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Xcel Energy
Near-Term Slower Growth, Increased Capex Drive Us
to the Sidelines — Downgrading to UW

Xcel has seen two key growth driver changes in 2013: I) a challenging MN rate
case outcome will now likely pressure earnings growth and 2) incremental
company-owned generation projects are now more likely to be built. We
therefore see more of a slower growth, higher capital deployment scenario in the
near term versus management's previous expectations. XEL's mild
underperformance so far this year only partially reflects the MN proceedings and
is bolstered in part by the potential for outer-year new generation-driven EPS
growth, in our opinion. We do not see positive RFP outcomes or maintenance of
the long-term 5-7% growth target as significantly detracting from our call, as most
of the benefits would occur past 2015. We are instead positioning for more
disappointment in the form of 2014 EPS guidance and potential incremental
equity needs as well as ongoing MN regulatory risk and are downgrading to UW.

Lower growth, higher capital spend more likely in near term. Following
the MN case and increased generation buildout, particularly wind in 2014 and
2015, we see the near-term path as one of lower EPS growth and higher capital
needs. With the introduction of a 2014-2018 capital plan coming as soon as
early November, we see risk of incremental near-term equity needs on top of
the $400MM outstanding ATM. Approximately $225MM of this has been used
so far, and we note as of June 30 Xcel's equity ratio was 45%.
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o 2014 growth challenging. The $1.99 consensus forecast is little changed over
the preceding 6 months and we see risk to the downside. Our $1.96 estimate
implies 3.7% yoy growth, below the long-term 5-7% target.

o Slower growth not necessarily priced in. XEL shares have underperformed
peers only 3% YTD, mostly in August and leading into the July MN AU
recommendation. In our opinion, shares are pricing in generally positive results
from the generation RFPs and likely continuation of the 5-7% EPS long-term
target, without the near-term growth risk.

Next MN case won't be much easier. With seemingly every proposal being a
point of contention this year and several important items pushed to next year, we
see the first multi-year filing as weighing on shares through at least the start of
proceedings early next year.

XceI Energy Inc. (XEL;XEL US)
FYE Dec	 2012A	 2913E	 2014E	 2014E	 2015E

	

Prev)	 Purr)
EPS ($)
01 (Mar)	 0.38	 0.48A	 -	 -	 -
02 (Jun)	 0.38	 0.40	 -	 -	 -
03 (Sap)	 0.78	 -	 -	 -	 -
Q4 (Dec)	 0.29	 -	 -	 -	 -
FY	 1.85	 1.89	 1.97	 1.96	 2.04
Bloomberg EPS FY ($) 1.80 1.90 - 1.99 2.08
Source: Company data, Bloomberg, J.P. Morgan estimates. Note:'Bloomberg' above denotes Bloomberg
consensus estimates.

Company Data
Price ($)	 27.70
Date Of Price	 19 Aug 13
52-week Range ($)	 31.79-25.84
Market Cap ($ mn) 	 13,794.60
Fiscal Year End 	 Dec
Shares 01S (mn)	 498
Price Target ($) 	 27.00
Price Target End Date	 31-Dec-14
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Investment Thesis, Valuation and Risks

XceI Energy (Underweight; Price Target: $27.00)

Investment Thesis

Xcel offers exposure to a diverse set of integrated electric and gas utilities throughout
the Midwest. The company continues to invest heavily in its system and could
benefit from several wind and thermal generation projects over the next five years.
However, in the near term we see more of a slow growth, higher capital deployment
scenario. We are positioning for disappointment in the form of 2014 EPS guidance
and potential incremental equity needs as well as ongoing MN regulatory risk into
next year.

Valuation
We are downgrading XEL to UW from N and reducing our December 2014 price
target to $27 from $33. Our price target is derived by applying a discount to the peer
group WE multiple and is based on our 2015E EPS estimate. We feel shares should
trade at a discount due to the potential for incremental near-term equity needs and
regulatory risk in jurisdictions such as MN.

Risks to Rating and Price Target
• Management's earnings guidance and long-term growth expectations may turn

out better than expected, resulting in upside risk for shares.

• Regulated electric and gas utilities are subject to federal and state regulations,
including determinations of allowed revenues. Positive changes to the regulatory
environments may cause future earnings potential to differ materially from
current expectations, including changes to the current negative regulatory
sentiment in Minnesota.

