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Q. Please state your name.

A. My name is David Murray.

Q. Are you the same David Murray who filed direct and rebuttal testimony in
this proceeding for the Staff of the Missouri Public Service Commission (Staff)?

A, Yes, I am.

Q. In your direct testimony, did you recommend a fair and reasonable rate of
return for the Missoun jurisdictional natural gas utility rate base for Southern Union
Company’s (Southern Union) Missouri Gas Energy (MGE) division?

A. Yes, [ did.

Q. What is the purpose of your surrebuttal testimony?

A The purpose of my surrebuttal testimony is to respond to the rebuttal
testimony of Mr. John C. Dunn, Dr. Roger A. Morin, Mr. John J. Gillen and Mr. Travis
Allen. Mr. Dunn sponsored rate-of-retum direct and rebuttal testimony on behalf of
Southern Union. Dr. Morin sponsored rate-of-return rebuttal testimony on behalf of
Southern Union. His testimony dealt with a general critique of my direct testimony in
this proceeding. Mr. Gillen sponsored capital structure rebuttal testimony on behalf of
Southern Union concerning my calculation of a “stand-alone” Southern Union capital

structure in my direct testimony. Staff witness Mark L. Oligschlaeger of the Auditing
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Department will sponsor rebuttal testimony concerning the technical aspects of Mr.
Gillen’s rebuttal testimony. 1 will address Mr. Gillen’s conceptual argument that no
equity is attributable to Panhandle and how that is not possible from the perspective of an
investor. [ will not have a specific section in my testimony addressing Mr. Gillen’s
testimony and will address his position when discussing Mr. Dunn’s position on the
appropriate capital structure. Mr. Travis Allen sponsored rate-of-return direct and

rebuttal testimony on behalf of the Office of the Public Counsel (OPC).

Response to Dr. Morin’s Rebuttal Testimony

Q. Dr. Morin criticizes your heavy reliance on the Discounted Cash Flow
(DCF) model in your analysis. Did you use any other models to check the reasonableness
of your DCF recommendation?

A. Yes. I used the Capital Asset Pricing Model (CAPM) and the Risk
Premium model to test the reasonableness of my DCF recommendation.

Q. What models did Mr. Dunn use in his analysis to arrive at his
recommendation in this case?

A. Mr. Dunn relied on the DCF model to make his recommendation in this
case.

Q. Did Mr, Dunn use any other models in his analysis in this case?

A. No. Mr. Dunn only used the DCF model. Mr. Dunn did not use any other
models to test the reasonableness of his recommendation.

Q. Do you believe Dr. Morin would have made downward adjustments to

Mr. Dunn’s recommended cost of common equity?
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A. Yes. On page 48, lines 14 through 22, of his deposition, Dr. Morin
indicated that he would make downward adjustments to a proxy group’s estimated cost of
common equity if the proxy group contains companies that have riskier, non-regulated
operations. I addressed the riskier aspects of Mr. Dunn’s comparable companies on page
18, line 5 through page 21, line 5 of my rebuttal testimony. However, Mr. Dunn did not
make any downward adjustments to consider this.

Q. If the implication of Dr. Morin’s criticism of your heavy reliance on the
DCEF is that this renders your results as not being credible, then what are the implications
of this criticism on Mr. Dunn’s testimony?

A. It would render his recommendation as not being credible as well.

Q. Do you believe that Mr. Dunn’s analysis should be dismissed because of
his sole reliance on the DCF model?

A. No. However, as discussed in my rebuttal testimony, I have concerns with
how Mr. Dunn determined the inputs for his DCF recommendation. Therefore, it is not
the use of the DCF model that makes Mr. Dunn’s recommendation unreasonable, but
rather the inputs that Mr. Dunn used that make his recommendation unreasonable. I will
also provide some “real world” observations that support the reasonableness of my
recommendation versus Mr. Dunn’s.

Q. On page 6, lines 2 through 4, Dr. Monn criticizes your recommendation
because it is “outside the zone of currently allowed rates of return for natural gas utilities
in the United States and for his own sample of companies.” How do you respond to this

criticism?
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A. Dr. Morin is aware that allowed rates of return are not necessarily
synonymous with the cost of capital to a utility. For reasons that may be specific to each
case in which allowed rates of return are reported, it is possible that an allowed rate of
return was set at some level that is above the cost of capital. I have recommended what I
believe is the current cost of common equity for MGE in this proceeding based on the
current capital and economic environment.

Q. Dr. Morin listed allowed returns on equity (ROEs} for your comparable
companies on page 10 and 11 of his rebuttal testimony. Do you think that this list of
ROEs should have been qualified by Dr. Morin?

A. Yes. The Commission’s Financial Analysis Department subscribes to
C.A. Tumer Utility Reports. [ have reviewed the May 2004 survey that Dr. Morin
referenced to determine the allowed ROEs for these companies. Dr. Morin should have
qualified his list with a statement that only one of the allowed ROEs had an indicated
Commission Order date. The date of the order is important because it would provide
context as to the capital and economic environment at the time of the order. The only
allowed ROE with an indicated order date was New Jersey Resources’ allowed ROE on
January 1994, which is hardly relevant to today’s low cost of capital environment. All of
the other allowed ROEs do not indicate the date of the order (see attached Schedule 1).
Dr. Morin’s use of allowed ROEs without the order does not provide full context for the
Commission. The Commission should make its decision in this case based on the facts
provided to it about the current low cost of capital environment. Mr. Dunn freely
admitted as much in his deposition. Quite frankly, we are in such a low cost of capital

environment that without understanding the context of current interest rate levels as they
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relate to history, may cause some to be a little uneasy about recommending lower costs of
capital that actually reflect this environment.

Q. Did Dr. Morin indicate during his deposition that each Commission should
have a “mind of its own” when recommending a reasonable rate of return for the utility it
regulates?

A. Yes. Dr. Morin indicated the following in his deposition:

I think every Commission should have a mind of its own. We have
a potential circularity problem if we focus strictly on what other
commissions are doing. The authorized ROE is but one piece of
the big giant puzzle here. If we were just to look at what other
commissioners were doing, we'd be looking at sort of multiple
mirror images of one another and nothing would ever change. Sol

think you have to go a little bit beyond that and look at the capital
market data as well as authorized return.

Q. Did Dr. Morin appear to understand the context of the current lower level
of interest rates in testimony given during his deposition on June 11, 20047

Al I believe he understood that they are at historically low levels because he
indicated on page 28, lines 1 through 2, that he did not think that long-term treasury
yields were ever at 5 to 5 percent prior to 1994,

Q. What were the yields on long-term treasunes in 19947

A. Average monthly thirty-year U.S. Treasury Bonds yielded between 6.29
percent to 8.08 in 1994 (see Schedule 5-2 attached to my direct testimony).

Q. Have long-term freasury yields ever been below the levels they are at right
now?

A. Yes. It has been a while, but based on the 20-year U.S. Treasury yields,

they were below their current level before 1966.




10

11

12

13

14

15

16

17

18

19

20

21

22

23

Surrebuttal Testimony of
David Mutray

Q. On page 11 through 13 of his rebuttal testimony, Dr. Morin argues for an
adjustment to the recommended cost of common equity for flotation costs due to the
issuance of common stock. Does Dr. Morin provide support that the issuances of
common stock that Southern Union has made and will make in the future are a result of
MGE?’s capital needs?

A. No. Dr. Morin’s flotation cost adjustment argument is a standard
argument that he makes in every case for investor-owned utilities, as verified in his
deposition at page 30, lines 10 through 13. The reason that Southern Union has had to
issue and will continue to issue common stock is because of its leveraged situation
resulting from the acquisition of Panhandle Eastern Pipe Line Company, LLC
(Panhandle).

Q. Did Dr. Morin admit during his deposition on page 31, line 13 through 16,
that the Panhandle acquisition affected Southern Union’s capital structure?

A Yes.

Q. Dr. Morin indicates that you used a spot dividend yield in your dividend
yield estimation. Is Dr. Morin correct in his assessment of how you determined the
dividend yield in your analysis?

A. No. A review of Schedule 18 shows that I averaged the expected dividend
for 2003 and 2004 to determine an appropriate dividend yield to use in my cost of
common equity recommendation. This dividend yield includes the 2004 projected
dividend. Even if I applied a growth rate factor to a spot dividend yield, I would not
agree that a 6 percent growth in the dividend would be reasonable to expect for my

comparable companies.
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Q. Does Dr. Morin contradict anything in his textbook, Regulatory Finance:

Utilities” Cost of Capital, 1994, when he indicates on page 14, line 4 through 6 of his
rebuttal testimony that “the appropriate dividend to use in the plain vanilla annual DCF
model is the prospective dividend one year from now, rather than the current dividend
yield...?”

A. Yes. On page 139 of his textbook, Dr. Morin states that “...it is the
dividend that an investor who purchases the stock today expects a company to pay during
the next 12 months that should be used...” This is important to note this because I
criticized Mr. Dunn for adjusting a dividend that had already been adjusted to take into
consideration the dividend that is expected to be received over the next 12 months.

Q. Did Dr. Morin confirm in his deposition that Value Line’s dividend yield
already contemplates the estimated cash dividends to be paid over the next 12 months?

A, Yes. On page 43, lines 21 through 25 he confirms that this is the case.

Q. Is this the dividend yield that Mr. Dunn made a further adjustment to in
order to estimate next year’s dividend in his direct testimony?

A, Yes,

Q. Dr. Morin indicates that you should have used the quarterly DCF model.
What DCF model did Mr. Dunn use in his analysis?

A. Mr. Dunn used the annual DCF model just as I did. However, his results
are already adjusted upward because of the high growth rate he recommends and because
of all of his upward adjustments. It is not the form of the model that concerns Dr. Morin,

it is the results achieved from the application of the model. As Dr. Morin knows, it is the
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end result that 1s judged as reasonable and neither Dr. Morin nor Mr. Dunn provided
anything that gives insight as to what investors are requiring on their investments.

Q. Dr. Morin criticized your use of four months of stock prices in order to
determine your recommended dividend yield because it is “stale” and “violates the
efficient market hypothesis.” How do you respond?

A. It is interesting to note that the original intent of the DCF model
(sometimes referred to as the “dividend growth model” in college finance textbooks) was
to determine a reasonable price to pay for a stock at a specific point in time. It appears
that, based on the original intent of the DCF model, the use of a spot price is appropriate.
When setting rates for a utility, which may be applied over an extended period, it would
appear to be appropriate to determine the cost of common equity based on a company’s
stock prices over some longer period. This lends support to my use of four months of
stock prices, instead of determining the cost of common equity based on the current price
of the security at the time of estimating the cost of common equity. The current price of
the security may reflect either a temporary decreased or increased cost of common equity.
Furthermore, statistically speaking, it is better to have a larger sample size when
calculating an average.

Q. On page 18, line 10 through page 19, line 5, of his rebuttal testimony,
Dr. Morin explains why you shouldn’t have considered negative growth rates in
estimating your projected growth rates. Do you agree that you shouldn’t consider
negative growth rates?

A No. Dr. Morin states that negative growth rates should be exciuded from

any DCF analysis. While I agree that investors will not expect energy utilities to grow at




10

11

12

13

14

15

16

17

18

19

20

21

22

23

Surrebuttal Testimony of
David Murray

a negative growth rate forever, I do not agree that investors, and hence rate-of-return
witnesses, should not take such growth rates into consideration. To do otherwise would
be irresponsible. An investor should not pretend negative growth rates have not occurred
and will not occur again. An investor should take into consideration these negative
growth rates when estimating a reasonable sustainable growth rate for that investment. If
a rate-of-return witness disregards negative growth rates, then that witness will
recommend a higher dividend yield without considering that the reason for that higher
dividend yield is because of lower growth rate expectations. The exclusion of negative
growth rates results in a recommendation that not only has a higher growth rate, but a
higher dividend yield because previous growth rates did not meet expectations so
investors drove the price of the stock down.

It should be noted that I also included higher growth rates as well as lower
growth rates in my averages in order to fully evaluate all of the growth rates. Dr. Morin’s
logic that investors do not expect energy utilities to grow at a negative growth rate
forever also applies to the higher growth rates in my averages. However, because |
included the negative growth rates, I also included the higher growth rates.

Q. How do you respond to Dr. Morin’s allegation on page 19, lines 10
through 11 that you used historical growth rates ending in 2002 with the intent of
achieving certain results?

Al This is an incorrect allegation. In order for a growth rate to be classified
as an historical growth rate, it would have to have an ending point that has actually
occurred. At the time I filed my testimony on April [5, 2004, the Financial Analysis

Department had not received the April 2004 Value Line CD-ROM that contained a
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majority of the actual 2003 dividends per share (DPS), earnings per share (EPS) and book
value per share (BVPS) information. The only information that was available to our
Department at the time of the study was the estimated 2003 information. In order for the
growth rates that I calculated to be considered historical, they would have to have
actually occurred. I have attached an email from Value Line as Schedule 2 that indicates
the exact date Value Line sent the April CD-ROM to our Department that contained
actual rather than estimated information for 2003. As shown on the attached email, the
April Value Line CD was mailed on April 20, 2004, which was after Staff’s filing date of
April 15, 2004. Also attached are the Value Line tear sheets, Schedules 3-1 through 3-8,
from the March 2004 Value Line CD, which shows that a majority of the 2003
information from this CD was estimated information, which is in bold font. The Value
Line tear sheets, Schedules 4-1 through 4-8, from the April 2004 Value Line CD are also
attached to show that a majority of the information on this CD was actual information.

Q. Did this issue come up in your deposition on May 4, 2004 as well?

A Yes. On page 91, line 9 through 22 of my deposition, the following
exchange occurred between Mr. Eric D. Herschmann and myself:

Q. ValueLine cut you off in April of 2004?

A ValueLine never cut us off. It was the information we had
when we were doing the study.

Q. You have access to ValueLine whenever you want, right?

A. Yes.

Q. You could have access to ValueLine whenever you want,
right?

A. Yes, we do.

10
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Q. And if ValueLine had come out with more recent numbers prior
to your submitting and preparing your testimony, you still didn’t
make the effort to use those calculations, right?

A. No.

Q. Which Value Line CD did you have available at the time you performed
your study?

A The March 2004 CD.

Q. Mr. Allen was able to obtain the actual 2003 data for his study. Are you
aware of how he was able to do so since he relied on Value Line as well?

A. Yes. Mr. Allen was able to obtain actual 2003 data by updating the data
through Value Line’s website. | was not aware that this data could be updated through
Value Line’s website. I relied on the most recent CD that was sent to our Department,
which as shown on Schedule 2, wasn’t sent until April 20, 2004.

Q. Even if you had calculated historical growth rates with actual 2003 data,
would this change your recommendation?

A. No. The upper end of my recommended growth rate range falls within the
range of projected growth rates indicated in columns (2), (3} and (4) on Schedule 16
attached to my direct testimony. The projected growth rates indicated in columns (2) and
(3), 4.81 percent and 4.75 percent, are consistent with the average Thomson Financial
expected growth rates of 4.90 percent indicated on page 43 of Mr. Dunn’s direct
testimony. Therefore, I had already decided to give more weight to the projected growth
rates than the historical growth rates in my analysis and still believe this is appropriate.

Q. What are the date of the references that you utilized for your projected

growth rates?

11
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A. All of my projected growth rates are from sources published either in late
2003 or early 2004.

Q. Why do you believe it is important to specify what data you reviewed to
calculate the historical growth rates?

A. Because in the Memorandum of Law of Missouri Gas Energy, A Division
of Southern Union Company, In Support of Its Motion To Exclude Certain Testimony And
Opinions of David Murray filed on May 18, 2004 there is an assertion that the techniques
used in my analysis are “driven by the result-oriented desire to keep MGE’s rate of return
as low as possible.” The memorandum discusses my calculation of historical growth
based on 2002 actual historical data as one such example. Dr. Morin reiterates the same
accusation on page 19, lines 10 through 11 of his rebuttal testimony.

Q. Do you agree with Dr. Morin’s position that dividend growth is an
inappropriate proxy to use for estimating future growth for purposes of the DCF model?

A. No. I agree that using dividend growth as the only proxy for future
growth would be inappropriate, but I do not agree that the use of dividend growth along
with book value growth and earnings growth is inappropriate. Many times historical
dividend growth and future dividend growth can be used as a *check”™ on the
reascnableness of earnings growth projections. If a company’s management does not
believe that some of the earnings forecasts for its company are sustainable, then they will
not recommend that the dividends be grown at the same rate as earnings. This provides
some insight as to the long-term sustainable growth rate of the company. Dividends also
can give some indication as to whether the earnings of the company are “real.” This has

been an issue recently where many companies have either, fraudulently or through
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accounting manipulations, inflated earnings. Therefore, dividends are still pertinent to
investors in estimating the future growth of the company. This is especially true for
traditional regulated utilities, in which dividends are one of the main investor attractions
to such companies.

Q. Did Dr. Morin analyze the recent historical dividend payout ratios of your
comparable companies, which would have been more relevant then just making general
comments about the ‘“energy utility” industry, which could include a wide array of
companies?

A. No. In his deposition on June 10, 2004, page 28, line 17 through page 27,
line 16, Dr. Morin explains how he came to the conclusion that the dividend payout is
decreasing for my comparable companies. He did not look at the specific payout ratio
trends for my comparable companies. He relied on EPS and DPS growth rates to arrive
at his conclusion. My review of the payout ratios of my comparable companies showed
that the payout ratios have increased for some of the companies, decreased for some of
the companies and increased and decreased for some of the companies. Companies in the
broad “energy utility” industry could include companies that have reduced their
dividends to pursue non-regulated businesses. I believe if a witness is using companies
that are experiencing this trend, then the companies chosen may not be appropriate to
estimate the cost of common equity for a regulated natural gas distribution utility.

Q. On page 23, lines 7 through 10 of his rebuttal testimony, Dr. Morin claims
that “[h]istorical growth rates have little relevance as proxies for future long-term growth.
They are downward-biased by the sluggish eamings performance in the last five years,

due to the structural transformation of the energy utility industry from a regulated
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monopoly to a competitive environment.” Does the five-year historical EPS growth rate
that Mr. Dunn relied on for his recommended growth rate of 6 to 7 percent confirm this
statement?

A. No. When referring to his calculated 5-year historical EPS growth rate of
7.18 percent, Mr. Dunn states the following: “[t]he data for the five year term is
distinctly different from the ten year data. The earnings growth rate has increased
significantly.” Mr. Dunn appears to rely on this 5-year historical growth rate for the
upper end of his recommended growth rate range along with Value Line’s projected EPS
growth rate of 6.93 percent.

Q. Did Dr. Morin indicate anything in his deposition about Value Line’s
forecasts that raise some concern about Mr. Dunn’s heavy reliance on these growth rate
projections?

A. Yes. Dr. Morin indicated the following:

Value Line is rather robust in their forecast of earnings growth for
LDCs, for gas LDCs as compared to the consensus forecast of

analysts that you find perhaps in Thompson or First Call or Yahoo
Finance or any of the websites.

Q. How do you respond to Dr. Morin’s proposal on page 27, lines 8
through 9, that historical growth rates and dividend forecasts should be dismissed?

A. Much the same way I do to just blindly dismissing negative growth rates.
All of these growth proxies can be useful if critically analyzed by the analyst. I would
not indicate that Mr. Dunn should just blindly dismiss the 7.18 percent 5-year historical
EPS figure that he calculated on Schedule JCD-4. However, 1 think that he would want
to critically analyze this growth rate to determine if the growth rate is reasonable when

considering all of the other growth proxies that he reviewed. To rely on proxies that only

14
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support the highest growth rates possible is not how prudent investors would evaluate a
potential investment.

Q. Dr. Morin indicates that you have a fundamental problem with your risk
premium model estimates because your cost of common equity developed from your
DCF model does not match investors’ expected return on equity used in your risk
premium analysis. How do you respond to this criticism?

A. I believe Dr. Morin’s criticism shows why Staff does not give much
weight to the risk premium model when recommending a return on equity for a Missouri
utility. The DCF model estimates the cost of common equity to the company. The cost
of common equity is the investors’ required rate of return, which may or may not be
equivalent to the expected return on common equity of the investor. If an investor
continues to expect a return on equity that is higher than the cost of common equity, then
this may mean that the utility is in an overearnings situation. I have explained this before
by uvsing Staff’s 2002 earnings complaint against AmerenUE as an example. Investors in
AmerenUE may have expected that AmerenUE would continue to earn a certain return
on common equity over AmerenUE’s cost of common equity, but it wasn’t until the
Commission recognized AmerenUE’s lower cost of common equity that investors’
expected returns on common equity were ratcheted down. The same analogy can apply
to the use of the Risk Premium model. This is why Staff only uses this model to check
the reasonableness of its DCF results.

Q. What are the consequences of Dr. Morin’s comment on page 29, lines 18

through 19, about the return on common equity being set equivalent to the expected

return on common equity?
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A. Dr. Morin’s proposition is that commissions’ allowed returns should be
driven by what investors have come to expect and not based on the capital and economic
environment which reflects a lower cost of capital. This would be as circular as
recommending a cost of common equity based on past allowed retums in other
jurisdictions, If a situation like this were to hold true in the real world, then investors
would continue to expect the high returns on their investments that they received in the
late 1990s and early 2000. As all real world investors know, this is not how investing
works. It would only be natural that investors should expect that eventually regulatory
commissions are going to start to recognize the lower cost of capital in the returns they
allow their utilities.

Q. Dr. Morin indicates that the risk-free rate you used in your study is “stale.”
When did you prepare the study that is the subject of this criticism?

A. The study that I performed to recommend a cost of common equity was
compieted some time during March 2004. The only average monthly risk-free rate that I
had available at the time of the study was February 2004. Because rates can fluctuate up
or down from month-to-month, it is only appropriate for the analyst to choose some
ending point in order to arrive at his recommendation. Just as the company witnesses had
the advantage of knowing what happened to interest rates since the direct testimony was
filed by Staff, I had the advantage of knowing what had happened to interest rates since
Mr. Dunn filed direct testimony because he filed testimony five months before 1 did.
However, in my rebuttal of Mr. Dunn, I tried to be mindful of this.

Q. On page 32, line 19 through page 33, line 15 of his rebuttal testimony,

Dr. Morin indicates that you used the wrong historical risk premium because you used
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the total return for long-term government bonds rather than just the income return on the
government bonds. Is an investor in government bonds only going to receive a return
based on the coupon of the bond, which is the income from the interest rate stated on the
bond?

A. Only if the investor holds the bond until maturity and bought the bond at
par value. Otherwise investors will receive a total return, which is based on changes in
the price of the bond and reinvestment returns. Therefore, it is appropriate to measure the
market risk premium by comparing total returns on stocks versus total retumns on risk-free
treasuries because this is what investors will expect to receive.

Q. Dr. Morin indicates that Ibbotson Associates recommends the use of the
income return rather than the total return because the “income component of total bond
return (i.e. coupon rate) is a far better estimate of expected return than the total return (i.e.
coupon rate + capital gain), as realized capital gains/losses are largely unanticipated by
investors.” Is this your understanding as to why Ibbotson Associates recommends the use
of the income return rather than the total return?

A No. My understanding of Ibbotson Associates’ justification for the use of
the income return rather than the total return is that they consider this to be the true
“riskless portion of the return.”

Q. Dr. Monn criticizes your CAPM analysis that uses a short-term historical
period because “historical risk premiums are only reflective of prospective risk premiums
if measured over long periods.” Do you agree with this statement?

A. Yes. Idid not give the short-term risk premium CAPM results any weight

in arriving at my recommended cost of common equity. [ stated that the long-term risk
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premium CAPM results supported the upper end of my DCF analysis and, therefore, I
gave this CAPM result more weight in my analysis. However, as [ indicated in my direct
testimony, the results from the short-term risk premium CAPM should not be ignored
because it provides insight as to what has actually occurred in the equity markets and
treasury bond markets. This short-term risk premium CAPM shows that stock market
returns from 1993 through 2002 were actually lower than the returns on long-term U.S.
Treasury bonds.

Q. Does Dr. Morin’s cnticisms about the use of the short-term risk premium
period for the application of the CAPM contradict some of his other criticisms of your
analysis?

A. Yes. Dr. Morin indicated that { should have used a current stock price
rather than a four-month average of stock prices in my application of the DCF model
because it reflects the most current investors expectations. As Dr. Morin pointed out in
his criticism of my use of a short-term risk premium period in my application of the
CAPM, investors expected returns over a longer period of time are going to be different
than over a shorter period of time. This 1s exactly why it is important to look at an
average of stock prices over some longer period of time so the rate of return witness can
estimated investors’ required rates of return over some longer period.

Q. Does Dr. Morin’s criticism of your analysis of a short-term risk premium
CAPM contradict any other part of his criticisms of your analysis?

A. Yes. Beginning on page 35 of his rebuttal testimony, Dr. Morin discusses
his thirteenth criticism of my analysis. Dr. Morin claims that instead of looking at a

longer period (nine years) to determine the risk premium investors require to invest in
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Moody’s Baa-rated utility bonds versus Moody’s A-rated utility bonds, he believes I
should have used the current spread between these ratings for my risk premium
adjustment. If Dr. Morin believes it is appropriate to look at a longer period to evaluate
the risk premium required when executing the CAPM, then one would believe that he
would have the same position when measuring the risk premium investors require to
invest in Moody’s Baa-rated bonds rather than Moody’s A-rated bonds.

Q. Dr. Morn indicates that the historical market risk premium that you used
is not current based on the up-to-date 2004 edition of the [bbotson Yearbook. Is this an
accurate statement?

A. Yes. At the time Staff produced its study it only had a copy of the 2003
edition of the Ibbotson Yearbook. The 2004 Yearbook is currently on order from
Ibbotson.

Q. When did Ibbotson start sending the new edition of the Yearbook out to
entities and individuals that ordered it?

A It would have been sent sometime towards the end of March.

Q. When were you completing the study on the cost of capital for MGE?

A. It would have been toward the end of March to early April in order to have
time for review by assigned attorneys and case coordinators.

Q. If you had received the 2004 Yearbook when you did your analysis, would
this have changed your recommendation?

A, No. 1 was comfortable with my DCF recommendation that included
historical growth rates and recent projected growth rates from various analysts. I decided

to give more weight to the projected growth rates in my recommendation as can be
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derived from the fact that the upper end of my recommendation falls above the higher
end of a couple of the average projected growth rates indicated on Schedule 16 attached
to my direct testimony. It is clear that I did not give the historical growth rates as much
weight because the lower end of my projected growth rate range is over a 100 basis
points higher than the average historical growth rates that I calculated in column (1).

Q. On page 34, line 22 through page 18, line 18 of his rebuttal testimony,
Dr. Morin claims that you should have used the empirical CAPM. Do all financial texts
suggest that it is appropriate to used the empirical CAPM?

