Line No.

1.

2.

Notes:

Missouri Gas Energy
Hypothetical Example of the Inadequacy of
A DCF Return Rate Related to Book Value
When Market Value is Greater / Less than Book Value

1 2 3
Book Value with Book Value with
Market to Book Market to Book Ratio
Market Value Ratio of 180% of 80%

Per Share S 24.00 $ 13.33 $ 3000
DCF Cost Rate (1) 10.00% 10.00% 10.00%
Return in Dollars S 2.400 S 1.333 S 3.000
Dividends (2) S 0.840 $ 0.840 S 0.840
Growth in Dollars S 1.560 S 0493 S 2.160
Return on Market Value 10.00% 5.55% (3) 12.50% (4)
Rate of Growth on Market Value 6.50% (5) 2.05% (6) 9.00% (7)

(1) Comprised of 3.5% dividend yield and 6.5% growth.
(2) $24.00 * 3.5% yield = $0.840.

(3) $1.333/$24.00 market value = 5.55%.

(4) $3.000/ $24.00 market value = 12.50%.

(5) Expected rate of growth per market based DCF model.

(6) Actual rate of growth when DCF cost rate is applied to book value ($1.333 possible earnings -

$0.840 dividends = $0.493 for growth / $24.00 market value = 2.05%).

(7) Actual rate of growth when DCF cost rate is applied to book value ($3.000 possible earnings -

$0.840 dividends = $2.160 for growth / $24.00 market value = 9.00%).
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Missouri Gas Energy
Indicated Common Equity Cost Rate Through Use of the
Single Stage Discounted Cash Flow Model for the

Proxy Group of Nine Value Line Natural Gas Distribution Companies

Proxy Group of Nine Value Line
Natural Gas Distribution
Companies

AGL Resources Inc.

Atmos Energy Corp.

The Laclede Group, Inc.

New Jersey Resources Corp.
Northwest Natural Gas Co.
Piedmont Natural Gas Co., Inc.
South Jersey Industries, Inc.
Southwest Gas Corporation
WGL Holdings, Inc.

Average

Median

Southern Union Company

Notes:

Based upon Projected Growth in EPS

1 2 3 4 5
Dividend Indicated
Average Growth Adjusted Common
Dividend Component Dividend Growth Equity Cost
Yield (1) (2) Yield (3) Rate (4) Rate (5)
537 % 0.11 % 548 % 425 % 973 %
5.36 0.12 5.48 4.65 10.13
3.35 0.08 3.43 4,50 7.93
3.07 0.12 3.19 7.90 11.09
3.61 0.11 3.72 6.10 9.82
3.82 0.15 3.97 7.65 11.62
3.05 0.11 3.16 7.25 10.41
3.62 0.10 3.72 575 9.47
4.31 0.08 4.39 3.75 8.14
3.95 % 0.11 % 4.06 % 576 % 9.82 %
3.62 % 011 % 3.72 % 575 % 9.82 %
449 % 0.20 % 469 % 9.05 % 13.74 %

(1) From Schedule FJH-12.

(2) This reflects a growth rate component equal to one-half the conclusion of growth rate (from
page 1 of Schedule FJH-14) x Column 1 to reflect the periodic payment of dividends
(Gordon Model) as opposed to the continuous payment. Thus, for AGL Resources Inc.,
5.37% x (1/2x 4.25% ) = 0.11%.

(3) Column 1+ Column 2.

(4) From page 1 of Schedule FJH-14.

(5) Column 3 + Column 4.
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Proxy Group of Nine Value Line
Natural Gas Distribution Companies

AGL Resources Inc.

Atmos Energy Corp.

The Laclede Group, Inc.

New Jersey Resources Corp.
Northwest Natural Gas Co.
Piedmont Natural Gas Co., Inc.
South Jersey Industries, Inc.
Southwest Gas Corporation
WGL Holdings, Inc.

Average

Median

Southern Union Company

Notes:

(1)

3)

Missouri Gas Energy

Derivation of Dividend Yield for Use in the

Discounted Cash Flow Model

Dividend Yield
Average
of Average
Spot Last 2 Dividend
(2/13/2009)(1) Months (2) Yield (3)
5.34 % 5.40 % 537 %
5.24 5.47 5.36
3.40 3.30 3.35
3.16 2.97 3.07
3.60 3.63 3.61
4.00 3.65 3.82
3.15 2.95 3.05
3.72 3.53 3.62
4.24 4.38 431
3.98 % 392 % 3.95 %
3.72 % 3.63 % 3.62 %
4.35 % 463 % 4.49 %

The spot dividend yield is the current annualized dividend per share divided by the spot
market price on 2/13/2009.
The average 2-month dividend yield was computed by relating the indicated annualized
dividend rate and market price on the last trading day of each of the Two months
ended 1/31/2008.
Equal weight has been given to the 2-month average and spot dividend yield. This
provides recognition of current conditions, but does not place undue emphasis

thereon.

Source of Information: yahoo.finance.com
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Missouri Gas Energy
Current Institutional Holdings and Individual Holdings for the
Proxy Group of Nine Value Line Natural Gas Distribution Companies
and Southern Union Company

1 2
February 13, 2009 February 13, 2009
Percentage of Percentage of
Institutional Individual
Holdings Holdings (1)
Proxy Group of Nine Value Line Natural
Gas Distribution Companies
AGL Resources Inc. 66.10 % 33.90 %
Atmos Energy Corp. 58.49 41.51
The Laclede Group, inc. 51.52 48.48
New Jersey Resources Corp. 58.61 41.39
Northwest Natural Gas Co. 57.72 42.28
Piedmont Natural Gas Co., Inc. 44.85 55.15
South Jersey Industries, Inc. 57.30 42.70
Southwest Gas Corporation 75.03 24,97
WGL Holdings, Inc. 0.00 100.00
Average 52.18 % 47.82 %
Median 57.72 % 42.28 %
Southern Union Company 75.09 % 24.91 %

Notes: (1) (1 - column 1).

Source of Information: today.reuters.com, updated February 13, 2009
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Missouri Gas Eneray
Historical and Projected Growth

1 2 3
Value Line
Projected Reuters Mean Average Projected
Growth 2011- Consensus Projected Five Year Growth
2013 (1) Five Year Growth Rate Rate in EPS (2)
No. of
EPS EPS __Est.
Proxy Group of Nine Value Line Natural
Gas Distribution Companies
AGL. Resources Inc. 3.00 % 550 % 2] 425 %
Atmos Energy Corp. 4.50 4.80 [5] 4.65
The Laclede Group, Inc. 4.50 NA NA 4.50
New Jersey Resources Corp. 9.50 6.30 [3] 7.90
Northwest Natural Gas Co. 7.00 5.20 [3] 6.10
Piedmont Natural Gas Co., Inc. 7.50 7.80 [4] 7.65
South Jersey Industries, Inc. 6.00 8.50 [2] 7.25
Southwest Gas Corporation 6.50 5.00 [3] 5.75
WGL. Holdings, Inc. 3.50 4.00 1] 3.75
Average 578 % 589 % 576 %
Median 6.00 % 535 % 575 %
Southern Union Company 9.50 % 8.60 % [11 9.05 %
NA= Not Applicable
Notes: (1) As shown on pages 2 through 11 of this Schedule.

(2) Average of Columns 1 and 2.

Source of Information: Value Line Investment Survey Standard Edition December 12,

2008.

