL 
GOODRICH CORP 
HONEYWELL 
L-3 
LOCKHEED 
MOOG INC. 
NORTHROP 
PRECISION CAST 
RAYTHEON CO 
ROCKWELL 
TRIUMPH GROUP 
UNITED 

BLDGS PRODUCTS 2 0.09 
GOODMAN 
MASCO CORP 

CONSTR. 6 ENGR 6 0.13 
FLUOR CORP 
INFRASOURCE 
INSITUFORM TECH 
JACOBS ENG. 
THE SHAW GROUP 
URS CORP. 

ELECTRICAL EQUIP 8 0.44 
AMETEK INC. 
BELDEN 
EMERSON 
GENERAL CABLE 
HUBBELL INC -B 
ROCKWELL 
ROPER 
THOMAS & B E n S  

IND CONGLOMERATES 4 3.47 
3M CO 
GENERAL 
TEXTRON INC 
TYCO INTERNATION 

MACHINERY 18 1.39 

--Valuation Ex~ectatlonal 
Impl. Reqd DDM Eqty. ML Adj PIE Price1 arnin 

Return Return A l ~ h a  Duntion b e  Ratio Book Yleld S-~Tom~~o D I s a .  EA Rev. 
EPS Growth 

2006 2007 

Page 4 



Merrill Lynch Universe SectorllndustrylCompany Factor Evaluation 

AGCO CORP 
CATERPILLAR INC 
CRANE CO 
DANAHER CORP 
DEERE & CO 
DONALDSON CO 
DOVER CORP 
EATON CORP 
ILLINOIS TOOL WO 
INGERSOLL-RAND C 
ITT CORP 
NAVISTAR 
PACCAR INC 
PALL CORP 
RBC BEARINGS 
SPX CORP 
T EREX CORP. 
TIMKEN COMPANY 

TRADING COMPANIES 
GRANGER (W W) I 
MSC INDUSTRIAL 
RUSH 
UAP HOLDING 

COMMERCIAL SVS 
ADESA 
ALLIED WASTE IN0 
CINTAS CORP 
DONNELLEY (R R) 
G&K SERVICES 
GCA 
HEIDRICK & 
HERMAN MILLER 
IKON OFFICE 
KELLY SERVICES 
KNOLL INC. 
KORNlFERRY INTL. 
LABOR READY 
MANPOWER 
PITNEY BOWES 
REPUBLIC SVCS 

Valuation - Ex~ectational 
# o f  X of Impl. Repd DDM Eqty. ML Adj PIE Price1 -Earninas 

Comp ML Return Return Alpha Duration Beta Ratio Book Yield Surprise Risk Torpedo Dlsper. Est. Rev. 
EPS Gmwth 

2006 2007 
-30 70 
26 10 
20 15 
16 16 
13 7 
19 14 
33 19 
17 0 
17 10 
10 0 
14 17 

nm nm 
29 -34 
4 10 

nrn 18 
61 13 
99 20 
6 13 

16 11 
13 12 
22 14 
28 -28 
19 23 
16 12 
7 13 

16 22 
15 18 
10 8 
5 17 

-5 21 
-6 26 
39 23 
24 14 
47 14 
37 23 
20 17 
14 1 
30 19 
9 9 

15 11 
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Merrill Lynch Universe Sector/lndustry/Company Factor Evaluation 

P of 
Comp 

RESOURCES 
ROBERT HALF 
STERICYCLE INC. 
TALE0 CORP 
WASTE 
WASTE 

AIR FREIGHT B LOGlS 5 
C.H. ROBINSON 
EGL, INC. 
FEDEX CORP 
FORWARD AIR 
UNITED PARCEL SE 

AIRLINES 13 
AIRTRAN 
ALASKA AIR 
AMR CORP 
CONTINENTAL AIR 
EXPRESSJET 
FRONTIER AIR 
JETBLUE AIRWAYS 
MESA AIR GROUP 
REPUBLIC AIRWAYS 
SKYWEST, INC. 
SOUTHWEST AlRLlN 
U AL 
US AIRWAYS 

MARINE 2 
AMERICAN COMMER 
KIRBY CORP 

ROAD 6 RAIL 10 
ARKANSASBEST 
BURLINGTON 
CON-WAY INC. 
CSX CORP 
J.B. HUNT TRANS 
NORFOLK 
SWIFT 
UNION PACIFIC CO 
WERNER 
YRC WORLDWIDE 

- ---ValuaUon Exmctational 
X of Impl. Reqd DDM Eqty. ML Adj PIE PriW Eamlnas 
ML Return Return Alpha Duratlon Beta Ratio Book Yleld Surprise Risk Torpedo Disper. Est. Rev. 

10.4 13.0 -2.6 29.2 1.24 27.6 4.30 0.00 7 7 3 5 8 
10.8 14.5 -3.7 27.3 1.46 23.5 6.54 0.83 9 10 5 4 3 
10.0 6.2 3.8 30.7 0.26 30.9 5.31 0.00 8 6 6 1 5 
6.8 26.1 -19.3 49.1 3.14 129.8 3.55 0.00 8 9 9 4 

10.6 8.0 2.6 28.1 0.52 23.9 2.58 0.00 8 4 3 1 7 
9.6 10.6 -1.0 28.6 0.90 20.2 3.18 2.40 7 3 2 2 3 

0.68 10.7 9.1 1.6 30.0 0.68 19.7 4.03 1.29 6 3 4 3 6 
9.1 10.4 -1.3 29.8 0.87 29.1 8.32 1.64 6 2 5 3 4 

11.1 12.6 -1.5 26.6 1.18 19.9 3.15 0.00 3 0 7 7 7 
11.6 9.2 2.4 35.8 0.69 17.0 2.95 0.31 6 4 5 3 6 
9.4 13.5 -4.1 33.4 1.31 20.7 5.73 0.84 5 1 5 5 8 

10.3 8.7 1.6 26.1 0.62 20.2 4.87 1.95 6 2 4 3 6 
0.29 8.5 16.3 6.8 55.6 1.58 17.2 2.29 0.05 7 7 9 8 7 

4.3 11.1 -6.8 64.4 0.96 46.0 2.90 0.00 8 10 10 10 
4.9 14.2 -9.3 64.9 1.41 9.9 1.70 0.00 6 9 9 9 

29.4 3.62 17.3 0.00 5 10 9 8 
24.6 2.92 12.7 5.19 0.00 6 10 9 2 

18.3 14.2 4.1 13.9 1.42 5.1 1.66 0.00 10 5 1 7 8 
6.8 18.3 -11.5 48.5 2.01 82.0 1.28 0.00 6 10 10 10 

6.4 0.28 nm 2.62 0.00 7 8 9 10 7 
15.1 19.7 -4.6 17.4 2.22 6.8 1.07 0.00 4 9 
13.4 13.1 0.3 20.3 1.25 9.8 1.57 0.00 3 10 8 7 3 
11.5 13.4 -1.9 26.5 1.30 10.2 1.46 0.48 2 4 9 6 7 
6.9 11.0 -4.1 74.4 0.95 20.9 1.88 0.11 8 7 6 7 10 

58.0 2.13 0.00 9 10 9 1 
11.5 6.4 5.1 24.8 0.28 10.3 5.64 0.00 6 10 9 10 

0.03 8.0 9.8 -1.8 41.6 0.78 22.5 4.28 0.00 5 6 8 5 3 
6.7 9.7 -3.0 49.6 O.?? 25.7 6.72 0.00 6 9 5 1 
9.5 10.0 -0.5 32.6 0.80 19.8 3.04 0.00 4 6 7 6 5 

0.69 7.5 10.3 -2.8 34.8 0.86 14.6 2.00 1.25 5 6 7 4 4 
12.2 8.0 4.2 22.5 0.52 9.8 1.55 1.58 3 - 4 2 8 8 
6.8 10.6 -3.8 36.4 0.89 15.0 2.66 1.33 5 5 7 1 5 

11.1 8.4 2.7 32.3 0.58 11.4 3.12 0.87 5 2 2 7 9 
6.3 11.3 -5.0 40.8 0.99 16.2 1.81 1.12 3 9 8 5 4 

10.8 11.5 -0.7 24.4 1.02 14.8 4.49 1.46 7 4 5 5 7 
6.9 10.1 -3.2 35.0 0.82 13.7 2.04 1.46 8 5 6 2 2 

10.7 11.7 -1.0 27.9 1.06 13.7 2.12 0.00 4 4 7 8 7 
7.9 9.9 -2.0 32.2 0.79 16.0 1.65 1.33 4 7 8 5 4 

11.2 10.7 0.5 26.0 0.91 14.4 1.63 0.97 8 1 3 6 9 
8.0 0.51 7.1 1.02 0.00 8 4 7 8 

EPS Growth 
2006 2007 

-4 10 
21 11 
13 15 
67 180 
-5 19 
20 8 
16 12 
31 13 
28 25 
18 13 
16 12 
11 10 

nm 53 
nm 159 
132 11 
145 135 
207 63 

-6 -29 
nm nm 
nm nm 
-14 13 
12 24 
31 21 
34 20 

115 293 
254 25 
90 24 

246 33 
37 15 
30 13 
6 4 

21 14 
5 3 

32 20 
6 3 

27 9 
4 1 0 
66 20 

6 0 
4 0 
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Merrill Lynch Universe Sector~lndustry!Company Factor Evaluation 

# of 
Comp 

TRANSPORT INFRA 1 
MACQUARIE 

CONSUMER DlSCR 205 
AUTO COMP 12 

AMERICAN AXLE 
ARVINMERITOR 
AUTOLIV 
BORGWARNER 
COOPER TIRE 
GENTEX 
GOODYEAR TIRE 8 
HAYES LEMMERZ 
JOHNSON 
LEAR CORP. 
TRW AUTOMOTIVE 
VISTEON CORP. 