A. No. The textbook by Aswath Damodaran, INVESTMENT

VALUATION: Tools and Techniques for Determining the Value of Anv_Asset, 1996,

which is a textbook used in the curriculum for students seeking the Chartered Financial
Analyst (CFA) designation, does not recommend any adjustment to beta for the CAPM.
This textbook follows the traditional execution of the CAPM throughout the text. Many
individuals that are pursuing their CFA designation may either work in the investment
field or intend to work in the investment field. Consequently, CFAs that are or will be
making real world investment decisions have been taught the traditional CAPM.

Q. In his fourteenth criticism of your analysis starting on page 36 of his
rebuttal testimony, Dr. Morin maintains that you didn’t allow an adjustment to consider
the riskier capital structure that you attribute to MGE. Is this correct?

A. No. 1 explained my upward adjustment of 32 basis points that [ made to
my recommendation in my direct testimony. This upward adjustment of 32 basis points
takes into consideration the entire risk differential, both financial and business risk,

between MGE and the proxy group that 1 used. The upward adjustment of 32 basis
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points was based on the credit rating difference between Southern Union (BBB) and the
proxy group (A). When evaluating the creditworthiness of 2 company, credit rating
agencies perform a comprehensive evaluation of all of the risks to the company, which
includes the financial risk and the business risk. The financial risk is the component of
risk that is a function of the capital structure of the company. Therefore, by relying on a
third party that performs this comprehensive analysis, I believe that I have adequately
considered the increased risk due to my recommended capital structure.

Q. Do you have any evidence that supports the reasonableness of your
recommended cost of common equity as it relates to the required risk premium because
of Southern Union’s leverage capital structure?

A. Yes. 1 have been tracking the yield on Southern Union’s preferred stock,
which is listed in the Wall Street Journal, since I filed direct testimony in this case.
Southern Union issued this preferred stock in October 2003 at a coupon of 7.55 percent.
Because of the attractiveness of this coupon, investors have bid the price up of the $25
stated par value preferred stock. This results in a lower required yield to investors that
purchase Southern Union’s preferred stock at the higher price. Since I have been
tracking the yield on Southemn Union’s preferred stock, it has ranged between 7.1 percent
to 7.3 percent.

Q. Why is it important to consider the required yield on Southern Union’s
preferred stock?

A. Because investors in Southern Union’s preferred stock are subordinate to
Southern Union’s debt holders. Southern Union’s preferred stock holders do not receive

dividends on their preferred stock investment until the interest has been paid on Southern
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Union’s debt. This is of course if the Board of Directors declares such a dividend to be
paid. The preferred stock holders would also be “next in line” to Southern Union’s debt
holders if Southern Union were to ever file for bankruptcy.

Consequently, the yield on Southern Union’s preferred stock indicates the
risk premium that the preferred stock investors are requiring because of Southern Union’s
leveraged capital structure. While [ do not know precisely how much additional risk
premium Southern Union common stock holders will require over the required yield on
Southern Union’s preferred stock, I do believe that my recommended cost of common
equity of 8.52 percent to 9.52 percent ts much closer to this required risk premium than
Mr. Dunn’s recommended cost of common equity of 12 percent. The midpoint of my
recommendation represents approximately a 180 basis point risk premium over the
required yield on Southermn Union’s preferred stock, whereas Mr. Dunn’s recommended
cost of common equity represents approximately a 480 basis point risk premium. As I
will explain in more detail later in my surrebuttal testimony, when considering the fact
that well known academicians and investors believe that the equity risk premium that the
market requires over the Ten-Year U.S. Treasury is only 300 basis points, I believe this
provides a tremendous amount of insight as to the reasonableness of my recommendation
even in light of the leveraged capital structure that [ am recommending for MGE.

Q. Did Dr. Morin consider the current yield on Southern Union’s preferred
stock when considering the reasonableness of your recommendation in this case?
A. No. He indicated he did not know the currently yield on Southern Union’s

preferred stock in his deposition, on page 35, line 3.
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Q. Do you think it 1s important to consider this type of information when
determining the reasonableness of a recommended cost of common equity?

A. Yes. As Dr. Morin recognized during his deposition when he stated that
the End Result Doctrine of the Hope case indicates that the “methodology is really sort of
immaterial if the end result is reasonable to both the consumer and the investor.” I
believe the current yield on Southern Union’s preferred stock provides insight as to the

reasonableness of my recommendation in this case.

Response to Mr. Dunn’s Rebuttal Testimony

Q. On page 6, line 20 through 21, Mr. Dunn refers to your recommended
common equity ratio as an “artificially” low equity ratio. Is your recommended common
equity ratio in this case artificial?

A. No. My recommended common equity ratio in this proceeding is the
equity ratio that investors and credit rating agencies analyze when evaluating Southern
Union’s operations. Credit rating agencies and investors do not evaluate the contrived
equity ratio that Mr. Dunn is recommending in this case. Although Staff witness Mark L.
Oligschlaeger is addressing the technical accounting aspects of Mr. Gillen’s rebuttal
testimony in this case, there i1s one key sentence in Mr. Gillen’s rebuttal testimony that
demonstrates the fact that a certain amount of common equity is associated with the
Panhandle operations. On page 7, line 10 through 12 of his rebuttal testimony,
Mr. Gillen states that Southern Union’s stand-alone equity represents all of Southern
Union’s shareholder value, which includes Panhandle, because he indicates that
Panhandle’s stand-alone equity was eliminated when Southern Union acquired

Panhandle. Therefore, it is only logical to conclude that a certain amount of that equity
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should be assigned to the Panhandle operations, regardless if Southern Union’s witnesses
believe that the process that I employed on page 21, line 18 through page 22, line 9 of my
direct testimony is not the proper amount of equity to exclude. Mr. Dunn’s capital
structure recommendation is based on the premise that when an investor purchases a
share of Southem Union common stock, this only represents an ownership interest in
Southern Union’s natural gas distribution operations. Mr. Gillen’s statement about the
fact that a share of Southern Union represents a share in all of its operations completely
discredits Mr. Dunn’s capital structure recommendation. In fact, I believe that
Mr. Dunn’s failure to specify in his direct testimony the type of Panhandle capital that he
excluded from his recommended capital structure illustrates Mr. Dunn’s own realization
of the weakness of his position.

Q. Why do you believe Mr. Dunn chose to use the process he did to arrive at
his recommend capital structure for MGE?

A. Because in the last case, Case No. GR-2001-292, Mr. Dunn recommended
a hypothetical capital structure for MGE. In that case Staff demonstrated in its rebuttal
testimony how such a capital structure recommendation indirectly resulted in a higher
cost of capital recommendation because of Southern Union’s increased leverage due to its
acquisition of the New England properties. Staff deemed this to be in violation of
Condition 6 placed on Southern Union in its applications to acquire these properties in
Case Nos. GM-2000-500, GM-2000-502, GM-2000-503 and GF-2000-504. The
condition was as follows:

Southern Union will not seek an increase in Cost of Capital for
MGE as a result of this transaction. Any increases in the Cost of

Capital Southern Union seeks for MGE will be supported by
documented proof: that the increases arc a result of factors not
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associated with this transaction; that the increases are not a result
of changes in business, market, economic, or other conditions for
MGE caused by this transaction; or that the increases are not a
result of changes in the nisk profile of MGE caused by this
transaction. Southern Union will ensure that the rates for MGE
ratepayers will not increase as a result of this transaction.

This same condition, with some meodifications, was placed on Southern Union in the
Stipulation and Agreement filed in the Panhandle acquisition case, Case No.

GM-2003-0238, as well. The exact condition was as follows:
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Q.

Southern Union will not recommend an increase or claim Staff
should make an adjustment to increase the cost of capital for MGE
as a result of the Transaction. Any increases in cost of capital
Southern Union seeks for MGE will be supported by documented
proof: (1) that the increases are a result of factors not associated
with the Transaction; (2) that the increases aré not a result of
changes in business, market, economic or other conditions for
MGE caused by the Transaction; or (3) that the increases are not a
result of changes in the risk profile of MGE caused by the
Transaction. Southern Union will ensure that the retail distribution
rates for MGE ratepayers will not increase as a result of the
Transaction.

What was Mr. Dunn’s justification for proposing a hypothetical capital

structure in the last rate case, Case No. GR-2001-292?

A.

line 11, Mr. Dunn provided the following justification for using a hypothetical capital

structure:

In his direct testimony in that case on page 17, line 28, through page 18,

Q. Why is the Southern Union consolidated capital structure
inappropriate for wuse in determining the revenue
requirement for MGE?

Al A consolidated capital structure is only the summation of
the financing of all of the individual division and subsidiary
activities of a company, plus or minus accounting
eliminations. With a diversified company such as Southern
Union, the consolidated capital structure bears no particular
relationship to any one of the individual lines of business.
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Southern Union operates several natural gas distribution divisions.
It also has investments in the non-utility business. It is these
investments which diversify the capital arrangements of the
company and combined with the appropriateness of adequate
divisional accounting require the implementation of a division
capital structure system. These non-utility investments are
relatively recent commitments of the company in terms of their
significance.

Q. What is Mr. Dunn’s assessment of Southern Union’s operations in this
case?

A. On page 18, lines 1 through 14 of his rebuttal testimony, Mr. Dunn
provides the following description of Southern Union:

Southern Union is a complicated company with different capital
demands by different divisions and subsidiaries. It is comprised of
two major business activities. The first is the distribution business,
which in turn is comprised of a series of divisions operating in
different states and jurisdictions. The second major business of
Southern Union, the Panhandle Eastern pipeline operation, is
entirely different. The Panhandle Eastern operations have different
risks and, consequently, different capital mix requirements. The
consolidated capital structure approach assumes that those
responsible for financial decisions at Southern Union do not use
contemporary financial theories and do not approach the matter
seriously, a view which is beyond a doubt inappropriate and
incorrect.

Therefore, it appears that Mr. Dunn now recognizes that the main business
segment of Southern Union before its acquisition of Panhandle was natural gas
distribution.

Q. Mr, Dunn claims that the Panhandle operation is “entirely different” than
Southern Union’s natural gas distribution operations. Does this contradict Southern
Union’s position regarding tax treatment of the sale of its Texas natural gas distribution

operations to fund its purchase of the Panhandle operations?
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A. Yes. In its 2003 Anmual Report, Southern Union indicated that it
structured the *...Panthandle Energy acquisition and the sale of its Texas operations to
qualify as a like-kind exchange under Section 1031 of the Intermal Revenue Code of
1986.” The Internal Revenue Service defines properties of like-kind as: “[p]roperties are
of like-kind, if they are of the same nature or character, even if they differ in grade or
quality.” Therefore, for purposes of justifying the use of different capital structures for
ratemaking, Southern Union argues that its operations should be considered different, but
for purposes of tax treatment, it argues the operations should be considered the same.

Q. How does S&P currently view the business position of Southern Union on
a consolidated basis and Panhandle on a stand-alone basis?

A, In a recent research report issued by S&P on June 2, 2004, “New Business
Profile Scores Assigned for U.S. Utility and Power Companies; Financial Guidelines
Revised,” S&P assigned a business profile of a “3” to both Southern Union on a
consolidated basis and to Panhandle on a stand-alone basis. This essentially indicates
that S&P now views the Panhandle operations and Southern Union’s natural gas
distribution divisions as having equivalent business risk. Before S&P’s release of the
research report on June 2, 2004, S&P had assigned a business position of a “4™ to
Southern Union. Before Southermn Union had acquired Panhandle they were assigned a
business position of “3,” implying that the acquisition of Panhandle caused additional
business risk for Southern Union on a consolidated basis.

Q. What 1s the implication of S&P’s assignment of a business profile of “3”

to both Southern Union on a consolidated basis and Panhandle on a stand-alone basis?
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A. The tmplication is that the use of the consolidated capital structure for cost
of capital purposes is appropriate. S&P’s business profile assignment indicates that they
don’t view Southern Union’s natural gas distribution divisions and Panhandle as being
“entirely different.” In fact the implication of each operation being assigned the same
business profile is that the benchmark capital structures that S&P would compare
Southern Union and Panhandle to would be the same.

Q. What was the implication of S&P’s previous decision to raise the business
profile of Southern Union to a “4” from a “3” after it acquired Panhandle?

A. Financial theory indicates that the higher the business risk of the
operation, the less financial risk, i.e. increased leverage, the operation can endure. This is
why S&P requires more stringent financial ratios for companies that have a higher
business profile. Therefore, based on S&P’s previous position on the business profile of
Southern Union and Panhandle, if Southern Union had been adhering to financial theory
regarding the assignment of capital, then Southern Union would have been allocating a
larger percentage of it consolidated common equity balance to the Panhandle operations.
However, because S&P now views each operation as having similar business risk, the use
of the consolidated capital structure is even more appropriate. This refutes Mr. Dunn’s
claim that this is a “complicated” company.

Q. Did Mr. Dunn indicate anything in his deposition on May 6, 2004 that
validates the use of the consolidated capital structure if the business risks of all of the
company’s operations are fairly similar?

A. Yes. On page 21, beginning on lines 6, Mr. Dunn indicates the following:

In a simple day, companies many years ago were relatively simple,
single lines of business and have maybe a tiny little subsidiary.
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Water company has a water testing subsidiary, no problem. Or
even somebody like American Waterworks, which has a number of
water company subsidiaries, consolidated might work simply
because they’re comprised of 15 companies that are virtually
identical and all probably capitalized at least similarly. The same
for AT&T when it was the dominant telephone company.

Q. Has Mr. Dunn been consistent before with his position described above?

A Yes. When Mr. Dunn represented the Platte County Intervenors in Case
No. WR-95-205, In the matter of Missouri-American Water Company’s tariff revisions
designed to increase rates for water service provided to customers in the Missouri
service area of the company and Case No. SR-95-206, In the matter of Missouri-
American Water Company’s tariff revisions designed 1o increase rates for sewer service
provided to customers in the Missouri service area of the company, Mr. Dunn
recommended American Water’s consolidated capital structure because he maintained
that the subsidiary capital structure contained “phantom equity.”

Q. Is Mr. Dunn being consistent with this position now?

A. No. Because S&P now views Southern Union’s pipeline operations and
distribution operations as being equivalent in business risk, it would seem that if
Mr. Dunn were to be consistent with his view expressed in his deposition and with the
position he took in a previous case with this Commission, he would recommend the
consolidated capital structure.

Q. Considering all of the discussion about what Southern Union’s capital
structure would be without the Panhandle operations, what do you conclude about
recommending a capital structure other than the consolidated capital structure when

recommending a rate of return for a utility that is a division of an operating company?
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A. The only capital structure that is truly known, measurable and identifiable
1s the consolidated capital structure. This is the only capital structure, other than a
hypothetical capital structure, that the Commission should consider. If a hypothetical
capital structure were to be considered by the Commission, then the Commission would
have to consider adjustments to the various costs of capital that are applied to the
hypothetical capital structure. For example, because Southern Union has always been an
aggressively leveraged company, if one were to use some type of hypothetical capital
structure for one of its natural gas distribution utilities, then one would need to adjust the
cost of debt and common equity downward.

Q. Do you consider Mr. Dunn’s proposed capital structure in this case as a
hypothetical one?

A. Yes, because this capital structure bears no relationship to the capital
structure that credit rating agencies evaluate to determine the creditworthiness of
Southern Union. It also bears no relationship as to how MGE is actually capitalized.

Q. Do you agree with Mr. Dunn that there was an attempt to insulate MGE
from the Panhandle operations when it applied for approval to acquire Panhandie?

A Yes. I agree there was an attempt to insulate MGE from the Panhandle
operations, but I do not believe that this attempt was successful.

Q. What evidence did you rely on to conclude that MGE is not insulated from
the Panhandle operations?

A. As | stated previously, S&P is applying an equal credit rating on senior

debt to Southern Union and its Panhandle subsidiary.
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Q. Would it have been possible for the Panhandle debt to be refinanced at
such attractive interest rates if Mr. Dunn’s assertion that Panhandle doesn’t have any
equity to support it were true?

A. No. If Panhandle had only debt and no equity to support its operations, I
don’t believe creditors would have viewed Panhandle as a good credit risk.

Q. Mr. Dunn claims that you didn’t make an adjustment for the lower
common equity ratio that you recommended for MGE versus the average common equity
ratios for your comparable companies. Is this correct?

A. No. I addressed this when I responded to Dr. Morin’s rebuttal testimony
about the same criticism. I made an upward adjustment of 32 basis points to consider the
credit rating differential between my comparable companies and Southern Union.
Southern Union’s credit rating already contemplates the financial nsk, i.e. a lower
common equity ratio, when assigning a credit rating to Southern Union.

Q. On page 13 of his rebuttal testimony, Mr. Dunn refers to S&P’s Utility
Group Financial Target benchmark ratios for companies with business profile of a “4” to
test the reasonableness of your recommended capital structure in this case. Is it
reasonable for Mr. Dunn to use a business profile of a “4” to test the reasonableness?

A. No. 1 have already discussed that S&P has assigned a business profile of a
“3” to all of Southern Union’s operations as of June 2, 2004, In faimess to Mr. Dunn,
this did not occur until after he wrote his rebuttal testimony. However, he should not
have been reviewing the benchmarks for companies with a business risk profile of “4”
because, previously, S&P had increased Southern Union’s business profile to a “4”

because of the Panhandle acquisition. Before the Panhandle acquisition when Southern
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Union only had natural gas distribution operations, Southern Union was assigned a
business profile of a “3.”

Q. What 1s the current total debt to total capital benchmark for a company
with a business position of a “3"?

A. It is from 55 to 65 percent total debt to total capital.

Q. Does your recommended capital structure fall within this benchmark?
A. No.
Q. How many times in the last ten years has Southern Union’s capital

structure fallen within this guideline when TOPrS is included as debt (see attached

Schedule 5)?
A. Four times.
Q. What was S&P’s previous benchmark for a company with a business

profile of “3” before it changed the targets on June 2, 2004?

A. It was from 53 to 61 percent total debt to total capital.

Q. How many times in the last ten years has Southern Union’s capital
structure fallen within the old guideline when TOP1S is included as debt?

A. Once.

Q. Why did you include TOPrS as debt in your calculation of total debt to
total capital?

A, Because that is how S&P treats TOPrS. Please see the attached email
labeled as Schedule 6.

Q. What do you conclude from your analysis of Southern Union’s capital

structures over the last ten years?
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A. S&P has decided that Southern Union’s capital structure, although it
doesn’t meet the benchmark, is appropriate for a BBB-rating when evaluated with other
factors.

Q. Are the financial benchmarks mentioned by Mr. Dunn intended to be rigid
guidelines to use to determine if a capital structure is appropriate for a given credit
rating?

A. No. The S&P financial benchmarks indicated in Mr. Dunn’s testimony
are designed for purposes of assisting utilities, utility affiliates, and the investment
community in assessing the relative financial strength of issuers. By no means are these
benchmarks concrete numbers. As I have already discussed, Southern Union has only
met the old benchmark one year in the last ten.

Q. On page 15, lines 20 through 26 of his rebuttal testimony, Mr. Dunn
indicates that the proceeds from Southern Union’s planned common equity offering will
not be used to invest in Panhandle Eastern. Even if this is true, isn’t the reason that
Southern Union has such a leveraged capital structure at this time is because of its
acquisition of Panhandle?

A. Yes. Although the proceeds from this issuance of common equity may not
be used to invest in Panhandle, it is the effects of the Panhandle acquisition that has put
Southern Unton in a situation which requires it to issue additional common equity in
order to improve its capital structure. Consequently, although the proceeds from this
specific issuance may not be directly used to invest in Panhandle, it is the Panhandle

acquisition that has caused the need for this issuance.
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Q. On page 41, lines 8 through 15 of his rebuttal testimony, Mr. Dunn
explains how the issuance of this additional common equity will benefit MGE customers
when he argues for an adjusiment for flotation costs. Are you convinced by his
explanation?

Al No. Mr. Dunn indicates that the customers of MGE will benefit because
“the bond rating of Southerm Union will be preserved and because lower bond ratings
lead to higher costs of debt, a savings will be realized.” Based on all of the information 1
have reviewed, which includes Southern Union’s 2003 Annual Report, and based on
admissions from Mr. Dunn during his deposition, the reason Southern Union is having to
issue additional common equity to preserve its bond rating is because of the leverage
caused by the Panhandle acquisition. Of course, if Mr, Dunn’s position on Southern
Union’s capital structure and the insulation of its natural gas distribution operations were
true, then Southern Union wouldn’t have to issue additional common equity because of
the Panhandle debt assumed by Southern Union.

Mr. Dunn indicates that MGE customers will benefit from this offering
because the “proceeds of the sale represent new capital available to Southern Union,
some of which may by used to add facilities to MGE’s infrastructure to provide services
to customers.” (emphasis added). As I indicated in my rebuttal testimony, Mr. Dunn has
not provided any documented proof that any of these proceeds are because of MGE’s
capital needs.

Q. On page 17 of his rebuttal testimony, Mr. Dunn shows the capital structure

that Mr. Gillen provided in his rebuttal testimony that removed the “impact of Panhandle
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Eastern from the consolidated capital structure...” What impact of Panhandle Eastern
was removed from the consolidated capital structure?

A. The only type of capital that was removed from the consolidated capital
structure was the debt that supports Panhandle Eastern. Mr. Dunn indicated in his
deposition testimony on page 29, line 13, “[t]he equity is essentially nonexistent.” He
indicates on page 29, lines 20 through 21 of his deposition that “...the Panhandle equity
1 in the ground somewhere.” Mr. Dunn apparently believes this 1s justification for his
position that no equity should be excluded from Southern Union’s capital structure to
eliminate the capital that supports Panhandle because the equity is “nonexistent.”

Q. If Mr. Dunn’s position 1s that there is no Southern Union equity that
supports the Panhandle operations that should be excluded from his recommended capital
structure, then does this contradict one of his data request responses?

A. Yes. Staff Data Request No. 0345 asked the following question of Mr.

Dunn:

On page 22, lines 19 through 22 of his rebuttal testimony Mr.

Dunn indicates that Panhandle Eastern has a mix of capital that

“stands behind” it. What are the various ratios, in percentage

terms, for each type of capital in the mix that supports Panhandle

Eastern?
Mr. Dunn’s response was “[n]o such study was performed.” I find it hard to reconcile
that Mr. Dunn indicates in his direct testimony and his deposition that there is no
Panhandle equity, but then he indicates that there is a “mix of capital” that supports all of
Southern Union’s operations, but he did not perform a study to determine what that mix
was for Panhandle.

Q. On page 19 through 21 of his rebuttal testimony, Mr. Dunn cites from a

couple of sources to support his contention that the consolidated capital structure is
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inappropriate. Are there any sources that you are familiar with that give some guidance
as to when one might recommend the consolidated capital structure?

A, Yes. In David C. Parcell’s book The Cost of Capital — A Practitioner’s

Guide the following guidance is given to help determine if a consolidated capital
structure 1s appropriate or if a subsidiary capital structure is appropriate:

Subsidiary vs Consolidated Capital Structure

Many utilities are subsidiaries of other companies, which can be
holding companies, other utilities, or diversified companies. When
a utility is a subsidiary of another firm, the question frequently
arises as to whether the proper ratemaking capital structure is
represented by the utility or its parent,

Among the considerations which help determine whether the utility
vs. parent capital structure is appropriate are:

1. Whether subsidiary utility obtains all of its capital from its
parent, or issues its own debt and preferred stock.

2. Whether parent guarantees any of the securities issued by
the subsidiary.

3. Whether subsidiary’s capital structure is independent of its
parent (i.e., existence of double leverage, absence of proper
relationship between risk and leverage of utility and non-
utility subsidiaries).

4. Whether parent (or consolidated enterprise) is diversified
into non-utility operations.

Q. Isn’t the above reference addressing whether to use a subsidiary capital
structure or a consolidated capital structure rather than a capital structure for a division,
such as MGE?

A, Yes. However, I believe this provides even stronger support for the use of
the consolidated capital structure because divisions, unlike subsidiaries, aren’t even

separate legal entities that issue their own capital. This supports why Staff has applied
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the consolidated capital structure when recommending a rate of return for the divisions of
operating companies — as Staff has done for Aquila’s Missouri operating divisions in the
past. The Commission adopted this approach in the Aquila case, Case No. ER-97-394, in
which Mr. Stephen G. Hill was the Staff witness proposing such approach.

Q. Did Dr. Monn qualify Mr. Hill as an expert in his deposition on June 10,
20047

A Yes. On page 45, lines 6 through 9, Dr. Morin qualified Mr. Hill as an
expert.

Q. On page 24, lines 14 through 21 of his rebuttal testimony, Mr. Dunn
indicates that you included the embedded cost of long-term debt held at Panhandle in
your overall embedded cost of long-term debt for no other reason than to reduce the cost
of debt. Is this a proper assessment?

A. No. Although I was surprised that the embedded cost of long-term debt
held at Panhandle was lower than the embedded cost of long-term debt held at Southern
Union, I later discovered that Southern Union refinanced much of the debt at Panhandle
shortly after it acquired the operation from CMS Energy. Right before Southern Union
acquired Panhandle from CMS Energy it had a credit rating that was below investment
grade. Once Panhandle became a part of Southern Union it was able to take advantage of
the better credit rating assigned to Southern Union’s consolidated operations and the low
interest rate environment to refinance approximately $512,757,000 of debt according to
Southern Union’s Form 10-Q for the quarterly period ended, March 31, 2004. However,
this is not why I included the Panhandle debt. [ have explained in my rebuttal testimony

why it is appropriate to include the Panhandle debt and costs in my recommended rate of
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return. This is not a matter of being “opportunistic.” In fact in the last Aquila, Inc.
electric and steam rate case, Case Nos. ER-2004-0034 and HR-2004-0024, 1
r-ecommended a consolidated embedded cost of long-term debt of 7.633 percent for
Missouri Public Service (MPS) based on all of Aquila’s debt, including its subsidiaries
that still existed through the update period. Whereas, Aquila’s witness recommended an
embedded cost of debt of 7.23 percent based on debt that Aquila assigned to the MPS
division. Consequently, I am not treating MGE any differently than I treated Aquila in
their rate case. This treatment is not a matter of “opportunism,” it is a matter of
recommending the appropriate rate of return given the circumstances of the corporate
structure.

Q. On page 25, line 16 through 26 of his rebuttal testimony, Mr. Dunn
indicates a situation in which you indicated that you would recommend the capital
structure of the utility for ratemaking purposes if the company raised its own long-term
debt. Does this situation apply in this circumstance?

A. No. MGE is not a subsidiary and, therefore, cannot issue its own debt.

Q. Starting on page 26, line 10, Mr. Dunn presents his argument for
excluding short-term debt from the capital structure. How do you respond?

A. Short-term debt in excess of construction work in progress (CWIP) is a
source of capital that has been used by Southern Union consistently for at least the 18
months leading up to the update period in this case. The average level of short-term debt
in excess of CWIP for the twelve months leading up to the updated period can be seen in
Travis Allen’s Schedule TA-4 attached to his direct testimony. This source of capital has

a cost and this cost should be reflected in the weighted-average-cost-of-capital
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recommendation for purposes of this case. If Southern Union is able to realize a lower
cost of capital by its consistent use of lower-cost, short-term debt that is in excess of
CWIP, then this lower cost of capital should be reflected in the rate-of-return
recommendation through its inclusion in the recommended capital structure.

