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BELCO Holdings Limited July 2008 

(BELCO-BH)                  BSX Utilities ï Electricity & Gas 

 

Share Price (07/22/08): $21.40   Annual Dividend: $0.85  Shares O/S: 10.29m 

Stock Rating: Hold  Current Yield: 3.97%  Market Cap: $220.2m 

Risk Profile: Low  Payout Ratio: 43%  BSX Weight: 8.57% 

1-Year Target: $21.00  Ex-Dividend Date: 09/12/08  Book Value: $28.71 

1-Year Implied ROR: 2.1%  Frequency: Quarterly  Price/Book: 0.75x 

 

52-Week High: $23.00  Earnings Snapshot: 2005 2006 2007 2008E  

52-Week Low: $19.50  EPS: $1.99 $2.10 $1.98 $1.87 

Avg. Monthly Volume: 16,500  YoY Growth: 9.9% 5.5% (5.7%) (5.6%) 

   P/E Ratio: 10.14x 10.95x 10.61x 11.44x 

Current P/E Ratio: 10.81x  Fiscal YE Price: $20.18 $23.00 $21.00  

Shareholder's Equity: $295.5m  

Total Assets: $339.7m  

Return on Equity: 6.9%  

Return on Assets: 6.0%  

 

Notes:  -BELCO raised its annual dividend  

  by $0.04 in August 2007. 

   -BELCO fiscal year end is Dec. 31
st

. 

 

 

       
                      Price chart as of July 22, 2008.  Courtesy of Bloomberg LLP. 

 

2007 Earnings Decline by 5.6%  
I N V E S T M E N T  H I G H L I G H T S  

 BELCO Holdings reported 2007 operating earnings of $20.4 million, or $1.98 per share, down 5.6% from 
2006 earnings of $21.6 million, or $2.10 per share, and short of our expectations of $2.12 per share. 

 Operating costs of $1.8 million associated with inventory write-offs and $684,000 related to cancellation 
penalties served to undermine BELCOôs 2007 profit figures.  Without these one-time items, the company 
earned $22.9 million, or $2.22 per share ï slightly above our EPS estimates. 

 Overall electricity sales came in less than projected.  Although the number of residential customers 
increased by 2.53% year-on-year, the average customer usage declined by 4kWh per month.  This decline 
in consumption was the result of conservation efforts brought about by higher fuel costs (passed on to 
consumers through the Fuel Adjustment Rate) as well as milder summer temperatures. 

 Bermuda Gas posted net income of $1.13 million, a 57.4% improvement over 2006 results.  This earnings 
increase was attributed to a rise in propane revenues in addition to higher appliance sales. 

 

Residential Usage Down 7.4% in 2008 
C O N S U M E R  C O N S E R V A T I O N  E F F O R T S  C O N T I N U E  

 BELCOôs fuel input prices have climbed substantially during the first half of 2008 ï with April diesel fuel 
prices rising over 43% since the last shipment of November 2007.  Bermudaôs residential consumers have 
continued their conservation efforts accordingly, with average monthly usage down a significant 7.43% 
during the first five months of 2008. 

 

BELCO 2-year chart: 
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 Bermuda Gas reported an annual revenue increase of 4.3% for first half 2008, with most of these gains due 
to higher propane prices.  Appliance sales were down almost 7% year-on-year. 

 

No ñQuick Cureò- Renewable Energy a Ways Off 
N E A R - T E R M  F U T U R E  T I E D  T O  T Y N E S  B A Y  P L A N T  

 At the 2007 AGM, BELCO presented to shareholders its Electric System Discussion Document, highlighting 
the timeline for installation of new electricity generation facilities.  In order to meet projected electricity 
demand by 2011 ï and in the absence of any viable large-scale renewable energy plans ï the expansion of 
the Tyneôs Bay facility will continue apace.   BELCO submitted an application to Government in November 
2007, with eight phases proposed through 2030, including the installation of several new diesel engines and 
gas turbines. 

 The agreement with Current to Current for the provision of ocean-generated power is still without a delivery 
date and appears to be ñdead in the waterò (no pun intended.)  BELCO has subsequently turned its attention 
towards small-scale renewable technologies, with a pilot project currently taking place at its Belmont 
substation facility. 

 In June 2008, BELCO announced the formation of a new subsidiary ï PurEnergy Renewables Ltd. ï which 
will focus on hybrid combinations of renewable power technologies, including Solar Photovoltaic (PV), Solar 
Thermal Water Heating, and small wind turbines.  PurEnergyôs focus is twofold.  Firstly, from a ñmacroò 
perspective, it plans to integrate new renewable-energy installations onto the grid in order to subsidize 
conventionally-generated power from BELCOôs central plant in Pembroke.  Secondly, the subsidiary intends 
to provide consumers with customized designs which will reduce their dependence on fossil fuels and allow 
for backup power in the event of prolonged electricity outages following tropical storms and hurricanes. 

 BELCOôs discussion of trendy renewable energy options is bound to elicit some ñwarm fuzzyò feelings.       
At present, however, this dialogue appears as little more than reactionary corporate rhetoric.  While we hold 
ample confidence in the companyôs renewable energy initiatives in the future, BELCO has decided to pursue 
a near-term plan centered around the expansion of its existing conventional facilities ï replete with a 
continued reliance on fossil fuels and consumer prices subject to the vagaries of current energy markets. 