AUTOMOBILES 3 
FORD MOTOR CO 
GENERAL 
HARLEY- 

HOUSEHOLD DURABLES 12 
BEAZER HOMES 
BLACK 8 DECKER C 
CENTEX CORP 
D R HORTON INC 
GARMIN 
KB HOME 
LENNAR CORP 
M.D.C. HOLDINGS 
NEWELL 
PULTE HOMES INC 
STANLEY WORKS 
TOLL BROTHERS 

LElSURE EQUIP & PROD 6 
BRUNSWICK 
EASTMAN KODAK 
LEAPFROG 
MARINEMAX INC 
OAKLEY 
POLARIS IND 

Valuation 
I m ~ l .  Read DDM Eatv. ML Adi PIE Prlcel 

~ e t u r n  ~ e t u r n  Alpha ~ u d i o n  seta - Ratio Book Yield 

-------Ex~ectational 
- - - - - - E a r n l n a s  

Surprlse Risk Torpedo Dlsper. E s t  Rev. 
6 10 1 

EPS Growth 
2006 2007 

69 16 
69 16 
15 14 
10 32 
-71 321 
-2 0 
22 6 
-8 19 

nm 161 
-1 12 
-79 nm 
nm nm 
16 13 

nm 489 
16 11 

nm nm 
nm 48 
nm nm 
in -11 
16 11 
-23 -35 
-16 -59 
4 2 

-43 -41 
-25 -46 
50 22 

-20 -52 
-27 -56 
-46 -56 
18 6 
-46 -51 
8 12 

-14 4 4  
147 80 
-28 -11 
167 187 
nm nm 
8 7 
-8 37 
-14 19 
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Merrill Lynch Universe SectorllndustrylCompany Factor Evaluation 

# of  
Comp 

TEXTILES, APPAREL 14 
BROWN SHOE 
COACH INC 
COLUMBIA 
JONES APPAREL GR 
KELLWOOD 
K-SWISS 
LIZ CLAIBORNE IN 
NlKE INC G L  B 
PERRY ELLIS 
QUlKSlLVER INC 
RALPH LAUREN 
TIMBERLAND CO 
VF CORP 
XERIUM 

HOTELS, RESTAURANTS 33 
AMERISTAR CASINO 
APPLEBEES 
BOYD GAMING 
BRINKER INTL. 
CARIBOU COFFEE 
CARNIVAL CORPlPL 
CHIPOTLE 
CKE RESTAURANTS 
DARDEN 
HILTON HOTELS CO 
IHOP CORP 
INTL GAME TECHNO 
JACK IN THE BOX 
LAS VEGAS SANDS 
LIFE TIME FITNES 
LODGIAN INC 
MARRIOTT INTL IN 
MCDONALD'S CORP 
MGM MIRAGE 
MORGANS HOTEL 
ORIENT-EXPRESS 
PANERA 
PENN NATIONAL 
PINNACLE 

Valuation Expectatlonal 
X of Impl. Reqd DDM Eqty. ML Ad] PIE Price1 Eaminas 
ML Retum Return Alpha Duratlon Beta Ratio Book Yleld Surprlse Rlsk Torpedo Disper. Est. Rev. 

EPS Growth 
2006 2007 
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Merrill Lynch Universe SectorllndustrylCompany Factor Evaluation 

# of 
Comp 

ROYAL CARIBBEAN 
SONIC CORP 
STARBUCKS 
STARWOOD 
STATION CASINOS 
TIM HORTONS 
WENDY'S INTERNAT 
WYNN RESORTS 
YUM BRANDS INC 

DIV CONSUMER SVS 12 
APOLLO GROUP INC 
CAREER 
COINMACH 
COINMACH SERVl 
CORINTHIAN COLL 
DEVRY 
JACKSON HEWllT 
LINCOLN 
SERV CORP INTL 
STEWART ENT. 
STONEMOR 
WEIGHT WATCHERS 

MEDIA 51 
BELO CORP 
CABLEVISION 
CBS CORP 
CITADEL 
CLEAR CHANNEL 
CLEAR CHANNEL 
COMCAST CORP 
COMCAST CORP 
COX RADIO 
CUMULUS MEDIA 
DIRECTV GROUP 
DISCOVERY HOLD-A 
DISCOVERY HOLD-B 
DlSNEY (WALT) CO 
DOW JONES 8 CO I 
DREAMWORKS 
EMMlS 

Valuation - - Ex~ectatlonal 
K of Impl. Reqd DDM Eqty. ML Adj PIE Pricel Eamlms 

ML Return Return Alpha Duration Beta Ratio Book Yield Surprise Risk Torpedo Disper. Eat. Rev. 
EPS Growth 

2006 2007 
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Merrill Lynch Universe SectorllndustrylCompany Factor Evaluation 

#of  % of 
Comp ML 

ENTERCOM 
ENTRAVISION COMM 
EW SCRIPPS -CL 
GANNETT CO 
GRAY TELEVISION 
HARTE-HANKS 
HEARST-ARGY LE 
INTERPUBLIC GROU 
JOURNAL COMM 
JOURNAL 
LAMAR ADV. 
LEE 
LIBERTY CAPITAL 
LIN TV 
MCCLATCHY CO. 
MCGRAW-HILL 
MEDIACOM 
MEREDITH CORP 
NEW YORK TIMES 
NEWS CORP 
NTL INC 
OMNICOM GROUP 
R.H. DONNELLEY 
RADIO ONE 
SCHOLASTIC 
SIRIUS SAT RADIO 
SPANISH 
TIME WARNER INC 
TRIBUNE CO 
VALASSIS 
VlACOM INC 
WASHINGTON POST 
WESTWOOD ONE 
XM SATELLITE 

DISTRIBUTORS I 0.06 
GENUINE PARTS CO 

INTERNET & CATALOG 9 0.36 
AMAZON.COM INC 
BLUE NILE 
EXPEDIA 

- Valuation 
ImoI. Read DDM Eatv. ML Adl PIE Price1 

Return Ret;rn Alpha ~ u i i l o n  Ileta - Ratio Book Yield 

----Expectatlonal 
Earninas 

Sumrise Risk Toroedo Dlsoer. Est Rev. 
EPS Growth 

2006 2007 
-18 13 
102 78 
22 7 
0 -7 

nm -33 
2 9 

-7 -19 
nm nm 
-15 -1 
-18 -2 
15 56 

-10 -2 
173 nm 
nm 104 
-13 -11 
11 14 

nm 118 
14 12 

-20 -13 
20 18 
nm nm 
14 12 

4 6  6 
4 8  29 

1 42 
nm nm 
206 -92 

1 22 
-5 4 

-21 -14 
25 15 
18 6 

-66 13 
nm nm 
10 I 1  
10 11 
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Merrlll Lynch Universe SectorllndustrylCompany Factor Evaluation 

FTD GROUP 
INTERACTIVE 
LlBERrY INTER-A 
NETFLIX 
0VERSTOCK.COM 
PRICELINE.COM 

MULTILINE RETAIL 
99 CENTS ONLY 
DILLARDS INC -C 
DOLLAR GENERAL 
DOLLAR TREE 
FAMILY DOLLAR ST 
FEDERATED DEPT S 
FRED'S 
KOHL'S CORP 
NORDSTROM INC 
PENNEY (J C) CO 
SAKS INC. 
TARGET CORP 

SPECIALTY RETAIL 
ABERCROMBIE 
ADVANCE AUTO 
AEROPOSTALE 
AMERICAN EAGLE 
ANN TAYLOR 
ASBURY AUTO 
AUTONATION INC 
AUTOZONE INC 
BARNES & NOBLE 
BED BATH 8 
BEST BUY CO INC 
BORDERS GROUP 
CHlCOS 
CHILDREN'S PLACE 
CIRCUIT C I M  ST0 
DICK'S 
FOOT LOCKER 
GAP INC 
GOLFSMITH INTL 
GROUP 1 AUTO 

Valuation 
#of  % of Impl. Reqd DDM Eqty. ML AdJ PIE Prtcel 

Comn ML Return Return A l ~ h a  Duration &eta Ratlo Book Yleld 

Exmctatlonal 
Faminas 

Surprtse Risk Torpedo Diaper. Est. Rev. 
8 5 6 3 

PR Syr 
Grwth 

15.0 
20.0 
26.1 
33.8 
35.0 
20.0 
15.9 

8.0 
4.6 

10.4 
12.4 
12.3 
15.8 
9.7 

18.5 
14.6 
17.5 
57.9 
14.0 
13.9 
15.0 
15.2 
16.0 
12.0 
12.0 
10.0 
10.0 
14.0 
12.8 
16.0 
16.4 
12.3 
15.0 
19.5 
15.6 
19.2 
13.0 
12.0 
17.5 
15.0 
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Merrill Lynch Universe SectorllndustrylCompany Factor Evaluation 

GYMBOREE 
HOME DEPOT INC 
LIMITED BRANDS I 
LlTHlA MOTORS A 
LOWE'S COMPANIES 
OFFICE DEPOT 
O'REILLY 
PACIFIC SUNWEAR 
RADIOSHACK CORP 
ROSS STORES 
SONIC AUTOMOTIVE 
STAPLES INC 
TALBOTS 
THE FINISH LINE 
TIFFANY 8 CO 
TJX COMPANIES IN 
TWEEN BRANDS 
UNITED AUTO GRP. 
WILLIAMS-SONOMA 
ZALE 

CONSUMER STAPLES 
FOOD S STAPLES 

BJ'S WHOLESALE 
CASEY'S GENL 
COSTCO 
CVS CORP 
GREAT A&P 
KROGER CO 
RITE AID 
SAFEWAY INC 
SUPERVALU INC 
SUSSER HOLDINGS 
SYSCO CORP 
THE PANTRY 
WALGREEN CO 
WAL-MART 
WHOLE FOODS 
WILD OATS MKTS 

BEVERAGES 
ANHEUSER- 

Valuatlon Expectational 
#of of Impl. Reqd DDM Eqty. MLAdj  P R  Prlcel - Earnlnas 

Comp ML Return Return Alpha Duration Beta Ratio Book Yield Surprise Rlsk Torpedo Disper. Eat. Rev. 
7.3 10.8 -3.5 44.9 0.92 20.3 5.12 0.00 4 8 8 3 1 

13.0 13.2 -0.2 30.4 1.27 13.4 2.83 2.37 1 1 3 5 8 
11.1 11.1 0.0 34.1 0.96 18.8 4.89 1.89 7 3 4 5 2 
11.2 12.2 -1.0 24.9 1.13 13.6 1.03 2.17 3 2 1 6 10 
15.0 10.2 4.8 24.3 0.84 15.4 3.11 0.66 1 1 4 5 8 
10.3 13.9 -3.6 35.7 1.38 19.8 4.22 0.00 9 5 9 4 3 

9.9 0.79 20.4 2.73 0.00 1 4 2 7 
10.0 0.81 21.8 2.79 0.00 6 1 8 10 

12.5 11.8 0.7 28.1 1.07 23.7 3.96 1.43 6 9 1 9 10 
11.0 0.95 18.7 5.09 0.78 3 6 3 2 

10.8 12.2 -1.4 26.6 1.12 11.6 1.37 1.68 4 2 4 5 4 
12.8 1.21 19.4 3.88 0.86 4 2 5 1 4 
11.5 1.03 27.1 2.05 2.09 4 3 6 8 

