SHIELDS & CO@NJ\/

MEMBER NEW YORK STOCK EXCHANGE

140 BROADWAY NEW YORK, NY 10005

RAYMOND E. MOORE, CFA
(212) 320-3065 Trading (212) 320-3001 August 19, 2008

ray.moore@shieldsandco.com
Market Update
Prior Review — July 10, 2008

Electric Utilities
Non-Regulated Generators Price Performance
Realities of Next Cycle

Table 1
S&P Utilities
Profile - Comparative Performance

Column (1) (2) (3) (4) (5)
Price

8/15 3-mos  6-mos

% %

S&P 500 1,298 9 4)

Philadelphia Index 493 9 7)
)
)

S&P Utilities 37 @ 7
Dow Ind. 11,660 (10) 6

Overview

Year to date, the major indices registered poor price performance. Utilities, the S&P 500 and Dow Industrials declined 12%-
13%. Since July 9t however, performance diverged as the S&P Utilities and Philadelphia 22 Electric Stock indices declined 9%-
10% versus gains of 4% and 5%, respectively, for the S&P 500 and the Dow Jones Industrials.

Share prices of primarily non-regulated electric generators dropped along with energy prices (Table 4): Dynegy (-26%-DYN-Not
Rated), Exelon (-18%-EXC-Hold), Entergy (-18%-ETR-Not Rated), PPL Corp. (-15%-PPL-Hold), AES Corp (-15%-AES-Not
Rated). Constellation Energy (-21%-CEG-Hold), already having a tough year, dropped another 21% since July 9t following
release of its 10Q that doubled its collateral obligations should it be downgraded 2 notches to less than investment grade. It
wasn't so much a fear of downgrade that troubles investors but the damage to management credibility caused by the
restatement and drains on capital that could limit long-term growth. Other poor performers include Questar (-25%-STR-Not
Rated), primarily an E&P company, and Teco Energy (-18%-TE-Hold) whose shares have benefited from its coal business. Of
the 5-best performers in the S&P Utilities through July 9t 4 were among the 5 worst since July 9.
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Table 2
Comparative Performance
August 15 versus July 9

8/15

7/9

S&P 500
Philadelphia Index
S&P Utilities

Dow Industrials

1,298
493
37
11,660

1,245
541
41
11,147

By contrast, the better performers since July 9t were traditional utilities with high yields and moderate-to-low sell-side
sponsorship:  Pinnacle West Capital (9%-PNW-Hold), Nicor (7%-GAS-Not Rated), Progress Energy (6%-PGN-Hold),
Consolidated Edison (5%-ED-Hold) and Xcel (3%-XEL-Hold).

Table 3
Performance Profile
5 Best & Worst Performers
August 15 vs. July 9 & Year-to-Date through July 9

Column @2 @3 @ (5) (1) (@)
8/15vs 7/9 Mkt Val | Thru 7/9 Mkt Val
Best 6 Bias  $-bil Best Bias $-bil
Pinnacle 9 4 Questar 57 11
Nicor 25 2 Teco 36 4
Progress 22 11 First Energy 75

Con. Ed. 8 11 Dynegy 69

Xcel 25 9 Exelon 65

Worst Worst

Dynegy 64 Pinnacle

Questar 57 Ameren

Constellation 42 Allegheny

Exelon 63 Constellation

Teco 29 Con. Ed.

Non-Regulated Performance

Weakness in non-regulated electric generators could reflect the end of the typical business cycle. Electric generators have been
on the receiving line of several positive factors. Nuclear generators, in particular, have benefited from a low investment base that
was written down or bought at fire sale prices, extended depreciation lives, improved capacity factors, and rising fossil fuel
prices. Margins may expand under a cap and trade policy limiting carbon dioxide emissions (and reinstitution of Sox and Nox
trading). That's a whole lot of leverage out of an existing investment base.

These circumstances are unlikely to be duplicated in the next cycle. Unlike integrated regulated companies, non-regulated
generators have no identifiable customer, or regulatory safeguards to limit risk such as construction work in progress in rate
base. For example, Scana Corp (SCG-Buy) and Southern Company (SO-Hold) should be able to finance new nuclear
capacity without Federal guaranteed debt (their applications assume no government subsidy). For non-regulated generators,
what lender would incur the risks during construction and at what rates, unless of course with a guarantee from Uncle Sam? If
available, quasi non-regulated generators would hope to finance the project off balance sheet via project finance or leverage
lease basis. Upon completion, the generator prices its product based on a levelized cost over the projects’ life. Those options
would of course be available to traditional integrated utilities.
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-2-




(Continued)

S&P Utilities

Table 4 presents the 31 companies in the S&P Utilities Index sorted by weightings and prices as of August 15, 2008.

Columns 4-8: Percentage price changes from 7/9/08, year to date, 3-months, 6-months, and 1-year.
Column 9: Buy recommendations as percentage of total as per Bloomberg Financial Service.
Column 10: Equity market capitalization.

Columns 11-12: Consensus 2009 EPS and P/E as per Bloomberg Financial Service.

Columns 13-14: Dividend and yields.