  

New Projects, High Oil Costs Will Hurt Profits 
F O R E C A S T  A N D  R E C O M M E N D A T I O N  

 Because BELCO passes on the majority of its oil price increases through the Fuel Adjustment Surcharge, 
higher electricity bills have led to a coincident decline in usage by the average consumer.  In other words:  
ñAs energy costs rise, Bermudians conserve.ò  That having been said, it will be difficult for BELCO to pass 
the substantial price tag of its new infrastructure projects onto an already burdened consumer.  BELCO has 
received Government approval on a 2.5% price increase per year for four years beginning in 2008, with a 
3.0% rise in the fifth year.  Given the $195 million in electricity sales during 2007, these price increases 
equate to roughly $5 million in supplementary annual revenue going forward.  The remainder of the 
approximately $100 million in funds required for near-term plant expansion ï in addition to the costs of 
renewable energy initiatives ï will be provided through a combination of working capital, equity/debt 
offerings, external lending facilities, and government subsidies.   

 In order to meet Bermudaôs growing energy demands, BELCO estimates a required infrastructure 
investment of approximately $500 million over the next 10 years.  To put this number in perspective, 
BELCOôs current market capitalization stands at $216 million, with total assets of $340 million and 
shareholderôs equity of $300 million.  Government has recently established a new Ministry of Energy, which 
should (hopefully) provide a formidable ally for BELCO with respect to the planning, approval, and funding of 
future energy infrastructure projects. 

 With crude oil trading over $140 per barrel during July 2008, and Bermudians staring at over 50% year-on-
year increases in fuel surcharges, we project sustained energy conservation efforts by residential customers 
in the range of 7-10% for the remainder of 2008.  This ñdemand destructionò effect will be offset marginally 
by an increase in the number of residential customers and by higher commercial demand, as newly-
completed office buildings and tourism projects ñplug inò to the electrical grid. 

 We apply an 11.0x multiple to our 2008 operating earnings estimate of $1.87 per share, resulting in a      
one-year price target of $21.00 and a recommendation of ñholdò.  We would note that BELCO shares offer 
an attractive dividend yield of 4.0% and currently trade at a 25% discount to book value.  
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General Disclosures 
 

This report has been prepared by LOM Securities (Bermuda) Limited (ñLOMò).  LOM has made every effort to 
ensure that the contents herein have been compiled from sources believed reliable.  However, LOM does not 
warrant the accuracy, adequacy, timeliness and/or completeness of this information and expressly disclaims 
any liability for errors or omissions in this information.  All estimates and opinions contained in this report are 
subject to change without notice and are provided in good faith, but without any legal responsibility. 
 
Nothing contained in this report constitutes legal, accounting, and/or tax advice.  This material has been 
prepared for general circulation and without regard to the individual financial circumstances of persons who 
receive it.  It is recommended that advice be sought from a qualified investment professional prior to the 
implementation of any financial plan.  This presentation is for informational purposes only, and does not 
constitute a solicitation to buy or sell any individual security. 
 
To the fullest extent permitted by law, neither LOM, nor any of its affiliates, nor any other person, accepts any 
liability whatsoever for any direct or consequential loss arising from the use of this report or the information 
contained herein.  The information provided herein is not intended for distribution to or for use by, any person 
or entity in any country or jurisdiction where such distribution or use would be contrary to laws or regulations 
which would subject LOM or its affiliates to any registration requirement within such country or jurisdiction. 
 
 
Conflict Disclosures 
 

At the time of this report, LOM Securities (Bermuda) Limited (ñLOMò) or an associated firm may make a market 
in the shares of this company. 
 

In the past 12 months, LOM or an associated firm may have received compensation from this company for 
investment banking services.     
 

In the past 12 months, LOM or an associated firm may have received compensation from this company for   
non-investment banking securities-related services. 
 

The analyst or a household member may have a long position in the common shares of this company. 
 

Investors should assume that LOM or an associated firm expects to receive or intends to seek compensation 
from this company for investment banking or other services in the next six months. 
 

There are three categories within the LOM Investment Rating System:  ñBuyò, ñHoldò, and ñSellò.  The rating 
category assigned to each company is based on the analysis of four factors:  intrinsic value, relative value, 
capital flow/market sentiment, and fundamental catalysts (both long and short-term.)  A combination of these 
factors is used to formulate specific one-year share price targets and estimates of total return.  Total return 
estimates are derived from estimated capital appreciation plus projected cash dividends during the twelve 
calendar months following the report release date.  In order to assign a ñBuyò rating, the estimated one-year 
total return on a given companyôs stock must be greater than +10.0%.  Stocks in the ñHoldò category have 
estimated one-year total returns in the range of -10.0% to +10.0%.  Stocks rated ñSellò have estimated one-
year total returns of less than -10.0%. 
 
From time to time, LOM may identify its investment rating on a covered company as being ñUnder Reviewò or 
ñSuspendedò.  Usage of these terms indicates that LOM does not currently maintain an investment 
recommendation regarding purchase or sale of the company's securities and is attempting to obtain, or is in the 
process of reviewing, additional information regarding the company.  Where these terms are used, additional 
details on the specific circumstances are provided in the corresponding discussion of the company. 
 
LOM may buy or sell shares in the securities contained in this report following its publication, with no advance 
public notice.  
 
The material contained herein may not be re-printed, in full or in part, without the prior expressed written 
consent of LOM.  
 
LOM Securities (Bermuda) Limited is licensed to conduct investment business by the Bermuda Monetary 
Authority. 

 