11.0 10.9 0.1 27.4 0.94 17.9 1.52 0.72 3 8 1 6 9 
10.0 13.9 -3.9 30.4 1.37 21.5 3.02 1.04 10 4 3 2 6 

11.0 0.95 16.8 5.67 1.02 2 6 3 2 
9.6 11.5 -1.9 32.1 1.02 20.1 3.93 0.00 1 6 7 3 5 

10.6 15.0 4 .4  28.6 1.53 17.0 1.66 1.19 1 3 4 3 5 
10.6 0.90 18.2 3.19 1.26 2 3 5 9 
12.0 1.10 15.1 1.85 0.00 6 9 7 8 

62 9.34 11.7 9.2 2.5 28.6 0.69 18.8 3.73 2.19 6 3 4 2 5 
16 2.47 12.3 9.8 2.5 30.3 0.78 18.0 3.20 1.26 8 2 5 3 6 

13.7 1.35 18.9 2.11 0.00 5 2 6 6 
9.2 10.7 -1.5 33.9 0.91 20.6 2.33 0.80 5 4 4 7 9 

10.3 0.85 20.2 2.66 0.99 1 5 3 8 
9.7 11.4 -1.7 32.3 1.01 18.7 2.54 0.54 7 5 5 3 4 

16.0 1.68 nm 2.80 0.00 1 10 1 
12.3 11.3 1.0 25.7 1.00 15.2 3.30 1.21 8 10 4 3 4 

13.1 1.26 nm 2.23 0.00 1 10 
11.1 11.0 0.1 27.0 0.95 17.9 2.45 0.75 7 9 7 5 4 

12.7 1.20 14.9 1.37 1.93 8 9 7 3 
8.0 41.3 62.2 4.44 0.00 2 10 9 

9.5 0.74 22.6 7.05 2.12 2 5 5 5 
11.3 16.8 -5.5 25.5 1.80 17.4 3.59 0.00 9 9 6 8 8 
10.3 8.4 1.9 29.3 0.58 20.2 4.03 0.77 3 1 5 3 5 
13.2 9.3 3.9 30.8 0.71 16.1 3.27 1.45 9 1 4 2 7 

10.6 0.89 32.4 4.85 1.48 3 5 4 9 
11.8 1.07 35.0 3.48 0.00 8 10 4 

7 1.92 11.7 9.1 2.6 28.4 0.68 19.8 5.05 2.21 6 2 4 1 5 
11.2 7.9 3.3 27.1 0.50 18.9 8.41 2.48 9 2 4 1 5 

PR Syr 
GNVVl 

9.0 
12.6 
13.0 
9.0 

15.0 
15.6 
19.2 
14.5 
9.5 

16.3 
10.0 
16.3 
14.0 
10.0 
6.0 

12.6 
15.0 
15.0 
15.7 
8.0 

10.1 
13.1 
9.7 

10.0 
12.8 
13.0 
6.0 

11.0 
2.0 

10.0 
9.2 

18.0 
13.7 
12.0 
16.0 
13.0 
18.4 
19.1 
9.6 
9.0 

EPS Growth 
2006 2007 

90 18 
5 9 

27 12 
-22 14 
14 13 
30 18 
10 16 

4 6  27 
-57 20 
22 14 

5 10 
25 14 

-47 111 
-32 -5 

2 9 
19 15 
31 24 
12 19 
-7 15 
-2 13 
6 9 

11 11 
-8 10 
9 15 

13 13 
12 21 

nm nm 
8 6 

-100 nm 
16 9 
2 20 

103 41 
4 15 

69 -19 
14 16 
8 9 

12 11 
294 37 

8 10 
7 10 
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Merrill Lynch Universe SectorllndustrylCompany Factor Evaluation 

#of X of 
Comp ML 

COCA-COLA CO 
COCA-COLA 
CONSTELLATION BR 
MOLSON COORS 
PEPS\ BOTTLING G 
PEPSICO INC 

FOOD PRODUCTS 24 1.37 
ARCHER-DANIELS-M 
BBG FOODS 
BUNGE LTD. 
CAMPBELL SOUP 
CONAGRA FOODS IN 
DEAN FOODS CO 
DEL MONTE 
DIAMOND FOODS 
FLOWERS FOODS 
FRESH DEL 
GENERAL MILLS IN 
HElNZ (H J) CO 
HERSHEY CO 
HORMEL FOODS 
KELLOGG CO 
KRAFT FOODS INC. 
LANCE 
MCCORMICK 8 
PILGRIM'S PRIDE 
SARA LEE CORP 
SMITHFIELD 
SMUCKER'S 
TYSON FOODS INC 
WRIGLEY (WM) JR 

TOBACCO 4 1.47 
ALTRlA GROUP 
CAROLINA GROUP 
REYNOLDS 
UST INC 

HOUSEHOLD PRODUCTS 6 1.93 
CLOROX COlDE 
COLGATE-PALMOLIV 
ENERGIZER 

Valuation Ex~ectational 
Impl. Reqd DDM Eqty. ML Adj P R  Price1 -Earninas 

Return Return Alpha Duntion Beta Ratio Book Yield Surprlse Rlsk Torpedo Dlsper. Est. Rev. 
EPS Growth 

2006 2007 

Page 13 



Merrill Lynch Universe SectorllndustrylCompany Factor Evaluation 

#o f  X of 
Comp ML 

KIMBERLY-CLARK C 
PROCTER 8 
SPECTRUM 

PERSONAL PRODUCTS 5 0.16 
ALBERTO-CULVER 
AVON PRODUCTS 
LAUDER ESTEE 
NU SKIN 
PRESTIGE 

HEALTHCARE 133 12.2 
HEALTH CARE EQUIP 20 1.53 

ADV MED OPTICS 
BAXTER 
BECKMAN COULTER 
BECTON 
BIOMET INC 
BOSTON SClENTlFl 
DlGlRAD 
EDWARDS LIFESCI. 
GEN-PROBE 
HOSPIRA INC 
IDEXX LABS 
KINETIC CONCEPTS 
MEDTRONIC INC 
MENTOR CORP 
NXSTAGE MEDICAL 
RESMED INC. 
ST JUDE MEDICAL 
STRYKER CORP 
THORATEC CORP 
ZIMMER 

HEALTHCAREPROV 37 2.31 
AETNA INC 
AMERIGROUP CORP 
AMERISOURCEBE 
AMN HEALTHCARE 
CARDINAL HEALTH 
CENTENE CORP 
ClGNA CORP 
COMMUNITY 

Valuation --Exmtational 
Impl. Reqd DDM Eqty. MLAdj  PIE Price1 Eaminas 

Return Return Alpha Duratlon &eta Ratlo Book Yleld Surodse Risk Tomedo Dlsoer. Eat. Rev. 
PR 5yr 
Grwth 

7.0 
11.0 
15.0 
11.4 
11.9 
11 .o 
12.0 
13.0 
12.0 
15.1 
14.5 
15.0 
14.0 
15.0 
13.0 
13.0 
9.8 

EPS Growth 
2006 2007 
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Merrill Lynch Unlverse SectorllndustrylCornpany Factor Evaluation 

COVENTRY HEALTH 
CROSS COUNTRY 
EXPRESS 
HCA 
HEALTH 
HEALTH NET 
HEALWAYS INC 
HUMANA INC 
KlNDRED HEALTH 
LABORATORY CP 
LIFEPOINT 
LINCARE HOLDINGS 
MAGELLAN 
MANOR CARE INC 
MATRIA 
MCKESSON CORP 
M E N O  HEALTH 
ODYSSEY HEALTH 
OMNICARE, INC. 
PSYCH 
QUEST OlAGNOSTlC 
REHABCARE 
SYMBION INC. 
TENET 
TRIAD HOSPITALS 
UNITEDHEALTH 
UNIVERSAL HLTH- 
WELLCARE HEALTH 
WELLPOINT INC 

HEALTH CARE TECH 
CERNER CORP. 
1MS HEALTH INC 

BIOTECH 
ALEXION 
ALKERMES 
ALTUS 
AMGEN INC 
AMYLIN PHARM 
BIOGEN IDEC INC 
BlOMARtN PHARMA 

Valuation 
#o f  % of Imd. Read DDM EaW. ML Ad1 PIE P r l d  

Comp ML R&rn Return Alpha ~ u d o n  Beta - RaUo Book Yleld 
11.5 7.4 4.1 24.9 0.43 13.9 2.76 0.00 
9.1 11.3 -2.2 35.1 0.99 31.0 1.74 0.00 

11.0 6.4 4.6 26.9 0.29 20.9 9.52 0.00 
nm 4.07 1.33 

13.4 6.4 7.0 21.0 0.29 16.2 2.10 1.17 
9.6 9.7 -0.1 32.1 0.76 15.3 2.80 0.00 

16.0 15.1 0.9 36.5 1.55 30.7 5.79 0.00 
12.6 9.2 3.4 44.7 0.69 19.7 3.11 0.00 

9.8 0.78 16.5 1.16 0.00 
9.3 8.0 1.3 33.9 0.52 22.3 4.14 0.00 

11.0 7.5 3.5 26.7 0.44 14.6 1.42 0.00 
7.8 0.49 17.5 2.95 0.00 

11.2 4.2 7.0 26.1 -0.04 21.3 2.28 0.00 
9.2 0.69 20.4 5.71 1.35 

6.9 15.8 8.9 48.4 1.65 34.0 2.07 0.00 
9.6 9.1 0.5 33.2 0.68 18.0 2.47 0.49 

11.8 8.6 3.2 24.4 0.61 18.7 1.96 0.00 
9.9 0.79 17.2 2.29 0.00 

10.7 0.91 15.1 1.54 0.23 
10.1 8.0 2.1 30.7 0.51 32.8 3.21 0.00 
10.3 8.2 2.1 29.9 0.54 16.8 3.42 0.75 

8.7 0.62 19.8 1.03 0.00 
11.3 17.0 -5.7 25.8 1.83 21.3 1.37 0.00 

4.7 0.04 nm 5.30 0.00 
10.9 8.1 4.8 26.7 0.24 17.0 1.18 0.00 
13.9 7.3 6.6 19.7 0.41 16.6 3.36 0.06 
9.3 5.8 3.5 34.2 0.20 20.7 2.17 0.58 
7.7 16.7 -9.0 43.0 1.78 19.6 5.28 0.00 

10.3 6.4 3.9 29.2 0.29 15.8 1.95 0.00 
2 0.06 10.6 0.88 23.8 4.28 0.26 

9.1 0.67 34.8 4.28 0.00 
11.5 1.03 19.6 0.44 

35 2.16 8.6 11.0 -2.4 38.1 0.95 42.7 6.74 0.00 
13.4 1.30 nm 39.74 0.00 
16.8 1.79 nrn 9.23 0.00 

nrn 4.30 0.00 
8.8 10.1 -1.3 36.0 0.82 18.6 4.67 0.00 

4.6 0.02 nrn 7.34 0.00 
7.3 8.0 -0.7 45.1 0.51 24.1 2.56 0.00 

10.4 0.86 nrn 12.79 0.00 

------Ex~ectatlonal - Eaminas 
Surprise Rlsk Torpedo Disper. Est. Rev. 