Reuters Company Research February 13, 2009
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maission and storage segment ought to be between F

management should continue to imple-

sults seem achievable for the nonregulated ment its successful strategy of purchasing

—7351 marketing segment. But that unit’s record less-efficient utilities and shoring up their

showing in fiscal 2006 (when it was able to profitabllity via expense-reduction efforts,

e spreads rate relef, and aggressive marketing,

prabably l’.shglse
e

thy

earnings, Continued moderate Increases In

gains app

8% and 35% to net Income an-
sgortatlun volumes nually on a historical basis) seem to pos-

arnett Shale re- sess healthy overall prospecis. Finally,
glon of Texas. Moreover, respectable re-

good-quality
dose of current dividend in-
Consolidated share net may rise come, which is adequatel
arcund 5%, to $2.10, this fiscal year,
One threat to this estimate Is higher inter~ the distribution seem likely, too.

ense. The company has normally Total return prospects Iook decent, on
a risk-adjusted basis. Also, the stock is

though. We

ear to be in store

lon

shares offer a

covered by

e) for Timeliness.
Decemnber 12, 2008
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BUSINESS; New Jersey Rasourcas Comp Is a holding company
providing ralzilwholesala anergy sves. lo cuslotmers In New Jorsey,
nd In states from the Gulf Coast lo New England, and Cenada,
New Jorsey Nalurel Gas had about 478,000 customers at 813007
In Monmouth and Ctcean Countlas, and other N.J, Counles. Flscal
2007 volume: 1028 bl e, Tt {58% fim, 6% inlerruptible Industral

N.J. Nalu-

and electic uliily, 36% of-system snd capaclly release).
lalad relniiwholesalo nalurs!

ral Energy subsldlary provides
gas snd relaled energy svs, 2007 dep, rale: 2.8%, Has 808 empla,
Olt/dir. own aboul 2% of common (12107 Proxy). Chmn., CEO, &
Pres, : Latrence M. Downes, Inc2 N.d, Addr: 1415 Wyskall Road,
Wall, NJ 07718, Tel: 732-936-1480, Wob: wwwrresouices.com,
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New Jersey Resources posted solid re-
sults for its fiscal fourth quarter
(ended September 30th) and year. This
stemmed from roughly 7,175 new custom-
ers last year, s well as sbout 730 conver-
slons, which boosted results at the New
Jersey Natural Gas (NJNG) division.
Meanwhile, record performance from NIR
Energy Services also contributed nicely.
Capital projects ought to provide
room for the eI:\:Ipansion of its mid-
stream assets, NJR has been making
progress at its Steckman Ridge storage fa-
cility in western Pennsylvanla, Mean-
while, the company has drilled three wells
so far, and exgects to have nine others
completed in 2009. This facility will pro-
vide extra capacity during the peak winter
and summer months to the Northeast.
Also, the completion of a new 16-nch main
pipeline into the Whiting section of Man-
chester Township, NJ is allowing for new
first-time customers.

We have raised our 2008 annual es-
timate by 30%. This stems & recent base
rate case approval for NJNG that boosts
annual revenues by $32.5 million, as well
as the aforementoned capital projects.

New customers at the NJNG division are
expected to contribute approximately 54
million annually to utility gross margins.
And there Is still sizable room for that seg-
ment to grow throug}_}\]pntential customers
and conversions, The NJR Energy Services
unit has benefited from its dynamic port-
folio of slkwpélly storage and transportation
contacts. And the Steclkman Ridge fad%y
ought to complement that mix nicely.
;:Jold,h the company's prospects appear
right.
Meanwhile, the balance sheet and f-
nancial position appear strong. NJR
has ample cash on hand, and solid access
to capital through revolving bank credit.
These timely shares have been on a
bumpy ride since our September
review. Still, they are currently trading
up about 6% over that interim, thanks to a
dividend increase and solid earnings this
RIaSt year, Meanwhile, the 10.7% hike In
JR's quarterg' dividend may appeal to
income-oriented accounts. And conserva-
tive investors ma{'i find the high Safel
rank (1) and solid Financlal Strengtthy

rating (A) comforting.
December 12, 2008
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T | oA | A% | A18% | 45r% | 6% | 4104 | 46 | 453% 0% | 48.% [Long-Term Dot Balo | 46.0%
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Penston Assels-12/07 §241 ml, snov. | 405% | 50ot | Gao% | 645% | 50 | 540% | 5a0% | 631% | 6314 | 63.0% | 204 |Common Exul Rala | 520%
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5.0% |Retalnad to Gom Eq 5.0%
57% |A Div'ds to Net Peof 56%
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Cash Aasels 58 81 4.4 | BUSINESS: Nodhwes! Natural Gas Go, dislributes nalurel gas {0 Owns local g storage, Hev, t

Cther 3030 2688 _275.7 | 90 communilies, 657,000 customers, In Oregon (90% of cuslomers)  §5%; commerclal, 28%; Indusldsl, gas Yanspodation, and other,
Current Assels S0RE ~2748 2638 | and In southwest Washington stale, Pidncipal clfes served: Polend 7%, Employs 1,130, Barclays Global awns 6.5% of shares; off/
Ac%lsgayabla ﬂgg ug:{ 1_5,3~g and Eugang, OR; Vancouver, WA, Servce area populilon: 2.5 mil, - dir, 1.3% (4108 proxy). GEO Mark . Dodson; CEQ-alock: Gregg B
gf elr ua aEa 1224 1&2’0 {77% In OR), Company buys gas supply from Canadlan and U.S, Kanlor, Inc.t Oregan. Address: 220 NW 2nd Ava,, Porlland, OR
Cument Liab, ' . = | producers; has lransportall fights on Norihwest Pipeline system, 87209, Tol.1 503-226-4211, Intemat: wwtnwnalurslcom,

Northwest Natural’s third-quarter re-

sFast Es}'q a7 ] sults reflected mostly unusual items.
i

from its gas cost-sharing in Oregon. The
state has modified the cost-sharing proce-

