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Price/Earnings Trend
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Canadian Pipelines/Utilities Equity 
Issuance In 2007

Date Company Shares Price Total Value

January 3, 2008 Fortis Inc. 5,170,000 $29.00 $149,930,000

January 16, 2008 Enbridge Inc. 15,000,000 $38.75 $581,250,000

February 6, 2008 TransCanada Corp. 45,390,500 $38.00 $1,724,839,000

February 26, 2008 Fortis Inc. 44,275,000 $26.00 $1,151,150,000

Total $3,607,169,000

Note: represents issuances by large pipelines, power or utility corps under coverage.
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U.S. vs. Canadian Utilities

Note: 
3 year CAGR forecast based on a 2005-2008E period.
5 year CAGR forecast based on a 2003-2008E period.
Estimates for Canadian companies are from Macquarie Capital.
Estimates for U.S. companies are based on consensus forecast (sources: Company reports, Thomson, Bloomberg).

Company Ticker 2007 2008E 3 Yr 5 yr

Canadian
Enbridge ENB 24.3x 23.0x 5.2% 5.7%
TransCanada TRP 17.6x 17.1x 7.1% 6.2%
Canadian Utilities CU 15.1x 15.6x 9.3% 6.1%
Fortis FTS 20.9x 18.2x 10.1% 7.8%
Emera EMA 16.8x 16.3x 14.3% 1.6%
TransAlta TA 24.0x 19.6x 22.5% 17.0%
Average 19.8x 18.3x 11.4% 7.4%

U.S.
Consolidated Edison ED 12.0x 12.9x 2.2% 1.6%
Sempra Energy SRE 13.7x 14.3x 1.9% 5.7%
Dominion Resources D 17.0x 13.8x 10.8% 6.5%
NiSource NI 13.0x 13.3x 9.0% 0.3%
PPL Corp. PPL 18.7x 19.9x 5.5% 5.6%
Average 14.9x 14.8x 5.9% 3.9%

P/E Multiples CAGR
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Methodology For Setting Returns On 
New Infrastructure Investments

Asset Category Old Model New Models

Traditional Power Regulated by provinces • Competitive market

Renewable Power Crown Corps build • Government RFP

• Competitive RFP

Pipeline NEB formula ROE • Commercial deals with shippers

• Incentive regulation
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Changes In Allowed Equity Thickness

Company 2003 2004 2005 2006 2007 2008

Enbridge Gas Distribution 35.0% 35.0% 35.0% 35.0% 36.0% 36.0%

BC Gas 33.0% 33.0% 33.0% 35.0% 35.0% 35.0%

TransCanada Mainline 33.0% 33.0% 36.0% 36.0% 40.0% 40.0%
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Dividend Yield Relative to Bond Yield
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Canadian Pipelines & Utilities Dividend Yield 10-Year Bond Yield Relative Yield 

 Average 
77% Relative Yield 

Average 
56% Relative Yield

Current Relative Yield -
99%

 Average 
80% Relative Yield 

Note: Bond yield represented by the Government of Canada 10-yr bond yield.
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Comparative Indexes

Note: Index return based on a January 1, 2005 start date.

-10.0%

0.0%

10.0%

20.0%

30.0%

40.0%

50.0%

60.0%

70.0%

80.0%

Ja
n-

05

M
ar

-0
5

M
ay

-0
5

Ju
l-0

5

Se
p-

05

N
ov

-0
5

Ja
n-

06

M
ar

-0
6

M
ay

-0
6

Ju
l-0

6

Se
p-

06

N
ov

-0
6

Ja
n-

07

M
ar

-0
7

M
ay

-0
7

Ju
l-0

7

Se
p-

07

N
ov

-0
7

Ja
n-

08

M
ar

-0
8

In
de

x 
R

et
ur

n 
(%

)