Table 4
S&P Utilities
Sorted by Weighting

Column Q @ @B @ B 6 N ©® © (10) 1) (12
Wt 7/9- Price Bias | Mktval  EPS P/E
Company 8/15 | 8/15 3-mos 6-mos 1-Yr| % $bil 2009c  2009c
Exelon 11.96 | 73 (14) @) 63 49 471 156
Southern 7.13 37 2 5 39 28 247 152
Dominion 6.11 43 0 26 28 336 126
FPL 6.05 60 (11 59 24 423 141
First Engy 541 72 83 22 544 132
Duke 5.15 18 26 22 135 132
PS Ent. 4.94 39 ) | 60 20 328 119
Entergy 4.78 50 20 794 127
PPL Corp 4.10 44 73 17 228 194
AEP Corp 3.86 39 53 15 341 113
Edison Intl. 364 | 45 57 15 4.55 9.8
Sempra 3.57 57 85 15 457 125
PG&E 3.52 40 71 14 321 123
Progress 291 45 22 11 316 141
Contellaton 281 63 42 6.40 9.9
Con. Ed. 2.78 41 ) )| 8 315 129
AES Corp 2.57 15 88 128 119
Xcel 2.23 21 25 163 126
Ameren 2.20 42 10 343 122
Questar 214 | 49 57 380 13.0
Allegheny 1.90 45 91 340 133
DTE 171 42 20 333 125
CentPt 131 16 63 135 118
PEPCO 1.25 25 70 210 118
NiSource 1.15 17 25 133 124
Integrys 0.99 51 71 399 129
Teco 0.92 17 29 150 116
Pinnacle 0.89 35 9 256 137
CMS 0.76 13 79 131 102
Dynegy 0.74 6 64 036 164
Nicor 0.51 44 7 25 261 16.9
Average 40 49 314 128
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Analyst’s Certification

I Raymond E. Moore certify that the views expressed in this research report accurately reflect my personal views
about the subject companies and their securities. | also certify that | have not been and will not be receiving direct or
indirect compensation in exchange for expressing the specific recommendations in this report.

Important Disclosures

Guide to Investment Ratings:

Buy Total return is expected to exceed significantly the average total return of the analyst’s industry coverage
universe over the next 12 months.
Market Perform & Hold Total return is expected to equal the average total return of the analyst’s industry coverage
universe over the next 12 months.
Sell Total return is expected to significantly under perform (15% plus) the total return of the industry coverage
universe over the next 12 months.

Analyst’s Ratings Distribution

% Investment Banking
Buy 11% 0%
Hold 89% 0%
Sell 0% 0%

The principal risks to the achievement of our price targets include general market trends, disappointing earnings and
lower energy prices and adverse regulatory developments.

Our target prices are based on projected earnings for the following calendar year, and an assumed price/earnings
ratio in line with the company’s historical valuation or those of other companies with similar businesses and
prospects.

Capital Management Associates holds positions in the common shares of American Electric Power, Centerpoint Energy,
Consolidated Edison, Dominion Resources, DTE Energy, Duke Energy, Dynegy, Inc., Edison International, FPL Group Inc.,
NiSource Inc., PPL Corporation, Pepco Holdings, Progress Energy, Public Service Enterprises Group, Sempra Energy, Southern
Company, Teco Energy, and Xcel Energy in managed accounts.

Neither Shields nor a director, officer or the research analyst has received any compensation for products or services
from the subject company in the past 12 months.

Other Disclosures and Disclaimers

This research report and recommendations agree with the personal opinion of the analyst who prepared this report.

Any financial interest that the research analyst or member of the analyst's household or any other individual directly
involved with the preparation of this report has in the subject company, has been disclosed in the Important
Disclosures section.




Other Disclosures and Disclaimers, continued

Investing is a risky activity and can lead to substantial losses. This report does not provide individually tailored
investment advice. It has been prepared without regard to the individual financial circumstances and objectives of
persons who receive it. The securities discussed in this report may not be suitable for all investors. Shields &
Company recommends that investors independently evaluate particular investments and strategies, and encourages
investors to seek the advice of a financial adviser. The appropriateness of a particular investment or strategy will
depend on an investor's individual circumstances and objectives.

This report is not an offer to buy or sell any security or to participate in any trading strategy. Shields & Company
and/or its employees not involved in the preparation of this report may have investments in securities or derivatives of
securities of companies mentioned in this report, and may trade them in ways different from those discussed in this
report. Derivatives may be issued by Shields & Company or associated persons. The firm does not make a market
in the shares of the companies mentioned, has no relationship with them, and has not received any compensation
from them.

Shields & Company makes every effort to use reliable, comprehensive information, but we make no representation
that it is accurate or complete. We have no obligation to tell you when opinions or information in this report change
apart from when we intend to discontinue research coverage of a subject company.

Reports prepared by Shields & Company and its research personnel are based on public information. Facts and
views presented in this report have not been reviewed by, and may not reflect information known to, professionals in
other business areas.

Shields & Company research personnel conduct site visits from time to time but are prohibited from accepting
payment or reimbursement by the company of travel expenses from such visits.