ofthanga porsh) 1”!‘5-,/ e 413 | Tnt the 2007 perlod, the company received & dure, so that the compary new chooses to
Ravenuss 5% 85% 68% | gpate tax refund, and in the 2008 guarter, recelve either 20% or 10% of the difference
Cash Flow" 30% b55% 6.0%
Eamings a0%  B.5% 705 | it lost money from its gas cost-sharing me- between actual ges costs and the prices
Dlvk)!‘a‘r/xdls tg'o zgge g.g;:g chanism In Oregon; the two items added built into rates, with the balance golng to
Book Value 36% as%h & up to about $0.1Z a share of the higher its customers. For the next year, starting
cal | CUARTERLYREVENUES (fmil) 1 Full {ear-tu-year loss, (Gas utilities usually in November 2008, Northwest has chosen
cndar |Mar3d Jund0 Sep3d Pecdi| Year| book Josses in the summer guarter.) Mean- to retain 20% of that difference, belleving
005 13067 1634 1064 94id | 8105 while, customer growth, at 4% from Sep- that it will earn a small profit from the
2008|3004 4710 449 3368 [Hoia2| tember 30, 2007, was below the recent 3% cost-sharing arrangement.
2007 13944 1832 1242 3317 [10332] pace, but still above the national average. Several projects should contribute
a6 3877 1945 4097 3113 |f000 | Lower costs should lead to a good considerably to earnings by the end of
200 |30 fa0 d0 335 6% | fourth-gnarter earnings gain, Despite our 3- to 5year horizon. Glll Ranch, a2
Cal EARNNGS PER SHAREA run | the higher-than-expected third-quarter pgas storage project near Fresno, CA,
oo |marat Jund0 Sepdd Deodl| Yoar | Joss, Northwest reaffirmed its' 2008 should receive approval from that state
06 | 144 0t 431 84 | 21| earnin s-per-share puidance _of $2.48- next year and open by 2011, The Palomar
05 | 148 07 ¢35 145 | 235] $2.63, In the final frame of 2007, North- pipeline, a joint vénture with Trans-
a7 | 477 40 ¢z 1M | 275| west spent asbout $3 million over its Canada, would connect Portland to a sec-
8 | 463 08 d38 12 | 2851 normal operating expenses, partly In con- ond source of gas, Northwest's investment
a9 | 470 43 di0 127 | 280] pection with redoing some business prac- in the two prajects would total about $525
cal- | QUARTERLYDWIDENDSFADE= | pull | tices. The absence o those costs, plus con- million if both halves of Palomar are built.
endar |Mar3d Jun30 Sen30 Decdi] Yesr! tinued customer growth, should produce a The two investments would add signifi-
04 | 425 435 a5 35 | 1301 good earnings boost. cantly to our ou:iyear earnings forecast.
05 | 36 A% a5 345 | 132| We Jook for normal earmings growth These top-quality shares, steady in
2008 | 35 345 a5 365 | 1391 in 2008, excluding the effects of gas recent troubled times, should appeal
s | 355 355 3% a5 | 44| cost-sharing. In the Arst nine months of to conservative investors.
w08 | A5 A5 A5 3 2008, Northwest lost about $0.17 a share Sigourney b. Romaine December 12, 2008
(4] Diluted earnlngs per share, Exciudes non- (B') Dividends historically patd In mid-February, Gompany's Financlal Strongth A
recuming lems: ‘08, $0.15; '00, $0.4%; '08, | mid-May, mid-Augus!, an mid-November, Stock's Price Stablily 100
(50,06). Next amings report dug eary Febru- | Dividsnd relnvestmont o avaflabla, Prlce Growth Persistence 70
{C} In millons, sdjusled for slock spiL. Eaml billl 60

an,

© 200, Valyo Ling Publisting, Inc. Al ighds roserved, Faclal maledal fs obiplned from sourees beSoved o bu relablo and I rovided wihout wiarreniles of any Kind, B
THE PUBLISHER &%&m REgPONSIBLE R ANY ERRORS OR DIISSIONS HEREIN, This publicallon Is slricly for subsciber's m?m. Smmmmlal. Internal usﬂn p"zr( :
of X imay bo tepeodiuced, resold, stored ‘or ransmitted 1 ony pided, eleckranl o oifer form, of us o qenerang o tiketng sy inted of eleclionlc publlealion, sepviee or product, B2
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GAPITAL STRUCTURE as of 7/31/08 7053 | co65 | 8304 [ 11078 | e3z0 | 12208 | 16297 {47601 | 19247 | 17113 2000 | 2140 |Revenuss ($mil) A 2340
Totol Dbt $894.0ml, DuninSYrs§is00mit | g03] se2| 640| g55) 622l TAA| 852 018 | oz w44 414 418 |Not Prot{hmil 150
%‘m‘rgﬁm@w "H.—'fu'ﬁfﬁ:fmﬁ"a~ A AR AR EEAEIEIEA Incoma Tax Ralo 500
4 HA0E me | yun | ast | ak | Bt | 7% | 6d% | 62% | 6% | 501 Gi%| 654 64%
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Panslon Assels-10107 $225.0 mlll s5% | 53.0% | 530% | 624% | 50.0% | 51.0% | 664% | 68.6% 51.7% | 61.6% | 625% 53.0%
Dbtig, $168.7 i, [583 | A7 | 5784 | 10604 | 10614 | 10902 | 16148 | 16052 | 7078 | 1033 | 4765 a5
pid Stock None o006 | 10470 | 40720 | 41147 | 11605 | 18123 | 1840 | 10304 | 20753 | 24416 ) 2200 2400
ST B | 3% | T0% | TEh | Bb% | 8% | 8% | 12| 18| 804 Relum on Tolzl Cap'l | B5%
Gommon Stock 73,276,658 shs. taon | nae | 1z | 4% | 08 | 408% | 1000 | 18% | 1% | 9% | 1254 125% [Rotum on Shr Eqully | 13.5%
s of B/2(08 1a2% | 44.8% | 429% | 197% | 10.6% | 11.8% o Lisso 1 4lon | 11.9% | 1284 | 12.5% {Relum on Com ul 13.5%
WARKET CAP: §2.3 billon [Mid Sap) AT OE | 5% | 0% | LT | a3% | aTh | 6% | 28| a5k| 404 7.0% [Refalned lo Gom Eq 5%
cum&wosmw 008 2007 TRA0B| es% | 72| TR 78% | % | T4 | 6% | 6% 74n | 0% | s6% | 67% |ANDivds o NetProf 8%

Cosh Assals BY 7.5 4.5 [ BUSINESS: Pledmont Nelural Gas Gompany Is primarily @ regu-  B.J yeers, Nonregulaled operallons: sela of gas-powered heallng
Other 4674 4208 42881 Iled nolurel gas diskibulor, sendng over §32,097 customers I equipment; nalural gas brokeing; propana salas, Has about 1,876
Cunent Assels 4760 "4353 ~434.8 | North Carollna, South Carclina, and Tennessee, 2007 revenua mix: employeas, Olfieers & directors own lass then 1% of comman slosk
Ami.’llsgayabla 193% 18%% ?1219% residentlal (54%), commerdlal (30%), Industial (14%), other (2%). {1108 proxy), Chalimen, GEQ, & Presldent: Thomas E. Skalns. Ino.:
Debt Due - g 51 Prncipsl suppliers: Transco and Tennessee Pipeline. Gas cosls:  NC. Addrs 4720 Pledmont Row Dive, Cherlote, NG 28210, Tole-
Qthar 4504 1323 _t1d.2 94% o7 o 18; 34%, Eslmaled . . s oladmont

Current Liab, “4004 4245 4356 £9.4% of revenuos, *07 doprec, tate; 3.4%, Estimated plant age! phiona: 704-364-3120, Intemels g com.,

Fix. Chg. Cov. 251% 225% 290% | Piedmont Natural Gas likely posted a roval for a rate increase in North Caro-
ANWUALRATES Past  Fast Estd’0s<07| larger share loss for the Ocfober in- lina. This allowed the compary to rajse its
ofchengo {persh) ng » 31“5% to 215'53 tertm. Its topline volumes have been annual rates by $15.7 million, effective
Rovenyas g% 0%  b0% | prowing steadily due to its residential and November 1st. Meanwhile, the Robeson

E%ﬁlngéw ?‘5’.%7’/: 75.0’//‘; g’iﬁ% commercial businesses. Moreover, market- liquid natural gas storage ro_jlgct. Jocated

Dmiﬂ‘l;ds 5.0% 4-2% 3~g§5 ing activitles are beglnning to Vear fruit in NC, s moving along nicely. This factlity

Book Valve G0% 68% 48% | fofits whalesale division. But weaker per- should allow for extra ca acity and profits
B ty |3