Q. What has happened to the level of short-term interest rates that may make
the use of more short-term debt appealing?

A. The interest rates on short-term debt have come down considerably. This
is evident from the 1.89 percent average cost of short-term debt that Southern Union
incurred for the 12 months ending December 31, 2003. This compares to the average
cost of short-term debt of 7.31 percent incurred for the 12 months ending December 31,
2000, in MGE’s last rate case, Case No. GR-2001-292

Q. Starting on page 27 of his rebuttal testimony, Mr. Dunn criticizes your
analysis as being “contrived and mechanical.” Do you have any authoritative support for
your review of the growth rates of historical dividends per share, historical book values
per share, historical earnings per share and projected earnings per share to recomimend a
proxy growth rate to use in your DCF recommendation?

A Yes. The authoritative support is as follows:

In The Cost of Capital — A Practitioner’s Guide, by David C. Parcell,

pages 8-18 through 8-20 indicate the following:

Financial Indicators of Growth

There are a wide variety of acceptable methods for using historical
growth to estimate future growth in the DCF model (Gordon,
Gordon and Gould, 1989 50). The three most commonly-used
financial indicators of growth are dividends per share (DPS),
earnings per share (EPS), and book value per share (BVPS) (Howe
& Rasmussen, 1982, 1333). Actually, DPS, EPS and BVPS can be
defined in terms of each other, as DPS = EPS - ABVPS (Patterson,

39




[T R

<N

—_—
[N e Rv SRR B S

11
12
13
14
15

16

17
18
19
20
21
22

23

24
25
26
27
28
29
30
31
32

33

34
35
36
37
38
39

Surrebuttal Testimony of
David Murray

1971). Viewed this way, any of the three terms is dependent upon
the others and each can be viewed as the investors’ perceived
growth rate.

Dividends Per Share

Past growth of DPS is the most direct link between historic
dividend growth and projected dividend growth. However, in the
long-run, dividends can grow at a rate no greater than that of
eammings. If the dividends out-paced eamings for an extended
period of time the company would deplete its equity capital. In the
short-run, the two growth rates can diverge without causing
financial harm to the company. The average of these growth rates
may provide a better forecast of the long-run dividend growth rate
than any of the individual forecasts, because in the long-run the
dividend growth rate should equal the growth rate of the earnings
since it 15 primarily earnings that are used to support the dividends.

Earnings Per Share

An investor’s expectations concerning a company’s cash flows
include both dividends plus the eventual proceeds from the sale of
the stock. Earnings provide the source of both the dividends paid
to stockholders and the retained earnings, which increase the book
value and ultimately the market price of the stock. As a result,
EPS is often used as a substitute for DPS.

Book Value Per Share

The growth of BVPS is used as a proxy for DPS growth since
BVPS growth principally reflects (in the absence of large stock
sales at prices well above or below book value) the retention (i.e.,
not paying out all of eamnings as dividends) of earnings. The
purpose of earnings retention is to enhance the level of future EPS
and DPS. In addition, a company’s EPS is equal to the BVPS
times return on equity (ROE). As a result, any factor that causes
the BVPS to increase (decrease) will tend to cause the EPS to
increase {decrease).

Relationship Among Growth Rates

Even though the DCF model assumes that EPS, DPS, BVPS and
the market price all grow at the same rate, it is generally
recognized that in practice this does not normally occur. However,
what is important to recognize in using the simplified version of
the DCF model is that the analyst has no basis to forecast different
future rates of growth for each of these items.
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Therefore, it is appropriate for the rate of return witness to evaluate a variety of possible
indicators of future growth.

Q. Is it important to consider historical growth rates as well as analyst-s
projected growth rates?

A. Yes. In Mr. Parcell's book, The Cost of Capital - A Practitioner's Guide, it

1s indicated that "investors, as a group, do not utilize a single growth estimate when they
price a utility’s stock. Thus rate of return analysts should consider multiple growth
estimates in order to better capture the growth embodied in a utility's stock price." It is
important to note that Mr. Parcell emphasizes that analysts should consider multiple
growth estimates. This applies to projected as well as historical growth rates.
Additionally, Mr. Parcell states: "Analysts should recognize that individual investors
have different expectations regarding growth and therefore no single indicator captures
the growth expectations of all investors." Therefore, it is important to not only give
weight to multiple projected growth rates, but to also give weight to historical growth
rates because that is in fact what investors as a group will do.

Q. Do you have authoritative support for averaging the five and ten year
historical growth rates that are indicated in columm (1) of Schedule 16 attached to your
direct testimony?

A. Yes in Dr. Roger A. Morin’s book, Regulatory Finance Utilities” Cost of

Capital, 1994 the following is indicated:

Historical growth rates are customarily computed over the last 5
and 10 years. An average of the 5-year and 10-year growth rates is
a reasonable compromise between the conflicting requirements of
representativity and statistical adequacy.
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Q. In considering Mr. Dunn’s criticism that you “processed a series of
numbers through a set of schedules, with no apparent comprehension of the meaning of
the numbers or the implications of the data,” are you aware of any sources that provide
some context to test the reasonableness of your recommendation in this case?

A. The experts include Warren Buffett, Jeremy Siegel and Cliff Asness.
Warren Buffett is CEO of Berkshire Hathaway and is probably the most respected
investor in the United States. On December 20, 2001, in an interview on CNBC,
Mr. Warren Buffett indicated that “returns in the stock market should come in around an
average 7-8 percent over the next ten years.” He also said that he’s “not finding”
undervalued companies in this market, indicating that he remains watchful of valuation
levels for stoc;ks. As recently as the release of Berkshire Hathaway’s 2003 Annual
Report, Mr. Buffett stated that he still wasn’t finding attractively-priced stocks, meaning
that he believes that the price of stocks in general are higher translating into a lower cost
of common equity for the market.

The other two, Cliff Asness, University of Chicago Ph.D., who writes
influential studies in academic journals while running the $5 billion hedge fund AQR
Capital Management, and Jeremy Siegel of The Wharton School of the University of
Pennsylvania, whose book, Stocks for the Long Run, helped mold academic thinking on
how equities perform over long periods, were featured in a recent June 16, 2003 article in
Fortune magazine, “Can Stocks Defy Gravity? That’s what Wall Street wants you to
believe. Don’t buy it. The best minds say the market will rise, but it won’t soar.”
Although these are the two main academicians featured in the article, Kenneth French of

Dartmouth also urges caution when investing in today’s market. Kenneth French and
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Eugene Fama have published many influential stock market studies in the past two
decades.

All of the influential individuals featured in this article have come to the
conclusion that the equity risk premium, which is the additional return that investors
demand over risk-free government securities, is now lower. As a result of the lower
equity risk premium, they predict that the stock market as a whole can only provide
6 percent to 8 percent returns for the foreseeable future. Jeremy Siegel, when speaking
about total market returns, specifically states: “Better-than-average eamings, if they
happen, could get us perhaps 8%. But 10% assumes earnings growth that is just too big.”
It is obvious that well-respected investors and academicians are not predicting very high
returns for the near future because of current stock valuation levels. This translates into a
low cost of common equity environment.

Comparing my recommended cost of common equity of 8.52 percent to
9.52 percent to the predictions of anywhere from 6 to 10 percent for the entire market by
these well respected individuals offers a barometer to the reasonableness of my
recommendation in this case. In light of the fact that regulated utilities are less risky than
the market, and therefore investors would normally require less return than the market,
my recommendation is generous considering the current stock market environment.

Q. Does Dr. Morin believe that Jeremy Siegel and Warren Buffett are
influential individuals in the world of investing?
A Yes. Dr. Morin indicated the following:
I certainly would consider Mr. Siegel very I influential more from
an academic perspective, but I would consider Mr. Buffet as well

influential in strategy and marketing and finding under-values or
assets.
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Q. Did Dr. Morin indicate that required returns in the broader market had an
influence on required returns for utilities in his deposition?

A. Yes. Dr. Morin indicated the following:

Yes. Of course. Investors are always making comparisons
between prospective returns from utility stocks versus returns from
industriat stocks comparable in risk. And if they're not comparable
in risk, they will make the required risk adjustment using
something like beta, for example.

Q. Have you observed any information specific to the Company’s securities
that provides insight to the reasonableness of your recommendation?

A. Yes. As I discussed on page 14, line 3 through 10 of my rebuttal
testimony, Southern Union recently issued traditional, non-cumulative preferred
securities to refinance the Trust Originated Preferred Securities (TOPrS). 1 also
discussed that, holding all else equal, the traditional preferred securities are riskier
because preferred dividends are not guaranteed and are non-cumulative, whereas the
preferred dividends were backed by the coupon on the debt that was issued by Southern
Union to pay the dividends on the TOPrS. The stated coupon on the TOPrS issued back
in 1995 was 9.48 percent. The stated dividend rate on the non-cumulative preferred stock
was 7.55 percent when it was issued and as of June 8, 2004 was trading at a yield of 7.10
percent. The spread between the current yield on Southern Union’s non-cumulative
preferred stock and the stated coupon rate on the TOPrS that was issued in 1995 is 238
basis points. It is logical to conclude that because, holding all else equal, TOPIS carries
less risk than traditional, non-cumulative preferred stock, that if Southern Union had

issued TOPrS again that the yield would have been lower than the stated dividend rate for

the traditional preferred stock recently issued. This would translate into a lower cost of
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capital of more than the 238 basis point spread between the stated coupon on TOPrS and
the current yield on Southern Union’s current non-cumulative preferred stock.

Q. What was Staff’s recommend cost of common equity for MGE in Case
No. GR-96-285, which was shortly after Southern Union issued TOPrS?

A, 11.80 percent applied to a common equity ratio of 32.74 percent.

Q. What was Southern Union’s witness’, Dr. Bruce H. Fairchild,
recommended cost of common equity in that case?

A. 12.25 percent applied to a common equity ratio of 29.88 percent.

Q. What is Staff’s recommended cost of common equity in this case?
A 9.02 percent applied to a common equity ratio of 25.91 percent.
Q. How much of a decrease in cost of common equity is reflected in Staff’s

recommendation in this case versus Staff’s recommendation in the 1996 MGE rate case?

A. 278 basis points.

Q. What is Southern Union’s recommended cost of common equity in this
case?

A Mr. Dunn’s recommended cost of common equity is 12.00 percent applied
to a common equity ratio of 43.34 percent.

Q. How much of a decrease in cost of common equity is reflected in Southern
Union’s recommendation in this case versus Southern Union’s recommendation in the
1996 MGE rate case?

A. 25 basis points.

Q. What was the yield on BBB utility bonds 10 May 1995, which is the month

that Southern Union issued its TOPrS?
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A. It was 8.30 percent.

Q. What was the yield on BBB utility bonds for the most recent month
available in the Mergent Bond Record?

A. It was 6.46 percent as of April 2004,
What is the difference in these yields?
184 basis points.

What conclusion do you draw from the information above?

> o> 0O

Staff’s recommendation clearly is consistent with the current low cost of
capital environment. Southern Union’s recommendation has barely changed to reflect the
low cost of capital environment. In addition to not recognizing the lower cost of capital
available to MGE, Mr. Dunn wants to pretend that Southern Union has stand-alone
common equity ratio of 43.34 percent.

Q. What capital structure did Dr. Bruce H. Fairchild use in his recommended
rate of returnt in Case No. GR-96-2857

A. He based his capital structure recommendation on the actual consolidated
capital structure of Southern Union at the time.

Q. What was Dr. Fairchild’s rationale for using the actual consolidated
capital structure?

A. Dr. Fairchild cited the following reasons for his use of Southern Union's
actual capital structure to determine MGE's cost of capital:
» These ratios reflect the mix of capital currently employed to

finance MGE's investment in assets used to provide gas service in

Missouri;
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e Although this capital structure deviates from industry standards for
local gas distribution companies (LDCs), it is consistent with
Southern Union's entrepreneurial spirit, acquisition orientation, and
earnings retention practices; and
* While Southern Union's higher debt ratio, and lower common
equity ratio, impart additional financial risks, these are offset by
the greater use of cheaper debt and preferred stock capital, and less
use of significantly more expensive common equity capital.
Although not verbatim, Mr. Fairchild states essentially the same reasons
for the use of Southern Union's capital structure in Case No. GR-98-140. It should be
noted that Mr. Fairchild felt that Southern Union was more risky than his comparable
group because of the bond rating of Southern Union compared to the comparable group.
Therefore, in both cases he recommended an additional 60 basis points be added to his
cost of common equity recommendation to take this risk into consideration. In Case No.
GR-98-140 the Commission determined that Southern Union's capital structure did not
ment a nisk premium adjustment because "MGE's risk level decreased in April 1998
when its ratings improved to BBB+. Further, management determines the capital
structure." Based on that determination, the Commission adopted Staff's midpoint of
10.93 percent in the last MGE rate case.
Q. Did Dr. Morin qualify Dr. Fairchild as an expert in his deposition on page
46, line 24 through page 47, line 1?

A. Yes.
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Q. However, didn’t you recommend an adjustment to your cost of common
equity to consider the bond rating differential between Southern Union and your
comparable group?

A. Yes. Ibelieve it was the appropriate thing to do in this case.

Q. Mr. Dunn indicates that you disregarded your CAPM and Risk Premium

analysis. Did Mr. Dunn use any other models other than the DCF model in his

recommendation?

A. No.

Q. Beginning on page 35, line 13 of his rebuttal testimony, Mr. Dunn
indicates that you used the wrong form of the DCF Model. Do you agree?

A, No, while I indicated in my direct testimony that I used the continuous
growth form of the DCF model, this is not how ] executed the model. 1 executed the
model based on the assumption of annual compounding of the dividend and on the
constant growth of that dividend. This model is consistent with the model contained in
the textbook used in the Investments class that I took while attending the University of
Missouri, Columbia in which I graduated with a B.S.B.A. with an emphasis in Finance
and Banking, and Real Estate with a GPA of 3.5. The textbook was the Essentials of
Investments, Bodie, Zvi; Kane, Alex; Marcus, Alan J. (1992). This form of the DCF
model is also consistent with the annual compounding model shown in Mr. Dunn’s
Schedule JCD-2, which is the same model that Mr. Dunn used.

Q. Beginning on page 42, line 4 of his rebuttal testimony, Mr. Dunn criticizes

your criteria as not being true risk criteria. How do you respond?
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A. The most important aspect of any comparable company analysis to
evaluate the cost of capital is to select companies whose operations are as confined to the
subject company’s operations as much as possible. This is exactly why this type of
analysis 1s often referred to as a “pure play” analysis. As I demonstrated in my rebuttal
testimony, Mr. Dunn has a few comparable companies in his proxy group that don’t meet
this criterion. In order to select companies that have comparable business risks to the
natural gas distribution business, it is essential to pick companies that are predominately
in the natural gas distribution business.

Q. Starting on page 43, line 10 of his rebuttal testimony, Mr. Dunn compares
certain DCF cost of common equity results produced by Staff and OPC. How do you
respond?

A. This is the one area where | agree with Mr. Dunn that these are
“mechanical” calculations. The results for each individual company indicated in column
(5) of Schedule 18 attached to my direct testimony are not intended to be refined
estimates of the cost of common equity for my final estimated cost of common equity.
As shown in my final estimated cost of common equity for my proxy group of 8.20
percent to 9.20 percent with a midpoint of 8.70 percent, [ did not recommend the average
of 8.35 percent indicated at the bottom of column (5). After reviewing all of the growth
rates, I determined that some additional weight should be given to the projected growth
rates indicated on Schedule 16 of my direct testimony. It is not the individual DCF
results that should be compared to test the reasonableness of Staff's and OPC’s
recommendation, it is the overall recommendation that should be compared and this

validates Staff’s recommendation in this case.
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Response to Mr. Allen’s Rebuttal Testimony

Q. Do you agree with Mr. Allen’s position that because the debt held at
Panhandle is non-recourse it should not be included in the recommended embedded cost
of long-term debt for MGE?

A. No. Whether debt is recourse or not does not drive the availability of
funds for general corporate use. A corporation can assign certain debt issuances to its
divisions and claim that this is the proper embedded cost of long-term debt to apply to
those divisions and at the same time refinance other debt issuances within the
corporation. The refinancing of other debt will drive the cost of capital down for the
company, but because a division has specific debt issuances assigned to it at some higher
historical embedded cost, it would not recognize the lower cost of debt that the company
has achieved. This is the reason why all of Southern Union’s debt should be considered
in the embedded cost of long-term debt recommendation.

Q. How do you respond to Mr. Allen’s criticism about your approach to
determining the short-term debt balance to include in the capital structure?

A. I believe that the fact that our short-term debt balances are fairly similar

shows that, in this case, both approaches are representative of Southern Union’s recent

utilization of short-term debt.

Summary and Conclusions

Q. Please summarize the conclusions of your surrebuttal testimony,
A. My conclusions regarding the capital structure, embedded cost of long-

term debt and cost of common equity are listed below:
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Q.

A.

The use of the capital structure proposed by MGE is inappropriate.
Although he eliminated debt held at Panhandle, Mr. Dunn did not
subtract any equity that is associated with Panhandle from his
capital structure. Regardless, it is more appropriate to use the
consolidated capital structure of Southem Union. OPC used this
capital structure with some minor differences from Staff.
However, the calculation of the cost of capital for MGE should be
based on Southern Union’s actual consolidated capital structure as
of December 31,2003, as shown on my revised Schedule 9
attached to my rebuttal testimony;

Mr. Allen’s use of the consolidated capital structure without the
inclusion of the costs of debt associated with this capital structure
is inappropriate and inconsistent with Commission precedent. My
embedded cost of long-term debt which reflects all of Southern
Union’s debt is the appropriate cost of debt to use in the
recommended rate of return;

My cost of common equity stated in revised Schedule 25 attached
to my rebuttal testimony, which is 8.52 percent to 9.52 percent,
would produce a fair and reasonable rate of return of 6.70 percent
to 6.96 percent for the Missouri junisdictional natural gas utility

rate base for MGE.

Does this conclude your surrebuttal testimony?

Yes, it does.
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Energen Corporation (NYSE-EGN)
Energy West Incomporated (NDQ-EWST)
EnergySouth, Inc. INDQ-ENSI)
Equitable Resources, Inc. (NYSE-EQT)

NM ¥
172

34
14.2 §
19.9

KeySpan Corp. (NYSE-KSE)
Kinder Morgan, Inc. (NYSE-KMI}

Laclede Group, Inc, (NYSE-LG)

National Fuel Gas Company (NYSE-NFG)
New Jersey Resources Corp. (NYSE-NJR)
NICOR. Inc. (NYSE-GAS)

Northwest Natural Gas Co. (NYSE-NWN)
NUI Corporation (NYSE-NUD)
ONEOK, Inc. (NYSE-OKE)
Peoples Energy Corporation

127
15.2
1.9
17.2
16.1

Piedmont Natural Gas Co., Inc. (NYSE-PNY)
Questar Corpotation (NYSE-5TR)

RGC Resources, Inc. (NDQ-RGCO)

SEMCO Energy, Inc, (NYSE-SEN)

South Yersey Industries, Inc. (NYSE-5JT)

Southern Union Company (NYSE-SUG)
Southwest Gas Corporation (NYSE-SWX)
Southwestern Energy Company (NYSE-SWN}
UGI Corporation (NYSE-UGH)

WGL Holdings, ne. (NYSE-WGL)

Williams Companies, Inc. (NY SE-WMB}

AVERAGE
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" Murray, David

From: CUSTOMER SERVICE [VLCR@VALUELINE.COM]
Sent: Friday, May 21, 2004 4:05 PM

To: david.murray@psc.mo.gov

Subject: RE: Account #160270

Dear Subscriber,

April CD was mailed April 20,2004 May CD was mailed May 17, 2004,

Sincerely,
Zchara Persaud
Client Relations Departmentc

THIS TRANSMISSION CONTAINS INFORMATION INTENDED TO BE CONFIDENTIAL AND
SOLELY FOR THE USE OF VALUE LINE, INC., AND THOSE PERSONS OR ENTITIES TO
WHOM IT IS DIRECTED. IT IS NOT TO BE REPRODUCED, RETRANSMITTED, OR IN ANY

OTHER MANNER DISTRIBUTED. IF YOU RECEIVED THIS MESSAGE IN ERROR, PLEASE
FORWARD TO POSTMASTER@VALUELINE.COM.

----- Original Message-----

From: david.murray@psc.mo.gov [mailto:david.murray@psc.mo.gov)
Sent: Friday, May 21, 2004 12:02 PM

To: vlcr@valuesline.com

Subject: Account #160270

I had asked a customer sexvice representative to send me an email indicating
the dates that the April and May 2004 Value Line Investment Analyzer CDs
were sent to us. I believe she indicated that the dates that Value Line
sent these were April 9 for the April CD and May 7 for the May CD. Can you
please confirm this? Thank you in advance for your regponse.

This transmission contains information intended tc be confidential and solely
of value Line, Inc., and those persons or entities to whom it is directed. It
reproduced, retransmitted, or in any other manner distributed. If you receive

in error, please immediately delete it and all copies of it from your system,
hard copies of it and notify the sender.

for the use
is not to be
this message
destroy any
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1000 M0 XM | parcent & i = STOCK MO |

oiy 103 95 72| shares 4 1" 1yr. 230 M9 J;W

] 50 7 97 | yraded 2 ] Iy, 450 400 |

WMy 34881 35680 34745 Sy, 805 853

1987 | 1988 | 1989 | 1990 | 1991 [ 19921993 [ 1994 | 1895 | 1996 | 1997 {1998 {1999 [2000 [ 2001 [2002 | 2003 | 2004 | = VALUE LINE PUB, IKC.

B 297 26| 258 202 040 2713| 29| 1032 210 | 275 | 236 ] 1871 1125 | 1904 1532 1590 1500 Revenues per sh * 1845
181 1600 R M) T 23y 225| 14| 23| 248 262 85| 229\ 286 3M| 3W: 345 365 |"Cash Flow persn 405
102; 143 B: ] 1.0 1041 113 08| 147 13| 13 137 141 hdl 1.29 1501 8| 200| 210 |EamingspershA® 225
.80 88 W S8 02| 3] 1M 141 1.4 106 108 108/ 108| 108 1.08 1.08 1.1 1.12 | Div'ds Doci‘d per sh C= 1.92
IR0 281 281 Lisl ZGE|T Ml ZAGl zar( 2w | 1% stWLTu 50| 287) 1E83| 3| 2651 768 |CepiSpendrgpersh | Z60 |
789 B72| 883! 897 942{ 970| 990 1049| 1042 1056 | 1099 | 1142 | 1158 | 150 [3.19 1282 | 1435 1565 {Book Value per sh 19.50
W 47| B8] UX| 057 G| 672] WK] BE| S| 88| 3730 510 | 5.10] %70 6450 | 65 |CommonShs Ouisg T 5500
5] WA @F Wy B3 (98f 11e] 64 1281 138y WI[ W3 1A 1381 1451 (75| Boro Frkres ars | Ry Arwy] P REGG 130
ksl 920 104 105 o8 8 106 k] B4 86 85 ot 8 15 8 VamLine  Ra|athg PIE Ratlo 100
58% | 7% T2%| 68% | 64% | S59% | 54% | 59% | 62% [ 56% | S4% | S5% [ 55% | 62% i 49% | 7% pies Avg Aow'l Div'd Yield 1%

gmmaﬂ;s\;tiwzeanqs?gmm' . 11303 ) 11999 | 10630 | 12202 | 12076 113336 | 10685 | ©O7.4 | 40403 | B6AD) 475 | 1025 |Revenues [Smil) A 1200

o A mil. Duein 3 Yrs 504.1 mi, S75| 632| 7a3| 758 | 766 i B S21] T §23] 1030 125 135 {Net Profit {$mill) 150

fine 358, oot eelane ey | B0 | 2% | 8% | ek | T% 35T IR A0 T% | 350% | IR0% | 0% [lcome Tax Rate 0%

{Total interest coverage: 2.9x) | 5% 0 53| TO%| 6% | SO% ) GA% | 49% D0T% L T%) 190%t 129% | 12.9% |Net ProfitMargin 12.5%

Leases, Uncapitalized Annual rentals $29.1 mill. 405% | 49.0% | 474% | 462% | 4B.7% [475% | 45.3% [ 45.9% [ 673% [ 58.3% | 530% | 51.0% |Lang-Term Dedt Ratio 51.0%

Penslon Assats-1202 $207.8 mill. Obilg. 5290 53.1% | 450% | 47.6% | 48.9% . 45.9% [ 47.1% | 49.2% [48.3% [ 30.7% [ 41.7% [ 47.0% [ 45.0% Cotnmen Equity Ratio 49.0%

mill. 5.7 [ 1351 11703 | 12013 [135%6.4 13884 T1M458 [ 12887 | 7RI [ \T04 3T 197 1960 |Tetal Capital {Senlll) 1185

Ptd Stock None 12813 | 12074 | 1350.3 | 14154 | 14966 | 15340 | 1598.9 | 16975 | 20589 | 21942 [ 2400 200

Common 3tock 84,268,376 shs. A6% | To% | Ba% | aD% [ 7.3% | T.6% TR | T4% 65%] B1% | €5% | 80%

RARKET CAP: $4.9 bition {Wid Cap) 0A% L V0% L 121% L 11% L 11a% Pt L Tam L 1oan | 123% ) 1asn | 125% A 1.5%

CURRENT POSITION 2001 2002 9730700 | _108% | 11.3% | 125% | 129% | 11.3% [123% ; ¥9% | 115% | 12.3% | 145% [ 125% | 13.5% |Retumon Com Equity | 11.5%
[$MILL.) A% | 0% | 46% | 3B% { 32% | 44% [ NMF | 3.2% [ 42%| 70% | 6.0% | 6.0% |RetrinedloComEg 5.0%

Gasn Assets 2od B b2l o | mwl e | vl rew ) sl | mx | e o] %l sk WiDvasoNePor e

Current Assets 7174 5864 551.2 | BUSINESS: AGL Resources, Inc. /s a public ulllly naiding compa- Nonfegulated subsidiares: Georgia Nalural Gas Services markets

Accts Payable 824 811 2983 | ny. lis diskinglion subsidiaries arp Alianta Gas Light, Cha%tancoga  aatwal gas sl ratail. Acquired Virgmia Nalural Gas, 10/09. Sold

ggggrbuﬂ 384 8E 12121 Gas, and Vuginia Natural Gas. Tne uilies have sround 2 milion  Utiipro, 101, Officensidirecions owa 1.5% of autstanding carmrmon

Current Liab. K356 TDIBB 7160 | Susiemers in Goorgia, primarily Atianta, Virginia, and in southémn  shares (303 Proxy). Prasident & CEO: Paula Rospol. Incorpocaled:

Fix. Chg, Cov, 241%  242%  245% Ternessee. A!so enga_ged in nonreguiaied natural ges mareting  Georgia. Address: 303 Peachtres St, N.E., Aanta, GA 30308, Tel

ANNOALTRTES ot T and other, allied sarvices. Also wholesales and retails propane. aphone: 404.584-5470. Intemat; wiw, AgirasOUFCES,COM.

dchangejprsyy  10¥s  5fn.  wves | The share price of AGL Resources been more than offset this year, though, by

ngnues N 0% -gg;: 339’: continues to edge higher. The stock has  greater EBIT from nonregulated

ol e 3 192 { advanced a little over 2% since our last businesses. EBIT from Wholesale Services

Dividends 5% 5% 5% | report in September, and is trading near rose 356% to 321.9 million, while EBIT

Book Value 25% 25% 45% | record highs on a split-adjusted basis. The from the Fnergy Invesuments unit rose

Fiscal | QUARTERLY REVERUES($mil}» | Full | gains have been backed by solid earnings 47% to $26.6 million. In 2004, we expect
coar |Dec3t Man3t Jum30 Sep.t| as¥j and a [favorable operating environment. earnings to continue to improve from non-

2000 1823 1601 1318 152 | &74| Share net of $1.04 for the first nine regulated businesses as AGL further de-

2001 |2948 3506 1757 2282 {10493 | months of 2003 marked an increasc of over velops these relatively new segments for

Mar3t Jun30 Sep.30 Dec3t 20% from the prior year. Meantime, low the company. Also, we anticipate in-

2002 |268.3 1592 1907 2407 | B68J | interest rates and the government's move cremental growth from AGL's utility oper-
003 13514 1866 1663 207 | 975 | to lower dividend Laxes have added to the ations. following a full year of absorbing
1004 1330 20 188 285 025} appeal of dividend-paying stocks. thus higher overhead costs. The segment should

Flscal EARNINGS PER SHAREA® Full | providing added lift to AGL shares. benefit from an expanding customer base
g8 (Dec3t Mar3 Jund0 Sep.do| Fiie2! g‘he near-term earnings picture looks and higher gas usage per custamer.