3 5 6 1 7 

EPS Growth 
2006 2007 
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# of of 
Comp ML 

JOHNSON & 
KING 
LlLLY (ELI) i3 CO 
MEDICIS 
MERCK L CO 
MGI PHARMA INC. 
MYW 
NEW RIVER 
NITROMED 
PAR PHARMA 
PFlZER INC 
REPLIDYNE INC 
SCHERING-PLOUGH 
SEPRACOR 
VALEANT 
WATSON 
W E T H  

LIFE SCIENCES 11 0.34 
AFFYMETRIX INC 
APPLERA CORP APP 
CHARLES RIVER 
COVANCE INC 
MILLIPORE CORP 
NEKTAR 
PERKINEWER INC 
THERMO FISHER SC 
VARlAN 
VENTANA 
WATERS CORP 

FlNANClALS 246 21.8 
BANKS 63 4.22 

1 ST CONSTIT BAN 
ASSOC BANCCORP 
BANCORPSOUTH 
BANK HAWAII 
BBBT CORP 
BOSTON PRlV FIN 
CATHAY GEN 
CHITTENDEN CORP 
C I M  NATIONAL 

Merrill Lynch Universe SectorllndustrylCompany Factor Evaluation 

- -Valuation Exoectational 
Impl. Reqd DDM Eqty. ML Adj PIE Prlcel Earninns 

Return Return Alpha Duration &eta Ratio Book Yield Surprise Risk Torpedo Dlsper. Est. Rev. 
17.6 4.72 
9.8 1.79 

17.0 4.65 
46.7 4.13 
17.6 5.01 
nm 12.69 

13.5 4.49 
nrn 
nrn 2.09 

40.1 1.53 
13.4 2.85 
nrn 

25.6 4.79 
42.8 
46.6 3.94 
22.5 1.21 
15.1 4.40 
28.1 3.15 

nm 3.22 
27.2 4.47 
19.2 1.80 
27.2 4.22 
24.2 3.91 
nm 5.90 

19.5 1.77 
24.4 2.46 
20.1 2.47 
48.5 7.85 
22.7 19.39 
13.2 2.05 
13.5 2.05 
13.1 1.91 
14.1 1.91 
15.3 2.00 
14.1 3.76 
13.7 1.98 
19.5 1.59 
15.2 1.96 
16.3 2.03 
14.5 2.23 

EPS Growth 
2006 2007 

7 10 
1 3 

10 11 
-35 52 
-1 3 
m 173 
47 4 
nm nm 
nrn nm 
37 100 
6 6 

nrn nm 
132 22 
nm 105 
-3 158 

-17 34 
10 11 
8 26 

nm 263 
13 8 
-5 13 
14 20 
11 18 

nm nrn 
17 14 
16 32 
12 15 
11 39 
11 15 
24 5 

6 6 
14 1 
-3 4 
16 4 -, 7 
4 5 

-5 6 
10 0 
4 6 
2 3 
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Merrill Lynch Universe SectorllndustrylCompany Factor Evaluation 

# of 
Comp 

COLONIAL 
COMERICA INC 
COMMERCE BANC 
COMMERCE 
COMMERCIAL BK 
COMPASS 
CULLENJFROST 
EAST-WEST BANC 
FIFTH THIRD BANC 
FIRST HORIZON 
FIRST MARINER 
FIRST MIDWEST 
FIRST STATE FIN 
FIRSTMERIT 
FULTON 
GREATER BAY 
HUNTINGTON 
KEYCORP 
M L T BANK CORP 
MARSHALL L ILSLE 
MERRILL MERCH 
NATIONAL CITY CO 
OAK HILL 
OLD NAnoNAL 
PARK NATIONAL 
PARKE BANCORP 
PNC FINANCIAL SV 
POPULAR 
PREMIER FlNCL 
PROSPERITY 
PROVlDENT 
REGIONS 
SKY FINANCIAL 
SOUM FlNANClAL 
STERLING 
SUNTRUST BANKS 
SUSQUEHANNA 
SVB FINANCIAL 
SYNOWS FINANCIA 
TCF 

Valuation --------ExDectational 
% of Irnpl. Reqd DDM Eqty. ML Adj PIE Price1 -Earnlnrrs 
ML Return Return Alpha Duration Beta Ratio Book Yield Surprlse Risk Torpedo Dlsper. Est. Rev. 

PR 5yr 
Grwth 

5.0 
3.5 
4.0 
7.0 
5.0 
4.7 
8.0 
9.0 
7.0 
4.0 
6.0 
4.0 
8.5 
3.5 
7.0 
3.0 
4.0 
7.0 
8.0 
7.0 
4.0 
7.1 
2.0 
2.5 
4.0 
4.0 

10.1 
6.0 
1.5 
9.0 
6.0 
6.0 
2.5 
9.0 
8.0 
6.1 
5.0 

10.0 
8.0 
4.0 
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Merrill Lynch Universe SectorllndustrylCompany Factor Evaluation 

I of % of 
Comp ML 

TEXAS CAPITAL 
TIB FINANCIAL 
TRUSTMARK 
U S BANCORP 
UCBH HOLDINGS 
UNION BANK 
UNITED 
VALLEY NATL 
WACHOVIA CORP 
WELLS FARGO & CO 
WESTAMERICA 
WHITNEY 
WlLMlNGTON 
ZIONS 

THRIFTS 8 MORTGAGE 14 1.45 
ASTORIA FINCL. 
BANKATLANTIC BAN 
COUNTRWDE 
FANNIE MAE 
FEDERAL HOME 
FLAG STAR 
HUDSON CITY 
MGlC INVESTMENT 
MUNICIPAL MTG. 
PMl GROUP 
RADIAN GROUP 
SOVEREIGN 
WASHINGTON 
WEBSTER FINCL 

DIV FlNANClALS 8 4.99 
BANK OF AMERICA 
CHlCAGO MERC 
CIT GROUP INC 
CLTIGROUP INC 
JPMORGAN CHASE 
MOODY'S CORP 
NASDAQ 
NYSE GROUP 

CONSUMER FINANCE 3 0.79 
AMERICAN 

Valuation 
Impl. Read DDM E m .  ML Ad1 PIE Price1 

~ e t L m  ~ e t u r n  Alpha ~ u r d o n  Beta - Ratio Book Yleld 
8.6 14.4 -5.8 37.2 1.45 17.7 2.11 0.00 
9.9 8.7 1.2 28.9 0.62 10.7 2.50 1.37 
9.0 8.2 0.8 30.1 0.55 15.6 2.14 2.70 

10.6 11.3 -0.7 22.0 1.00 12.9 2.98 3.92 
9.5 8.8 0.7 32.5 0.63 16.7 2.36 0.71 
9.8 9.0 0.8 26.5 0.66 12.1 1.74 3.27 
9.6 8.8 0.8 27.5 0.63 18.0 2.50 2.90 
9.1 8.6 0.5 27.9 0.61 18.4 3.09 3.31 

13.2 9.9 3.3 24.0 0.79 11.6 1.67 4.13 
12.4 8.2 4.2 28.4 0.54 14.2 2.65 3.18 
8.8 9.3 -0.5 31.3 0.70 15.8 3.59 2.75 
9.2 8.8 0.4 27.4 0.63 14.6 1.90 3.35 
9.5 9.4 0.1 27.3 0.72 15.6 2.68 3.03 
9.2 10.2 -1.0 31.2 0.83 14.0 1.80 1.99 

11.7 10.2 1.5 22.5 0.84 12.3 1.63 2.59 
10.7 10.1 0.6 22.8 0.82 16.2 2.21 3.21 
10.2 11.4 -1.2 28.9 1.01 34.4 1.52 1.25 
10.2 9.9 0.3 27.5 0.79 9.3 1.62 1.51 
12.4 10.6 1.8 23.5 0.90 9.3 1.82 
10.9 9.8 1.1 22.7 0.78 12.9 2.06 2.80 
10.8 7.0 3.8 22.1 0.37 12.4 1.17 3.99 
13.1 10.2 2.9 18.5 0.83 25.0 1.50 2.26 
13.0 13.3 -0.3 20.6 1.28 8.6 1.18 1.73 
11.1 7.3 3.8 17.7 0.41 11.8 1.42 7.09 
11.7 12.4 -0.7 25.4 1.15 9.5 1.11 0.48 
12.0 12.8 -0.8 25.3 1.21 8.2 1.09 0.15 
11.5 11.1 0.4 25.0 0.97 17.1 1.38 1.28 
12.3 9.6 2.7 17.5 0.75 12.1 1.59 4.85 
9.9 8.6 1.3 28.0 0.60 15.2 1.49 2.26 

10.8 11.7 0.9 24.2 1.06 12.5 1.85 3.46 
11.1 9.3 1.8 21.9 0.71 11.6 1.82 4.16 

11.9 1.08 46.2 13.11 0.47 
10.2 13.9 -3.7 28.5 1.38 10.5 1.46 1.54 
11.1 12.6 -1.5 21.0 1.18 11.6 2.09 3.95 
10.5 14.8 -4.3 27.6 1.51 12.6 1.41 2.94 
8.6 8.4 0.2 38.0 0.57 31.9 0.40 
6.6 10.6 -4.0 49.7 0.90 54.4 3.40 0.00 
7.4 7.1 0.3 45.0 0.38 59.9 9.72 0.00 

12.2 12.2 0.0 29.6 1.12 15.8 3.60 1.03 
10.3 12.6 -2.3 34.5 1.18 19.4 6.57 1.02 

---------Ex~ectational 
-Earninas 

Surprise Risk Torpedo Dlsper. Eat. Rev. 
EPS Growth 

2006 2007 
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Merrill Lynch Universe SectorllndustrylCompany Factor Evaluation 