Flacal GUARTERLY REVEHUES (§ mill} A Fﬁg"}al formance at the sideline Hardy Storage duriog peak winter months,
oar | gana{ Aped Juldt Qct31) 'vosr | and Southstar Energy Service units ought Hardy Storage and Southstar Energy
2008 606 6080 2320 366 |176%1 | to detract from other Income, resulting in  Services contributions to PNY have
2005 |eafd 4832 2378 2822 LEAT| the aforementioned decline in share net. moderated a bit. This stems from higher
2007 6772 5315 2244 2782 |17143| However, due to stronger {Froﬁtabm gar- operating expenses at Hardy Storage and
e 17085 €342 547 3026 12080 | Tier this year, PNY's 2008 tally likely ad- from the effects of warmer weather on
2000 |ets 655 a0 910 |2M0 | vanced almost 11%. Southstar Energy. Meanwhile, Southstar
Flseal EARNINGS PER SHARE A8 F ul )} Due to the tough operating environ- has been impacted by rising commodity
Jor | janad Aprd0 Juld O3t | Yoir | ment, the top and bottom Hines may prices and reduced opportunities from the
w008 |83 &2 606 a0y | 32| well advance only 3% in fiscal 2009 management of storage and transportation
006 | 94 & di6 dog | 127} (began November 1st). Winter heating assets. Still, the Hardy Storage facllity
S0y | 8 88 -udi2  dfl | 140| costs are expected to remain Hat this year. only came on line in April, 2007, There Is
g | 442 & diD ofd -25 However, some uncertainty stems from the room to expand, and operations can be
008 | 443 68 din dil | 460} 2008-2008 winter weather. Meanwhile, op- tiihtened up, pmvlding upside, In all,
ool | QUARTERLYDNDENDS FAID S | Full | erating margins should continue to benefit These neutrally ranked shares may of-
endat bMardt Jund0 Sepdd Deodt! Yewr| from higher volumes and decreased opera- fer modest conservative appeal, They
2004 | 208 245 215 .25 | 85| ting expenses. Thus, profitability ought to have been more volatile than usual since
26 2 B 3 5 | ymprove marginally. Furthermore, our September review. However, present-
5 |23 4 M M 95| New rate cases and capital projects ly, they are trading almost 13% higher and
wr |24 B B & 5| augnr well for the companys pros- oifer good dividend growth potentlal,

wa | B B BB pects, Pledmont recently recelved ap- Bryan Fong December 12, 2008
Al Flaeal Jnar ends Oclober sl &Cp) ‘Oiidends Rislorically paid mid~January, | millon, d3¢/share, comﬁang'a Flnancial Stranglh B+
8} Diluted eamings. Excl, extraordinary tem: 1, July, Oclobar &) In millons, adjusted for slock spill Stock's Prico Stabliity 100
00, B¢, Excl. norectining charge: '87, 2¢, »Did ralvast plan avallable; 6% discount, Quarlers may not add o fotal due to E;Ina‘ vanhlﬁe!rslslanca &0
i euiclal

Nex! eamings ropott dus eary Feb, (D) Includes deferred cherges, In 2007; $23.8 | changs In shares oulstanding,

@ 200m, Valua Lina Pubfshing, Inc. Al fohls reserved, Facitol molatis) 15 obtzlned from soureas heln{:d 1o be rellablo and Is provided without wananlles of any Knd,
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MARKET CAP: $1.4 Blllion (M1d Cap) TWET A0 | A% | 05 | A% | 50% | 65% | 6.0 | 0.0k | 6% | 0% 5%

CURRENTFOSITION 2006 2007 Sh0o8 | 1% | 72%| 6% ] 76% | 62% | 5% o% | B0% | amh| Adsth| As% | 47% |AuDIVdstoNetPral 42%

Cash Assbls 79 111 4.2 | BUSINESS: Soulh Jersay Industres, Inc, Is 8 holding company, iz~ Soulh Jersay Energy, South Jersey Resources Group, Marna En-
Other 2638 3166 _950.7 | cubsidlary, Soulh Jersey Gas Co, diskibules matural gas lo  ergy, end Soulh Jersay Energy Senvite Plus, Has 604 employees.
Currant Assels 7 5203 9548 | 335563 cuslomets In New Jomseys southem counlles, which  OfiJdir. contral 1.0% of com, shares; Dimenslona! Fund Advisors,
So%l‘sgayabh }g;g 1%% 1255 covers 2,600 squara mies and Incudes Alando Cly, Gas rvanuo  6.5%; Berclays, 6.4% (3108 prowy). Chimn. & CED: Edward Gra-
Daht Dug 1542 205'—, 1935 | mix'07: recidenlil, 46%; commerclal, 2% cogenerallon end elec-  ham, Incorps M, Addresst 4 South Jursey Plaza, Folsom, N4
Cunent Lizb, ~4555 “aga 3784 | b genesation, B%; Indusiel, 23%, Non-ullly operalions Include: 08037, Tel: 606-661-8000, Infemet: vwsfindusties.com,

Fix. Chg, Cov, 521% A76% E81% | Shares of South Jersey Industries clting preater natural gas costs, Its Basic

ANNUALRATES Fast  FPast Estd'05-07 | have held their own in recent months, Gas Supply Service rate will now increase

ofchanga fporsh) fﬂ,YIﬂv, 5;1!5- ng;;g despite considerable weakness In the Eg' 9.2%, which was somewhat smaller
y an

Rovengen w 10% 40% 20% | broader market. The company reported had been originally requested,

Esmings §E% 126% 60% | strong results for the third quarter, Cus- reflecting a decline in gas prices in recent
E‘VWGVN’S gan ég‘z/ﬁ g-g; tomer growth at South Jersey Gas contin- months.
ack Value 5% 125% 48% | Qed at » decent clip, considering the slow- The company has announced a 10%

Gal- | GUARTERLY REVERUES (i)} 1 Full | down in the housing construction market, dividend hike, The board of directors
e IMand Jund0 Sepd Dueai| Year | The utility posted a slightly preater loss in  raised the quarterly dividend from $0.27
7005 13266 1540 Jard 2814 | 8210 | the recerér}.ﬂgeriud. though, Losses are com- to $0.2975, starting with the December
2005 (3726 1608 1547 2603 | 83141 mon for business In the third guarter, payout, The company has established an
07 |3684 {717 4582 2604 | 9564 | due to a lack of heating demand. This was encouraging trac] record of dividend in-
2006 |3480 {58 2104 2650 | 960 | more than offset hy strength in other creases in recent years. We expect this
2008 {365 160 200 2715|1000 | arems, Higher cooling demand and the gattem to continde. In addition, South
Cal- EARMINGS PER SHAREA Full upening of the Bnr%ata's new Water Club Jersey has announced a share-repurchase
e a3l Jundd Sep3d Beedt| Vear | tower benefited performance at the on-site program, Under this program, the compa-
005 | 8 .27 &3 38| 171 ener g{uduction business, Marina Ener- ny can buy back up to 5% of common stock
206 | 405 20 & 69| 248] gy. The Retail Services and Asset Manage- sutstanding over the next four years, This
a7 {1 2 80 8| 209) ment & Marketing segments also posted ought to keep a lid on the share count,
1 28 %44 68 | 23| improved results, We anticlpate = healthy supporting share net.
w435 a0 A5 0| 280 esrfarmance in the fourth quarter, as well. This issue is neutrally ranked for
ot | COARTERVVOENOSPAIB®e | Full | We expect a share-earnings advance of year-ahead performance. Looking fur-
endar {Mar3d JundD Sen3D Deodi] Yoori roughly 10% for full-year 5008, Bottom- ther out, we enticipate solid bottom-line
004 | -- 02 02 A5 | B2] line growth ought to continue in 2008, growth at the company over the pull to
5 |- 243 @3 AW | 88| The New Jersey Board of Public Utili- 2011-2013. This good-quality stock offers
2006 ) .. 225 295 AW | 82| ties has approved a rate increase for subpar, but reasonably well-defined, total
207 | - 245 245 A5 | i01] South Jersey Gas. The subsidiary had return potentlel for the coming years,
08 |- 20 20 bG originally requested an incresse inJune, Michael Napoli, CPA December 12, 2008
AT Gased on GAAP EFS lough 2005, gco- | ponl ops.: 96, $1.14; 07, (50.24); 08, (S0.25}; | B Tvda pald catly Apr,, Jil, Ocl. end lale | Gompany' Financfal Sirength Bt
!\n)mlceam!ngs theraafler. GAAP EPS: '98, és@.ozy; '005. (somg;‘éi. (so).ozg; '62. ! &)e’m-Div? tolnves! Sgn avall, {C) Incd, regu- stac&sgncustab!my ? 100
$2.40, Excl, nonracur. galn (loss): 01, $0.12; {50 43; '3, (50.09); '05, (30.02);'0 (10.02); Yelory sssels. AL BI30/08; $2427 mlll, $7.46 | Prlco Growth Porzlstence 85
Q2 08, {§0.70), Exd gain (losses) from dls- 07, $§ 01. Next egs. roporl due fals Fe ntary, | per shr, (D) In millons, sdusted for spit Eamnlnys Prediclablilty 75
© 2008, Vdva Uno Pubilsténg, Inc. AY dghis roserved, Foclud matosial Is obtohied from svurces hefayed to be redabla ond Is provided wihout waramles of eny Kitd, 4%
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be rusol, stored or rznsmited In any teclrarlc of other I fory e,