2000 | 30 A% 2% a2 ] 129] good for AGL Resources, We are leav- AGL sotirces is exiting the retail

20 41 B 171 p9 | 150 Ing our Full-year EPS estirnates unchanged propane business. It agreed to sell its in-

flar.31 Jun.30 $ep.30 Dec3i at $2.00 and $2.10 for 2003 and 2004. terest in Heritage Propane Partners for

002 | & A AT 55| 182! respectively. The company should reach $29 million in a transaction expected to
003 | w29 21 48 200 our 2003 target with ease. given its earn- close at yearend. The move is consistent
W04 | 85 35 25 S8 | 21| ings strength through the first nine with the company's goal to shed non-
Cal- | CUARTERLYDVIDENDSPADCe | pyy | months. Ironically, earnings before inler- strategic operations and to build its finan-

endar |Mar3{ Jun30 Sep.30 Decd1| Year| est and taxes (EBIT) from ACL's core gas cial position.

199 (7 2 2 X 108 } distribution operations are down slightly This is a good-quality income stock. It
200 (22 2 2 X 108} this year as a result of greater overhead offers a decent yield with excellent share-
w00 | 7777 104 | expenses, including higher leasing costs, price stabllity. Investors should note that
Wz |27 27 21 2 | 10| and increased Insurance and beneflt costs. further share-price gains appear limited.
w27 B 8 B Lower earnings from its gas utllitles have Michael F. Maloney Decernber 19, 2003

gﬂ) Fiscal year ends Decembes 31st. Ended | $0.15; 95, d$0.83; ‘99, $0.39; 00, $0.13;'0%. | stock spitt. Comp'any's Financiat Strength et

eptember 30th prior 10 2002, (B} Ditted eam- | §0.13. (C} Dividends histurically paid earty Stock’s Prics Stabillty 100

ngs per share. Next samings report du late | March, Juna, Sept, and Dac. » Divid reinvest Price Growth Persistance %g

Jan. Extl. NOFFECUITinG gains (osses). B8,
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1967 | 1988 | 1989 1990 | 1991 [ 1992 [ 1993 | 1994 [ 1995 [ 1996 [ 1997 1998 [ 1999 (2000 | 2001 [2002 (2003 ;3004 | SVALIELINE PUB. INC. [d6-08
07| 51| 2687] 245 227| 2003) 2188 2150| 98| 1188 | 1785 ] 1747 [ 1880 | 2000 | 3040 06| 27.21 | 3065 RevermespershA s
156| 197 247| 23| 229| 168 204| 11| 207 12| 192] 206 240{ 260| 272] 248] 225| 285 [“CashFlow’ persh 240
847 84| 129 28| 1| 83| 105 0| 80| 3| 3| 84| 12| 139 147} 113] 87| 135 Esmingspersha® 175
Bi{ 85| es| 87| sof s3] 4] el 95| | | o) o! 9| 9l 9| 96| .95|DivasDecldpersnta | g2
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745| 46| 7965 33} Be3! 909 996! et 96| 1003 1006} 1007 [ 1036 ] 1079 | 1101| s034| 1195| 1275 |Book Value per sh© 1455
56| 643] 64, & BB3 | 76t| BG7{ 891 9| 079 W05 | VS| B 0| N5 | 6| .13 | 7110 |Common Shs Outstg® | 1200
0| 17| BBy B3| 22| Z37] 166 &7| 2] WA B | WA | war[ AT| 34| 82| 20 Rvg AR PIE Rati 50
101 er|  e5) e8| 78| 14) se| 18] 122] 25, 1| | 8| 6] s9] g6! 128 Relative PE Ratio 100
BY% | B7%| 7% | 7% | G6A%| 62% | S4% | 6.2% 7 B6% | 46% | S0% | 50% | 5% | 59% | 49%| 47| 50% Avg An) Oiv'd Yisld kY, 3
CAPITAL STRUCTURE a8 of §/30/03 815 1624 1827 1277 | 1958 | 1897 | 2085 | 2410 | 3358 3710| 3028 340 [Revenves (Smill A &
89) 58] 77| 42| w6l 98| wu2| wal 12| 1250 97| 150 |NetProfitigmn 209
Total Debt 31640 i f;’:n'g;:{;m‘r’n M. TTP% | TT8% | 8% | A% | IL1% | 3T4% | 65% [ 311% | B0% | 349% | H2% | I5.0% [Income Tax Fate " To0%
(LT inkerss! pamed: 2.7% total rerest A7% | 30% | 42% | 39% | 5% | 52% | 58% | 64% | 48% | 30% | 32% | 44% |Net Profit Margin £4%
coverage: 2.64) 48.3% | 51.3% | 514% | 468% | 50.5% | 44% | 50.0% | 31.0% | 0.7% | 50.1% | S.0% | 55.0% [Long-Tenm DebtRatio | 56.0%

] 47.3% | 44.8% | 450% | 500% | 46.5% | 48T% | 46.6% | 40.8% | 45.3% | 40.0% | 420% | 45.0% |Common EquityRatic | 440%
Pansion Assats-0/02 $37.0 mal. Obtig. $56.9mil. [T18)7| 1048] 1985 | 2178 | 2094 | &B5 | 2455 | 2842 | 466 2191 295| 315 |Total Capital [Seill 400

19741 n39] 21| 2557 | 2682 Mo | 2823 | 2048 | 242| 2096 310) 320 |Not Plant [$mil 400
Fld Stock None 6% | +9% | 5% | 34% | 62% | 61k | 75% | 1% | B5% | 64% | K0% | 065% JRetumon TowiGagl | 7%
o5% | 61% ! 0% | 36% | 90% | B3 [107% |129% | 913% | 100% | 80% | 105% [ReumonShrEquiy | 115%
Common Stock 11,132,000 shs. 8% | 5% BI% | AS% | 91% | BI% | 120% | 12.0% | 137% ] 109% | 40% | 10.5% |Retumon ComEquity | 11.5%
as of 9730183 ) TE% | NME | NWF | NMF | 7% | NWF | 27% | 40% | 4€%] 17% | AMF| 30% |RetinedboComEq 50%
WARKET CAP; §225 million (5mat] Cap) M%) NMF | 106% | NMF| ma% | 109% | 7en | 6o% | 63% | e5% | TIO% | 7% [AiDivdstoNetProf | 9%

mo".l ﬁmm
cu?&[sﬂ Pos 2001 2002 3 BUSINESS: Cascade Naturai Gas Corporaon disinbules natural  ers, ol refining, & food procass. inds. Main connecling pipeline:

4 37 1891 gas o ovar 200,000 cusiomers in Washinglon and Oregon. In  Northwest Pipeling Com. ‘02 deprec. rale: 2.9%. Estd plent age: 12
Other _315 356 ——2=8'r9 2002, total throughpul wes 120.1 billion cu. . Core customars:  yrs. Has around 440 employaes. Officers and directors own 1.4% of
Curent Assets 318 333 478 | regidental. commercial, fim industrial, intamuptible (57% of oper.  com. (12102 proxy). President and Chif Executive Officar: W. Brian
Sneglﬁ;':gm lg-g 126 122 | margin, 20% of gas dekvenes): non-com: industial, Tansporiation  Matsuyama. Ing.. WA. Address: 222 Fainview Ave. North. Seatts,
o 00 ayi 475 | satvics (33%, B0%). Servas pulp & paer, pwood, chem,. feniz: WA 98108, Tel - 206-624-3600. tlermat. wiew chgc. oo
Current Liab. 724 ~357 300 We believe that Cascade Natural Gas' tors should enable the bottom line to ad-
Fin. Chg. Cov. 352% 5% 270% | pottom line will bounce back substan- vance roughly 10% annually over the

ANNUAL RATES Past  Past Estd'00-02| jally in fiscal 2004 (ends September 2006-2008 horizon.

%;;“;?ug’:ml ‘Iﬂ;r%% ig';% wgc;% 30th). Demand (rom residential and com- But a considerable amount of plant

“Cash Flow" 204 BB% 45% | mercial customers should recover nicely, and equipment spending will likely be
Earnings 3.0% 135% 45% | assuming a return to normally cold winter required to keep pace with the steady
A Jo% 9% 3% | weather patterns, Furthermore, if the sup- wth in account hookups. For fiscal

- : ly of hydropower tapers off. consumption 2004, management estimates that capital
Fiscal| QUARTERLY REVENUES{mili~ | Full | from electric generation customers ought expenditures will be about $35 millien
fads [0ec3s Mardt Jund0 Sep30) Year| 1o perk up. Cascade should alsa be hetped (roughly 25% more than the prior year).
we 738 @88 416 31T [ 191 by a program designed to decrease employ- We think this figure could range between
2001 [1050 1247 649 420 | 330B| e benefglts costs %y between $3.0 millon $45 million and $55 million annually over
Wt e 1223 SR8 31 LI 544 $3.5 million annually. At this point in  the coming 3- to 5-year peried. To help R-
iggz 11(£5 }gga gg ‘32'3\ g%.a time, we fook for eamings per share to be nance these programs, the company
- - around $1.33 in fiscal 2004. should continue to make use of the capital
Fiscel | EARNINGS PER SHARE 4 B 4l | ‘The company has the potential to post markets, keeping pressure on the debt
Ende [Decd! Mard! Jun38 Sep.30| vaar| golid sharemet advances over the ratia.
W00 | B9 & --  d19 1 133} 2006-2008 period. A generally favorable The stock offers a healthy dose of cur-
004 76 8 05 415 | 147 erpnomic environment in Oregon and rent dividend income. Future increases
w2y 6 & d08 4B | 113 washington has enabled average annual In the payout are likely to be slow in com-
0 gg gg d,:,g gﬁ 1?‘; customer growth to rise at a healthy mid- ing, though, as cash flow is utilized to ex-
L - : - ~>! sipgle-digit rate over the years, and it pand the gas distribution system to accom-
Cal- | QUARTERLYDIMDENDSPAD ©» | Fuli [ seems that this trend wiil persist. More- modate customer growth.
andar [Mar3t Jund0 Sep.30 Deed1| Yo | oo given the environmental advantages Cascade shares are ranked to under-
;%%g b B ST B | % | of natural gas and assuming that prices perform the market for the coming

# d WM AU % are at reasonable levels, a portion of new year. Thats based on recemt price and
0t | 2 24 M A% | eygromers may come Irom conversions earnings momentum.
w2 24 WA g: % | from alternative fuel sources. These fac- Frederick L. Harris. III Decemnber 19, 2003
| 24 _ 24 24
A) Cal. yr. thru. 12/95. Changed to /30 fiscal | '02, (16¢); '03, {5¢). Naxt ags. rpt. due late Jan. | {D] lncl. defemed charges. In 02 526.8 mill., Company’s Financial Strength B
{yr,) in ‘96y {B) Prmary egs. thrgu. 87, then ) l:)ivid)ands lgdstomany paid i the middie of | $2.431¢h. {E) In mil,, ad]. Tor siic spiil. Stock's Prica Stability ®
diluled. Exch. nonrec. gains (Iosses): ‘91, 19¢; | Feb., May, Aug., Nov. aDivid reinvesl. plan Price Growth Parsistence 40

Earnings Predictability
To subscribe call 1-800-833-0046.
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i ishing, nc_ All fgitts reserved. Factus material s obtained from sources believed In be refiable and is ded without waTantes ind.
:HEHEEEWLISH‘!EETS?O#%DNSIBL%RM ERRORS OR OMISSIONS HEREMN. This 0N £ srictly for S 'sc':?nrgﬂ 3 mﬁrﬂuse.%pﬂ‘l
damhwmmusﬁ%uwumehmwmmummuMww«mwm«mwgvmam

Schedule 3-2




RECENT PE Trafling: 15,8} {RELATIE DvD G/ A
NEW JERSEY RES.nvseam  [Mie 37.68 (% 15.80ume &) em: 0.85/% 3.5%
igh:| 168] 19.7] 4 3] 19 ! : . ! ) ;
mueLEss 4 e | o 88 7] E3T a3l e O] 81 2y Bel mal bl Target Prcs s
SAFETY 2 New 80 LEGENDS
TECHNICAL 3 i T v by e Ate 80
- L O Reised 11703 ... Dided by b "
A 70 100 - Mxied Yo d pl 302 ? Y2 P N NS NS TYYYY TYYTL
: No . rtorT 50
_'_.L o =] ¥ l"'"l- 40
High 55 l+4§% 12 s r - - b
o T v IS5 20
! Al el 15
A}
% L 10
S SN Yy T - % TOT.RETURN 1003 [
i e o |
1 1. 266 W48
8 40 Ayr. 502 0.0
HUs) 12414 12408 12148 5y 768 653
1987 [ 1988 [ 1989 [ 1980 | 1991 [ 1992 [ 1993 ( 1994 | 1995 | 1996 | 1997 | 1998 | 1993 | 2000 | 2001 | 2002 | 2003 | 2004 | ©VALUE LINE PUB,, INC. | 06-08
2004 18.02| 1668 1601 3559 1688 18.02] 1922 | 1703 | 2022 | 2597 | 2659 | 3398 | 4413 | 76.82| 66.17 | 9320 | 9845 [Revenvespersh A 104,00
180 175 164] 154 15| 195| 214| 2| 213| 222 245( 260 2m| 29 38| in 1557 345 |“Cash Flow” persh 4.0
85| .08 k1 55 55 108 145 1.% 1.5 3 148 155 i85 | 1. 185 2090 238 245 |Eamings persh B 110
80 85 Kl 96 100 1.01 1M 1.01 10t 1.03 107 109 112] 115 117 18- 1.2 1.3 | Divids Decl'd per sh Se 14
5.2 s 43T 43r| A 1997 23 210 1.77 578 172 160 1.81 1.85 166 1.3 146 1.70 |Cap'l Spending par sh 240
715 8_21 910 B885| 857 944 9 9.64 970 | 1050 ) 1038 [ MBS 135 | 1243 | 1320 1306 1575 | 17.55 |Book Valuepersh © 448
T344| 1530 19.07| J008| 2005| 7443| 0523| 505 | 2660 | 2193 | 2683 | %72 ] 2651 | 30| 2B66| 2167 | 2| 25 R T 500 ]
L% BEY Y 281 A3 e A 35T NE] N5 Wi} w2 A7 YA AL Y] L L FFE Ratic ELT)
98 96 S 178 142 75 .89 85 R} B85 78 B0 87 96 13 ;] 82 Retative PE Ratio 1.00
BA% | 60%| 72%{ 82%| B81A% | 75%| 5B% | 6% | B7T% | S6% [ 5% | 46% | 45% | 44% | 42| 39%| 3% Avg Ann'| Div'd Yield 0%
CAPITAL STRUCTURE as of 6/30/03 4547 | 4987 | 4546 | 5485 6965 | 710.3 | 9043 | 1845 | 20484 | 18308 | 2544.4 | 2625 |Revenues {Smill) A 200
. . W5; 38| ¥E BT N5 43 449 479 523 568| 654 £5.0 |Net Profit {$mill) 750
Totel Dbt $30.7 il Oueln S Vre S12S0mil 3930 [ 304% | 31.0% | 326% | 0% | % | 2% | 318% | 30% | JAT% | 4% | I0% [incoma Yax Rate Y3
Ined. §.7 mil. épitalizod leasas. ' ’ 6% 1 B8% | 7B% | 7a% | B6O% | 1% | 50% | 41% | 26%| 3i% | 25% | 25% |NetProfit Margin 29%
{LT interast eamed: 6.6x; 53.5% | 54.3% [ 557% | 50.7% | 49.3% | 51.2% [ 48.7% | 47.0% | 50.1% | 506% | 39.0% B5%
tolal interes! coverage: B.1x} 426% | 42.0% | 41.0% [ 458% | 47.1% | 45.8% [ 51.2% 1 52.9% | 49.9% [ 454% | 61.0% 83.5%
Pension Assets- 902 §6.3 mil. Obllg, 3273 mil. | Splg | 5958 | &322 | 508.2 | S906 | 6382 | 904 | 6201 | JOB2]| 71324 708 60
Pid Stock None 626 6404 soa1| essz| esad | es0n | osa | el was| 7seal| ves e
Gomman Stock 27 202,38 shs. T3%| 75%| 76%| 8'% B6% | E1% | G0% | 90% | 5% | B7%| 0% 5%
outstanding al 713403 113% | 125% | 127% | 13.3% ; 13.9% [ 129% | 148% [ 146% | 148% | 157% | 150% 12.5%
MARKET CAP: $1.0 milion (Mid Cap) 11.5% | 12.8% | 13.1% [ 135% [ 14.3% | 14.4% [ 14.8% [ 14.6% | 14.9% | 157% [ 13.0% | 14.0% |Retum on Com Equity | 125%
CURRENTPOSITION 2001 2002 6/30003 | 16% | 26% | 28% | 34% | 40% | 44% | 50% | 54% [ 61% | 68% | 74% | 6.5% |RetaimedtoComEq 6.5%
Ca AL;LE 40 13 29 B1% | 9% | 7% 7% | TI% | T% | 67% | 63% 59% | % 4% | 5% Al Dh'ds to Net Prof 4%
Other 578 _355.7 _449.2 | GUSINESS: New Jorsey Resources Gorm. is Ine holding company  reiail and wholesale nalural gas and relaled energy sarvicss L0 cus-
Current Assels 18 73570 452773 for New Jersey Nalural Gias Co., a natural gas utilty (about 444,000 tomers in 17 statas. D2 deprec. rale: 3.0%. Est'd plant age: 8
cusiomers 8t 93003 in Monmouth, Ocean, and paris of other N.J.  years, Has 547 uliity employees, 16,30( sickhidrs. Offers. & dis.
focts Payable w2 37 2321 counties. Fiscal 2000 voluma: 110.7 b, cu. M. (51% fm, 7% intec-  own about B% of common slock {1/03 Praxy). Cheirman and CEO:
Gther 156.8 2400  320.4 | fupfible industrial and electric otifty, 32% ofFsysiem and capacily Laurence M. Downes. [nc.. N.J. Addr: 1415 Wyckoff Road, Wall,
Current Liab. “3833 3874 a60.6 | releass) Wew Jersey Natwal Energy supsid. provides unveguiated  NJ 07719, Tel. 505-938-1480. Web: www.niiving com.
Fix. Chg. Cov. 499% 507%  457% [ Fiscal 2003 (ended September 30th) creased profits almost 80% in fiscal 2003,
ANNUALPATES Past  Past Esfd'00-02f was a banner year for New Jersey to $11.4 miilion. The dramatic rise reflects
dongeperse) W SYm. ©H | Resources. The utility posted its twelft{ increased storage and capacity utilization.
“Cash Flow" £53% 65% 65% | consecutive year of earnings gains, fueled and greater pricing volatility. With its sub-
Eamings W00% T0% 80% | by profitable growth at its core subsidiary, stantial transportation and storage assets,
g‘“ﬂ""ds ;gg& %g% 1?832 brew Jersey Natural Gas (NJNG). Indeed, the company is well-positioned to eapital-
ook value : - i the company added over 11.000 new cus- ize on this volatility, while protecting itself
Fiscol | QUARTERLY REVENUES (Smil) » | Full | tomers in 2003, maintaining its nearly 3% through financial hedges—which have re-
gnds [Dsc3t Mardi Jund0 $ep30| Year | annual growth rate, which added over $6 sulted in higher earnings.
000 {2634 3630 7479 2842 |11645 | million in margin. Approximately 35% of Though untimely, New  Jersey
200t |6675 8900 2606 2303 120484 | ¢he customer additions came from residen- Resources offers the likelihood of a
2002 13658 5258 4423 4669 1183081 11a] conversions to natural gas heat from continually growing dividend. Recent-
2003 sag.g H%T 352.7 ggg’ ;5;‘;4 other energy sources, such as oil and elec- 3’ the company raised its quarterly divi-
2004 | €7 4 5 tricity. Since much of the infrastructure is dend by 4.8%, to $0.325 a share, the ninth
Fiscal| EARNNGSPERSHARE »8F | Wull | ajready in place, these conversions require increase in the past eight years. Based on
tnds (0ec3 Hard! Jund0 Sep. M} Vewr | 1ower sct-up costs for the utility, and, so, our estimates, NJR's dividend rayout ratio
000 | B0 119 12 412 | 179 are more profitable. Weather, too, was on  will approximate 54% in fiscal 2004. Con-
000 | 67 123 18 410 | 195| the company’s side. Temperatures for fis- tinuecr customer growth, coupled with con-
w02 .3 129 A7 d09 | 209 .1 2003 were 13% colder than normal and  tributions to returns from the company's
003 ) & 150 16 dN3 | 238 359, solder than last year. Given the wholesale business and off-system gas
wee | A5 1408 doh [ 249 strength of its gas distribution business. sales should allow New Jersey Resources
Ca- | OQUARTERLYDIVIDENDSPAID ¢ | Fuil | we believe New Jersey Resources will con- keep its track record for steady profit
| ondar {Mar31 Jun.30 Sep.3d Decdi| Year| yinue to grow earnings over the next growth intact. Modest share buybacks
199 | 28 2 M B | 142] several years. shouid also boost earnings per share.
2000 | 287 267 287 287 [ 115] Wholesale energy services are aug- Moreover. cautious investors should find
| 203 293 93 23 | 11| menting the bottom line. NJR Energy the stock's above-average Safety ranking
w02 3% % W 30 ) AW geryiees, which provides bulk natural gas and strong price stability appealing.
[ I T R I R - sales, storage, and fuel management, in- Edward Plank Decemnber 19. 2003
i . it, Juty, Oclober. » Dividend reinvestment | (E} In mifions, adjusted for spiif, Company's Financial Strength Bes
la‘ E«Iffl.oldy:g{n::;; m e;mrnings repart dua :ﬁ: nvar{able. H Eamings may’ncl sum dsn.lp:: te changes in Stock's Price Stability 100
mid January. ) ) ng Incisdes deferrad charges. Al $/30/02: shares outstanding. Price Growth Parsistance 90
{C} Dividends historically paid in earty January, | 3136.9 mil., §7.17ish, Earnings Pradictabiiity 100
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High: | 22.7 8] 24. ) ! } X ] !
eSS 4 o | U0 | 271 AT Gl A8l mal sl el 27l wrEl RO EIT e Targa Pl e
SAFETY 2 sewToman tEoENDs,
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TECHMCAL 3 tovengrom | cod o e e "
BETA 50 {100 = Mked) 3dord spin_ 46 S — b
0608 PROJE s i ; R4 B SEL == 2
b areas indicate rocession ¥ T e 11T R m ATy Sy
Annyl Total g Gl [ L zmoelomancl 24
e 2 (1 %] 1% li'* %
osidar Geclaions s e w
JFMAHJJAS& ™ T — Eeiod .
i e . :
o TR - I R
Insfitutional Dacisions s ey — !:___' ﬁ""-._h. %Tm.gfswa:mn:
s 0 09 | percent  § A— 1 I st woex |
® a5 54 50| shares 8- i IN 1 1yt 248 3
w 55 48 45| raoed a I T 1l ayr 451 we [
m 10335 S476 10845 Syr. — 853
1987 1988 | 1989 | 1990 | 1991 | 1992 [ 1983 | 1994 [ 1995 | 1996 | 1997 [ 1998 | 1999 (2000 [ 2001 | 2002 {2003 [ 2004 | SVALUELINEFUB, INC. T06-08
19691 1708 152 17.02| 1674 10| +845) B30| 18.02) 1686 1582 | 677 | 847 | 09| 2578 25.07: 2280 2425 {Revanves persh %50
2381 279} 285 322 257 325, 3M4| 350| 341 385| 3Im| 324 a7z | 3684 186 365 280 405 “Cash Flow” persh 450
1200 1337 158[ 162 B 40 M| 163] 18 197 ) w78 102) t70| 178 88| 16| 75| 155 (Eamingspersh A 235
104 105] n07) 140} 3] 5] 7] 1a7d 8| 1201 2] 120 1230 124| 125] 12| 1.2r| 130 [DivdsDecrdpersh ™= [ 137
ZAT| 22| 3% 983| 358| 373| 361 &23| 3W| 10| BOT] 402| 478 | 36| 34| 311 500 373 |Cap parsh | 400 |
1092) 11.25]| 204( 12611 1223 ) 1241 13.08] 1363} 1455) 1537 | 1602 | 1653 | 3712 | 1793 ] 1856 | 688! 1940 | 20.20 |Book Value persh € 23.20
| 589 159 174 141 t76h| 46| 1077 | M13| 204 | 225 | 7286 | MBS | 2508 | 52| B[ B 2500 | 2820 [Common She Outsa 0| 2800 |
T8 T4 58T 12 G| ZE| 128|130 129] N7 WA &7 | 5| 1241 128 117 | bod ghressre |Avg AN PIE R3O K]
7 85 M w17l 184 76 85 86 RE] B 139 B Ll .66 84| |wuelies  Reiative PE Ratio J5
Ti%| 1.7% &9%1 G7%| S9% ! 57%| 52% | S55% | 57% | S2N | 48% | 45% | 5.0% | S6% | S1% | 45% satiniates Avg Ann'l Divd Yield 4.9%
$A&ITDAQ|;'S;'5R‘I;%TU:E ;s o!u!:%!ﬂismso " 3587 3683 3563| 3803 3618 | 4167 | 4568 | 5324 | €503 s414 585 mlmeuu {Srmitt) 85
o .7 mdl. Due in 3 ¥rs -0 mil. 7| 35| B 468 | 1| 3| K| 415 5021 4381 485 50.5 {Nat Profit (Smill} 830
D debe oo S a0l ["ST.0W | 36.6% | 368% | %0 | 129% | 310% | 4% |36.0% [ 354% | 340% | J50% | JA0K [Income Tax Rato B
in> 5025 corn. cha, a1$10.60. COLI08% | 96% | 107% | 123% | 10.9% | 86% | 99% [ 0% | TT%| 68% | 78% | &0% |NetProfitMargin 7.9%
{Total interms] coverage: 2.9 4T5% | ATO% | 435% | 414% | 46.0% | 450% | 460% | 45.% | 430% | 476% | 47.5% | 4807% [Long-Term DebtRabo | 40.0%
. 45.0% [ 45.1% [ 503% | 528% | 40.0% [ 50.6% | 49.9% | 50.0% | 53.2% | 51.5% [ 525% | 520% |CommonE Ratia 520%
Pension Assats-12/02 §143.2 mill. Obtig. $185.1 | 5752 [ 607.7 | 6433 | €574 | 7480 | B156 | 8615 | 8878 | 8805 | G373 | 950 1020 |Total Capital (sm 1250
il 0069 | 6543 | 60720 7453 | oo7s| Bo47 | 8959 | oo40 | o650 9956 | 1060) 1700 INetPlant Bt 1225
Pld Stack Nonie BS% [ 76% | 77% [ 89% | 74% | SU% [ 6B% | 6/% | 69%| S59% | 65% | 6.5% jRetumon Toral Capl 7% |
125% | 11.2% | 105% [ 1219% | 10.7% | 64% ; 0.7% | 48% | 100% | 89% | 90% | 0.5% [Retum on Shr. Equity 10.0%
Common Stock 25.858.818 shs. 132% | 11.8% | 109% | 127% | 11.0% | 60% | 99% | 100% | 10.2% | 85% ] 90% j00%
MARKET CAP §775 miilion (Small Cap) 4% [ 33% [ 0% [ S0% | 3B% | NMF | 28% { 31% | 35% | 19% ] 25%, 2.0% |Retsined to Com Ey 40%
CURRENT POSITION 2001 2002 %3003 | 70% | M% | 74% | 06| TO% | 6% | 74% | 70% | 67%| 79% 73% | 7% AMDdsto NetProf 55%
Cash Assets 10.4 7. 7.0 [ BUSINESS; Northwest Nabwal Ges Co. [doing business a5 MW righls on Northwest Pipetine sys. fo bring gas to market. Owns local
Other 1988 18687 _124.2 | Naturah distributes natural gas al retad to 90 communilies, 540,931  underground storage. Gas revs: msident’ & comml, 88%; ind., 9%;
Curren! Assets - . 2| customers, in Oregon {96% of tevs.) and in southwest Washinglon  Yransport. and other, 3% Empoys 1,260, Has 10,359 com,
'32%’,’;""’“ 123-; 'gg-g gg-g stat. Principal ciies served: Porliand and Eugens, OR; Vancouver,  shrhidrs. Insiders own about 1% of cam. Chrmn: R.G. Reitsn. CEQ:
Oirer S4% 408 471 WA Servica area population: 2.4 mill. (77% i OR). Compsny buys  M.5. Dodson. fc: OR, AdOr. 220 NW, 2nd Ave., Portiang, OR
Current Liab. TT36 2050 1950 | 90 supply fom Canadian and US. producars, has transooration 97200, Tet,: 5032264211 inlemet: wyny nwnatural.com.
Fx. Chg. Cov. 285% 296% 275% | Northwest Natural seems pleased The rate order, importantly, includes
ANNUAL RATES Past  Past Esrd'00-02| with its rate case settlement. This gas a weather normalization clause. For
gmlww 1;'3% 5;%% hg%’!’,‘i utility filed its rate application about a the first time, NW Natural 1s permitted 1o
R aoh fow” %% b5% 3o% | year age and waes able to achieve a adjust its tariffs upward to compensate for
Eamings 5.5% -.  50% | negotiated settlement with its Oregon reg- warmer-than-normal weather in the re-
Dividands t0% 10% 153% | ylators late last summer. Management gion during the heating season. By the
Book Value L% 40%  40% gave ground on some of the issues con- same token, it will need to lower its rates
Cak | QUARTERLY REVENUESSmEL} | Fun talner:lE in the original application in order tc allow customers a break during a
endar |Mard1 Jundd Sep.30 Dec.3| Year | to realize the financial benefits in time for colder-than-normal winter. With weather
000 {1868 861 612 1982 [ 5321; the current heating season. In essence, belng capricious, normalization accounting
00 12173 1182 784 2364 | 65031 Northwest has been permitted a small rev- should result in a smoother upward earn-
2002 12786 1019 787 1822 ]| 6414 | eniue increase to cover higher operating ings curve as the customer roster contin-
003 12065 1915 835 1915 | 85 | costs and better recovery of expected in- ues to grow in the Pacific Northwest's in-
004 (200 120 300 205 |83 | cremses in gas-supply costs. A portion of duStrialized economy. Notably, the new
Cal- EARNINGS PER SHARE A Full { Oregon's approvals includes a revenue rate design should establish a more predic-
sndar [Mar31 Jun30 Sep.d0 Dec.3l| Year| deferral for the company's expanded table cash flow, making it easier for man-
w0 {10 @ 422 74| 1790 storage systemn and added distribution agement to blueprint the capital budget
001 | 8 7 d22 %4 ¢ 188 lines, all due for completion in Z2004. and the next round of financing.
002 | 132 d13 d26 69 | 162} (Oregon won't certify new infrastructure Reliable NW Natural shares are best
o0 | 100 A7 d25 82 | 175 a9 part of the overall rate base until it is held for current income. Directors,
2004 | 118 15 _d23 85 ) 193] ,-rually placed in service). Though the net seeming to take a cue from this year's rate
Cak | GUARTERLYDNIDENDSPAD®= | Funl | effect of the latest rate wurder is a slightly hike, recently upped the quarterly divi-
ondar |Mar31 Jim.30 Sep) Dec3i]| Year| Jower allowed return on commen equitf/ to dend by 3.1%, the largest increase in
1999 | 305 W05 305 A 1231 10.20% from 10.25%. an expanding plant memory for this utility. The stock’s recent
{17 B Y I ) B | 124 | base should keep yearly earnings meving price takes into account the slepred-up
w3 kil kil N5 | 1B} higher, giving the growing dividend better payout, setting the current annual yield
002 | 315 M5 315 35} 136 coverage. Of course. management wil moderately below the gas-utility average.
w03 [ A5 A Ny W need to keep an eye on borrowing costs. Geraid Haltzman December 19, 2003
i P X ividends histori id in mid-February, | (C) Includes intangibles. At 12/31/02; $5.49/sh. | Company's Financial Strength B+
(r::):t?:gg;egael;ﬂna'? sg%ﬁl}s:g%{ﬁ%f@g&mn— ﬁgpuﬂg%-Aumﬁxmb—Nmﬁbﬂﬁy 1]: W milions, adiguslad ior slock spit. St:g‘s;ﬁm Stability 9 b
$0.11. Next eamings report due aarly Febry- |99, extra div'd of 30.005/sh. paid Dec. 5. Price Growih Rnnlshmct 30
ary. = Div'd reinvestment plap available. Earnings Predictability 65
© - i eserved is oblaned believed and is ed without warranties of lird. -
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High-{ 318 350 321| azo| 374 39 } . Y
L A L A I H I A A A R HEHES Taat Prcs Range
SAFETY 1 rasesonans tesENDs
TECHNICAL 4 Lowersd 121503 dvided by ierest Rate d 8
BETA 75 (100« Manket '.“’v?‘%‘,‘“‘""’ s e Y MR N TTT YY" ———%
3 oIE dreas ieate rpeessin | — s %
E - T i Tk e 4
Prce  Gain Mﬂmﬂ B el Lt T et =—— ) AT T T 4l 30
Wgh 55 rss'r. 12% wan : 3
Low 45 (+10% o ]
Ingider Decisions ks e M5, PPN e 15
JFM AN A S b L ol
© by oonnoo;ou{é s L. SO . ThER 0
T 0 £3813¢00¢ i AP SO A s
insttotianal Decisions |14 R e i S % TOT.RETURN 118 |
WO MK MO | parcey 42 — sTocK  wDex |
o 95 m 105 | shares 8 1 IR A 1y, 177 7R
- 79 81| yoded 4 11 - i Iy, WS 00 [
Hiy 15868 17304 17334 " Sy, KIA 65.3
1957 1 1988] 1980 | 1990 | 1991 ] 19927 1993 | 1994 | 1995 | 1996 | 1397 [1998 {1999 | 2000 | 2001 | 2002 | 2003 | 2004 | © VALUE LE PUB. INC. |06-08
B3| M20| 42| 563 ( 369 msa| 36.09f 670 2080| 29| 38| 3220 | 3986 | 4006 | 64.13] 4187 5820| 585 Revenwes parsh A 7.1
34| 375| 392 34| 373 I67( 385 3e9| 68| 498 ( 492( 4a4] 474| 558 584 55| 585| 605 [“Cash Fiow" persh 750
185 23| 23| 207| 205| 208] 21| 213 138 29| 28:| 22| 23| 271 a16| 286] 287) 260 |Fasmingspersh® i
141 150| 158) 185 17| 176 78| 80| 180| 18] 187| 19t| 195] 200 203 207] 232 27 |DwdsDecidpershcn| 224
288] 2 415[ 335 330 34| 31T 25| B[ % 255 | 405 | B4 THZ| 12| S6h| 505| 4.0 |CaplGpendmgpwsh | &5
W] 1509) 1820} 1661 | 1655 | 772) 1B0Z| 18.39) 1536 | 1949 2043 | M03| 2156 | 202 ] 276| 274 2005| 2515 |Boak Valusper sh © Hw
51| 357 3262] 3270| 3276| 3A07| WAA6| MBT| MOT| W% | 307 i W | B540| 54| | 350 {Tommon Shs Outsr'g & | 3200
138 78] T8 HZ| VA 13T 50 @I wr| Wr| 1| B2 55| 21| 123| 133 135 vg Ann'| PIE Ratio 130
&) 88) W) W) IS 9| 89y WM| By | 73| M) W] @™ @ n| mw Raiztive PIE Ratio 25
5% | B3%| B4%| 7% 7.0% ) 65% ) 56% | 63% | 69% | 57% | 52% | 5% § 53% | 61% | 52| S6% | 58% Avg Ann't Divid Yinld &%
CAPITAL STRUCTURE as of 63003 12509 | 12795 | 10034 [ 11987 | 12264 | 11381 | 11944 [ 14975 | 22702 | 12825 | 21384 278
, Ta1] 744] 62| 134! 984 ) 794 8| 981 | 1117] 93] 1039 12
Tota}Dabt SE96.3 Ml Dup In 3 ¥rs SEAR0 M. TRy EG TR TY [ 544% | A% | A% | B2% |BI% | M 1% | 384% | 2% | B3% L
LT Debt 7443 mil 2 0mil 55%| 58% ) A0% ) BA% . 7% | 70% | Ta% | 60% | %% 67%| 4% 5%
(To?a'ufn::m:{gn'cumge;'fvr'ﬂ““ 57,0 mi yiaRTToaN BI6% | 4% | 4.0 | A0A% |35 1% | 444% | A07% | B7% B |
54.3% | 506% | 508% | 564% | 57.6% | 5a9% | 50.6% | o4.o% | 55.6% | 50.3% | 535% 1.0%
Pansion Assets-9/02 5544.8 mil. 11565 [ 1267.5 | 12636 | 12083 [ 12435 [ 1258.0 [ 12905 | 11967 | 14438 | 1360.3 | 15823 1570
Pld Stock Nons Qblg. SS1S8mA. | 431p0 | 13410 | 13739 § 13811 | 14022 | 14457 | 15199 | 16453 | 17539 | 17730 | 18362 2308
BI%| TEN| TO0% [ 03% | 95% | 76% ; &0% | US% | 93% | G4%; 81% | 74% RewmonTomiCapl | 3.5%
Gommon Stock 36,666,025 shs. 18% | 1LE% [ 97% | 152% [ 137% 1107% | 11.0% [124% | 13.0% | 12.3% | 129% | 19.5% [Retumon She Equity | 120%
{oaatstaniing 2t T131/02) WT% 1% ) 9T% | 152% | 131% ) 107% [ 11.0% | 124% | 139% | 120% | 123% | 11.5% |RetsmonCom Equity | 120%
MARKET CAP: $1.5 billion (Mid Cap) T9% | 19% ] NWF | 50% | 47% | 41% | 21% | 34% | 50% | 2.9% | 31% ] 2.0% |Retanedts ComEq 45%
CURRENTFOSITION 2001 2082 3003 | BA%| 64%) WM | 6'% | O6% | W% | 81% | 73% | 64% | 7% | 75% | To% JAllDivds to NetProf %