# o f  % of 
Comp ML 

CAPITAL ONE FlNA 
SLM CORP 

CAPITAL MARKETS 36 3.20 
AFFILIATED MGRS. 
ALLIANCEBERNST 
ALLIED CAP CORP 
AMERITRADE 
ARES CAPITAL 
BANK OF NEW YORK 
BEAR STEARNS 
BLACKROCK, INC. 
CALAMOS 
COHEN 8 STEERS 
COWEN GROUP INC 
E TRADE FINANCIA 
EATON VANCE 
FEDERATED INVEST 
FRANKLIN 
GAMCO 
GFl GROUP lNC 
GOLDMAN SACHS 
INVESTORS FlNL 
ITG 
JANUS CAPITAL 
JEFFERIES 
KNIGHT TRADING 
LABRANCHE 
LEGG MASON INC 
LEHMAN 
MELLON 
MORGAN STANLEY 
NORTHERN 
NUVEEN 
OPTIONSXPRESS 
PRICE (T. ROWE) 
SCMNAB 
STATE STREET COR 
TORTOISE 
WADDELL & REED 

INSURANCE 48 4.76 

-Valuation -Ex~eCtational 
Irnpl. Reqd DDM Eqty. MLAdj  PIE Prlcel Eaminas 

Return Retum Alpha Duntlon Beta Ratlo Book Yield Sumrise Rlsk Tomedo D ls~er .  Est. Rev. 
EPS Growth 

2006 2007 

Page 20 



Merrill Lynch Universe SectorllndustrylCompany Factor Evaluation 

ACE LTD 
AFLAC INC 
AJ GALLAGHER 
ALLSTATE CORP 
AMBAC FINANCIAL 
AMER FlNCL GRP 
AMERICAN INTERNA 
AON CORP 
ARCH CAPITAL 
ASSURANT INC. 
AXIS CAPITAL 
BERKLEY (W.R.) 
CHUBB CORP 
CNA FlNANClAL 
DARWIN 
€HEALTH 
GEMNORM 
HARTFORD 
HRH 
INFINITY PPTY 
IPC HOLDINGS 
LINCOLN NATIONAL 
LOONS CORP 
MARKEL CORP. 
MARSH a 
MBlA INC 
MERCURY 
METLIFE INC 
NATIONWIDE 
NAT'L FINL PTRS 
NATL INTERSTATE 
OHIO CASUALTY 
PHILA. CONSOL. 
PHOENlX COS 
PRINCIPAL FINANC 
PROGRESSIVE 
PROTECTIVE LIFE 
PRUDENTLAL 
RENAISSANCE RE 
SAFECO CORP 

- Valuatlon Exaectational 
# o f  % of Impl. Reqd DDM Eqty. ML Adj PIE Price1 Earnlnas 

Comp ML Return Return Alpha Duatlon Beta Ratio Book Yleld Surprise Risk Torpedo Disper. Est Rev. 
10.3 10.9 -0.6 26.9 0.94 8.1 1.37 1.72 7 10 9 4 1 

PR 5yr 
Grwth 

12.2 
15.0 
12.0 
9.0 

12.0 
8.0 

13.0 
8.0 

15.5 
10.0 
13.3 
12.0 
11.0 
13.0 
30.0 
30.0 

9.0 
10.0 
8.0 
9.0 

11.0 
8.0 
8.0 

11.0 
11.0 
12.0 
10.0 
10.0 
9.0 

15.0 
12.0 
9.0 

13.0 
10.0 
11.0 
9.0 
9.0 
9.0 

11.2 
10.0 
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Merrill Lynch Universe SectorllndustrylCompany Factor Evaluation 

SELECTIVE INS 
ST PAUL 
STANCORP FlNCL 
TORCHMARK 
U.S.I. HOLDINGS 
UNITED AMERICA 
UNUMPROVIDENT 
WlLLlS GROUP 
XL CAPITAL LTD 

REITS 
ALEXANDRIA 
AMB PROPERTY 
AMERICAN 
ANNALY CAPITAL 
APARTMENT INVT 
ARCHSTONE-SMITH 
ASHFORD 
AVALON BAY 
BOSTON 
BRANDYWINE RElT 
ERE PROPERTIES 
CAMDEN 
CBL B 
CEDAR 
COLONIAL PROP 
CRESCENT 
DEERFIELD 
DEVELOPERS 
DIAMONDROCK 
DIGITAL REALTY 
DUKE REALTY 
EASTGROUP 
EQUITY INNS 
EQUITY LIFESTYLE 
EQUITY OFFICE PR 
EQUITY ONE 
EQUITY RESIDENT1 
ESSEX PROPERTY 
EXTRA SPACE 
FEDERAL REALTY 

Valuation - Ex~ectatlonal 
# o f  % of Impi. Reqd DDM Eqty. ML Adj PIE Price1 Earntnas 

Comp ML Return Return Alpha Duration beta Ratio Book Yield Surprise Risk Torpedo Disper. Est Rev. 
10.3 10.1 0.2 27.6 0.82 12.0 1.52 1.59 2 4 2 4 5 

PR Syr 
GNvth 

8.0 
12.0 
11.0 
10.0 
13.0 
12.0 
8.0 

12.0 
12.1 
7.3 
9.0 
7.6 

11.3 
11.0 
6.2 
8.9 

EPS Grnwttl 
2006 2007 

4 7 
89 0 
-8 26 
8 11 

26 18 
29 3 
4 3 

71 -7 
187 -3 

8 8 
7 9 

12 11 
10 11 

-24 57 
19 10 
9 12 
9 16 

17 7 
1 6 
2 4 

24 -3 
12 3 
1 7 

18 8 
4 1 

-22 31 
27 1 
6 11 

nrn nm 
12 nm 
1 9 
6 5 

13 14 
55 10 
nm -24 
4 8 
-7 8 
12 6 
31 13 
7 11 

Page 22 



Merrill Lynch Universe SectorllndustrylCompany Factor Evaluation 

# of 
Comp 

FELCOR LODGING 
FIRST POTOMAC RE 
GENL GROWTH 
GElTY REALN 
GMH 
GRAMERCY 
HEALTH CARE 
HOME PROPERTIES 
HOSPITALITY 
HOST HOTELS 
HRPT 
ISTAR FlNANClAL 
KILROY REALTY 
KlMCO REALTY COR 
LIBERTY PROPERTY 
MACERICH 
MACK-CALI 
MAGUIRE 
MILLS CORP. 
NATIONWIDE HLTH 
NEW CENTURY 
NEW PLAN EXCEL 
NEWCASTLE INVT 
POST 
PROLOGIS 
PUBLIC STORAGE I 
REALN INCOME 
REDWOOD TRUST 
REGENCY 
SENIOR HOUSING 
SIMON PROPERTY G 
SL GREEN REALTY 
SUNSTONE HOTEL 
TANGER FACTORY 
TAUBMAN CENTERS 
UNITED DOMINION 
UNIVERSAL HEALTH 
U-STORE-IT 
VENTAS INC. 
VORNADO REALTY T 

-Valuation Expectatlonal 
% of Impl. Reqd DDM Eqty. ML Adj PIE Pdcel ---------Earninas 
ML Return Return Alpha Dunt ion Beta Ratlo Book Yield Sururlse Risk Torpedo Disper. E s t  Rev. 

11.3 2.48 
18.7 1.96 
18.3 7.86 
15.5 3.39 
19.8 1.94 
13.2 1.59 
18.1 4.42 
20.7 3.18 
12.0 2.06 
16.4 2.55 
10.8 1.20 
13.0 2.05 
23.8 4.73 
21.3 3.84 
16.3 2.51 
19.1 4.23 
14.7 2.34 
21.0 4.41 
nm 3.21 

15.3 2.72 
6.0 0.95 

15.3 1.99 
11.2 1.54 
25.6 2.27 
18.0 2.91 
26.8 2.97 
16.1 2.16 
12.4 1.43 
20.5 3.51 
13.9 1.76 
19.0 7.44 

nrn 3.85 
11.6 1.84 
17.5 6.09 
19.9 21.15 
19.9 5.04 
15.9 2.84 
23.5 1.93 
16.1 6.30 
23.0 3.97 

PR Syr 
G W h  

4.0 
7.0 

10.4 
0.5 

11.5 
12.0 
10.0 
6.3 
4.8 

10.0 
0.2 
7.2 
7.1 
8.2 
2.9 
7.9 
2.3 
8.0 

4.5 
6.2 
4.5 
7.0 
6.8 
4.3 

11.6 
4.6 
8.0 
6.1 
4.0 
8.8 
8.0 

10.0 
8.9 
6.7 
7.9 
3.5 
9.5 
9.0 
6.7 

WS Growth 
2006 2007 

43 18 
12 11 
-2 7 
-5 1 

-10 35 
41 15 

6 9 
5 8 

11 7 
25 17 
-8 -1 
7 9 

76 -9 
9 11 

-2 2 
3 9 
4 -7 
4 2 

nm nm 
5 5 

-16 -18 
6 5 
9 7 
4 6 
45 9 
-1 23 
6 6 

-17 13 
6 7 
5 3 
8 8 

nm nrn 
13 17 
30 10 
15 8 
5 12 
0 3 

-2 26 
16 13 
5 1 
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WEINGARTEN 
REAL ESTATE MGMT a 

AFFORDABLE R. C. 
CB RICHARD 

lNFO TECH 
INTERNET SOFTWARE 

AQUANTIVE INC 
DIGITAS INC 
EBAY INC 
GOOGLE INC 
ONLINE 
OPENWAVE 
VALUECLICK INC 
MRlSlGN INC 
WEBEX COMM INC 
WEBMETHODS 
MBSENSE INC 
YAHOO INC 

IT SERVICES 
ACCENTURE 
AFFILIATED 
ALLIANCE DATA 
AUTOMATIC DATA 
BEARINGPOINT 
BlSYS GROUP 
CERlDlAN CORP 
CHECKFREE 
COGNIZANT TECH S 
COMPUTER 
DST SYSTEMS 
EFUNDS CORP 
ELECTRONIC 
EURONET 
EXLSERVICE 
FIDELITY NATIONA 
FIRST DATA CORP 
FISERV INC 
GLOBAL 
HEARTLAND 
IRON MOUNTAIN 

Valuation Exoectational 
# of % of Impl. Reqd DDM Eqty. ML Adj PIE Prlcel -Earninas 

Comp ML Return Return Alpha Duration Beta Ratlo Book Yield Surprlse Rlsk Torpedo Disper. Es t  Rev. 
9.8 8.5 1.3 24.7 0.59 16.9 3.86 3.90 3 1 

EPS Growth 
2006 2007 
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-Valuation - Ex~ectatlonal 
X of Impl. Reqd DDM Eqty. ML Adj PIE Price1 Eaminas 
ML Return Retum Alpha Duration Beta Ratlo Book Yield Surprise Risk Torpedo Dlsper. Est Rev. 