2
H
ZI Nmay be reproduced, nsmi ited, of other form, or enetating oF rarkeling any printed of dectronic pubBtalion, sanvica or pod

Schedule FJH-14
Page 8 of 11



SOUTHWEST GAS WSEsi T 24,79 e 13.6 (e G 133010 3.8% I

Wl 203 288] 235 230] 247] 264] 23.6] 262 28| 24| 3sp| 233 F
mheuness 8 s | | 03] 28] 2R B8 BT B3| BE| BE| B/5| 2| 65| 24 e e s
SMEN 3 lgui [LEGENDS .
TECHNGAL 2 Ractraions | @oistoy i e e o
o Jsese Rofallva Prica Srength Gl
BETA 76 (1.00= Makel) Uggngsdu ik &
73 3'PROJ'E‘crAl%N'?‘Tnm u,ﬁ,’,,,:’,",‘,‘,,‘,’;,,,‘,‘,,‘”"’,ﬁ}’ 7 " B e B B P Erop o
i
Pics  Golg - Refum =L 2 I Y o
i £ figgfﬁ 1% M-F‘Tl' WL Ll 1l 20
Insider Decisions TR KT ALY 15
JEMAMIJIAS R S
wihy 0000C0D002 L - § e 10
oplos 061010000 R J S ] g
s50 0029030002 * ran %707 RETURN 408 [
Institutional Decislons .méx Lo
fones 20tk 20100 L} 1 1 5101 [ .
ar 88 @B o oo
1?!&4@00) 34488 84150 3meE0 tmdod 3 5y 333 08 |
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95931 2568] 2846| 23.03| 2400] 2673] 2047 2024 | 3261 | 4288 | 3058 ) 3596 4044 | 4350 | 4647] 5027 | 48.85| 50.00 [Revenuespersh A 5835
sa4l 324] 503| 265 a00| 85| 4dB| 445| 45| A1) 607 5i1| 657 6a0) sm| eat| &oo) 645 "CashFlow’ persh 700
st s 1z| dof 2] ] tesy der| 121 45 146] 193] 165 25| 198] 1e5] 475| 200 |Eamingspersh A8 250
) gé| s g2 se} g2y el B2 g2) M2) B2 821 a2) 42| 2| 8| 0| .94 |DWdsDecldpershCx | 105

o SA5| GE | Ei8| 649 G18| BAU| 141 TG4| GAT[ BE| T2 TA 0 | Tas | 660|750 |CaplSpending persh | 9.0
t508] 1506] ooe| s4ms| a0 1400 dae7| 1631} 1662 107 ] 1791 | dade 1B | 1940 2168 | 2208 ) 2090 24,45 |Book Valuo persh 2655

I BB | AT | T73| 230 | S0AT| 3089 9141 9249 93 | e | Goad | 03 | ALNT| 42611 4400 5,00 |Common Shs Utitstg © | 4800
—eET BET RO WWF| | ZAA| Rz 2ni| fao| feu| I mz| W3 W8 358 | 184 | Dol Figlres s |AWG AT PIE Rallo 0

ot] s] el wwe| ss] 1| ee| 12| tes| er) ww) aes| gs| 0| g8 ap) Vilmo (RelallvePERal 100
sl adh| azn] 6a%) A7h) 4% 38| % | 42% | 38 | 36% | 38% | 35 | 3%k | 26% | 24% estiiates Jaun AnpiDivaYied | 28%
GAPITAL GTRUCTURE as of B/30/08 5173 | 5350 | 10344 | 13067 | 13208 | 12390 | 14778 | 17443 | oAy | 2tseq | z#50| 228 |Revenues () A 2800
a5| w3l a3l anz| s 5| sea| 4sa| mo5| eaa| 760f 50,0 [Met Prolt (Sl 120

Total Debt §1326.6 mil.Dve In & Yrs SSG.0mM, 73 | To5% | 25.2% | S45% | 926% | 05% | A0k | 20% | 1% | 965% | 0% Tneomo Tax Rale 0%
Lroensisi i, Lrinrost$S00ml | gap | g | ars | o7 | aeh | sk | vk ook L Avi) o9h) st el Prol Margin 434
e eebriteed i renials ST0 i, | 60.2% | 60.3% | 602 | 8620 | G25% [ Go% |24 | BREG [ E0G% | 04% | 560% 4% [Long-form DetlRallo | 60.5%
Fanslon Assels-12167 $441.7 mil, asaes | 255w | osew | aves | adas | 3a0m | a5a% | 3629 | 384% | 418% | 440% | 46.0% |Common EquilyRatlo | 49.8%
oennssdedml,  [i0a A28 | ARG [ 4776 | T743 | TE516 | 10605 | 20760 | 22678 | ZMOR | 2023 | 2300 |TolslCaplial ] | 2675 |

Pid Stock Nona 14594 | 15811 | 16e6.1 | 10265 | dov05 | 20767 | 23300 | 24801 | 7604 | 28453 | 2060 | 8400 {Net Phond (Sml 3600
Stock 43,814,407 ghs. e T m T AR V| AT | AZh | S0 | AT4 | GG | GE% | 50%| 6% [RelmonfolsiCapl | A%
Commian Stock 45,$14407 - son | on | 6| con | 6o | e | 834 | sen | aew| wsw| 73%| 8o [RetumonSeEquy | 8s%
suoth | 7e% | 72% ) es% | es% | bav | 6% | 64% | esw| sk} 75%| £0% [RelumonComEquly | 5%

MARKET CAP: $1.1 billion (Mid Cap) 0% | 08% | A% | WOB | 19% | A% | A% | 20% | Gk | 48% | 3% | 4.5% [RelainedtoGom Eq 5%

CURREL!{I'PDSITKUN 005 2007 G008 | g% | 64| el Tih| onm | 7% | Avh | 66N | 4| M) SE4| 44 AR DIv'ds fo Net Prof 42%