Cash Ass]ets s 3.0 704 | BUSINESS: Peoplas Enargy Corporalion distributes natural gas vis  chasad gas costs and revenue taxes accoynted tor 54% of gas rey-
Other jrggl_-% -%S%% _g%-g its uiiity subsidieries. Peoples Gas Liohl & Coke Co. (approx.  nues in fiscal 02. 2002 dapreciation rate: 3.5%. Estg plant age:

Current Assets 850,000 customars at 9/30102) and North Shors Gas Co. {150,000), 10 years. Has 2,306 employees, 25,040 shareholdars. Di

A Pa 2564 29 2064 in Chicego and nodheaster Winois. Fiscal 2002 volume: 225 bil.  own 1% of common (103 Proxy). Chairmvan and CEQ: Thomas M.
Debt Due"mhle §075 3779 570 4 M. residentid, 50%; commercial, &%; mncustrial, 2%; Uranspon,  Pamick. inc. Nlinois. Address: 130 East Rangoiph Drive, Chicago,
Othar 1496 1780 2371 | 40%. Main suppser is Natural Gas Fipelina Co. of America. Pur-  IL 60601. Telephone: 312-240-4000, Inlemet: www.pecorp.com.
Current Liab. N EL

_ 0537 “7858 "BE5Z | Figcal 2003 (ended September 30th) ing drilling efforts. coupled with acquist-
Fix, Chg, Cov. 3% 2% 5% | ywas a solid year for Pgoples Energy. tions (the Magnum Hunter pm&cnics and

ANNUAL RATES 1';;:: st E":’_;:?'u;“ Weather_that was 4% colder than normal. interests in the Corpus Chrisu West field).
Reve?ué‘: ! 40% 80% 645% |and 185% colder than last year, was a We estimate that earnings will decline
“Cash Flow" 45% 45% 50% | boon to the company's gas distribution slightly in fiscal 2004. On the plus side,
Eamings 35% 30% 40% | business, adding $21 million to operating diversifled energy husinesses are expected
Dividends %% 0% 3% | income. Gas deliveries increased 10% over to contribute $0.15-50.20 a share to earn-

the year. Uniortunately, lower nsion ings, which assumes. based on recent drili-
Flacal DGUAI:TERL\'I;EVENWSSESMI.] ;ll F';fé'u credits and continuaily high bad-debt ex- ing activity, 10%-20% production growth
| Endg jDecdt Ward1 Jun30 Sep.30) Yegr | pense ($42.5 million in 2003) combined to In the Oil and Gas segment. The minuses
W6y (AT 5255 212 201 [MI13] cibstantially offset the weather benefits. include an expected pension expense in
001 1 717.0 mg-g 31#'? ;50? %gog As a result, the segment's operating in- the range of $1t million-$13 million (com-
;ggg ;7;25 goa'a ggs'| 2:;"3 2‘35'4 come only increased marginally (about 3%) pared with a small credit in fiscal 2003)
b4 |55 sap a0 w5 260 | compared with 2002 and another year of exorbitant bad-debt
Fiacal F—J—ﬁl— Diversified energy businesses remain expense, which will both serve to again
Your EAR!&IES;:ERSH%E 30| Fscst] the real story right now. In the ag- depress core utility business resutts. In ail.
Ends [Dec3t Mardl Junid Sep30| e | gregale, these businesses accounted for we look for the company to earn $2.80 a
w0 1 B 12 3 al% ) 28 roohly $60 million (25%) of operating in- share in fiscal 2004.
200t 1-33 1;? gg ﬁ g;g come in 2003. The Midstream Services This untimely stock has an above-
;gg% B; ‘11'?? £ 04 | e2g7| group profited from better wholesale average current yleld. Income-oriented
004 | 88 160 27 g5 | 2g0] marketing opportunities, while the Retail investors should note that Peoples has al-
- ¥ DIVIDENDS FAID G Energy segment enjoyed higher margins ways paid the dividend with a comfortable
Ca | GRARTERL Ful | and strong customer %rowth. Peoples” Oil cushion and should continue to have
endar 1 Jun30 Dec31| Yoar: ...4 Gas segment nearly doubled its opera- enough room for moderate  dividend
1999 + 48 49 49 4 | 195| ying income. Obviously, higher commedity growth. Too, the stock Is a good hoiding for
w0 | 4 S0 50 5? ‘-9g prices were part of the boost. But. gas conservative accounts, in light of its top-
ggg; g? g; g; -22 §g7 roduction itwreased aver 35%, w 62.7 notch Safety rank.

2003 | 53 53 63 5 cf, attributable to the company's oango- Edward Plank Decemiber 19, 2003
A) Fiscal year ends Sept. 30th. [€) Dividends historically pai mid-January, $33.2 mill,, $0.93%sh. Comp.an 's Financial Strength A
B| Basic samings per share. Excludes aecl'g FApnl, Juby, Oclobar, & Drvidend r@invesiment  {{E] in millions. ) Stock’s Price Stability 100

iny/{losses): 'B9, $0.30; 99, §0.22:'00, an availabie. Egtnings don't sun due to change in Price Growth Persigtence 40
$0.27). Noxl eanings report due late Janwary. | (D} includes deferred charges. At 30/02: shares oytstanding. Eamings Prodictabllity 80