Pipes/Utes Telecoms Financials REITs



Page 9

M
ac

qu
ar

ie
 R

es
ea

rc
h 

Eq
ui

tie
s

Emera Valuation
EMA valuation vs. group NSPI achieved ROE in recent years

2007 2008E 2007 2008E

Emera 16.8x 16.3x 8.4x 8.2x

Comparative 
group average 19.2x 17.5x 9.0x 8.7x

P/E EV/EBITDA
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Conclusion

The ROE formula appears to be working

But evidence may be masked by: 

Fund flows away from other yield product

Modest increase in allowed equity

Loosening of regulatory framework

So a reduction in allowed returns could be detrimental

The whole framework and its effectiveness is contingent 
on its stability and reliability
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Important disclosures:

Financial definitions 
All "Adjusted" data items have had the 
following adjustments made:

Added back:  goodwill amortisation, provision 
for catastrophe reserves, IFRS derivatives & 
hedging, IFRS impairments & IFRS interest 
expense
Excluded: non recurring items, asset revals, 
property revals, appraisal value uplift, 
preference dividends & minority interests

EPS = adjusted net profit /efpowa*
ROA = adjusted ebit / average total assets
ROA Banks/Insurance = adjusted net profit 
/average total assets
ROE = adjusted net profit / average 
shareholders funds
Gross cashflow = adjusted net profit + 
depreciation
*equivalent fully paid ordinary weighted 
average number of shares

All Reported numbers for Australian/NZ 
listed stocks are modelled under IFRS 
(International Financial Reporting 
Standards).

Volatility index definition*

This is calculated from the volatility of 
historical price movements.

Very high–highest risk – Stock should be 
expected to move up or down 60–100% in a 
year – investors should be aware this stock is 
highly speculative.

High – stock should be expected to move up 
or down at least 40–60% in a year – investors 
should be aware this stock could be 
speculative.

Medium – stock should be expected to move 
up or down at least 30–40% in a year.

Low–medium – stock should be expected to 
move up or down at least 25–30% in a year.

Low – stock should be expected to move up 
or down at least 15–25% in a year.

* Applicable to Australian/NZ/Canada stocks 
only

Recommendation definitions
Recommendation definitions

Macquarie – Australia/New Zealand

Outperform – return >5% in excess of 
benchmark return (>2.5% in excess for listed 
property trusts)
Neutral – return within 5% of benchmark return 
(within 2.5% for listed property trusts)
Underperform – return >5% below benchmark 
return (>2.5% below for listed property trusts)

Macquarie – Asia

Outperform – expected return >+10%
Neutral – expected return from -10% to +10%
Underperform – expected return <-10%

Macquarie First South – South Africa

Outperform – expected return >+10%
Neutral – expected return from -10% to +10%
Underperform – expected return <-10%

Macquarie – Canada

Outperform – return >5% in excess of 
benchmark return 
Neutral – return within 5% of benchmark return 
Underperform – return >5% below benchmark 
return 

Recommendation – 12 months

Note: Quant recommendations may differ from 
Fundamental Analyst recommendations

Recommendation proportions

For quarter ending 30 September 2007

2.08% 

33.33% 

64.58%

RSA 

2.36%16.40%11.85%Underperform

25.98%19.28%40.77%Neutral

71.65%64.32%47.39%Outperform

CAAsiaAU/NZ
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by one of its non-US affiliates when the research report is distributed in the United States by Macquarie Securities (USA) Inc. Any persons receiving 
this report directly from Macquarie Securities (USA) Inc and wishing to effect a transaction in any security described herein should do so with 
Macquarie Securities (USA) Inc. The information contained in this document is confidential. If you are not the intended recipient, you must not disclose 
or use the information in this document in any way. If you received it in error, please tell us immediately by return e-mail and delete the document. We 
do not guarantee the integrity of any e-mails or attached files and are not responsible for any changes made to them by any other person. Macquarie 
has established and implemented a conflicts policy at group level (which may be revised and updated from time to time) (the “Conflicts Policy”) 
pursuant to regulatory requirements (including the FSA Rules) which sets out how we must seek to identify and manage all material conflicts of interest. 
Disclosures with respect to the issuers, if any, mentioned in this research are available at www.macquarie.com/research/disclosures.
© Macquarie Group 