• Expected future equity issuance may be lower than expected, resulting in upside
risk for shares. The company's current 5 year capital plan anticipates $400MM
in equity, $235MM of which has already been issued.
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XceI Energy: Summary of Financials
Income Statement . Annual	 FYI 2A FYI3E FYI4E FYI5E Income Statement . Quarterly	 IQI3A 2Q13E 3Q13E 4Q13
Sales	 10,128 10,521 10,750 11,018 Sales
COGS	 (4505) (4,578) (4,594) (4,637) COGS	 -	 -	 -	 -
D&A	 (925) (1,023) (1,084) (1,135) O&A	 -	 -	 -	 -
Operations and maintenance	 (2,875) (3.005) (3,077) (3,135) Operations and maintenance 	 -	 -	 -	 -
Other expenses	 -	 -	 -	 - Other expenses
Total operating expenses	 8,306	 8,607	 8,755	 8,906 Total operating expenses
Other Income l(expensn)	 99	 100	 95	 99 Other Income l(expense) 	 -	 -	 -
EBIT	 1,922	 2,013	 2,090	 2,209 EBIT	 •
EBITDA	 2,848 3,037	 3,174	 3,344 EBITOA	 -
Inlerestexpense	 (566)	 (547)	 (567)	 (593) Interestexpense	 -	 -
Income (ax provision 	 (450)	 (533)	 (535)	 (567) income (ax provision	 -	 -	 -
Tax rate	 33.2% 36.4% 35.1% 35.1% Tax rate	 -	 -	 -	 -
Discontinued operations and other 	 0	 0	 0	 0 Discontinued operations and other 	 -	 -	 •-	 -
Preferred dividends	 0	 0	 0	 0 Preferred dividends	 -	 -	 -	 -
Hot income	 905	 933	 988	 1,049 Net income
Total non-recurring items	 -	 -	 -	 - Total non-recurring Items	 -	 -	 -	 -
Net Income (Recurring)	 905	 933	 988	 1,049 Net Income (Recurring)
Diluted shares outstanding	 488	 494	 505	 513 Diluted shares outstanding
Diluted EPS	 1.85	 1.69	 1.96	 2.04 Diluted El'S	 0.48A	 0.40
DPS($)	 1.07	 1.11	 1.16	 1.20	 DIPS ($)	 -	 -	 -	 -
Payout ratio	 57.7% 58.0% 59.1% 58.9% Payout ratio	 -	 -	 -	 -

Balance Sheet and Cash Flow Data 	 FYI2A FYI3E FYI4E FYI5E Ratio Analysis 	 FYI2A FYI3E FY14E FYI5E
Cash and cash equivalents	 82	 0	 0	 0 Sates growth	 (4.99/6)	 3,9'/,	 2.2%	 2.5%
Current assets	 2,625	 2,543	 2,543	 2,543 EB1TDA growth	 3.1%	 6.6%	 4.5%	 5.4%
PP&E	 23,809 25,941 27,882 29,307 EB1T growth 	 2.6%	 4.8%	 3.8%	 57%
Non-current assets	 4,706	 4,706	 4,706	 4,705 Net income (recurring) growth 	 8.1%	 3.01/6	 6.0%	 6.1%
Total assets	 31,141 33,190 35,131 35,556
Current liabilities	 2,937	 3,578	 4,759	 5,523 Diluted EPS growth	 7.4%	 1.9%	 3.6%	 4.311.
Long-term Debt 	 10,144 10,577 10,602 10,652
Preferred stock	 0	 0	 0	 0 Gross margin	 55.5% 56,51% 57,3%	 57,9%
Other non-current liabilities 	 9,186	 9,472	 9,472	 9,472 Operating margin	 19.0%	 19.1%	 19.4%	 20.1%
Common equity	 8,874	 9,563 10,298 10,909
Total liabilities & equity	 31,141 33,190 35,131 35,556 Debt I Capital (book)	 54.80/.	 552% 55.9%	 56.0%

Times interest earned 	 5.0	 5,5	 5.6	 E6
Net Income
D&A
Change in working capital
Change in other assets
Net operating cash flow
Cash flow from Investing activities
Net common equity issuedl(repurchased)
Net debt issuedl(repurchased)
Common dividends paid
Other financing activity
Cash flow from financing activities
Increase/(decrease) in cash
Cash at beginning of the period
Cash at end of the period

Source; Company reports and J.P. Morgan estimates,
Nate: $ in millions (except per-share data),Fiscal year ends Dec
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Analyst Certification: The research analyst(s) denoted by an "AC" on the cover of this report certifies (or, where multiple research
analysts are primarily responsible for this report, the research analyst denoted by an "AC" on the cover or within the document
individually certifies, with respect to each security or issuer that the research analyst covers in this research) that: (I) all of the views
expressed in this report accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of
any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views
expressed by the research analyst(s) in this report.