Cash Assels {88 220 132 | BUSINESS: Suulhwest Gas Corporalion Is & regulaled got dis-  therms, Sold PriMert Bank, 7/86, Has 5,073 smployees. Off. & Dir,
Other __4_8%_!1 __ﬂo_g _2_5_7,% tibuter serving approxmalely 1.8 millon In secllons of  own 1.8% of common slock; T, Rowe Prlce Assotlales, Inc, 6.7%;
Currenl Assels EOTG "E026 2704 | Arzonn, Nevads, snd Calfomla, Comprised af two bushess seg-  GAMCO Investors, Ino., 5.8% (3/08 Froxy), Chalman: James J.
sﬂlg&fﬂyaﬁ’ﬂ 22;'1 2%9,7 3%% menls: nalurel gas operalions and consliuclion Servces. 2007 mer-  Kropld. Chlef Execulive Oficer: Jaffroy W, Shaw, Inc.: Callfornla,
Other us 2658 250:] augy | i i vesidentlat and small 1o, B5%; larga commerdal  Address: 5241 Spring Mountaln Road, Las Vegas, Nevada 89183,
Current Llab, ~4EY 5278 ~a50.0 | ond lndustdal, 6% transportalion, 6%, Talal thoughpul: 24 Billon _ Telephone: 702-876-7237, Intemel: vww.svigas.com,

Fix, Chg, Cov. 220% 229%  230% | Southwest Gas reported an unimpres- seeking a §9.1 million increase in operat-
ANNUAL RATES Past  Past Esld 05/07 sive performance for the third ing revenues in California. These requests
&l;}\x]ﬁ:g;&:ﬂb} thirg.’ szé% o 11-51} quarter. The top Hne advanced slightly in  appear reasonable, although it is unclear

“Cash Flow" 45% 0% g;gy; the recent interlm. Operating costs in- what pressures the rate boards may face,
Enmlngs i20% 60% 6&% | creased at a faster pace, though, Moreover, if any. We expect declslons on these cases
Dividends o ag 40% | the company reported @ negative return on by yearend. The company's focus on
Book Valua 3% 4 40% | jong-term investments, Overall, Southwest procuring rate relief and improving rate

cal. | GUARTERLYREVENVES bmil) [ Full | posted a much greater share loss for the design is important, as SWX depends upon
endar |Mard] Jund0 Sepad0 Decdd] Yeer | period, Customer grawth has moderated in  such approved revenue increases to help it
S5 (EZ8 34 5133 490 |74 | recent perlods. A slowdown In the new cope with higher expenses and to provide
2006 16768 4208 3548 G665) (20247 | comstruction market and an increasing in- for smoother earnings.

2007 |7837 4265 345 5003 (24524 | ventory of vacant homes in the Southwest Investors should be aware of several
2008 |8435 4473 374 5147 |2650 | hurt performance. Third-guarter losses are  caveats. Warmer-than-normal tempera-
o8 |go 475 445 860 12260 | common, considering the seasonal naturs tures durlng the winter months can hurt
cale EARHINGS PER HARE® i | of the business, Still, the company s oper- profitability at Southwest Gas, Moreover,
ondor |Mard! Jun3D Sepa3d Decd)| Yoar | ating in a challenging environment, which the company will likely incur higher oper-
20 | 8 607 443 & | 12| ought to contlnue to stymie growth in the ating costs Bs it eontinues to expand, Fur-
2005 | 44 02 d28 441 | 188) near term. We anticlpate flat revenues thermore, insufficlent, or lagglng, rate
| 447 49t dzz 100 | 185| and lower earnings per share at Southwest relief could also hurt profits.

2008 | 444 006 a8 105 | 76| Gas for full-year 2008. Share earnings Shares of Southwest Gas, once
009 | 445 NI d25 110 | 200% may rehound in 2008, assuming success at favored for their growth, are out of
Cal- | QUARTERLYDWIDENRSPAIDC= | pull | controlling costs, sorts now, Nevertheless, we anticipate
endar |Mard3 Jund0 Sepad Decdi| Year | The company has two important rate higher share earnings st the company by
w00 | 205 205 205 .05 | 2| case proceedings nearing conclusion. early next decade, At the current quota-
5005 | 705 205 205 .05 | .82) It is Seeking a rate increase of $50.2 mil- Cion, this issue features paod total return
2005 | 205 205 205 205 | 82| Jon in Arizona, and has included proposed potential for a utility, considering its
2007 {205 245 216 216 | 85| rate design chan%s to address weather- healthy dividend yield.

008 | 25 2B 2 25 related volatility, Elsewhere, Southwest Is  Michael Napoli, CPA  December 12, 2008

gA Tad, Incame for Prvier Bank on the sqully [{11¢); '06, 74, Ind, assel wrledown: '03, 44¢. | eany March, June, Seplember, December, x
asfs thiough 1684, (8} Based on avg, shares | Excl. loss from disc, ops.! '95, 76¢. Yalals may | D8 relnvett, plan avall. (b} In mions.
pulstand, thru. ‘86, then diuled. Excl. nonrec, | not sum duo lo rounding. Next egs. reporl due

galns (osses): '93, BY; ‘07, 16¢; ‘02, (10¢); 05, | lele February, {C) Dividends historically pald

© 2008, Valun Ling Publishing, Inc, All iighis soserved. Facta) matoilal Is obinined from sourcas bekeved 1o bo reable and ls provided witiout warrandas of ony Kind,
THE FdBUSHER 15 NOT RE‘gPDNSlBLE%’ORAHY ERRORS OR OMISSIONS HEREIN, This publication s stritly for subsuribar’s ovm, non-commerclal, Infetnal use. flo pan
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CAP{TAL STRUCTURE as of 5/30/08

Tota} Dokt $950.7 mill,  Due In § Yrs §398.5 mifl
LT Dobt $603.7 mll. LT Intorost $40.4 mill,
(LT Interast enmed: 6.7x; tols} Interest covarape:

§.7%)

Pension Assols-9/08 $588.2 mill,

Oblig, $580.5 mil,
Proferred Stock §28,2 mill, Pd. Divd §1.9 mill,

Common Stock 49,971,614 shs,
as of 10/34/08

MARKET CAP: $4.7 blllion {MId Cap)
GUR&EN‘I’ POSITION 2006 2007

48%
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120%
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| 14787
5%
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£0.3%
16254
21504
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10.2%
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36.0%
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16712

22083

6.1%

14%

11.6%

26378
254
39.0%
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38.5%
B1.5%
1497.8
206713
7%
10.3%
10.2%

Income Tox Rale
et Profit Maraln

Lang-Term Debt Ratlo
Commun Eqully Ratle

Relum an Tolal Cap'l
Relum on Shr. Equily
Relum on Gom Equ!
34% | 3&%| 43% Refatned to Com Eq
0% 6% 6i% Al Bivds to Hat Prof

44
556.9

86,3
208.5
238.4
3 113.8
Curent Liab, 560.8

Cash Asaels
Other
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Actls Payabls
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BUSINESS: WGL Holdings, nc, Is the parent of Washinglon Ges
Light, & nalural gas distributor In Washington, D.C, and adjacent
areas of VA and MD fo resldent! end comm users (1,045,201
maters), Hampshlre Gas, a federally regulalad sub,, oparates an
underground gas-slorage facllly In WV, Nonregulaled subs.
Wash, Gas Energy Svos, sells end delivers nalural gas end pro-

