
TransAlta Corporation: Could This Stock Double in 2017?

Description

TransAlta Corporation (TSX:TA)(NYSE:TAC) jumped 25% last week on positive news from the
Albertan government.

Let’s take a look at the current situation to see if this beaten-up stock might extend its gains going into
2017.

Winds of change

TransAlta has come under pressure in recent years as falling electricity rates, the oil rout, and
government plans to end coal-fired electricity generation hit the company’s balance sheet and sent
investors running for the hills.

The result has been a nightmare for long-term investors, who watched the stock price slide from $20
just five years ago to below $4 in early 2016.

Uncertainty around Alberta’s plan for the province’s electricity market kept bargain hunters on the
sidelines for most of this year, but recent developments have cleared up the picture, and money is now
flooding back into the stock.

What’s up?

Alberta just announced its road map for getting the province off coal by 2030. The plan includes paying
TransAlta and its peers to speed up the closure of some coal-fired plants and helping to cover the cost
of switching from coal to natural gas on others.

TransAlta will receive about $37.4 million per year from 2017 to 2030.

The province is also changing the way the electricity market is structured, moving away from a free-
market system to one that pays producers for both their capacity and the electricity they generate.

This will provide companies with an incentive to invest in new assets to replace lost power generation
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from the mothballed coal plants. Alberta currently gets about half of its electricity from coal-fired
facilities.

TransAlta CEO Dawn Farrell was at the announcement and said her company will remain the largest
investor in Alberta’s power-generation industry.

Could the stock double?

TransAlta is now at a 12-month high and should continue to recover as investors become more
comfortable with the company’s prospects.

A 100% move from the current price would likely require a strong rebound in the energy sector. At the
moment, that doesn’t seem to be in the cards.

Should you buy?

TransAlta has made good progress in reducing its debt in the past couple of years, and the company
appears to have negotiated a positive deal with the government to ensure it remains healthy through
the transition to cleaner electricity generation.

The Albertan power market will continue to be weak in the near term, but contrarian investors with a
buy-and-hold strategy might want to take a position in this stock before the energy sector recovers.
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