e ; ' eserwod. Focta is chasineq b helieved 1o be reiabie and is paovided wichout wamandes of any kind -
T R Rt V5% A EARORS DR MESSIONS HERER! This pubkeaten b et o bsrbers oum, nonoommercio, eemal use. Ho part SV LETRE Tl I B 1 K KRV IETR
of ¢ may be reproduced. resold, siored or Wansinined in any prinied, elecronc o olhes o o for generebng of marketing any printed or electionic publication, semvice' o produc
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H RECENT 8 Tritng: 204 |RELATIVE VD
PIEDMONT NAT'L. wse- T 41,26 %0 17.8Ga= 2005 0.961F 4.0%
THELHESS Lot i3] BY] Sa] m9] ua] B B3] 23] 48 ot s R
SAFETY 2 hewitim ENGS ,
TECHMICAL 4 Lowered 1oy | dowded : 8
BETA 70 {100 = Market) 2o ke 43 e N TRALTTYn %
z arcgs indcale - FEEEE B o
2 l'"'l"""" »
High o e 25
Low ? o -y il
= :
S P
e = R P’ ;05
L1 R R N S ™ ) X T % TOLRETURN 1IN |
p Ry b u THS VL AR
10200 2000 " | c |, -]:.‘ . sock " moex
w2 g ek — ! L e
m 8510 443 Sy 399 653
196871988 | 1989 | 1990 199271903 [ 1994 | 1995 | 1996 : 1997 11998 {1993 [2000 | 2001 | 2002 { 2003 | 2004 [ OVALUELINE FUB., INC.
304| 1962 205 1783 114 2165) 1752 2318 2669 | 2490 | 1184 | 2602 | 3.13| 2514 3505 3040 [Revenves persh A 40
1.1 17| 192 2151 228 22| 281 9 351 M 33¥q 1M 362l 362! 1901 490 |"Cash Flow" persh 485
198 149 1.2 140 1.45 1,35 tas | 167 185 19 186 2m 2021 189 215 230 |Eamings parsh B 205
65 12 79 ki 45 1.01 1081 115 1.21 128 ] 136 1.4 152 160 1.66 1.71 Div'ds Decl'd par sh Cn 1.90
IR R 20 338] 390 34| 327| 305 298] Ai5| 301 I 24| Zi0| Z70 [CapiSpendingpersh | 17
749 825 &M 1027 1080 1936 1231 | 1307 [ 1380 | 1401 | 1574 | 1652 ) 1726 17.82| 19.85| 21.30 |Book Veluapersh © 2240
T8I W3, AT8L 2 T 5| WA H5B| A RS % R R RIS WWWWWW
02| 84| 103 113] 63| T23| T154| 157| B8] wng] 13 B3| "I W 67| BAf 172 AvgAmnTFERtc | 1.
L] % 18 B4l 1M 75 51| 183 92 &7 R ] 85} 1 1) 56 B 1 Relstive PE Ratio 119
50%, 67%] 63%| 60%! 60% | S53% | 43% | 48% | 54% | 49% | 48% | 40% [ 41% | S0% | 45% | 46% | 45% Avg Ann'l Div'd Yield 2.0%
CAPITAL STRUCTURE as of 731103 5528 | 5754 | 50521 6851 | 7755 | 765.3 | 6865 | B304 [ 1107.9( E320; 9I75 . 1155 |Revenves {$mil) A 1335
Total D-MSSO'LD‘H&II. Bue in 5 Yra $175.9 mill 5 55 w_3_ 86 552 603 5821 640 8550 822 100 90:0 Nt Profit {$mill 1050
(Lfrm'res“lﬁfa'?nﬂ-"a e [TBA% | T6% | 7% | 8% | 1% | BT% | FT% [HT% [HEk | T1% [ 0% | 0% }_um“"‘L‘L"_‘.mm EX3
70 3 9 ] EM%) 6% 80% | 71% | 2% | 7% | 8% | TI% | SUR| 5% | G#| 76%) .nlt;rrnﬂan__ a0
A5.4% | S0 | 504% | 505% | 47E% | 44 T% | 46.0% [d61% | 4T5% | 439% | 41.0% | 465% |Long Term DeblRatio | 33.5%
Perislon Assats-10M2 $125.1 mil. 50.8% | 49.1% | 406% [ 497% | 524% | S5.3% (53.8% [50.0% | 524% | 56.1% | 59.0% | 525% (Commaon Equity Ratie §6.5%
Oblig. $149.7 mé, 5630 G150 7160 177t | 8008 | B3 | 9147 | 9784 | 10694 [ 10516] 125! 7510 |Total Capitz! ($mill} 1345
Ptd Stnck Nane 0345 | 7349 8013 | 8620 | 9417 | 9906 [ 1047.0 [ 10720 [ 11947 | 11585 1280 | 1350 |NetPlant {§mill) 1520
86% | 7™ | 75% | B2% | BO% [ 92% | B1% | BI% | T9%| 78%| 20%| 7.0% jRetumon Jotal Cap't 2%
Common Stock 13,564,851 shs. 132% { 108% | 114% | 126% | 939% | 122% | 18% | 124% | 11.7% | 106% | 10.8% | 11.0% [RetumonShe Bquity | 11.5%
28 of HVO3 132% 0 vEn | 1A% | 126% 1 1aa% L nzn % 2% | 1] 6% | 105% | 110% Reumon ComE 5%
MARKET CAP: $1.4 billion {Mid Cap} 44% 7 28% | 2% [ 9% | 4B% [ aT% | 23% [ 35% | 30N| 7% ] 20% ] 30% |Retainedto Com Eq 10%
CURRH POSITION 2001 2002  7/3103 67% | 7e% | TE% | 69% | &% | 5% | % %[ 63% | T9%( 73% [ANDivdsto NetProf %
Ca Asslets 5.6 131 13.5 | BUSINESS: Piedmon! Nawrai Gas Company i$ pimarly a fegu- age: 8.7 years. Non-regulaled operations: sale of gas-powered
Other 1687 _162.7 2083 | jated natural gas distributor, serving over 740,000 customers in  heating aquipment; natural gas brokerng; popan® sales. Has
Current Assets 753 1758 1.8 ] North Carolina, South Carolinz, and Tennesses. 2002 revanus mix: abiout 1,715 employees, 18,665 shareholders of record. CEQ &
Accis Pavable 4t 511 712 | resideniial (30%), commescial {22%), industrial {45%), other (3%).  President Thomes E. Skains. Incorpomated: Norh Carcfina. Ad-
Dect Duo 0 338 4701 Princioai suppiers: Transco and Tennessee Pipsine. Gas costs:  dress: 1915 Rexlord Road, P.0. Box 33069 Charolis, NG 26233,
Current Liab., T3 THET 11| §33% of revenues. 012 depreciation rate: 3.3% Estimated plant  Telephone: 714-364-2120. Intarnat www.pisdmontnig com.
Fix. Chg. Cov. 307T% 290% 288% | Piedmont Natural Gas completed its 3.5% in 2004. But, high wholesale natural
ANNUAL RATES Past  Past Estd'00-02| purchase of North Carolina Natural gas costs could hurt net incomc by as
oichangeipwsh) WY Yn  w®W | Gas (NCNG). The company financed the much as $0.10-30.15 a share. Indeed, high-
ﬁg;‘;ﬁ%egwn g'g% 2‘2& g-g;"" $425 million acquisition with commercial er gas prices may lead some customers to
£amings 554 35% 7.5% aper, bug plans to issue $250 million in switch to lower-cost fuels, as well as in-
Dividends 55% 60% 40% ong-term debt and $200 million in equity crease gas carrying costs and un-
Book valve 80% 55% 7.5% 1 (o realign its capital structure. The deal coliectibles from low-income customers.
Flacel | QUARTERLY REVENUES fmill}* | Full } adds about 180,000 residential, commer- Piedmont has sold off some of its non-
Ends (43031 Aprd0 G303 vear clal and industrial natural gas customers wutility interests. In an effort to focus on
000 [ 2685 2830 131Z 1415 | 8304 | in eastern and southern North Carolina, it core gas distribution business and other
001 |4676 4080 1218 1105 11079 | and will likely contribute $0.10-$0.15 to energy ventures in the Southeast, the com-
002 12887 2039 178 1215 | 8320 | share earnings in fiscal 2004 an No- pany divested its stake in Heritage
003 14935 4078 1401 138 M5 | yember 1st). Piedmont plans to direct pane Partners for about $27 milijon.
W4 1465 400 190 40 M85 | ahgyr a quarter of its 2004 capital-  Simnilarly, the company sold its interest in
Piscal [ EARNNGSPERSHARE aer | Full b spending budget, targeted at $102 million, the Greenbrier Pipeline project to Daomin-
gnas (031 Apr30 Juld_ Oct3 [ Vear: toward NCNG's operations. fon Resources for $9.2 miilion. The pro-
2000 | 140 18 37 d25 | 201| We look for profits to reach $2.30 a ceeds from both sales will be used to pay
000 [ 156 123 d3f 440 | 202| share in flscal 2004, which is at the down long-term debt.
00 138 127 dY¥ 63 | 18) jower end of managements projected This equity is ently untimely for
003 | 74 83 429 d2 | ) range of $2.25-52.40, and about 7% higher the year ahead. Still, income-oriented in-
2004 ; 1.5 125 25 _d35 | 28| (hapn the $2.15 PNY probably eamed in vestors may find favor with PNY for its
Car | QUARTERLYDIVOENDSPAD ¢» | run | fiscal 2003. Revently approved rate cases good, steady dividend growth. Currently,
endar |Mar31 Jun30 $ep30 Decd1) Year | in Tennessee for $10.3 million {(PNY the Cyield stands at 4%, about par for the
199 | 325 M5 M5 W5 | 136| wanted $1B million) and $29.4 million for LDC group. The stock’s above-average
000 | M5 365 365 %65 | 44| NCNG (the company sought $44 million} Safety rank is testament to the companys
001 | 385 385 385 385 | 152! should support earnings growth going for- stable finances and strong demographic
2002 | 40 40 40 40 | 160 ward. And Piedmont should be able to base in the Southeast.
000 | 415 415 415 A5 maintain a customer growth rate of 3.0%. Edward Plank Decernber 19. 2003
L. C) Dividends historically paid mid-January, 11gish. Company’s Financial Strength Be+
sz Eﬁf Eiﬁn%";f%mﬂémm ftam: (ApLIJTu(:y g?:ti:‘;befmyp v ¢In millions, 2dj. for stock split | Stock’s Prica Stability 100
‘00, 16§, Exch. ing charge: ‘97, 44, = Div'd reinvest. plan available, S% discount. Qs may not edd (0 tatel dus ta change in | Price Growth Persislence 85
Naxt egs. report due mid February. {D} Ingi. defd chrgs. AL 10s31/02: $3.5 mill., shamswtgand{ng. _ - Earmnings Predictabllity 45
;ﬁmﬁs@ﬁzgﬁﬁﬁ%ﬁsﬂ%w Emg:?’mm&ﬁ]sggmnenﬂ&@nﬁmﬁf%wm-fmﬂﬂﬁ&. 4 To subscribe call 1-300-833-0046.
of ik may be teproduced, nesold, stared or ransmtipd in any printed, electiony: or el B, of wsed [or generatng of marketing sy ponted o sleciionic publication, service of peaduct
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RECENT PE Tralting: 134 | RELATNE bivD
SOUTH JERSEY INDS. nvse.sa %" 39.51 |t 14.5(ai2 i) 12405 0.78% 4.1%
. High: | 23, 5 p ! 4. . ! . .
e e AR EH R EHEH EH AN TargetPric Range
SAFETY € uneedtm [ LEGENDS
4 —— LisrGeendspah i 54
TECHNICAL Lowered 1211903 e by ks | nsmmaiasseal 48
BETA 55 (100« Macked) O bo : L 9
700608 PROJECTIONS w——mmmm Al LGl R R TYTTYY T P
Annl Totet [ = B T L D 7 ’
R e e S x
38 e % oh 15
nsider Decisions : et qrbenehog = 2
Jtnt.unJuu:_}_'ﬁ e, e o
s iihiiii ma e — :
e i ['ea, ™ Ty :
nsiidionsl Dezions 1 i X Tor. RETUR T3
1000 XM X | parceny 3 ] i SAREEA M) siocx | INDex E
® a1 40 45 { shares H —I- H 1y, 263 349
™ 27 o 30 | waded ] Iy, 540 40.G
| HrsRo®) 4477 4B 4h34 by, 3712 853
1987 | 1988 1989 | 1990 [ 1997 | 1992 [ 1993 | 1994 | 1995 [ 1996 | 1997 | 1998 [ 1999 [20C0 | 2001 | 2002 | 2003 | 2004 | © VALUE LINE FUB. INC. ﬂs-ua
3258| WEG| W54 W] WNI9) 333 M06] 40| 3B00) W5] 3BT M7 ) 519 4] F060) 4108 5190 55I5 1Reventes pat sh 0295
2791 303| 300 268} 275¢ 32| 30| 270 33| 308| 19| 287| 367) 380 | 379| 425( 445| 470 ["CashFlow” persh LY.
1577 188) 166[ 133| 12r[ t611 1551 121 165 1700 17t 128 2m | 2184 229t 2437 2651 2680 [Eamingupersh A in
126; 129} 1.3B] 140] 141 141 143 144) 144 44| 144 144 144 146| 148 151 156 | 162 DidsDecldpersh Be| 177
G| &A1| 4% | 21| &3] 330 374 388| 46| c02| 41| 11| 43| e4Z| SB[ 6H| 480 507 [CaplSpendingpersh | 520
1242] 13.24] 1349| 1358 1353 ) 1380| 1433 ] 1448 1467 | 008 | 1285 | 1245 | 1348 | 50| 1562 | 1934 | 2020 | 2240 |Book Valuaper sh 35
784] B347] e[ em] SAu %0; 9B0| 072 072 1076 10 078 [ 1115 ] 1T, T186 | 1221 | 7300 73.00 |Common Shs Oustp © | 1150
Tz BET 1§) 135] Wb 13Z] T5B) ai1| T22] 19| TaB| @02 133 | 188 ] 136|115 ok nghees are |Avg Ann FIE Ratio [k
BS 77 @i 10 n 80 o 106 A2 k<] B 110 76 85 10 J4| Yeewliw |Ralative PIE Ratio 85
6% | Taw| oo%) 77%| TAw| oo S9% | 7w | 7wl eum | o | san | osan | san | ar%l asn| T lmgaavipwdvied | 4y
?AST&L‘: mﬁme s.lo{:?o\‘m!s‘ma " 3339 3740 3538 3555 Ma6{ 4502 ) 3925 5159 [ BINI| 5081 675 725 | Revernies {$mill) 850
o - . Uue L -0 52 1267 181 BS) wal e 20| M1 B8] B4 3507 370 Nt Profitmll) 4549
LTDeb1S3287mil. LT interest S17.5mil. 3530 [ Ha% | 355% | J6.0% | 46.2% | 428% |40.1% | 42.2% | 414% | 73.0% | 43.0% [Income Tax Rats a0
; . 45% 1 J4% | SO% ; 52% | 53% { 3t1% [ 56% [ 48% | 3.2% | S6% | 2% | S51% (Net Prof Margin 34
{Totatintereet coverage: 3.44) B2% | 07% | B14% [ 161% | SA6% [57.3% [S3E% | 5i1% | 670% | B3a% | 520% | $7.0% [LongTerm Debt Fafio | 44.0%
Pension Asse1s-12/02 $63.1 mil. Obiig. $81.1 45.9% [ 49.9% | 47.9% | 532% | 35.8% [ 335% | 0% [30.6% 35#1 40.1% [ £20% S20%
erf:.swckﬂTmﬁl P Divid §.1 il W4 N0B| IWBa| NE] O] D11 4059 | 415 | B62] H25 545
?- - . : 754 | 4021 ] 42271 4239 | 45%6.5 | 5043 | 603 | 5622 | 601.0) 6666 Too
16,004 Series B sha. 8% cum. ($100 par} calable gt AR | T0% | 5% | 53% | T4% | 1% | 60| T5%| &%
Common Stock 13,001,350 common Shs. 10.6% | 8.0% | 11.2% [ 105% [ 10.5% | Ba% [ 11.7% [12.1% | 12.1% | 124% | 135%
as of 111303 105% | 80% [ 11.2% | 10.6% | 133% { 10.3% | 14.6% [14.8% | 12.8% | 125% [ 135%
MARKET CAP: $525 million {Small Cap} B% [ NMF| 14% | 16% | 2% | NMF | 42% | 48% | 35% | 47% | 45% ) 55% |RetanedtoCom Eq
CURRE&'-T POSITION 2001 002 9730A3 | 4% | MO% | %[ BS% | B#% | 2% | T2 | 6T% 76% | 62% ( 58% | 57% AN Divds to NetProf
Cash Assels 40 43 51 | BUSINESS: Soulh Jersey Incustries, Inc. is a hoidiig company. s gansportion, nduding off-system sales and gas marketng, 54%;
Other 2161 2084 1947 | subsidiary. South Jersey Gas Co. dislibules nalural gas 1o  of-system, 4% copeneration, power ganeration. Has 635 smploy-
Cument Assets VL 9 | 298,767 custpmers in New Jersay's southem counties, which cover  ses. Direclors entd. 1.0% of com. shares; Dimensional Fund Ad-
Accls Payabls 482 767 B4} 2500 square mies and includs Atlzntic City. Principal suppliers in-  visors, 6.2% (203 proxy). Chrmn. & CEOQ; Charies Bisciegiia. in-
Qett Due g2l 112 18| dude Transcontinental Gas Picaine and Colmbia Gas Pieine. com.: NJ. Atdress: 1 South Jersey Piazs, Rla. 54, Foisom, NJ
Current Liab, 301 FE5 "3E15 | Gas revenue mix: resident], 31%; commarcial and indusirial, 11%;  08037. Telsphone: 603-561.9000. Wib: www sjindustries.com.
Fix. Chy. Cov. 260% 335% 360% | South Jersey Industries has Borgata Casino in Atlantic City.
ANNUAL RATES Past  Past Estd'00-0?| demonstrated consistency in recent The company targets a continuation
ochargelpersh) oY SYs. w008 | years. Earnings have advanced every year of sound fundamentals. IL expects utili-
fevenuas i W :}g& since 1999, accompanied by annual divi- ty customer growth to be near 3% for
Eamings 50% 65% 65% | dend increases since 2000. The share price 2003, and should rematin above the indus-
vidends A% 3% 0% | has followed suit, reaching new highs in try average for years to come. It also
Book Vlue 0% 25% 100% | each of the Jast three years. A growing anticipates a rising contribution from non-
Car | QUARTERLYREVENUES{SmIL) | rFun | customer base has helped Lhe ulilily busi- utility areas. In total, South Jersey is
sndor |Mar31 Jun.30 Sep.d0 Dec.31) Yew | ness, but the real key to South J‘:‘.rsey's aiming for a 6%-7% earnings growth rate
2000 (1675 834 758 1802 | 31591 earnings drive has been the successful de- over the long term. It alse announced a
M (325 186 1078 482 | 8213 velopment and management of nonregu- policy of 3%-6% annual increases in the
002 |1770 @42 691 1748 | 5051 Jated operations, which seems (o be a dividend.
243 |27198 1062 01 198§ | BT | rapeqiy in the energy industry these days. South Jersey Industries is taking ad-
004 (205 126 1055 |13 | Barnings are on pace for a record wvantage of the low interest rates. 1t
cak EARNINGS PER SHAREA Ful | high again in 2003. We are looking for has issued over $100 million in long-term
endar |Mard) Jund0 Sep.3d Dac.31) Year | fuﬁ.year share net to come in at 382.85. debt during the second half of this year
0 | 68 -- d35 B3 | 216| compared with $2.43 In 2002. During the that carries an average yield of 4.98%,
w001 | 1687 d0Z2 432 J6 1 229] seasonally weak Seprember guarter. the using a good partion to retire debt with
0021165 06 d27 99 | 244 campany better than halved its losses to  significantly higher yields. For instance,
003 ;186 U6 did 76 | 285] $013 a share from $0.27 a year ago. The the company paid down $32 millien in
Wea | 1% W dif 8% | 280) yyprovement was led by nonregulated ac-  6,.95% mortgage bonds in mid-October,
Ca. | QUARTERLYDIVIDENDSPAD®e | Fun | tiviries. Profits from "wholesale ene This issue has proven itself as a good-
lendar |#ar3t Jun30 Sep30 Decdt| Yeur§ marketing grew by §1.2 million as a result quality income stock, though it has
199 |72 3% 3% - 144 | of effective storage and pipeline capacity downside risk should earnings fall short of
000 1 36 365 .35 365 | 1461 management. Also, net income from onsite expectations, l&iv&:n this year's uptick in
000 (365 37 37 37 [ 148| thermal power generation was $700,000 share price, Note, too, that it is trading
02 (37 35 W5 35| 50| due to t_gg commencement of SJI's first within our 2006-2008 Target Price Range.
w5 s s e thermal power plant servicing the new Michael P Maloney ecember 19, 2003
. shs, Exel. nonrecur. gain $0.04). Excl. gain due 1o accty change: 93. [ (€} In mill. (D) Div. typically paid in Jarary will | Company's Finandial Strength frt
mssa)a:s‘gg,?ﬂ.:?hd gain {losses) 1ro:?1a dig- &u.m;’m.w.ﬁ. Nexut ags. ragonlatog.}an. 18} Le’paic on(D%cemefmagj.éwa. Stock's Pricy Stability 1©0
cont. ops. ‘96, §1.14; '97, ($0.24}; '98, rsif:t.zti); Dividends historically paid early Jan., Apr., Jul.. Price Growth Parsistence 60
89, (50.02); 00, ($0.04); W1, (50.02); "02, and Oct. » Div. reinvest. plan avail. (2% cisc.). Earnjngs Pradictabllity 80
e AT AR e S iRt ] To subscribe call 1-800-833-0046.
of i may be rproduced. resold. stored or transmited in any printed. eleciranic o other forin. of for gerierging or marketing any prinizd or electionic pubication, Service of product.
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BUSINESS: WGL Holtings, inc. i the parent of Washingion Gas
Light. a natural gas distibutor in Washington, 0.C. and adjacent
arass of VA, and MD. to rasident! and comm’ users (939,291
meters). Hampshire Gas, a lederaily reguiated sub., operatss an
underground  gas-siorage Faciilty in WV, Non-regulated subs.;
Wash. Gas Energy Sves. sells and delvers natural gas and pro-

Cash Assets
Other

Current Assels
Accts Payable
Debt Dua
Other

Current pab. %035

12
360.4
%28
116.8
182.2
61.9

f88

.5
.3
7

vides energy relied producis in We T.C. meto area; Yash, Gas
Energy Sys. designsfingtals comm1 heating, ventilating, and air
cond. systems. Has 2,205 employeas. Off/dir. own less than 1% of
the common stock {103 proxy). Chairman & CEO: J.K. DeGraffen-
retdl. Inc. D.C. and VA, Acdress: 1100 H 51, NW., Washingion,
0.C. 20080, Tel: 202-624-6210. Intamet: warw wilholdings.com.
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Dividends 20% 2D
ish 454

Hook Value
Fiscs) | QUARTERLY REVENUES {§ miL)A
Eodr |Deed Mar31 Jund Sep.20
W00 | 05 3923 LG 1567 |
503 6052 1824 1185
4171 5648 3142 2087
5587 8511 3732 2798
J95 640 315 0
EARNINGS PER SHARE ~ ®
Dec.3t Mar31 Jun30 Sep. 3
B 13§ di2 a3
108 133 d15 43
6 109 ¢ d47
40 161 405 436
80 125 d05_ d30
GUARTERLY DIVIDENDS PAID Cw
r 30 _Sep, 30
0 305 308
T S R 1|
1] ) L ]
35 318 38 318
e 2 R 3

Earnings for WGL Holdings were
strong in 2003 (fiscal year ended Septem-
ver 30th). Share net more than doubled to
$2.30, from $1.14 in 2002. The bottorn line
beneflted from extremely cold weather in
WCL's service areas last winter, prompt-
ing high customer gas usage.

Profits will likely be down significant-
1y in 2004. We cxpect a sharp dropoff in
t%e first half of the year. Our assumptlons
for normal weather patterns this heating
season would presumably lead to a sig-
nificant decline in customer demand. Addi-
tionally, results from WGL's gas services
1o the Washingron, D.C. area will be hurt
by a rate decrease imposed by ulators
last April if the company's new D.C. filin

for $19 million in rate relief is not granted.
WGL has provided initial EPS guidance
between $1.60 and $1.70 for the full year,
which seerns fair.

WGL Holdings has laid out its five-
year objectives. It is aiming for average
annual earnings growth of 5% out to 2008.
The company intends to achieve this with
the expectation of at least 3% yearly
growth tn its urility customer base, which
it has sustained since 1998 WGL also

1

305
)|
315

iooks to continue with the development of
its nonregulated businesses, which con-
tributed less than 3% to earnings in 2003.
Meanwhile, L is reviewing ways to trim
operaiing expenses, which have increased
amid rising benefit and pension cests. Too,
WGL intends to hold a tight lid on capital
expenditures.
Future dividend increases fit into the
company's plans, ... WGL has raised
the dividend in each of the last 27 years.
... as does building upon its already
heaithy fnancial position. In 2003,
WGL's long-term debt-to-capital ratio feil
w 43%, from just under 46% In the prior
year. We look for gradual improvement in
the years ahead.
Though untimely, this income stock
should hold some appeal for conserva-
tive investors. The dividend should be
well covered by profits, and the yieid is
competitive among WGL's gas utility
ers. Moreover. these shares hold our
ighest ratings for Safety (1) and Stock
Price Siability {100). Investors should note
that the prospects for share-price appreci-
ation are quite narrow, though.
Michael P Maloney December 19, 2003

(A} Baginning 1989, fiscal years end Sepl. | (G} Iy r . 5
30th. (B) Basod on diuted shares. Exciudes | May, August, and November, = Dividend rein- | adjustad lor stock spliL
nonrecuring losses: '01. (13¢); '02, (3d¢). Next | vasimant plan availabie. .

samings report due late Jan. [P} Includes deferred chaiges and intangibles.
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CAPITAL STRUCTURE as of 12131103 11908 [ 10630 [ 12202 | 12876 | 13386 { 10686 | 6074 | 10493 | 8688 [ 9837| 4025| 1075 |Ravenves (Sl A 1225
Tota Debt 1033.1 mil. Ou In 5 Yes 77,0 mil. 832] m3| mse! s, ms| ma| mal 823) wan] 1n2e| 135|140 {NetProfit ($mi) 158
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Pension Assets-12103 $256.9 mil. Oblig. $314.6 | 45.0% | 47.6% | 480% | 4s9% | 47.1% | s02% | 48.3% J387% | 41.7% { 500% | 51.0% | 51.0% [CommonEquity Rate | 50.0%
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MARKET CAP: $1.8 billlon (MK Cag) 1M0% | 124% | 11.7% ) 11.0% | 119% | 1% | 102% | 12.3% [ W4.5% | 140% | 135% | 110% [Retumn on Shr. Equity 120%
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Current Asssts 7174 5664 7473 [ BUSINESS: AGL Resources, Inc. is & public utiity helding compa-  Nonregulated subsidiaries; Georgia Matural Gas Services markats

Axts Payable 824 911 737 | ny. Its distribution subsidiaries are Atlanta Gas Lighl, Chaitancoga  natural gas at refail. Acquited Virginla Naturel Gas, 10:00. Soid
Dedt Dus ?‘é?,; ;55? 95'3'-9 Gas, and Virginia Naturai Gas. The ubiibes have around 2 miion  Uitlipro, 3/01. Officors/diractors own 1.5% of outstanding common
Cucurranm 1 Liabs “8856 TDIEE TDB4q | Cusomers In Georgia, primarify Atlanta, Virginia, and in southem  ehares (303 Proxy), President & CEQ: Paula Rospot Incorporated:
Fix. Chg Con. 241% 242%  pq5% | Tenssses. Also angaged in nonreguiated naiural gas merketing  Geovgia. Addeess: 303 Peachiren St, NJE., Atianta, GA 30308, Tel-

ihar, ally iGRS, i . : 404 70, lntemal: -
ANNUAL RATES Past rvn E.m;?%nz av o iod servicas. Also wholesales and retals Dropane.  aphong §84-94 Wi AGINSOUrCAS COM.

cichaajpersh) 0¥ SYm We look for good performance from der to cover the costs of its rising customer
Roverues S0%  85%  1.0% | AGL Resources both this year and in base, and to replace over 1 miles of
o Flow 40% 33% 40X | 2005. The company is coming off a record aging gas pipelines. We anticipate that the
Dividsnds 0.5%  05% 5% | earnings year in 2003 due to growth in its  utility will receive part or all the relief
Book Vaius 25% 25% 75% | udlity businesses and a greater contribu- that ‘its seeks, which should add $0.04-
Flacal | QUARTERLY REVEMIES (3 milli# | Ful | tlon from nonregulated activities. AGLs 35005 a share to AGL's bottom line, As
fort [Dec31 Mardt JwX Sep.30| "f3r'} Distribution segment is benefiting from  such, we have factored this into our 2004
3001 12948 5 115, 27 Tide 31 higher customer usage and a rise in its share-net estimate of $2.10.

Mar3) Jund Sep. X Dec.dt customer base. Elsewhere, AGL is getting AGL Resources has issued a com-
2002 [2693 1582 1907 249.7 | 8639 wgplememal profits from Its smaller Elaint to regulators against Columbia
0031 |3525 1886 4683 2783 | 8837 olesale Services and Energy Invest- Gas Transmission, an interstate pipeline
2004 1330 20 180 25 (1025 | ment units, which should continue to grow operator owned by NiSource. It is seekin,

WY |40 238 195 5 M7 | as the company further develops its un- 337 million in damages due to operationa
Fiscal | EARNINGS PER SHAREA® Lol regulated operations. Meanwhile, AGL has failures at Columbia that caused AGL's
EYE“?; Dec 31 Mar3) Jun30 Sep.iD y’.‘:‘ been doing what it can to hold expenses in  Virginia utility to interrupt supply to cus-
2001 4 8 11 08| 150) check: they have come under pressure tomers and to unnecessarily raise gas
A 30 Sep.30 Dec i amid an intrease in leasing tosts, as well costs to customers. Any proceeds from the
w2 | 89 21 17 55 | 182 as higher insurance and benefit costs. action will probably not affect earnings, as
003 98 ¥ 2t 51 2080 AGL ¢rimmed annual interest expense last the compensation wauld primarily go to
004 (85 35 28 551 21¢) vyear by over $10 million through refinanc- customers.

w05 | 86 36 .27 56 | 215| ing and debt reduction. This is a good-quality issue for in-
Cal | QUARTERLYDMDENDSPAD® | Fun j The company's Tennessee utility has come. It offers a decent yield and modest
|endar |Mar3t Jun. Des31{ Yew | filed for a new rate plan. Chattanooga dividend growth prospects, with excellent

w00 | 27 27 o o2 108 | Cas has petitioned the Tennessee Regu- share-price stability. Progress in AGL's op-
w2 7 2 108 | latory Autherlty for a rate increase of ap- erations provide support for the stock,
W2 2 2 2 X 108 | proximately $4.5 million, its first request though the price uptrend over the past
2002127 28 28 2 | 131 for a hike in nine years. The company says year limits capital gains potential

e | 2B that the move has become necessary in or- Michael P Maloney March 19, 2004
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197 247 23| 129 186| 24 tn pA 1.2 192 206( 240 280 | 2712 2481 225 275| 3.10 |“Cash Flow” per sh 470
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B% | TT%| TB%| 64% | B2%: S4%| S2% | 66% | 48% | 59% | 59% | 57% | 59% | 48% | 47% | 50% et Avg Ann Div'd Yield 9%
CAPITAL STRUCTURE a8 of 12/3103 1924 | 82T 477 1958 | 1897 | 086 | 2419 | 3358 0] w028 0 335 (Revenuss {(mill) » 5
58 .7 42 10.6 98 | 142 154 | 162 1&] 9.7 150 16,0 [Net Profit (Smill 4.0
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coverage: 2.2} ' 51.3% | 614% | 468% | 506% | 464% | A08% [ 512% | 507% | S9.0% ] 55 S4.5% | 550% jLong-Term Deht Ratio 36.0%
44.8% | 45.0% | 50.0% | 465% | 48.7% | 46.6% | 40.8% 1 40.3% | 40.0% | 44.1% | 455% | 450% )Commmm Retlo | 440%
Pansion Asests-8/03 $45.7 mill Oblig. $634 mil. [T 1949 | 1965 | 2178 | 2394 | 2083 2456 | 247 | 2466 | 2191 455 275 280 :Totsl Capital ($milp s
HIS| 2351 2657 | 2662 | 2765 | 2623 | aag | 2042 | 296} H23 30 340 ' Nt Plant {$enill) 430
Pid Stoek None 9% 59% | 4% | B2% | 61% | 15% | Bi% | 05% | 64% | 60% | 7.0%| 70% ReumonTotlCapl | 85%
BR[| & 6% 1 90% [ 83% ( 17% 1129% [133% | 109% | 88% ! 120% | 125% |Raturn on She. Equity 15.0%
Common Stock 11,189,307 shs. SO%| BA% ] 3ISNT 91% [ B3% | 120% | 129% |133% | 10.9% B6% | 12.0% | 125% Retum on Com Equity 15.0%
as of 13004 NMF [ NMF| NMF %] NMF | 27% | 40% | 46% | 17% | NMF| 35% | 40% {Retained to Com Eq .0%
MARKET “"”-"":“"’“ {Smail C2p) NMF | 106% | NMF| 93% [ 108% | 78% | 69% | 65% | B5% | 110% | 72%) E7% |IDivdstoNetProt %
CUEE&‘I; POSITION* 2002 2003 1273103 BUSINESS: Cascade Natural Gas Corporation disifibules natural  ers, of refining, & food procass. inds. Main connecting pipeling:
Cash Assels 31 75 44| gas 1o over 200.000 customers in Washington and Oregon, In  Morfwes Fipsine Corp. ‘03 deprec, ale: 2.8%. Es14 plant age; 12
Other 356 _ 331 __66.1| 2003, total throughput was 1162 bilion cu. B, Core cusiomens:  yrs. Has around 435 employees. Offcers and dimctors own 1.6% of
Current Assets 9. 408 672 | resgental, commercial, i industiai, nterruptible (64% of oper,  com, {12/03 proxy). Preaident and Chief Executive Officer; W. Brian
Accts Payabie 1286 325 303 | mangin, 19% of gas deliveries); non-cons: industrial, Fansportation  Matsuyama. Inc.. WA. Address: 222 Fairvisw Ave. North, Seatls,
e 251 BRI 283 servios (3%, 81%). Serves puip & paper, plywood, chem. fertiiz- WA 38109 Tel.: 206-624-3900. Intemet: www.cge.com,
Curren Liab, THT TR0 T 8| Cascade Natural Gas' share earnings ers could come from conversions from al-
Fix. Chg. Cov 235%  213% _210% | in fiscal 2004 {ends September 30&) ternative fucl sources, given the environ-
ANRUAL RATES  Past Past Extd'09-03| are running considerably ahead of mental advantages of patural gas and as-
dourge (st fiym SYm wHLD | last year’s. Consumption by the residen- suming that prices return to historical
*Cash Flow® 70% 75% 0% | tal and commerclal segments has been levels. Furthermore, future results ought
Eamings 20% 100% 90% | higher, reflecting colder temperatures and to be alded by a project designed to
e o 03% 20k (i} | an expanded customer base. The company diminish the need for meter readers to
. ~ - is also benefiting from an initiatlve in- manuailly access customer properties.
Flachl | QUARTERLY REVENUES (hmilj» § Poll ) tanded to lower employee benefits expense Management expects this initiative [es.
__"d_I‘D"“:" Mar3i Jun30 $ep30| Year| by between $3.0 million and $3.5 million Umated to have a total cost of approxi-
a1 §105. - 1 4T { 3338 | annually. On the negative side, demand wmately $16 million) to be com?leted by the
202 (1028 123 588 331 4 3210| from  electric-generation customers has first quacter of fiscal 2005. All told. we be-
2001 (1005 1093 538 332 | 3028 | peen down of late, attributabie partly to lieve that the company's bottom line will
W4 118 113 380 4G 3N adequate hydroelectric resources. ~All expand roughly 10% annually over the
W08 | 105 __125 o5 4.8 | 85 things considered, we believe that share coming 3- to 3-year period.
Rlscl | EARNNGSPERSHAREA® | Fullib ot will climb to $1.35 in fiscal 2004, al- These shares, ranked 4 (Below Aver-
Ends |Doc Mar3l Jund0 Sep3) Year | jowing for much improved dividend cover- age) for Timeliness, offer a healthy
W |76 81 05 d15 | 14T} age. uming further expansion in mar- dividend yield. But additional increases
W2 | % 8 46 AN | U uins earnings per share may advance to in the distribution may be limited. That's
w03 | &0 &7 d18 d22 | BT §1.45 next year. rily because of Cascade's use of cash
04 | 71 85 NEood21 | 135) gy anticipate solid bottom-line gains ﬁgws to meet the requirements of an ex-
W3 | 6 B W60 ) 1) for the company out to the end (ﬁ' this panding customer base. Another factor to
Cal | QUARTERLYDWIENDSPAD “a | Full | decade. Thanks to generally favorable ge considered is the sensitivity of earnings
sodar {Mar3t Jund0 Sep30 Decit} Year! eonnomic conditions in the Pacific North- to swings in service-area temperatures,
000 [ 4 4 24 oA 96 | west, annual account hookups Increased ar  arising from the absence of weather-
we 4 M 4 M 96| a healthy pace in the past, and it appears normalization adjustment mechanisms In
w2 | M A A N B ohat qhis trend wil persist. Too, a sig- utility rate structures.
2003 2?: # W[ 5| pificant portion of Cascades new custom- Frederick L. Flarris, I March 19, 2004
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BI| W6| Wr| 415] 4833 8| 4191 523
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(LT interest sarned: B.7n;
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5i5% | S5.0% | 507% | 49.9% | 519% | @0 | 410% | 0T%
42.0% | 41.0% [ 450% | 47.1% | 456% | 51.2% | 52.9% | 49.9%