48
568,38
TEN]
2189
05,4

1348
B57.1
480%

vides energy relaled products In the D.C, metro area; Wash. Gas
Energy Sys. designsfinstalls comm’| healing, vanilaling, end alr
cond., systems. Amerlean Century Tnv, own 8.2% of common stock;
Olt4dir. less than 1% {1/08 proxy), Chann. & CEO: J.H, DeGrallen-
valdL. Ines D.C, and VA, Addrs 1100 H 8t, N.W., Washinglon, D.C,
20080, Tel.: 202-624-6410. Infemat: wwwwgtholdings.com,

Flx, Chg, Cov, 485%

ANNUAL RATES Past
ofchange (persh)  10Y1s,
8.0
Eamings g'g:"
Biviands 18%
Hook Valus 4.0%
QUARTERLY REVENUES [y mill) A
Dec.31 Man3! Juni30 Sepd0; 'y,
5234 8208 3490 2841
9029 10845 3468 INS
7320 11189 4678 3257
7516 10200 4847 3019
760 {050 480 360
EARNINGS PER SHAREA B
Deedd Mardd Jun30 Sep.3l
gg 1.63 47

WGIL Holdings performed well in_fis-
cal 2008 (ended September 30th). New
rates, higher consumption, and customer
growth contributed to the annual top-line
increase of almost 18%. Meanwhile, the in-
{tiation of regulatory mechanisms like the
weather normalization adjustment (WMA)
mindmized usage volatility. And margins
widened due to the successful expansion of
the “"asset optimization" program. The
retall energy segment did not fare as well,
This reflects Jower margins from electric
sales, partially offset by slightly higher
marglns for natural gas sales. Weakness
here stemmed from milder weather and
the loss of certain government and large
cornmercial accounts. However, on bal-
ance, WGL's earnings per share advanced
11%, Next up,

We look for December-period results
to be little changed compared to last
year. Aggregate electric and gas customer
mecounts declined in the most recent
quarter, due tp the extended run-up in
natural gas and electric prices from Febru-
ary through June. That caused WGL to
halt its mass market customer acquisition
efforts. However, as the company begins

Past  Est'd'05/07
5Yis.  to'it¥Rd
12.5%

2

150 A3
QUARTERLY BIVIDENDS PAID ©x
Mar3d Jun30 Sep30 Deedd
3% 4% 3%
i <k R R
cct I R
3 " 34
36 36 36

Cale

fiscal 2008, lower energy prices have al-
lowed it to resume those efforts. It ma

take some time for these 660 ms to pic

up steam, consequently, WGL will Hkely
experience growth in electricity sales, but
natural %as volumes will probably contin-
ue to decline, as the last of the lost govern-
ment accounts roll off its books, However,

The company should still register a
modest 3% earnings increase for fiscal
2008, The utility segment. should benefit
from an estimated 9,500 new accounts, as
well as higher contributions from its ex-
panded asset management strategy. Mean-
while, the retail energy business may get a
boost from stronger gross margins on nat-
ural gas sales. Also, rate case mpprovals
and capital projects augur well for WGL's
prospects, However, a likely decline in
usage compared to last year's unusually
hiﬁh levels could be an offset.

These neutrally ranked shares may
all?ipeal to conservative income-
oriented accounts, Indeed, this is evl-
dent in their good dividend yield, stron
Safety rank (lg). solid financlal stren%
(), and top marlk for Price Stability (100).

Bryan Fong December 12, 2008
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CAPITAL STRUCTURE as of 8/30/08 5693 6052 | 8317 | 10928 | 12006 | 11685 | 18000 | 20184 | 23402 | 28967 | 3060 3100 |Revenues (Smill)A 3590
Total Bebt §3693.0 mill, Due In § Yrs $1616 mill 122) 104 141 1281 386 437 ) t40f 1957 | 2074 | 2087 245] 275 |Net Profit (Smill 375
:—gsfg?_ﬁgﬁggﬂjm Lyintorost$10Tmil. \"05% | T05% [ 00% | T3 | B2 | % | I11% | 265% | 5% | 238% | 390% [ 3505 [Icome Tox Rale 0%
Ly Fe8K 18% | 17% | 1% | b | 28% | a7% ]| 6% | o | 93%| 8% | 60%| 8% |NetProftMargly 10.6%

(54% of Capt) | 63.0% | 62.0% | 53.1% §5.4% | 63.0% | 65.0% | 63.1% | 52.5% | 56,1% | 51.3% | 69.56% | 58.0% {Long-TermDebtRalio | 55.5%
Leases, Uncaptallzed: Annual rentels $16.4 mill. | 37.0% | 38.0% | 46.9% | 39.6% | 86.7% | 350% | 30.0% |{416% | 38.4% | 36.2% | 38.6% 40.0% |Common EquityRatlo | 43.0%
Penslon Assels-12/08 $128.3 mlll, B03.2 | 7020 | 1660.6 | 21615 | 1667.6 | 2602.1 | 94166 | 3903.2 | 4740V | 5166.1 8555 | 5880 [Total Capltal (Smill 8130
Pid, Stock §230.0 il P,{?’ggg;j‘;%‘f;gﬁk B48.4 | 6703 | 14872 | 14553 | 14564 | 31446 | 32075 | 34850 | 45044 | 61023 | 5500 | 5750 |NetPlant (Smlll 6500

- -0l b o Gty | 07% | 6% | 23% | 20% | 43% | 33% | 48% | 65% | 65% | 6i%| 68% | 65% RelumonTolalCapl | 6.5%

Common Stock 123,082,918 shs. A% | 35% | 16% | 1.6% | 5.3% | 4% | B.0% |10.6% | 10.6% | 11.6% | 11.5% Retutn on Shr, Eqully 10.5%
as of 10/31/08 4% | 35% 1 15% | 1.8% 1 53% | 47% | 10.2% | 11.0% | 14.0% ] 120% | 12.0% Return on Com Equl 11.0%
MARKET CAP: $1.6 biiflon (Mid Cap) A%V a5% | 5% | 18% | 53% | 4% | 10.0% |110% | 8.9% | 83% | 7.0% | 7.5% |[RefalnedtoComEq 1.5%
CUI(QRMELI{'I'PDS“IUN 2006 2007 8/30/08 . - - - . | TR ®h| 4% 2% | 30% | 29% |AlDIvds toNetProf 20%
Cash Assels 5.8 57 3.1 | BUSINESS: Southern Union Co. owns and operales assels in the  Services 3/06. Sold Rhode Island operalions 2/06; PG Energy 1/06.
Recelvables 298‘% 358.5 193-313 requlaled and unregulaled natural gas industry end Is primanly Owns 100% Interast In CCE Heldings. Has 2,337 employees. Of-
Elm}tnry (vg Csl) %‘g-, %ggg gﬁn engaged In the transportation, storage, snd distibution of nalural ficers & directors own 10.1% of stock (3/08 proxy). Chalrman, Pres-
Gurrent Assals '%’9—0_8 ~B063 —57-4—5- gas. Serves aboul 560,000 residential, commerclal, and Industial {dent & Chief Execulive Officer George L. lndemann. Inc:
Accls Payable 9008 3353 2263 customers through fis Missoud Gas Energy and New England Gas  Deleware. Address: 5444 Westhelmer Road, Houslon, TX 77055,
Debl Dué gggg ggg? gggé Company. Acq. Panhandle Energy 6/03; Sld Richardson Energy  Telephone: 713-888-2000. Intemel: www.southemunlonco.cont.

er -1 4304 3988 g thern Union’s recent operating re- regulated businesses with predominantly

