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Industry Type                                                   Cyclical
Key Indices:                                                 (S5UTILX)
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Description and Summary:  
The utilities industry includes electric, gas, multi-utilities, water utilities, and independent power producers and energy traders. Energy can be derived from natural gas, coal, nuclear power, water, wind .etc. Industry’s customers are households, corporations, government. Among these sub industries, electric and gas are the biggest. According to Edison Electric Institute (EEI), the market capitalization for US investor-owned electric companies went up 7.7%  from 361.9 billion in 2008 to 389.7 billion in 2009.  
International Competitive Structure: 

International competition in utilities industry is not very strong. Since transportation and transmission costs are high in this industry, most raw materials are acquired from close by plants. As a result, it is hard for utilities companies to provide services outside the border. However, our gas utilities depend on imported natural gas to meet the domestic demand. Thus, over sea’s gas price can lead to competition domestically. 
Strengths:

1.  Utilities industry is stable. As the economy downturns, the industry’s performance is still above the bottom line, yielding high return.
2.  The increase rate of investor owned companies leads to competition. That investors rather than municipal, state, federal own the companies can lead to more competition; thus, there would be more innovations improving the quality of products and services, reducing the cost.
3.  Population continues to grow, leading to more demand for utilities especially in the West. As a result, firms have a chance to expand producing to meet the demand. 
Weaknesses:

1.  Problems in the economy and the housing industry lower down the demand for this industry. Existing customers prefer conserving to expanding, further reducing the current demand.
2.    US gas utilities rely heavily on imported natural gas. Thus, domestic gas price depends heavily on over sea’s sources. As a result, over sea’s events can have significant impact on the domestic price. For example, a shutdown of a nuclear plan and its using gas-fired plants can leads to a high price here in USA.
3. 
Water systems constructed decades ago are now insufficient and need to be repaired to meet the new demand. These costs for infrastructure are considerable for small players now in the market.      

4.  Transportation and transmission don’t always meet demand. As the population grows in the West, demand for utilities here increases. The utility industry depending on transportation and transmission facilities owned and operated by other companies can be hurt if the services are held up.
Opportunities/Trends:

1.
In the electric industry, consolidation seems to be at slow pace. The termination of merger agreements Exelon Corp. and Public Service Enterprise Group Inc. in September 2006 and between FPL Group Inc. and Constellation Energy Group Inc. (CEG) in October 2006 slow down this process. Fail to merge makes the market more competitive, giving customers chance to choose the best suppliers for them.
2.  Demand for improved water quality is increasing.  In the long run, an improvement in the quality of water will positively affect infrastructure upgrades.  The cost for improvement is high, requiring smaller players to consolidate to meet the requirement. 

3. As natural gas’ transportation cost rises, domestic gas 
Production is more favored. That is, importing natural gas from foreign countries is projected to lose its importance in the future. 
Threats:

1.  Weather changes frequently. Changes in weather conditions directly impact all sectors of the industry. With small changes in weather, revenues could decrease or increase dramatically.  For example, a cold weather in December 2000 causes the demand for gas spikes and gas inventories decrease.  

2.  Utilities industry depends more on regulations. Government and federal put more influence on the utilities industry. Electric reliability organization (ERO) was established, and it was authorized to take any necessary action to ensure compliance with reliability standards or related commission. 
Key Valuation Ratios to Watch:

Free Cash Flow, EBITDA, Operating and Profit Margins, and Return on Equity.

Key Items to Watch:

Interest Rate, Weather, Commodity Prices, Dividend Yield, Consumer Confidence, and GDP.
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