# of 
Comp 

MONEYGRAM 
NESS 
PAYCHEX INC 
PEROT SYSTEMS 
RIGHTNOW TECH 
SABRE HOLDINGS C 
TOTAL SYST. SRV. 
UNISYS CORP 
VERIFONE 
WESTERN UNION 
WRIGHT EXPRESS 

SOFTWARE 44 
ACTNlSlON 
ADOBE SYSTEMS 
AMDOCS 
AUTODESK INC 
BEA SYSTEMS INC. 
BLACKBAUD INC. 
BLACKBOARD INC. 
BMC SOFTWARE INC 
CA INC 

FPS Gmwth 
2008 2007 

13 7 
27 24 
18 14 
33 6 

-77 nm 
4 13 

14 10 
nrn 208 
32 29 
-1 -4 
15 36 
8 16 

-46 212 
10 15 
14 19 
18 24 
27 15 
20 15 

-77 382 
41 16 
4 13 

25 13 
0 13 

nm 86 
36 7 

-63 89 
-7 -25 
-1 19 
5 15 

-2 0 
17 15 
15 13 
7 38 
8 18 

-9 16 
87 17 
nm nm 

7 14 
4 7  301 
14 21 

CADENCE 
ClTRlX SYSTEMS I 
COMMVAULT 
CONCUR TECH 
ELECTRONIC 
ESPEED 
FAIR ISAAC 
HYPERION 
INFORMATICA 
INTUIT INC 
JACK HENRY 
JDA SOFTWARE 
LAWSON 
MCAFEE 
MENTOR GRAPHICS 
MERCURY INTER 
MICROSOFT CORP 
MSC.SOFMIARE 
NAVTEO CORP 
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# o f  % of 
Comp ML 

NOVELL INC 
OPSWARE INC 
ORACLE CORP 
PARAMETRIC 
QUEST SOFTWARE 
RED HAT INC. 
SALESFORCE.COM 
SECURE COMP 
SPSS INC 
SYBASE INC 
SYMANTEC CORP 
SY NOPSY S 
TAKE-TWO 
THO INC 
TlBCO SOFTWARE 
TSA 

COMMUNICA. EQUIP 18. 2.47 
ADC 
ADTRAN 
AVAYA INC 
ClENA CORP 
ClSCO SYSTEMS 
COMMSCOPE 
CORNING ING 
DYCOM INDS 
EXTREME 
F5 NETWORKS 
HARRIS CORP 
JUNIPER 
MOTOROLA INC 
NETGEAR 
QUALCOMM INC 
TEKELEC 
TELLABS INC 
UTSTARCOM 

COMPUTERS L PERIPH 21 3.54 
ADAPTEC 
APPLE COMPUTER 
BROCADE COMM 
DELL lNC 

Valuation -------Ex~ectational 
Impl. Reqd DDM Eqty. ML Ad] PIE Prlcel Eamines 

Return Return Alpha Duration Beta Ratio Book Yield Surprise Rlsk Tor~edo Disper. Est. Rev. 
1.76 40.5 
2.79 320.2 
1.15 19.6 
1.98 16.5 
1.67 21.8 
1.49 35.5 
3.44 167.7 
3.72 46.0 
1.24 28.5 
1.08 16.3 
0.70 22.3 
1.65 35.0 
0.51 nrn 
1.15 37.5 
2.15 29.1 
1.66 19.3 
1.64 23.7 
2.15 16.4 
1.54 19.8 
3.78 22.4 
2.31 279.3 
1.58 23.4 
1.59 18.4 
2.49 20.0 
1.63 22.3 
1.91 nm 
2.10 38.8 
0.50 15.3 
2.22 35.5 
1.15 17.9 
1.66 20.7 
1.41 23.2 
1.57 78.2 
2.37 18.9 
1.66 nm 
1.49 20.7 
2.03 145.3 
1.29 33.8 
1.81 18.4 
1.00 22.7 
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# of  
Cornp 

ELEC FOR 
EMC CORPIMA 
EMULEX CORP. 
HEWLETT-PACKARD 
HUTCHINSON TECH 
INTL BUSINESS MA 
KOMAG, INC. 
LEXMARK INTL INC 
MCOATA (CL. A) 
NCR CORP 
NETWORK 
PALM, INC. 
QLOGIC CORP 
SANDISK CORP 
SEAGATE TECH 
SUN 
WESTERN DIGITAL 

ELECTR EQUIP & INSTR 23 
AGILENT 
AMPHENOL 
ANIXTER INTL 
ARROW 
AVNET 
AVX CORP. 
BENCHMARK 
ELECTRO SCI. 
FLEXTRONICS 
INGRAM MICRO 
JABlL CIRCUIT IN 
KEMET CORP. 
METTLER-TOLEDO 
MOLEX 
PEMSTAR INC. 
PHOTON DYNAMlCS 
PLEXUS CORP. 
SANMINA-SCI 
SOLECTRON 
STAKTEK 
TECH DATA 
TEKTRONIX INC 

Valuation --------Ex~ectatlonal 
# of  Irnpl. Reqd DDM Eqty. ML Adj PIE Prlcel --Earnlnas 
ML Return Return Alnha Duration Beta Ratlo Book Yleld Sumrise Risk Tomedo Dlsner. Est. Rev. 

PR 5yr 
Grwth 

10.0 
14.0 
15.0 
12.0 
20.0 
10.0 
10.0 
5.1 

14.7 
11.0 
28.9 
15.0 
15.0 
12.5 
13.0 
19.8 
10.0 
17.3 
16.0 
20.0 
15.0 
12.5 
18.0 
15.0 
20.0 
15.0 
25.0 

8.7 
22.9 
10.0 
16.0 
17.0 

EPS Growth 
2006 2007 
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# of 
Comp 

VISHAY 
OFFICE ELECTR 1 

XEROX CORP 
SEMICONDUCTORS 53 

ADVANCED 
ADVANCED 
ADVANCED MICRO D 
AGERE 
ALTERA CORP 
AMIS HOLDING 
AMKOR 
ANALOG DEVICES 
APPLIED MATERIAL 
ASYST 
ATMl INC. 
BROADCOM CORP 
CONEXANT 
CYMER INC. 
CYPRESS SEMICON 
ENTEGRIS INC 
FAIRCHILD SEMI. 
FORMFACTOR 
IDT 
INTEL CORP 
INTERSIL CORP 
KLA-TENCOR CORP 
KULICKE L SOFFA 
LAM RESEARCH 
LINEAR 
LSI LOGIC CORP 
MARVELL TECH 
MAXIM 
MEMC ELECTRONIC 
MICROCHIP TECH. 
MICRON 
MKS 
MPS 
NATIONAL SEMICON 
NETLOGIC 
NEXTEST 

Valuation Ex~ectational- 
% of Impl. Reqd DDM Eqty. ML Adj PIE Prlcel Earnlnas 
ML Return Return Alpha Duration beta Ratio Book Yield Surprlse Risk Torpedo Disper. Est. Rev. 

EPS Growth 
2006 2007 
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# of X of 
Comp ML 

NOVELLUS 
NVlDlA CORP 
PHOTRONICS 
PMC-SIERRA INC 
RF MICRO 
SEMTECH CORP 
SIGMATEL 
SILICON LABS 
SKYWORKS 
SPANSION INC 
TERADYNE INC 
TESSERA 
TEXAS 
ULTRATECH 
VEECO INSTR. 
VITESSE SEMICOND 
XlLlNX INC 

TELECOMMUNICATION 25 2.84 
DIVERSIFIED TELECOM 13 1.96 

ALASKA COMM 
ARBINET 
ATBT INC 
CENTURYTEL INC 
CINCINNATI BELL 
CITIZENS 
EMBARQ CORP 
GOLDEN 
IOWA TELECOM 
LEVEL 3 
QWEST 
VERIZON 
WINDSTREAM CORP 

WIRELESS TELECOM SVS 12 0.88 
ALLTEL CORP 
AMERICAN TOWER 
CROWN CASTLE 
DOBSON 
LEAP WIRELESS 
NII HOLDINGS 
SBA COMM 

- --Valuation -Exmctational 
Impl. Reqd DDM Eqty. ML Adj PIE Price/ -Earninas 

Return Return Aloha OuraUon &eta Ratio Book Yleld Sumrlse Risk Tomedo Disoer. EstRev. 
PR 5yr EPS G r o a  
GmVl ZOO6 2007 

20.0 103 3 
17.6 62 23 
20.0 -3 50 
15.0 nm 106 
15.0 88 107 
15.5 9 2 
15.0 nm nm 
15.0 4 5  26 
10.0 17 102 
15.0 nm 140 
15.0 nm -44 
40.0 121 -19 
15.0 20 13 
15.0 m nm 
20.0 50 67 
10.0 nm nm 
14.5 10 20 
1 1 . 4 ,  21 7 

5.8 26 7 
9.8 388 20 

10.0 -58 113 
8.0 36 11 

-1 .o 4 9 
12.0 70 0 
-1.8 7 -2 
3.3 4 -13 

15.5 20 16 
-12.9 -23 -24 
22.5 nm nm 
7.5 189 52 
3.0 -1 4 

-3.4 4 2 
24.0 6 9 
5.8 -17 -1 

85.6 111 nm 
15.0 nm nm 
37.8 108 nm 
78.0 -83 nm 
50.6 63 81 
12.0 nm nm 
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SPRINT NEXTEL 
SUNCOM WIRELESS 
TELE 8 DATA SYS 
TELEPHONE 8 DA-S 
US CELLULAR 

UTILITIES 
ELECTRIC UTILITIES 

ALLEGHENY 
AMERICAN 
DPL INC. 
EDISON 
ENTERGY CORP 
EXELON CORP 
FIRSTENERGY 
FPL GROUP INC 
GREAT PLAINS 
HAWAIIAN ELEC 
NORTHEAST UTlL 
PEPCO HOLDINGS 
PINNACLE WEST CA 
PPL CORP 
PROGRESS 
RELLANT ENERGY 
SIERRA PACIFIC 
SOUTHERN CO 

GAS UTILITIES 
ATMOS ENERGY 
EQUITABLE RES 
NEW JERSEY RES 
NlCOR INC 
PEOPLES ENERGY 
PIEDMONT NATL 
QUESTAR 
SOUTHERN UNION 
SOUTHWEST GAS 
WGL HOLDINGS 