BN W% T80% Jincoms Tax Rate
3% | 26% 27% [Nt Proft Mergin

110,60

400
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144

T4 |

1306 1538| 1660 1805 |Book Valuw per sh 2480
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1%

2756

7.0

0%

25%
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494% | 619% 530% [Common Equlty Ratlo

Pension Assets-5103 363 mil. Oblig. $27.3 mil.
Prd Stock None

054 | 6322 | 5982[ 5906 | 632 Wa.a 5201 7062
odn4 | 5961 | 6552 | 6594 | eeon ! msa | 7a0e | man

Common Stock 27,450,758 sha,
oulsianding at 212004
MARKET CAP: $1.0 billion (Mid Cep)

0%
L7%
M.E% | 38.1% | J70% | 37.0% |Long-Term Debt Ratio
82.0%
P

2523
7324 G168 810 [Total Capital (it} 95
7564 ) 8526 78| 785 |NetPlam{} L2

T5% | T6% [ B1% | 86% [ 81% | S0% | 90% | 35%
126% ¢ 127% | 121% | 1a0% | 139% | Ma% | 148 | 140%
12.9% [ 139% ] 135% | 143% | 14.4% | 14.8% | 14.6% | 14.9%

7% [ 107% [ 10.5% | 9.5% [Retum on Total Cap? 75
15.7% | 156% | 150% | 14.0% |Retum on Shr. Equity 11.0%
15.7% [ 15.6% | 13.0% | 74.0% |Return on Com Equi 11.0%

GURREESPOSI’I‘M Wz 2003 103

28% | 28% [ 4% 40% | d4% [ 50% | 54% | 1%
B% | TOR| TEM [ %] TIN| 67% | 63% [ 59%

BR[| 77% 1 TS [ 45X |Retainadto Com Eq £5%
56% ¢ 51% | S1%| &3% |ANDivids to NetProt 51%

BUSINESS: New Joney Rescurces Comp. s e noiding company
for New Jersey Natural Gas Co., a natural gas ulility (about 444,000
cusiomers ol 3/30/03) in Monmouth, Ocean, and parts of other W)
counlies. Fiscal 2003 volume: 110.7 b, cy, f1. (B1% fiem, 7% inter-
ryplible mdustral and elsctic uliity, 32% offsyslem and cepacity
relaase). New Jersay Natural Energy subsid. provides unregulated

relil and wholtsaie natuial Das and related energy wervicss 1o cus-
tomers in 17 stales. 03 deprec. rate; 2.8%. Estd plant age: 6
ymars. Has 554 ulility smployess, 16,300 sickhidms. Ofiers. & dirs.
own about 8% of common stock (1104 Proxy), Chaiman and CEQ:
Laurence M. Downes, ine) ML Addr. 1415 Wyckall Road, Wall,
NJ 07719. Tel.: S08-938-1480. Web: www.njkving.com,

Ci Assets 1.3 1.8 5.1
Other 3557 4479 6848
Current Assets 0 T3H5E7 N0
Accts Payable 397 411 25.3
Dabt Due 868 1882 3268
Other 2409 2943 4264
Currant Liab. 3674 B335 7762
Fix. Cha. Cov. 0TH 6% BET%

ANNUALRATES Past  Past Est'd'03-03
doemefpesy  0¥m Y 00

Revenues 16.5% 26.5% 9.0

ih Fiow 6.0% 5% 6.3%
Eamings 5% 80% 8.0%
Dividends 20% 25% 0%
Baook Valus 40% 6O0% 11.0%

Fiscal | QUARTERLY REVENUFES (§ mai) A
S0 et Mardt Jundd Sep.2o!| Tace
2000 |B675 6.0 2606 2303 | ""'zma‘q
2002 {368 SHBB  4803 4668 |18304
2003 6689 11527 2697 3531 [25ddd
2008 16435 975 #5365 (2600
005 [650 1155 30 365 2550
Fiscal | EARMMGS PER SHARE ARE Full
| Ends [Dec31 Mar3t yund0 Sep30| o'
W01 ] B 123 a5 ai0 | 1%
m2{ 73 120 a7 d03 | 20
M3 B 150 46 &3 | 2B
04 | 87 147 17 d06 | 245
2005 | 89 150 20 05 | 288

cak | OUARTERLY DIVIDENDS PAID Cn Full

wndar [Mardy Juni0_Sep.0 Dec 3l “ear
2000 | 287 287 287 287 | 115
00 ) 2909 23 ¥ B3} oy
00 (30 3 2 36 120
oI N il il ) 14
004 | 325

Solid customer wth should make
for another profitable year at New
Jersey Resources. The company's chief
subsidiary, New Jersey Natural Gas, add-
ed roughly half a billion cubic feet of new
throughput in the first quarter of fiscal
2004 lyears end Sel:tember 30th). We as-
sume the utliity will continue to add cus-
tomers at a rate of 2.5%-3.0% annually,
which should contribute over $6 million in
incremental gross margin. And although
weather was 2.3% warmer than normal
and 10.1% warmer than last year for the
period, the robust growth rate, coupled
with  NING's  weather-normalization
clause and lower interest expense, sig-
nificantly offset the weather’s negative im-
pact. owever, we think the colder
temperatures recorded in January will
have a positive effect on secend-quarter
earnings. The companys successful ofl-
system and capacity management pro-
grams continue to bolster the bottom line,
as well. All told, we look for New Jersey
Resources’ bottom line to inch ahead to
$2.45 a share this year.

Stronger unregulated business con-

marketing earnings {including fuel man-
agement and bulk gas storage} at NJR En-
ergy Services increased 36% over last year.
The strong increase reflects higher gross
margin from the utilization of additional
storage assets. New Jersey Resources’ sub-
stantial transportation and siorage asset
portfolio also positions it well to capitalize
on volatile gas prices, while protecting it-
self thmugg financtal hedges. Too, the
emerging market for natural gas-powered
distributed generation technologies (fuel
cells and microturbines) is growing into
another potential source of income, though
material contributions are still a2 ways off.
This stock's appeal lies in its con-
sistent earnings and dividend growth.
Based on our estimates, New Jersey
Resources' dividend payout ratio will ap-
proximate 51% in gscal 2004, And we
think continued customer growth, im-
proved returns from wholesale marketinf
ventures, and modest share buybacks will
kecp earmnings advancing at a steady pace.
Conservative investors should also note
this Issue's favorable Safety and Price
Stability rankings.

tinues to boost profits. Wholesale Edward Plank March 19, 2004
A) Fiscal year ends Sept 0. April, July, Octobar, = Dividend reinvestment | (E) Eamings may not surn du¢ to changes in Comzan 's Financial Strength B+
[B! Diluted eamings. Next aamings reporl due | plan avaitable. shanes outstanding. Stock’s Price Stability 100
rid Apeil. D} tn miftions, adjusted for spit. Price Growth Parslsience L]
(C} Dividends historically paid in warly January, Eamings Predictability 100
i malerigl is obigined fom sources believed 1o be reliable ad is without warranties: of ¥nd.
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CAPITAL STRUCTURE as of 3/30/03 36837 35630 3803 ) 618 4167 | 4558 5321 ) 6503 | B414| 6913 685 |Revenues (mill)

Tolsl Dbt §542.7 mil. Due In 5 Yra $165.0 it 355) 31| 468 431 3| 49| 478] 502 [ 438( 480 S05] 540 [NetProfe ($mil)
LT Debt $450.8mik. LT interest $32.0 mil, =3 %]
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tiowiey
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into 50,25 cam. she. ot $10.90. 96% | 10.7% ) 123% | 11.9% | 65% | 99% | 90% | T.7% | 68%| 75% | 78%| 74% JNetProft Margin a0k
[Total intorest coverage: 2.84) AT | 415, [ 414X | 460% | 5.0% | 460% | 45.1% | M0% | 47.6% | 415K | 4RO% | #B0% [Long-Term DebtRatio | JA0%

45.1% | 50.3% | 520% | 49.0% | 508% | 49.0% | 50.9% | 50.2% | 51.5% | 525% | 520% | 320% |CommonEquityRatio | 520%
Pension Assets-12/07 $143.2 mill Obllg. $185.1 | (77 | 6433 | 6574 | 7480 | 8156 | 6615 | 078 | 805 | 0373 850 1020 108D |Total Capital (Smil) 125
ik 6543) 897.2| 7453 | BT5) BOA.7 | BS5D | 9340 | 50
W TT% | G0% | 74% | 50% | 68% | 6.7% | 60% | 59%

Fid Stock Nane 1.2% ] 105% | 121% ] 107% | 6.1% | 7% | 98% | 100%

Common Stock 25,858,818 shs. 1.0% | 10.9% | 127% ] 11.0% { 6.0% | 9.9% [100% [ 10.2%

MARKET CAP §825 miliion (S} Cap) WG] %] SO% | 5% | NME| 28% 7 3% | 1%

cuRRErn‘ POSITION 2001 2002 9303 | 74% | 74% | 63% | 70% | ues | 74% | 70% | 7% 65% [Afl Divds fo Not Prof

Cash Assels 10.4 73 7.0 | BUSINESS: Norfwest Nawral Gas Co. (doing business a3 NW  rights on Nortwest Pipsiine 5ys. to bring gas (o markel, Owns local
Other 199.8 _186.7 _124.2 | Nalural) distributes naturl gas et retad o 90 coMrmunities, 540931  underground storage. Gas rovs: resident) & comml, 88%; ind.. 8%:
Current Assets 2183 TI9E TT2 cugtomers, In Oragon (6% of ravs) and In southwest Washinglon  transpord, and ofher, T%. Empioys 1250, Has 10,350 tom,
Accls Payable 707 744 530/ g, Princlpel cilies sarved; Portiand and Eugene, OR; Vancouver,  shehidrs. Insigers own aboul 1% of com. Chrmn: R.G. Redten. CEO:
ot Dua a3 88 9231 wa Servics arsa popuiation: 2.4 mik. {F7% n OR). Company buys  M.S. Dudson. inc. OR. Afdr: 220 N, Ind Ave., Portiand, OR
Curtent Liab. —ﬁﬁ -m = | gas supply from Canadian and U.S. producers; has jransporiation 97209 Tel. 503.226-4211. Infemet: www.rwratural.com.

Fx. Chg Cav. WE% _2%6% _ 275% Good-quality Northwest Natural new residential and commercial construc-
ANNUALRATES Past  Past Estd'00-0Z | shares are best held for current in- tion. With the cusiomer roster increasing
o change {per 3h) W'HB% sym. lb?’;?z come. The company, which thus far has by about 3% a year, regulated profits

Revenuas 4. 8.0% .

“ - chosen not to immerse itself too deeply in should grow by at least that rate through
Eﬁm&m %_22%, 0‘5?’. J‘_S% nonregulated commerce, 1s still essentially 2005, Too, nonutility earnings, generated
Dividends 10%  10% Z20% | g state-supervised gas distributor. Though largely by NW Natural's gas-storage serv-
Book Value 40% 40%  35% | s utllity has to compeiwe with local lce to Interstate plpelines, may add anoth-

Cab | QUARTERLY REVENUES(Smill) | Futr wer companies, it has the natural gas er 3% to yearly earnings. e dividend
wndar (Mardt Jund0 Sepd0 Decit| Year Eﬁsmess in Oregon and Washington to it however, may lag the earnings advance to
001 (2173 Me2 784 264 | 8503 | self. The tradeoff for this franchise is state give the payout a better safe d.

w02 (2785 1019 787 1822 L 8414 | oversight of selling prices and profits. On For now, we see no 3- to 3-year appre-
003 2065 1175 625 278 | 611.3) the whole, there should be no great risk in clation tential for this untimely
o (230 120 730 25 | 680 | holding these shares, though regulation stock Naturals newly ordered
005 |40 125 800 M0 | 685 i ;\Jes gut the tikelihood of superior relative weather normalization clause eliminates
Ca- EARNINGS PER SHARE A Full | market performance. Since Oregon, where the effects on earnings comparisons of
andar |Mar$1_Jund0 Sep30 Decdi| Yesr| NW Natural does 0% of its business. per- year-to-year swings in mercury readin
2001 | 8 A7 d22 84 | 188| mits the utility to earn only 10.2% on comm- and makes cash flow more predictable.
002 | 132 o133 d26 B3 | 162| mon equity, the stock’s main appeal is its Beyond the next two years, however. NW
00 [ 101 17 425 83 ) 176 dividend. {Nith the annual payout now Natural, along with most other utilities,
w148 #5423 85 135) garring to get better earnings coverage, might once again face the age-old prablem
W05 | 1.2 A7 dil 88 | 208 yye expoct it to have room to grow by about of regulatory lag. Delayed revenue relief to
Ca- | QUARTERLYDVIDENDSPAD®= | Fun | 2% a year through 2005, This prospect is cover rising mongy costs or other inflation-
[endar [Mar31 Jun30 Sep.30 Dec3t! Year| reflected in the stock’s current yield, which ary factors could work to slow dividend
o ) T R ) B || 124 ] equals that of most other good-quality pas- growth, with the stock perhaps losing
ol | M 0N K| A5 | 125§ utility issues. some support to trade on a hifher yield
002 35 35 36 35 0 126} Earnings should expand with the rate basis that matches the available returns
00 [ 35 NS 35 IS | 17| pase (the utility'’s net plant) as NW Natw- from fixed-Income securities,

WM {325 ral adds to its gas system to accommodate CGerald Holtzman March 19, 2004

(A} Difvted gamings par share. Excludes non- | mid-May, mid-Augus), and mid-November. In | {D} In milions, adjusted for steck splil. Company's Financial Strength B+
recuTmg gah: 99, $0.15; 00, $0.11. Next ‘99, wxira divd of $0.005/h, paid Dex. 16 Stock's Price Suhlity 10
8arnings repod dus late April, u Div'd reinvestment plan avai Price Growth Persiatence

itabla.
(B} Dividends historically paid in mid-February, | (C} Inchudes intangibles. A 12/31/02: $5.49/sh.
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286 A15| 815 34| 340 377 2B0] 2U5| 245 2% 405 | 645 1@ 142 86| 5.10| 405] 485 [CaplSpending per sh 570 |
1509 16201 WAt ] 16851 17.72) 1802) 18334 WBIR) WAL R M| N M| N6 227¢4) BA1| 2280 21540 [Book Vatue pas ah © 255
57| Bk RI0| RH| AN WO HATT W% BoT| BE| 50| BW| B0 BE] BR| TN iw] mr
] a7 121 (gl Il gt 133l dr b 1 B B3] 23| 123 133t 134 | ok fighes s (g AN PIE Rafic
b5 .60 83 ) 19 89 87 08 67 N B4 88 b 5 73 6 ValuelLine Relative PIE Ratio 105
8% [ 84% | 7% | 70%] et seni oaw | som | 5% san [ 52% | 53% | 6% | S2x | 5o ] ssn| MM lagasmiowaneds | ax
CAPITAL BTRUCTURE as of 12/31/03 12795 | 10334 [ 11987 | 12044 | 11380 | 11044 | 14975 (20702 | 14825 | 21384 | 2228
i 44 6221 1004 %4l 794 B481 %61l 117 NI W9 108
Total Debt §1039.2 mik. Due in $ ¥rs S208.0mil, g 78T 378, T 376% | 364% | B.2% | BI9% [ 0.1% | 154% | 342% | 36.3% | 0%
] ; 58% | 60% [ B8% | TT% [ TO% | TA% [ 68% [ 49% | 6% | 49%] 47T%
ﬁoﬁﬁm'mg.ﬁ;;;‘““‘m“" A00% | A92% | 436% | 424% | 41.1% | 0% | 51% | HA% | 407% | 46.7% | 455% |
50.6% | 50.8% { S64% | 576% | 5R9% | 96% |645% | 506% | 50.9% | 50.0% | S45%
Pansion Assats-9702 5544.9 mil;, ) 12675 | 12636 | 12083 [ 12435 [ 12580 | 12005 [ 11967 [ 14498 | 1360.3 | 123 | 1620
Pid Stock Nong Oblig. $515.8 mill. 13419 [ 13731 | 13814 | 14022 | 1457 [ 15108 | 1453 {17530 | 1r7a0 | sesn2 | qas
TE% | T0% | W00% | B5% | 78% | BO% | U5% | 0% | B4%| 8.1% ] &0% | B0% JRetum onTota Cap'l 7.3%
Common Sock 37,247,852 shs. TIL6% | 979 [ 152% [ 137% | 107% | 10.0% | 124% | 129% | 123% | 123K | 120% | 11.5% |Retum on Shr. Equity 10.5%
as of 1130104 NB% ) 97% | 152% | 137% | 107% | W0% | 124% | 139% ) 123% ) 123% | 120% | 11.5% jRetum on Com Equity 10.5%
MARKET CAP: $1.7 bilflon. (Mi¢ Cap) 195 NWF [ 59% | ATXT 7R 21% | 4% | 0% | 33% [ 34K | 0% ] 205 Retainedto ComEq 10%
CURRENTPOSTION 2082 2003 123403} ®% ) Wi%] % | 6% ) 8% | 8% | T8% | 6% ) 7% TSR] F6K| 9% AllOWdsto NeProf %
Cash Assets M0 330 27.3 | BUSINESS: Pooples Ensvgy Corporation distibutes natural gas via  Purchased gas cosis and mvenus taxes acoounled for 70% of gas
Cthat 3579 4571 67A.B | 11 ity subsidiaries. Peoples Gas Lighl & Coks Co. {spprox. rewenues in fiscal '03. Depreciation rate: 35%. Est'd planl age: 10
Current Assets 3 a0 T | 850,000 customers at 8/30/03) and North Shors Gas Co. (150,000, years. Has 2400 employses, 20,988 shareholders. Direciors own
in Chicago and novtheastem llinois. Fiscat 2003 volume: 248 bill. 1% of common (1/04 Proxy). Chainman and CEC: Thomas M.
Aeets Poyable 233 205 1123 | e 0 residental, 52%: commercial, 18%; industrial, 10%; rans-  Patnck. inc: inois. Address: 130 East Randolph Drive, Chicage,
Othar 178.0 1564  322.% | port. 38%. Main supplier is Natwa! Gas Pipetine Co. of America. L 60601. Telephone: 312-240-4000. Infemel; www.pacofD.com.
Current Liab 7635 "G00B "T#A3 [ Pegples Energy’s fiscal-first quarter ately In fiscal 2005.
Fix. Chg, Cov 29 3% 3% | p00) (anded B ember 31s0) earnings Peoyples' Oil and Gas division contin-
ANNUAL RATES Famt  Past Bs00'00-B) ywere a case of good news and bad ues to capitalize on lol;:hy commodit,
m,‘,‘f’m 1”'3,‘ ?g'(‘,q. ”2’5" news, First the bad news: The companys prices. Coupled with higher gas prod-
“Cash Flow" 4.5% 40% ao% gas distribution business suffered from uction volumes, the segment more than
Eamings 15%  20%  40% | weather that was 7% warmer than doubled its operating income in the first
E';ﬁ}gﬁ,, ;'_gﬁ 3;22; ,',;g';f normal, and 10% warmer than last year, quarter. Indeed, production  growth
FH— ; TFar] Which hurt earnings by about $0.10-30.12 stemmed from the company's ongoing
YAS OUA%TEH.YREVBHEWMHJ sea| 2 share, drilling efforts, as well as from the acquisi-
7%?—0“3 Mard) Jund) Sepd| vear | The positive news is that diversified tions made last year. Peoples also recently
(770 10738 3185 1808 27071 ane businesses substantially acquired additional oil and fgas properties
002 9775 528 W4 1WA 8S) pelped to offset the negative Impact of In the Corpus Christl area of Texas for $35
0 549% gg%s zgg" 32;3 g;gg" weather. In the Midstream Services seg- million. e properties are almost 90%
% 65% PYY I m" 350 | ment. operating income increased 38% mnatural gas and are in close proximitg o
Flocal 2GS PR 7 F.n] over last year, driven by stronger the companys other existing assets. GL
Yuar nec?tmuam J"'%E Sep.30| Fles wholesale marketing and asset mana%:- currently has about 80% of tts expected
Endy L-— Sl P-2| Yert | ment activities. Similarly, operatin - production for 2004 hedged at favorable
w01 t3 176 33 04 1 36| pome rogse 52% for the Retadl Energy %erv. prices.
;%2 B; 1'?75 gg gﬁ ,ggg ices group, due to customer growth and come-oriented investors may find
200% gs 1'60 S o8 | 20| rising efiiciency. Indeed, total gas and PGL attractive for its healthy divi-
w05 | @ 12 3 g5 | 290 clectric customers increased 25% on suc- dend yield. As anticipated. Peoples again
: r : . cessful sales and markeilng campaigns, ralsed its quarterly dividend one cent, to
Cai- | QUARTERLYDIOEXDSPAID °« | full | The company also did a good job of control- $0.54 a share. Moreover, the company
endar_|Mar31 Jun30 Sep.30 Dec3t) Yeat| ;0 inots in the quarter. Assuming normal remains committed to maintaining a clean
00 { 48 S0 S0 50 | 19| weather for the remainder of the year, balance sheet. This issues high Safety
o001 150 51 51 51 | 2031 pGls share net in fiscal 2004 will proba- rank (1} also makes it a good choice for
gggz .21 .5% 2:2‘ gg %‘1’; bly decline roughly 2%-3% from 2003s conservative investors.
2003 52 A : - 41 levels. We expect profits to inch up moder- Edward Plank March 19. 2004
Fiscal year ends . Aith, C) Dividends histarical id mid-Jar , $64.9 mil, $1.77ish, Gompany's Financlal Strength A
ﬁa’; Bas:i:: ::l:lings pesre?ltm-a Excludes acet’y Lp’ril. July, October, w wawd reinmmlrmnr:m E) In millions. Stock’s Price Stabllity 100
ins/{losses); ‘89, $0.30; '59, $0.22; '00, plan avaitable. F) Eamings don't sum due ko changs in Price Geowth Persistence 40
$0.27). Next earnings report tue late Apm. {D) Includes deferred charges. A $30/03: shares ouistanding. Eamings Predictability ]
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inatitutional Decisions i I N e R ¥ ,.4-" i T T 2o

oM GG K| pean 75 ol [ o STOCK eoEx |

.H &2 s7 69 | ghares 5 i- 1yr. 265 s23 [T

B B8t 89 85 | vades 2.5 ] . 487 23 [

UG, 9448 BTEBA 11407 . Sy, 482 01§

1958 [ 1989 | 1990 | 1991 1992 { 19937 1994 [ 1995 | 1996 | 1997 | 1998 | 1599 {2000 [2001 [2002 | 2003 [ 2004 | 2005 | ©VALUELIKEPUB. INC. | 6763
1882, W26 604 1068) 1783 M) 65| 1752 2018 B85 | 400 154 B | W3] B/ 3627 4025 4210 |Revenves persh A 2]
175 182 184 156 215y 228| 226 251 283 32| 34| 2339 35| 362} 362( 409| 480| 475 !Cash Flow" persh 4.65
198 12 2 ) 140 145 35| 145 REF| 165 186 88| 20 2m 18| 22) 240 2350 |Esmingspersh® 205
12 .19 B8 87 91 85 10% 109 t15 1.21 18| 136 1.44 1.52 1.60 1.Gi| 172 | 1.78 [Div'ds Decl'd per sh “m 1.9
I 391| ) L05] z81| 38 3% | 3| 32| 305 TS| 30| 257 3AZ| 132] 283 275 |Cap) Spandingpersh | 13 |
825] B73) 916; 9B5| #027) 10900 1138 32| 1307 | 1390 91| 1571 1652 | 17261 17.62| 1873 2615| 2145 {Book Valusper sh P 75

"R DI NA3| AP B BIE] B BM| BH) N0 | D | B[ W 45| 3300 | 3966 | 3850 3380 ]

1] 193] 11| B3| 123 54| 157] 118 B8] B5| B3] rr] 3| 16T 164 T Boki Agres we |Avg AT FIE Ratio 65|
75 B B 75 N oWl 52 k.1 18 Bl 101 B B8l 1M 95| veuelioe |Qaiative P/E Ratio 110
67%| 63%| 6o%i GONE 53%| 43% | 4m%| Sa% | 49% | 48% | 40% | 1% | SO0% | 45% | 46%| 44% | I L amiDivdYild | 0%

gmumsm;?rimﬁ ;: uuﬂsﬁ:‘ﬂﬂ:;sg“ " §754 | 5052 685.1 | 7155 7653 | 6865 | 8304 | 11079 320 12208 1550 | 1420 |Revences (Smill) A 1135
olal Lw! -1 mil, Uus " -1 ). B50 403F 06| 852| 03] 82| 640 | 6551 6221 a4l 950 ( 950 [Net Profi(Smill) 1050

:f,%‘:ﬁf&ﬁ"-i e L [ 3T6% [ 7% [0 | 30.1% [ W2% [07% |34.7% | JL6% | 35.1% | 348% | 350% | J50% (income Tax Rate B

S P coversd® | ezm| son| 1%l Tanl zew | asw | Trw | sox | 7o%| ai%| 60K | 5.0% [NetProfitMargin 0%

50.0% | 50.4% [ 503% [ 476% | 447% | 46.2% | 461% | 47.6% | 43.0% | 420% | #7.5% | 35.5% [Long-Term Dabt Ratlo LT

Panslon Assets-10/02 $125.1 milk. 43.% | 490% | 497% | 524% | 55.3% | 634% [ 53.9% [524% | 56.1% | 57A% | S29% ( 64.5% {CommonEquiyRatio | 67.04

Oblig. $149.7 mill, BISD | 7980 7771 ] 80G5 | 693 | 047 | 9784 wsa'rhusi.ﬁ G2 | 1475 | 1275 [Total Capitaf (senil) 150
THS] B3| 8620 | 94171 9X6 {1047.0 { 10720 L 11147 [ 11585 | 18123 { 1800

Pt Block None T T5% | BZ% | 5% [ %% | BT 8% [ 79% | J8%| G6% | &0%]

Common Stock 33,780,260 shs. 18% | 1A% | 126% { 3w 2% | 116% | 2% Lus | uew! tan | r2ss

as of 115464 11.8% ) 11.4% [ 126% [ 13.1% | 13.2% { 11.8% 1 12.9% 1 11.7% | 106% ) 11.8% | 125%

MARKET CAP: $1.4 biition (Mid Cap} 2051 2% | 13% | A% | 4TR [ 33% | 3% | 3O0% | 1TR| 3% 5%

CURRENT POSITION 2001 2002 10131103 To% | 76% | 6O% | 65% ! G5% | T2% | T1% | 7% B3% | T4% %

Casn hssets 56 1) 11.2 | BUSINESS: Piedmont Naiurai Gas Company is pimarily @ regu- sge: 8.7 yeats. Non-rapulated operabons. sale of gas-powered

d 1697 627 29641 iaimd naturel gas cistibulor, serving over S40,000 customers i heating equipmens natwal gas brakering:

Current Assets 53 & “I0TE Y torth Garchin, South Cardling, 216 Tonnesseb, 2003 revenue mix.  sboct 2,155 smployues,

Accta Poyabls 41 Sl 809 rasicential (43%), commercial (25%), industrial (9%), olher (23%).  Presicent; Thomas E. Skeins. Incorporated: Nosth Caroiina. At

Qebt Dun e B S711 poncipal suppiers: Transco and Ternesses Pipaline, Gas cos's:  dress: 1915 Rexford Road, P.O. Bax 33068 Chadote, NG 26233,

Curent Liab, Ty 25, 'EE_{ _ﬂf? 53.3% of revenues. '03 depreciation rate; 2.6%. Extimated plant  Telephona: 704-384-3120. Internat: www. pisdmoning.com
Fix. Chg. Caov. 0%  208%  356% | Piedmont Natural Gas began fiscal Carclinas and Tennessee, and normal

ANNUALRATES Past  Past Estd'01-03| 2004 (years start November 1st) on weather conditions. Too, Piedmonts cus-

g{pﬂ\! "?3% S;m% hs'ﬂé';‘f strong footing. The January guarter tomer growth rate should remain in the

Revomes~ &oe 383  20% | reflected the first full three months with above average 3%-3.5% range, given the
Eaftings % 5%  75% | comiributions from the acguisition of North proliferation of housing starts in the com-
pradends 23% % 40% | Carolina Natural Gas (I&CNG). Earnings pany’s service territories. For fiscal 2005,

aue oh : topped vut at a healthy $2.05 a share {ex- we estimate share earnings of $2.50.