Important Disclosures

• Lead or Co-manager: J.P. Morgan acted as lead or co-manager in a public offering of equity and/or debt securities for Xeel Energy
within the past 12 months.

• Client: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients: Xcel Energy.

• Client/Investment Banking: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as investment
banking clients: Xcel Energy.
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• Investment Banking (past 12 months): J.P. Morgan received in the past 12 months compensation from investment banking Xcel
Energy.

• Investment Banking (next 3 months): J.P. Morgan expects to receive, or intends to seek, compensation for investment banking
services in the next three months from Xcel Energy.

• Non-Investment Banking Compensation: J.P. Morgan has received compensation in the past 12 months for products or services
other than investment banking from Xcel Energy.

Company-Specific Disclosures: Important disclosures, including price charts, are available for compendium reports and all J.P. Morgan—
covered companies by visiting lfltos://unun.iomor gan.comldisciosurcs/comnany. calling 1-800477-0406, or c-mailing
research.disclpsure.inquiries(ãpmorgan.coin with your request. J.P. Morgan's Strategy, Technical, and Quantitative Research teams may
screen companies not covered by J.P. Morgan. For important disclosures for these companies, please call 1-800-477-0406 or e-mail
researclt.disclosurc.inuuiricsinrnorgan.com .
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Explanation of Equity Research Ratings, Designations and Analyst(s) Coverage Universe:
J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the
average total return of the stocks in the analyst's (or the analyst's team's) coverage universe.] Neutral [Over the next six to twelve
months, we expect this stock will perform in line with the average total return of the stocks in the analyst's (or the analyst's team's)
coverage universe.] Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of
the stocks in the analyst's (or the analyst's team's) coverage universe.] Not Rated (NR): J.P. Morgan has removed the rating and, if
applicable, the price target, for this stock because of either a lack of a sufficient fundamental basis or for legal, regulatory or policy
reasons. The previous rating and, if applicable, the price target, no longer should be relied upon. An NR designation is not a
recommendation or a rating. In our Asia (ex-Australia) and U.K. small- and mid-cap equity research, each stock's expected total return is
compared to the expected total return of a benchmark country market index, not to those analysts' coverage universe. If it does not appear
in the Important Disclosures section of this report, the certifying analyst's coverage universe can be found on J.P. Morgan's research
website. www.jpmorganm arkets.coin.

Coverage Universe: Turnure, Christopher: American Electric Power (AEP). Black Hills Corp. (BKH), Dominion Resources (D), Duke
Energy Corp. (DUK), Entergy Corp. (ETR), Exelon Corp. (EXC). Great Plains Energy (OX?), Hawaiian Electric Industries Inc. (HE),
ITC Holdings (ITC), NextEma Energy Inc. (NEE). PG&E Corp. (PCG), Pepco Holdings (POM), Piedmont Natural Gas Co. (PNY),
Portland General Electric Co. (POR). Sempra Energy (SRE), UIL Holdings Corporation (tilL), Westar Energy Inc (WR), Xcel Energy
(XEL)

J.P. Morgan Equity Research Ratings Distribution, as of June 28, 2913
Overweight Neutral 	 Underweight
(buy)	 (hold)	 (sell)

J.P. Morgan Global Equity Research Coverage	 44%	 44%	 12%
113 clients	 56%	 50%	 40%

JPMS Equity Research Coverage	 42%	 50%	 8%
TB clients	 76%	 66%	 55%

Percentage of investment banking clients in each rating category.
For purposes only ofFINRA/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold
rating category; and our Underweight rating tills into a sell rating category. Please note that stocks with an NR designation are not included in the table
above.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered
companies, please see the most recent company-specific research report at hrtp://wv.ipmorganmarkets.com , contact the primary analyst
or your J.P. Morgan representative, or email research.disclosureinquiriesjomorgan.com .
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