MULTI-UTILITIES 
ALLIANT ENERGY 
AMEREN CORP 
AVISTA 

Valuation -------------Exoectatlonal 
#of % of Irnpl. Reqd DDM Eqty. ML Ad] PIE P r l d  Earninas 

Cornp ML Retum Return Alpha Duratlon Beta Ratio Book Yield Surprise Risk Torpedo Disper. Est. Rev. 
12.8 15.7 -2.9 20.1 1.63 15.2 1.10 0.51 8 7 6 8 

EPS Growth 
2006 2007 

-13 -2 
nm nm 
20 5 
20 5 
21 27 
8 12 
5 18 

93 25 
5 7 

20 11 
-1 14 
5 22 
5 46 

27 11 
16 15 
-7 -5 
13 3 
-3 26 
-8 18 
-7 6 
6 2 

-22 8 
nm 127 
45 13 
-2 5 
8 15 
6 8 
1 22 
5 3 

17 1 
-37 45 

0 nm 
24 21 
-5 21 
54 5 
2 2 
1 10 
2 2 

-11 43 
58 5 
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# of 
Comp 

CENTERPOINT 
CMS ENERGY CORP 
CONSOLIDATED 
DOMINION 
DTE ENERGY CO 
DUKE ENERGY 
ENERGY EAST 
KEYSPAN CORP 
NISOURCE INC 
NSTAR 
OGE ENERGY 
PGBE CORP 
PNM RESOURCES 
PUGET ENERGY 
SCANA CORP 
SEMPRA ENERGY 
TECO ENERGY INC 
VECTREN CORP 
WISCONSIN 
XCEL ENERGY lNC 

lNDEP POWER PROD L 3 
AES CORP. (THE) 
NRG ENERGY, INC. 
TXU CORP 

ML UNIVERSE 1151 
SLP 500 500 

- Valuation 
X of Imol. Read OOM Eatv. ML Adl  PIE Price1 
ML ~etiurn ~e tum Alpha 0 u d o n  Beta - Ratio Book Yleld 

12.3 1.14 15.8 3.26 3.67 
9.2 18.2 -9.0 33.9 2.00 16.2 1.58 0.00 
9.0 7.4 1.6 26.5 0.43 16.6 1.56 4.77 
8.9 9.1 -0.2 29.4 0.68 16.0 2.11 3.42 
9.6 9.2 0.4 25.9 0.69 19.2 1.43 4.37 
9.6 12.4 -2.8 24.9 1.15 17.6 1.50 4.04 

9.3 0.71 13.6 1.30 4.91 
9.1 0.68 17.5 1.57 4.53 

8.2 10.2 -2.0 21.6 0.84 19.0 1.40 3.73 
9.4 9.0 0.4 26.3 0.66 18.0 2.37 3.70 

9.3 0.70 17.0 2.31 3.47 
9.7 11.4 -1.7 26.2 1.01 18.0 2.06 2.87 
8.7 11.7 -3.0 29.6 1.05 17.5 1.56 2.87 

8.3 0.56 16.8 1.38 4.03 
9.6 9.1 0.5 25.4 0.67 15.3 1.70 4.07 

10.8 0.93 14.9 1.91 2.20 
9.2 10.0 4.8 27.0 0.81 17.9 2.10 4.47 

9.1 0.67 18.1 1.91 4.41 
9.1 7.6 1.5 31.6 0.46 18.3 1.93 1.97 
8.8 13.5 -4.7 28.5 1.32 17.0 1.64 3.88 

0.34 12.2 1 0 .  2.1 20.9 0.82 13.3 5.41 1.62 
12.8 17.8 -5.0 21.9 1.94 22.2 5.80 0.00 

10.7 0.91 15.7 1.53 0.00 
11.9 5.4 6.5 20.3 0.14 10.4 15.54 3.01 

100. 1 1 .  11.4 -0.3 29.2 1.00 16.7 2.81 1.72 
89.7 11.3 11.3 0.0 28.8 1.00 16.1 2.84 1.79 

Eaminas 
Surprise Risk Torpedo Disper. Est. Rev. 

EPS Growth 
2006 2007 
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9% Forever? 
That's economist Roger Ibbotson's forecast for stock market returns. HE'S BEEN 
RIGHT--very right--in the past. So how come some people think we shouldn't 
believe him anymore? 

By JUSTIN FOX 
December 26, 2005 

(FORTUNE Magazine) - In May 1974, in the depths of the worst bear market since the 1930s. two young 
men at a University of Chicago conference made a brash prediction: The Dow Jones industrial average, 
floundering in the 800s at the time, would hit 9,218 at the end of 1998 and get to 10,000 by November 
1 999. 

You probably have a good idea how things turned out: At the end of 1998, the Dow was at 9,181, just 37 
points off the forecast. It hit 10,000 in March 1999, seven months early. Those two young men in Chicago 
in 1974 had made one of the most spectacular market calls in history. 

.- . - - -- - - - -. - . - . -. .. -. - - . - . . .. ~ -. . .- .. - --- --.~ - .--. . .~ . 

t ~ o r e  from FORTUNE 
i ~ e s t  employers. tastv benefits 

i Wal-Mart trashes qarbaae 

I !India is awash in private e* 
FORTUNE 500 
Current Issue 
Subscribe to Fortune 

What became of them after that? One, Rex Sinquefield, went on to found a mutual fund company that 
now manages more than $80 billion. The other, Roger Ibbotson, kept making market forecasts, forecasts 
of long-run stock and bond returns that have become deeply woven into the fabric of American life. 
Simply put, if you believe that stocks are fated to return 10% on average over the long haul, lbbotson is 
probably the reason why. 

It's hard to overestimate the influence of those numbers. The forecasts and historical return data churned 
out by lbbotson Associates transformed the pension fund business in the late 1970s and 1980s, leading 
managers to make an epic shift out of bonds and into stocks. They formed the inescapable backdrop to 
the 1990s personal investing boom, as brokers, financial planners, and journalists endlessly repeated the 
lbbotson mantra of double-digit stock market returns as far as the eye could see. Lately the lbbotson 
forecasts have been finding their way into 401 (k)s, as lbbotson and other firms using similar methods 
build portfolios for those who opt not to build their own. lbbotson even sells hundreds of thousands of 
charts each year showing how stocks build wealth over time--and beat the crap out of bonds. 

All this means it's of more than academic interest that an academic debate has been raging for years now 
over the theories upon which lbbotson and Sinquefield based their forecast in 1974, and which lbbotson 
has followed since. Ibbotson, now 62, has taken some of the criticism to heart, and in the process 
ratcheted down his long-run forecast for stock returns from more than 10% a year to 9.27%. That alone 
was somethirrg of a shock for many of his clients, lbbotson says. But a few critics think the real number 
may turn out to be just 5% or 6%. In that case stocks would barely outperform government bonds--an 
eventuality that would entirely rearrange the investing world yet again. 



The most important thing to understand about the forecast that Roger lbbotson and Rex Sinquefield 
churned out in 1974 is that it wasn't an attempt to outsmart or outguess the market as Wall Street seers 
had traditionally done. Instead, lbbotson and Sinquefield were simply trying to use the information already 
embedded in stock prices to, as they put it, "uncover the market's 'consensus' forecast." Their tools were 
a half-century of historical data and the bold new philosophy of stock market behavior that they had 
internalized as students at the University of Chicago's Graduate School of Business. 

They did it at a time when theories batted about in Chicago classrooms really were changing the world, or 
were about to. In the early 1970s, lbbotson says, "everything was going on at the University of Chicago." 
The professors on his Ph.D. dissertation committee included two future Nobel Prize winners (Merton 
Miller and Myron Scholes), another who would have won if he hadn't died before the Nobel committee got 
to him (Fischer Black), yet another whom many colleagues think should win the Nobel (Eugene Fama), 
and a father of Reagan-era supply-side economics (Arthur Laffer). 

Not counting the Black-Scholes options-pricing formula and the Laffer curve, which don't have major roles 
in this drama, the biggest ideas at the Chicago Business School in the early 1970s were the efficient- 
market hypothesis and the capital asset pricing model. The gist of the efficient-market idea, as articulated 
in the 1960s by Eugene Fama, is that today's price is the best possible measure of a stock's value, and 
that nobody can reliably predict which way prices will be headed tomorrow. The capital asset model says 
that you nonetheless can predict long-run stock returns because they are a reward for taking risks, and 
those risks can be measured. While CAPM, as it is known, was devised elsewhere, Chicago's Fischer 
Black was among its most fervent adherents. 

lbbotson arrived on campus in 1968. He was a kid from the Chicago suburbs who studied math and 
physics at Purdue and got an MBA at Indiana University. After struggling in the workforce, he went to 
Chicago to earn a Ph.D. in finance and hit his stride. While still a student, he got a job managing the 
university's bond portfolio. Meanwhile his friend Sinquefield, a 1972 MBA working at a Chicago bank, was 
launching one of the first S&P 500 index funds for institutional investors (this when Vanguard was still but 
a gleam in Jack Bogle's eye). Chicago really was a heady place for young finance geeks in those days. 

lbbotson and Sinquefield both needed up-to-date historical data on security prices for their work, and both 
knew that the professors who ran the Chicago business school's Center for Research in Security Prices 
(CRSP) were in no hurry to repeat the epic number-crunching exercise they had undertaken in the early 
1960s to build a database of stock prices going back to 1925. So the two men took on the job of updating 
the CRSP (pronounced "crisp") stock database and assembling a similar price history for bonds and 
Treasury bills. 

They presented their preliminary findings in May 1974 at one of the twice-yearly seminars that CRSP 
hosted to share the latest academic research with bankers, mutual fund managers, and the like. "Just 
getting the data was a coup," lbbotson says. Then there was the forecast, suggested to them by Fischer 
Black. Black thought of using the data to calculate the additional return that investors had historically 
received for investing in risky stocks rather than in relatively safe government bonds. According to CAPM 
theory, this "risk premium" reflects something real and durable about the rewards investors demand for 
taking the chance of losing money. Real and durable enough, it seemed in 1974, to build a stock market 
prediction on. 

Once lbbotson and Sinquefield figured out the historical risk premium, all they had to do was add it to the 
prevailing risk-free interest rate (Treasury bonds or bills, depending on one's planning horizon) to get the 
"consensus" forecast of market returns. Actually they made it a little more complicated than that: When 
they finally published their work in 1976, they presented their forecast as the middle point of a wide range 
of different possible results. The mean forecast for the 25 years through 2000 was for 13% annual stock 
market returns, with 95% confidence that the return would be between 5.2% and 21.5%. (The actual 
return was AS%.) 