Fiscal QUARTERLY REYENUES {$ mil ) A fa ! cluding $0.13 of non-recurring gains from Non-utility income continues to sup-
£nds [Jandt Apedd Jul3 OctM| ‘ay | the sale of PNY's interest in Heritage port the bottom line, albeit to a lesser
W01 [4676 4080 218 1105 11079| Propane and the resoiution of certain extent. Regulated operations make up the
202 (2887 2038 1218 1215 | 83201 sharing issues between members of the lon’s share (about 85%) of Piedmonts to-
2003 4935 4078 1401 1794 M2208| SourhStar Energy venwure). That was tal income. And management intends to
W4 (6188 540 17 2162 (15H0 | degpite weather that was 3% warmer than remain focused on being a gas utllity. Still,
005 640 565 190 228 MW | normaj and 11% warmer than last year. unregulated activitles, which include
Fiveal | EARMNGSPERSHARE A% " | Full | During the quarter, Piedmont cor? eted SouthStar Energy and the Pine Needle
Ends |JJ3t Apr30 Juldl OctH | vear | permanent financing for the NCNG deal. and Cardinal Pipeline joint ventures, are
o0t 1158 123 d37  d40 7| raising about $400 million through long- likely to consistently contribute to the bet-
002 | 126 127 d27  d36 | 189 term debt issuance and a common equity tom line going forward.

003 (174 93 4% 415 | 222| gffering. The proceeds will be used in large Relatively rapid dividend growth con-
004 | 205 100 dé0 d25 | 240] hare to pay down the outstanding commer- tinues to be this equity's primary ap-
M5 | 20 100 dH 020 | 28| ;ia] paper issued to temporariﬁr finance peal. The company recently raised its
Ca- | QUARTERLY IVIDENDSPAD ©= | Fyuii | the dga?_ guarterly payment by about 4%, to $30.43 a
andar [Mar31 Jun30 Sep.d0 Decii| Year | We look for an earnings advance of share (51.5’2 annualized). Moreover, while
200 | 345 365 365 .35 | 144 roughly 8% this fiscal year. Qur projec- not a performance vehicle, the stock holds
001 | 365 385 385 385 | 152| tion assumes successful integration of a Safety rank of 2 (Above Average}, which
002 { 40 40 40 4D 160 | NCNGC. which added about 180,000 cus- makes it a suitable holding for conserva-
003 | 45 415 M5 A5 [ 166] tomers to PNY's base, along with a full tive, income-oriented accounts.
wes | 40 year of higher billing rates in both of the Edward Plank March 18, 2004
A} Fiseal yeas ends Octobar 345t C} Dividends histor d midJanuary, | 11gish, G 's Flnanclal Strength [

H Dﬂuledy‘eamings. Escl. exiraordinary item: }xp}ril. July, Oclober. e K {E‘:n mhlions, ad]. for stock spit. Stock's Price Stability 100

00, 16¢. Exch. nonvecurring charge. '97, 4¢. » Din'd reinvest. plan awilable; §% discount, Obrs. may nol add to otal due to change in | Price Growth Persistence m

Next egs. rapor! due mid May. D) InclL defd chrgs. At 10/31/03: $3.8 milt, shares eutstanging. Earrdigs Predictabilty 25
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Insider Decisions e iH
AMJJAONDl o, 8
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w 38888828% e SN :
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Institutionsi Decisions ’ = "m",f,s ,LE':;,
R K | peeem 3 el L 143 il ek |
% 0 45 shares 2 1 1 b 1yr. e 853 L
® ¥ W 27| paded 1 4 ap.  #s 13 [
WO} 4858 4654 5044 Sy 1116 834
1988 1989 [ 1990 [ 1991 [ 1992 T 1993 [ 19 1995 | 1996 | 1997 | 1998 | 1999 (2000 |2001 2002 | 2003 | 2004 | 2005 °VTLUEUNEP§_B_1IHC. 704
2066) J054] 280| 3019| 3333] 3406 3850] 3800 | 3305| 3236 | 4177 3519 | 4486 [ 060 | 4138| 5260| S575| 57.95 IRwswes persh 6480
303 300| 268 275 342| 308 276§ 330) 309) 319| 287 367| 39| 379 425| 445] 475 485 [“Cash Row persn 550
188 166 1.33( L2l 161| 155 121 8S| 10 17| 128 201| 25| 22| 243[ 273] 285| 290 [Eamingspersh A 140
128) V%) 14 1M 141 143 144 144 144) 1840 M| 18] 148 148 1.5 1.56 1.82] 1.87 iDivds Decl'd per sh Ba [X44
481t 4 [¥1] 34 3. 374 aEs| 41 . 461 €I | 437 | 442 564 684| 460| 3500| %30 CapiSpanding persh ¥ N
1324 1349| 1358| 1353 1390 14.33| 14467 1467 1606 1286 | 1245 | 1348 | 1450 | 1562 | 19 zo..'g’J 2250 | 24.65 |Book Valus par sh 3235
a7 8 G 0, 50| SEA| 10713 W0T7{ W6l W | WaB| WAE] v | TEe | | 1380] 100, L0 CommonSna Uuy & | 150
83 1 1367 HE[ 132 158 163 . 1337 08] WX WI| [0 13871 11 T33 | Bokd Nggees v |Avg ANT FIE Ratio 13.0
n 8 1 k<) 80 A 1.06 82 B3 E: 110 (] 5 10 4 18 vaatine  |patative P/E Ratio B85
Ta%| 60w TI%| 76%| 66% | S9% | 7a% | T2% ] 64% | 6% [ 5% | s4% | 5% | arn | asw| 43n| "M lawg AnnDivid Yid 40%
?ﬁf'&h s;nag%nnﬁe ;su ug??{msm ‘ 3M0| 3538 3855 ) 86| 4502 3925 5156 | 8373 | 5051 | 5968 735 765 [Revamuves ($mill) "
5mil. Dus s 6 mil. 126 W@ 185! 1B4) 138 | 20| 247, 268 | 294 360 380| 3AS5 [NetProfit ($mil) 48.0
LT Debt $326.7 mil. LT trtereat $17.5 mill A% | 344% | 355% | A% [ M62K [420% | AINK [AZ2% | A1A% | 410% | 420% | 420% [income Tax Fate an,
(Totainforest coverage: 3.4x) 34% | S0%| 52% | 53% | 3% | 56% | 48% | 32% | 58%| 52% | A% 5%
403% | 51.4% | 46.1% | 546% | 67.3% | 538% | 541% | 57.0% | 536% | 51.0% | 51.0% &%
PTlhn Assats=12/02 $83.1 mill, Obllg. $81.1 49.9% | 47.9% | 532% [ 358% [ 335% 0% 1976% [359% | 46.1% | 45.0% | 40.0% S04
mil. . 306 | 3284; LA8| 3071 | 4Gi] 4050 | M35 | 5162 | 51251 45| 85 [F]
Pl Stock §1.7 mil. “’::"m":;';’og-;;'“@hm 4021 | 427| 4239 4565 | S043° 530 | 5622 | eovo | eses] | 7o 850
Tot Sars ' B6I% | 78% | 19% | 6% | 53% . 74% | 4% | 69% | 76%| 0% &% 60%
Common Stock 13,001,350 common shs. BO% | 11.2% ) 1B5% | 10.5% [ BA% | MI% | 124% | 12.4% [ 124% | 125% ] 120% 10.5%
as of 117303 BO% ] 11.2% ) 106% | 133% [ 103% - 6% | 148% | 128% | 125% | 135% | 130% 105%
MARKET CAP: §550 million {Small Cap) NMF| T4% | 16% | Z1% | NMF | 4.2% | 46% | 35% | 47% | %0% | &OX 50%
cumlﬁmm 2001 2007 4303 | 119% ) AP% | M%) M%) 112% VTR W% TOR) GXh| W% W% 2%
f:.a&m Assets 49 4.3 5.1 | BUSINESS: South Jersay Indusirias, inc. Is 8 holding company. fis  transportion, induding off-system sales and gas markeling, $4%;
Other 218.) 2084 194.7 | subsidiary. South Jersey Gas Co.. distrbules nalral gas fo  off-system, 4%: cogensration, powst ganeration. Has 638 amploy-
CumentAssats 2221 "2127 1908 | 208,767 cusiomers in Naw Jemey's touihem counties, which cover  oes. Direclers o, 10% of com, chares: Dimensional Fund Ad-
Bgﬁs g&vaue 13@ 1;;-; 13:-3 2,500 square miles and inglude Atlantc City, Principal suppbers in-  visors, 8.2% (03 proy). Chmn, & CEQ: Charles Biscieghia, In-
Other 958 627 728 | dude Transcontinental Gas Pipefine and Columbia Gas Fipetne. com.: NJ. Address: 1 South Jersey Plaza, Rte. 54, Folsom, NJ
Current Liab. m m -m—g Gigs revonue mix msidenl), 31%; commercial and industrial, 11%;  0B037. Telaphona; B09-561-9000. Web: www.gjindusties.com.
Fix. Chyg. Cov. 260% 335%  360% | South Jersey Industries appears to be gy subsidiary of South Jersey, which be-

Past Estd'00-02
dcame(prst) HYs  5Yn  bUD

on track to achieve company-record
earnings in 2004. Its share net has
reached new highs in each of the last five
years, as a result of a steadily growing
customer base at the utility, and the devel.

Revedqyes 55% 00%  J0%
“Cash Flow” 35% 45%  45%
Eamings 50% 65% 6.0%
Dividends 05% 05% 2.2%
Baok Valus 0%  25% 10.0%
Cat. | OQUARTERLY REVENUESSmill) | Fun

opment of nonregulated activities. The
general population is growing in the com-
pany's scrvice arca, partially due to ag-

001 [3426 2184 1078 1682 8373
002 11770 842 629 748 | 5051
2003 (2799 1062 901 2206 | 6968
004 |25 120 105 215 T3¥
005 1285 130 115 225 | 785

gﬁsswe. hotel and casino expansion in At-
tic City. South Jersey's customer base
rose 2.8% In 2003, compared to its utliity
peer average of 1.8%, and it expects the
base to increase neariy 3% again this year.

EARMNGS PER SHARE~
endar [Mar31 Jun30 Sep.30 Dec.31| Year

Meanwhile, the company has been success-

why o1& a0 e I8 | 228
002 t 185 0B d27 9% | 24
003 | 184 16 413 86 | 273
004 | 150 .20 df0 85 | 288
008 | 188 25 o109 | 29

ful in developing its nonutility operations,
which accountec? for 23% of profits in 2003.
We look for companywide share earnin,

to reach $2.85 for 2004, On the utilicy side,
the bottom line shauld get a boost from a
higher customer base, as well as

Car | QUARTERLY IVIDENDSPAID®e | cyp
] 1] Year

g:esumably cold temperatures this winter.
uth Jersey's unregulated businesses will

000 | 36 5 3B WS [ 146
0001 356 3 37 ¥ 148
2002 |7 315 315 315 ( 180
2003 § 385 385 B 405 | 186
004 | 405

likely benefit from a full year of thermai
energy operations, and greater wholesale
as volume.
ina Energy has picked up ancther
cogeneration facility. The thermal ener-

gan supplying power to the Borgata Hotel
and Casino last year, has acquired a plant
in Salem Coun for an undisclosed
amount, The facility supplies energy to
Mannington Mills, a residential and com-
mercial flooring manufacturer. The move
{s expected 10 generate $1.7 miilion in rev-
enues annually for the company.
A rate case is still pending, South Jer-
sey filed for a $52.7 million hike with rep-
ulators last summer, its first request since
1997. Its claim is based on average cus-
tomer growth of 2.7% over the past five
ears, as well as the $300 million that it
as invested in pipeline infrastructure.
The company anticipates completion of the
case durﬁg the second half of the year.
This income stock has been perform-
ing well, as a number of the company's
unregulated projects reached fruition, We
estimate slower earnings growth in 2004
and 2005, however, although there is still
room for dividend growth. With SJI trad-
ing near peak historical valuations, owing
1o low interest rates, an eventual rate up-
turn poses the biggest risk 1o the stock.
Michael P Maloney March 19, 2004
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BUSINESS: WGL Holtings, Inc. is tha pacent of Washington Gas
Light, a natural gas disiribulor in Washington, D.C. and adjaceni
aress of VA, and MO, to resident] and comml vsers (935,291
metars). Hampshire Gas, a federlly reguisied sub., operales an
undeiground  gas-slorage  faclity in WV, Nonregulated subs.
Wash. (Gas Enemgy Sues. salls and delwers natursl gas and pro-

vides energy miated products In the D.C. metm area; Wash. Gas
Enemgy Sys. design$/installs comm’l haating, ventilaling, and air
cand. systame. Has 2,205 employees. Off.Jdir. own iess than 1% of
Lhe common stock {1704 proxy). Chairman & CEQ: J.H. DeGrafian-
reidt. Inc.: D.C. and VA. Address: 100 H 5L, N.W., Washington,
D.C. 20080. Tel.: 202-624-5410. Intemal: www.wetholdings.com.

WGL Holdings' earnings were un-
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45% 4.0%

spectacular in the first gquarter of
2004 (fiscal year ends Sept. 30th) ...
Earnings per share for the December peri-
od catne in at $0.81, a considerable decline
from a year earlier. The decline primarily
reflects a retreal in Lotal gas deliveries by

Fiscal
Year
Ends

4171 5648 3142
5587 8511 3732
I3 TS M5
W5 TS5 45

QUARTERLY REVEMUES ($ mill)»
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2001 | 03 0052 1824

1186
87
ik
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30

WGL's regulated utility operations as a re-
sult of temperatures that were 16%
warmer than in the first quarter of 2002.

... But the company has raised its
guidance for the March period. WGL
increased its share-net expectation to be-

EARNINGS PER SHARE A ®
Dot} Wardt sund0 Sep.d

1.08
2002 56

004 B
2005 B

133
108
1.61
1.60
135

d.15
9.14
d.05
415
a1

d38
o.47
d.36
a3t
.30

tween $1.61 and $1.71, from a previous
range of $1.45 to $1.55. First and fore-
most, part of the upward revision is the re-
sult of colder-than-anticipated weather
this winter. Second, it includes the impact
of a favarable rate case ruling in Virginia,
whereby the company was granted a $9.9
million increase in revenues. WGL is also

Mar3t Jun.30

N H
01 13 35 s
315 g e
a8 R 32

004 | 2 s

CUARTERLY DIVIDENDS PAID S =
-30_Dec.31

factoring in higher associated utility costs

M
315
i
X

in Virginia; state regulators there reguire
that profits in excess of a utility's aliowed
10.5% return of equity be offset with high-
er bookings to depreciation expense. Final-
ly. WGL's guidance includes a $0.12 gain

on the sale of two buildings in which it

had an affiliated interest. We consider this
a nonrecurring ftem. As such, we have ex-
cluded it from our March-quarter estimate
for WGL of $1.60 a share.

WGL Holdings has identified its goals.
It is targeting average annual earnings
growth of 5% out to 2008, The company in-
tends to achieve this with the expectation
of at lcast 3% yearly growth in its utility
customer base, which it has sustained
since 1998. WGL also looks to continue
with the development of its nonregulated
businesses, which contributed less than
3% to carnings in 2003, and just over 4%
of earnings in the first quarter of this
year. Meanwhile, it is reviewing ways 1o
trim operating expenses, which have in-
creased amid rising benefit and pension
costs. In addition, WCL plans to exercise
restraint with regards to capital spending.
These untimely shares have moved
higher. The share price is up nearly %
since our report in December, which is sig-
nificant for a regulated wutility. In our
view, further upside is quite limited,
WGL's strong flnances offer conservative
appeal. Still, this is a stable income stock.
Michael P Maloney March 18. 2004
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SOUTHERN UNION COMPANY
CASE NO. GR-2004-0209

Consolidated Basis
(Thousands of Dollars)

Historical Capital Structures for Southern Union Company

(%

Capital Components 1984 1995 1996 1997 1998
Common Equity $208,975 $225 664 $245,915 $267 462 $296,834
Preferred Stock $0 $100,000 $100,000 $100,000 $100,000
Long-Term Debt $479,937 $463,273 $386,009 $386,844 $408,184
Short-Term Debt $0 $0 $0 $0 $1,600

Total $688,912 $788,937 $731,924 $754,306 $806,618

Capital Components 1999 2000 2001 2002 2003
Common Equity $301,058 $735,854 $721,857 $685,346 -$920,418
Preferred Stock $100,000 $100,000 $100,000 $100,000 $100,000
Long-Term Debt $392,457 $735,967 $1,335,544 $1,190,413 $2,346,405
Short-Term Debt $21,003 $3 $190,600 $131,800 $251,500

Total $814,518 $1,571,824 $2,348,001 $2,107,559 $3,618,323

Notes:  The amount of Long-Term Debt includes Current Maturities.

Source:  Southern Union Company's Stockholders June 30 Annual Reports
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SOUTHERN UNION COMPANY
CASE NO. GR-2004-0208

Historical Capital Structures for Southern Union Company
Consolidated Basis

Capital Structure 1994 1995 1996 1997 1998
Common Equity 30.33% 28.60% 33.60% 35.46% 36.80%
Preferred Stack 0.00% 12.68% 13.66% 13.26% 12.40%
Long-Term Debt 69.67% 58.72% 52.74% 51.28% 50.60%
Short-Term Debt 0.00% 0.00% 0.00% 0.00% 0.20%

Total 100.00% 100.00% 100.00% 100.00% 100.00%
= — — —_— £ — e —_————

Total Debt Including TOPrS 69.67% 71.40% 66.40% 64.54% 63.20%

Capital Structure 1999 2000 2001 2002 2003
Common Equity 36.96% 46.82% 30.74% 32.52% 25.44%
Preferred Stock 12.28% 6.36% 4.26% 4.74% 2.76%
Long-Term Dabt 48.18% 46.82% 56.88% 56.48% 64.85%
Short-Term Debt 2.58% 0.00% B.12% 6.25% 6.95%

Total 100.00% 100.00% 100.00% 100.00% 100.00%

Total Debt Including TOPrS 63.04% 53.18% £69.26% 67.48% 74.56%

Notes:  The amount of Long-Term Debt includes Current Maturities.

Source:  Southern Union Company's Stockholders June 30 Annual Reports
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Murray, David

From: Waite, Judith {judith_waite@standardandpoors.com)
Sent:  Tuesday, June 08, 2004 2:15 PM

To: david.murray@psc.mo.gov
Subject: RE:
David,

We treated them basically as Paul described it. The TOPrs are in some ways subordinated to

more senior debt, and provide some cushion. However, they are more like debt than equity
and are treated as such.

Judith Waite

Judith Waite, Director

Corporate & Government Ratings
Standard & Poor's

(212) 438-7677

(212) 438-2154 (Fax)
judith_waite@sandp.com

——-Original Message---—-

From: david.murray@psc.mo.gov [mailto:david. murey@psc.mo.gov]
sent: Tuesday, June 08, 2004 2:25 PM

To: judith_waite@sandp.com

Subject: FW:

Judith,

1 have been referred to you as to how you have treated Southern Union's TOPS for purposes of
comparing their total debt/total capital ratio when comparing their ratios to your benchmarks. Can you help
me out? Thank you in advance for your response.

-----Qriginal Message-—--

From: Quinlan, Paul [mailto:Paul_Quintan@standardandpoors.com]
Sent: Tuesday, June 08, 2004 1:04 PM

To: david. murray@psc.mo.gov

Subject: RE:

You would have to ask the analyst for Southem Union

Judith Waite
212-438-7677

judith_waite@sandp.com

----Qriginal Message--—-

From: david. murray@psc.mo.gov [mailto:david. murray@psc.mo.gov]
sent: Tuesday, June 08, 2004 10:03 AM

To! Quintan, Paul

6/8/2004 Schedule 6-1
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Subject: RE:

Thank you for your response. Can you tell me how Standard & Poor's treated the TOPrS that

Southem Union Company had outstanding from around 1995 until the end of Jast year? Thank you
in advance for your response.

-----Qriginal Message--—-

From: Quinlan, Paul [mailto: Paul_Quinlan@standardandpoors.com]
Sent: Tuesday, June 08, 2004 8:36 AM

Ta: david.murray@psc.mo.gov

Subject:

For publishing purposes, the ratios include TOPrS as debt, butina
committee, the analyst will usually present the company's financial measures
with two cases, one refiecting TOPrS as debt, the other with TOPrS as
equity. Pending the different terms, maturities, and the company's financing
track record, the analyst will lead the committee toward one case or the other,
or a mix of both. 1 know this is not the cut and dry answer that you may be
looking for, but it gives the anatyst with more analytical flexibility.

Paul Quinlan

Ratings Anatyst

V.S. Utihities, Energy o Project Finance Ratings
Standard o Poor's

55 Water Street, 38th Floor

New York, NY 10041

Phone: (212} 438-1563

Fax; (212)438-2154

Email: panl_quinlan@sandp. com

Paul,

I don't know if you could answer the question below in Ron's
absence.

----- Original Message-----
From: Millhouse, Rik

Sent: Monday, June 07, 2004 5:18 PM

To: Gray, Linda

Ce: Barone, Ronald .

Subject: FW: Trust Originated Preferred Securities (TOPrs) and
Utility

Financial Targets

Linda:

Might you be able to pass this gquery on to somecne in the group in

6/8/2004
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Mr. Barcone's absence?
Regards,

rik millhouse

Technical Support Specialist
Credit Information Services
Standard & Poor's

55 Water Street, 34th Floor

New York, NY 10041

Phone: 212-438-7283

Fax: 212-438-7290
rik_millhouse@standardandpoors.com

----- Original Message--~---

From: Millhouse, Rik

Sent: Monday, June 07, 2004 5:09 PM

To: Barone, Ronald

Subject: FW: Trust Originated Preferred Securities (TOPrs) and
Utility

Financial Targets

Pardon the interruption, but might you be able to recommend an
analyst who could address this RatingsDirect client's gquery?

Thank you in advance.
Regards,

rik millhouse

Technical Support Specialist
Credit Information Services
Standard & Pcor's

55 Water Street, 34th Floor

New York, NY 10041

Phone: 212-438-7283

Fax: 212-438-7290

rik millhouse@standardandpoors.com

From: david.murray@psc.mo.gov [mailto:david.murray@psc.mo.gov]
Sent: Mconday, June 07, 2004 1:33 PM

To: RatingsDirect

Subject: Trust Originated Preferred Securities (TOPrS) and Utility
Financial Targets
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Does S&P include TOPrS in the amount of total debt when calculating
a

utility company's total debt/total capital ratioc for purposes of
measuring a

company's ratio against the financial targets that S&P published on
June 18,

1999, Thanks in advance for your response.

The information contained in this message is intended only for the recipicnt, and may be a confidential
attorney-client communication or may otherwise be privileged and confidential and protected from
disclosure. If the reader of this message is not the intended recipient, or an employee or agent
responsible for delivering this message to the intended recipient, please be aware that any
dissemination or copying of this communication is strictly prohibited. If you have received this
communication in error, please immediately notify us by replying to the message and deleting it from
your computer.

Thank you,

Standard & Poor's

Schedule 6-4