"In some ways it was the first scientific forecast of the market," lbbotson says,proudly. Not everyone saw 
it that way at the time; some skeptics complained it was just a gussied-up extrapolation of the past into 
the future. But there turned out to be a ravenous hunger for such data. Both researchers were swamped 
with requests for more information and advice. For a while Ibbotson, by this time a very junior professor of 
finance at Chicago, just let the letters pile up unopened in a drawer in his office. In 1977 he decided to 
make a business out of his research project and started lbbotson Associates. He also kept teaching at 
Chicago--until 1984, when his wife, health economist Jody Sindelar, got a job at Yale and he wangled an 
appointment there as a finance professor. Since then he's left the day-to-day management of the 
company, still based in Chicago, in the hands of others, while he remains its public face and chief 
researcher. Sinquefield, meanwhile, launched small-cap index fund manager Dimensional Fund Advisors 
with another Chicago finance graduate. David Booth, in 1981. 

ttt 

While lbbotson Associates grew and prospered in the 1980s and 1990s, however, the theories upon 
which its forecasts are based began to crumble in the face of contradictory evidence. The initial onslaught 
came from skeptics of the efficient-market hypothesis like Ibbotson's Yale colleague Robert Shiller, who 
argued that investor mood swings drove stock prices too high or too low for years on end. The experience 
of the late 1990s confirmed to many that there was something to this. But lbbotson says he can't base his 
forecasts on such arguments. "It's not that I believe markets are so efficient," lbbotson says. "It's just that 
I don't want to use a mispricing to make predictions." He's trying to divine a middle-of-the-road 
consensus, not trot out a CNBC-style market call. Fair enough. 

A harder-to-dismiss critique came from Mr. Efficient Markets himself, Ibbotson's dissertation advisor 
Eugene Fama. In a series of papers written with Dartmouth's Kenneth French, Fama has argued that the 
capital asset pricing model, or at least its 1970s corollary that the risk premium is constant, doesn't match 
the facts. "My own view is that the risk premium has gone down over time basically because we've 
convinced people that it's there." Fama says. Ibbotson's stock market forecasting model is thus a victim of 
its own success. 

lbbotson agrees that Fama has a point, and that he can no longer bank on the historical equity premium 
to predict future returns. The alternative he has come up with is an estimate based on fundamentals. He 
takes the 10.31% annual return on stocks from 1925 through the present and strips out the tripling of the 
market's pricelearnings ratio that's occurred since then. "We think of that as a windfall that you shouldn't 
get again," he says. The drivers of stock returns that remain are dividends, earnings growth, and inflation. 
Make a forecast of future inflation using current bond yields, assume that dividend and earnings growth 
history will repeat themselves, and you get a long-run equity-return forecast of 9.27%. When lbbotson 
and his company's director of research, Peng Chen, first ran the numbers in 2001, the gap between the 
new forecast and the one using the equity premium method was more than a percentage point. Because 
PIES have dropped since then, the gap has shrunk. But Ibbotson's revised forecasting method doesn't 
insulate him from criticism any more than the old way. In fact, it invites new criticism. 

The most persistent challenger has been Rob Arnott, a Pasadena money manager and editor of the 
Financial Analysts Journal, who thinks future equity returns could be below 6%. (See "Dueling Market 
Forecasts" chart.) The big difference between his forecast and Ibbotson's is that Arnott uses the current 
dividend yield (1.76%) as a starting point, while lbbotson goes with the much higher long-term average 
yield (4.23%). lbbotson believes the historical number provides a better picture of what investors think is 
ahead. He still relies on the assumption that markets are efficient, so current dividend yields must be low 
for a reason--his guess is that investors are expecting big growth in earnings (and dividends) in the future. 
Arnott, whose research has shown that low yields in the past were followed by slow earnings growth. 
thinks that's balderdash. "One of my biggest beefs with the academic community is the notion that theory 
is fact," he complains. 'When they find evidence that contradicts the theory, instead of saying, Wonderful, 
let's improve the theory,' they throw it out because it conflicts with theory." 



But the theoretical assumption that the market knows best is central to Ibbotson's whole forecasting 
endeavor, something even Arnott acknowledges. "In a sense lbbotson is trying to infer what the 
consensus view is," Arnott says. "I'm trying to profit from that consensus." What lbbotson is telling us is 
that the market still believes stocks will handily outperform bonds over the long haul. And if the market 
turns out to be wrong about that, it won't just be Roger lbbotson who feels the pain. 
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Chapter 9 

The Debate over Future Stock Market Returns 

The impressive performance of the stock market over the last two decades and the resultant increase 
in investor expectations have spurred numerous articles that call attention to the historical market 
return and caution investors about their overly optimistic expectations. The articles point to the 
recent stock market performance which was well below its historical average, while the bond mar- 
ket, on the contrary, has performed quite well. In fact, many studies are predicting stock returns that 
are much lower when compared to the historical average. A few even predict that stocks won't out- 
perform bonds in the future. 

-- - 

Approaches to Calculating the Equity Risk Premium 

The expected return on stocks over bonds, the equity risk premium, has been estimated by a number 
of authors who have utilized a variety of different approaches. Such studies can be categorized into 
four groups based on the approaches they have taken. The first group of studies derive the equity risk 
premium from historical returns between stocks and bonds. Supply side models, using fundamental 
information such as earnings, dividends, or overall productivity, are used by the second group to 
measure the expected equity risk premium. A third group adopts demand side models that derive the 
expected returns of equities through the payoff demanded by equity investors for bearing the 
additional risk. The opinions of financial professionals through broad surveys are relied upon by the 
fourth and final group. 

This section is based upon the work by Roger G. Ibbotson and Peng Chen, who combined the 
first and second approaches to arrive at their forecast of the equity risk p r e m i ~ m . ~  By proposing a 
new supply side methodology, the Ibbotson-Chen study challenges current arguments that future 
returns on stocks over bonds will be negative or close to zero. The results affirm the relationship 
between the stock market and the overall economy. 

Supply Model 

Long-term expected equity returns can be forecasted by the use of supply side models. The supply 
of stock market returns is generated by the productivity of the corporations in the real economy. 
Investors should not expect a much higher or  lower return than that produced by the companies in the 
real economy. Thus, over the long run, equity return should be close to the long-run supply estimate. 

Earnings, dividends, and capital gains are supplied by corporate productivity. Graph 9-5 illus- 
trates that earnings and dividends have historically grown in tandem with the overall economy (GDP 
per capita). However, GDP per capita did not outpace the stock market. This is primarily because the 
P/E ratio increased 1.74 times during the same period. So, assuming that the economy will continue t o  
grow, all three should continue to grow as well. 

6 'Long-Run Stock Returns: Participating in the Real Economy," Roger G. Ibbotson and Pcng Chen, F i ~ n c k / A n & s ~ ~  
]ournd4 JanuaryBebruary 2003. 
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Forward-Looking Earnings Model 

Roger G. Ibbotson and Peng Chen forecast the equity risk premium through a supply side model 
using historical data. They utilized an earnings model as the basis for their suppy side estimate. The 
earnings model breaks the historical equity return into four pieces, with only three historically being 
supplied by companies: inflation, income return, and growth in real earnings per share. The growth 
in the PIE ratio, the fourth piece, is a reflection of investors' changing prediction of future earnings 
growth. The past supply of corporate growth is forecasted to continue; however, a change in 
investors' predictions is not. P/E rose dramatically from 1980 through 2001 because people believed 
that corporate earnings were going to grow faster in the future. This growth in PIE drove a small 
portion of the rise in equity returns over the same period. 

Graph 9-6 illustrates the price to earnings ratio from 1926 to 2005. The P/E ratio, using one- 
year average earnings, was 10.22 at the beginning of 1926 and ended the year 2005 at  17.81, an 
average increase of 0.70 percent per year. The highest P/E was 136.50 recorded in 1932, while the 
lowest was 7.07 recorded in 1948. Ibbotson Associates has revised the calculation of the P/E ratio 
from a one-year to a three-year average earnings for use in equity forecasting. This is because 
reported earnings are affected not only by the long-term productivity, but also by "one-time" items 
that do not necessarily have the same consistent impact year after year. The three-year average is 
more reflective of the long-term trend than the year-by-year numbers. The P/E ratio calculated using 
the three-year average of earnings had an increase of 0.65 percent per year. 

Graph 9-6 

Large Company Stocks 
P/E Ratio 
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The historical P/E growth factor, using three-year earnings, of 0.65 percent per year is sub- 
tracted from the equity forecast, because it is not believed that P/E will continue to increase in the 
future. The market serves as the cue. The current PIE ratio is the market's best guess for the future 
of corporate earnings and there is no reason to believe, at this time, that the market will change its 
mind. 

Thus, the supply of equity return only includes inflation, the growth in real earnings per share, 
and income return. The forward-looking earnings model calculates the long-term supply of U.S. equi- 
ty returns to be 9.67 percent: 

SR = [(1+CPI) x(l+guws)-1]+ Inc+ Rinv 

where: 
SR = the supply of the equity return; 
CPI = Consumer Price Index (inflation); 
  REPS = the growth in real earning per share; 
Inc = the income return; 
Rinv = the reinvestment return. 

The equity risk premium, based on the supply side earnings model, is calculated to be 4.24 
percent on a geometric basis: 

SERP = 
(1 + SR) 

- 1 
(1 + CPI) x (1 + RRf) 

where: 
SERP = the supply side equity risk premium; 
S R  = the supply of the equity return; 
CPI = Consumer Price Index (inflation); 
RRf = the real risk-free rate. 
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Chapter 9 

Converting the geometric average into an arithmetic average results in an equity risk premium 
of 6.28%: 

where: 
RA = the arithmetic average; 
RG = the geometric average; 
a = the standard deviation of equity returns. 

Long-Term Market Predictions 

The supply side model estimates that stocks will continue to provide significant returns over the long 
run, averaging around 9.67 percent per year, assuming historical inflation rates. The equity risk 
premium, based on the supply side earnings model, is calculated to be 4.24 percent on a geometric basis 
and 6.28 percent on an arithmetic basis. 

In the future, Ibbotson and Chen predict increased earnings growth that will offset lower 
dividend yields. The fact that earnings will grow as dividend payouts shrink is in line with Miller and 
Modigliani Theory. 

The forecasts for the market are in line with both the historical supply measures of public cor- 
porations (i.e. earnings) and overall economic productivity (GDP per capita). 

176 SBBl2006 Yearbook 