Curment Liab. 12008 _1923.7 - 1'22?2 sults were a mixed bag. Its top line ad- fixgelél—fee structures, such as interstate
ArNgUAL(?I}T}%S at fest Estd 05 07| vanced 25% for the September period. pi]i)\}alines, storage, and liquid natural gas
Ry et @ e oo, “ghw | Most of this gain stemmed from the (LNG) terminaling. All told, this year's
"Cash Flow" B.0% 14.0% 0% | Gathering & Processing (G&P) and Trans- share net ought te advance almost 6% over
Sllmlnggs 130% 39.5% p .g:/, portation & Storage (T&S) units, However, 2007's.
ook Vst 120% 504 5o | hurricanes disrupted access to third-party Next year's financial results will like-
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cal- MQUA?ERLY:})‘%NUE:?(]“"[‘)“IJ% y Full | shore pipelines. Meanwhile, some of its ac- slow down as a result of customer conser-
endar |Mar3i Jundi Sepd0 Dec3d| Year| c,ints receivables had to be written off as vation. And we have trimmed a nickel off

2005 7676 3051 2550 6917 |20194| the assoclated companies filed for our earnings per share estimate to com-

gggg %g% ggﬁ gggg %gg gg’:gg bankruptcy. The T&S unit experienced pensate for the aforementioned rise in ex-

2008 {8527 7334 6573 7160 |3060 diminished profitability as its investment penses.

2009 log0 745 665 730 J3en | M Citrus Corp. did not fare so well. And Still, capital projects augur well for

EARNGS PER SHAREAB lower market-driven pipeline capacity Southern’s long-term prospects. The
cg" a3t Jun30 Sepdd Decd ;"“ release sales at the Distribution segment Florida Gas Transmission phase VIII ex-
endar { Nar. n.30_oep. d el | hurt that unit's contributions. In sum, the pansion is on schedule and on budget.
a2 4 . g% }gg added expenses squeezed margins and re- Meanwhile, the Trunkline LNG infrastruc-
ggg; gg gg gg 4 | 17 sulted in the flat year-to-year earnings ture enhancement project continues to
a0 | G4 @ % 4| 1 comparison. progress nicely, and is grojected to be in

2009 :67 pr kT :55 2:05 Thus, we have reducgd our .fourth— service during the second quarter of 2009.

QUARTERLY DWIDENDS PAID B quarter and 2008 earnings estimates. These average ranked shares have

c:l- Mara] Jundd Sepd0 Decad ;““ The economic slowdown and credit crunch lost about 50% since our September
endar_ | Vah, 2% SEp. 3] Yes | may possibly result in the writedown of review. But the pullback may provide an

gggg ST | more of SUG's receivables. Thus we look attractive entry point for patient accounts.

3008 | - o 0 A q| for a low single-digit decline in the fourth- Meantime, the solid dividend yleld may

w7 |40 40 A0 Ao ‘40 guarter top line. Still, more than 80% of appeal to income-oriented investors.
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Missouri Gas Energy
Indicated Common Equity Cost Rate
Through Use of a Risk Premium Model
Using an Adjusted Total Market Approach

Proxy Group of Nine Value

Line Natural Gas Distribution Southern Union
Line No. . Companies Company
1. Prospective Yield on Aaa Rated
Corporate Bonds (1) 5.08 % 5.08 %
2. Adjustment to Reflect Yield Spread
Between Aaa Rated Corporate
Bonds and A Rated Public
Utility Bonds 1.41 (2) 1.41 (2)
3. Adjusted Prospective Yield on A Rated
Public Utility Bonds 6.49 %* 6.49 %*
4, Adjustment to Reflect Bond
Rating Difference of Proxy Group 0.40 (3) 0.60 (4)
5. Adjusted Prospective Bond Yield 6.89 7.09
6. Equity Risk Premium (5) 5.47 7.41
7. Risk Premium Derived Common
Equity Cost Rate 12.36 % 14.50 %

* Actual Moody's A Rated Public Utility Bond Yield for January 2009 is 6.39%.
Notes: (1) Derived in Note (3) on page 6 of this Schedule.

(2) The average yield spread of A rated public utility bonds over Aaa rated corporate bonds of 1.41%
from page 4 of this Schedule.

(3) Adjustment to reflect the Baa1 Moody's Bond Rating of the Proxy Group of Nine Value Line Natural
Gas Distribution Companies as shown on page 2 of this Schedule. Normally, Mr. Hanley would
take 2/3 of the spread between Baa and A2 Public Utility Bonds (2/3 * 1.55% = 1.03%) to reflect the
risk of the proxy group. However Mr. Hanley believes that the current spread between A2 and Baa2
rated public utility bonds are not representitive of the long-term and will utilize a normalized spread
of 0.60% between A2 and Baa2 rated public utility bonds based upon a weighting explained in
depth in Mr. Hanley's direct testimony. A spread of 0.40%, or 2/3 of the normalized spread will be
applied to the prospective yield on A rated public utility bonds relative to the proxy group of nine
Value Line natural gas distribution companies as shown above.

(4) Adjustment to reflect the Baa3 Moody's Bond Rating of Southern Union Company as shown on
page 2 of this Schedule. Normally, Mr. Hanley would take the full spread between A2 and Baa2
yields (1.51%) and add it to prospective A yield to reflect the risk of Southern Union Company.
However Mr. Hanley believes that the current spread between A2 and BaaZ rated public utility
bonds are not representitive of the long-term and will utilize a normalized spread of 0.60% between
A2 and Baa2 rated public utility bonds based upon a weighting explained in depth in Mr. Hanley's
direct testimony. The full spread of 0.60% will be applied to the prospective yield on A rated public
utility bonds relative to Southern Union Company as shown above.

(5) From page 5 of this Schedule.
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Moody's
Bond Rating

Aaa
Aa1
Aa2
Aa3
A1
A2
A3
Baa1
Baa2
Baa3
Ba1
Ba2
Ba3

Business

Risk Profile

Excellent

Strong

Satisfactory

Weak

Vulnerable

Missouri Gas Energy

Numerical Assignment for
Moody's and Standard & Poor's Bond Ratings
Standard & Poor's Business and Financial Risk Profiles

Numerical
Weighting

O WN -~

Numerical Standard & Poor's
Bond Weighting Bond Rating

1 AAA

2 AA+

3 AA

4 AA-

5 A+

6 A

7 A-

8 BBB+

9 BBB

10 BBB-

11 BB+

12 BB

13 BB-

Standard & Poor's

Financial Numerical
Risk Profile Weighting
Minimal 1
Modest 2
Intermediate 3
Aggressive 4
Highly Leveraged 5
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Missouri Gas Energy
Judgment of Equity Risk Premium for
the Proxy Group of Nine Value Line Natural Gas Distribution Companies

Line Proxy Group of Nine
Value Line Natural
Gas Distribution Southern Union
No. Companies Company
1. Calculated equity risk

premium based on the
total market using
the beta approach (1) 6.80 % 10.69 %

2. Mean equity risk premium
based on a study
using the holding period
returns of public utilities
with Baa rated bonds (2) 413 413

3. Average equity risk premium 547 % 741 %

Notes:
(1) From page 6 of this Schedule.
(2) From page 8 of this Schedule.
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Line

Notes:

(1

(@
(3)
4

©)

®

Missouri Gas Eneray
Derivation of Equity Risk Premium Based on the Total Market Approach
Using the Beta for

the Proxy Group of Nine Value Line Natural Gas Distribution Companies

Proxy Group of Nine Value

Line Natural Gas Distribution Southern Union

Companies Company

Arithmetic mean total return rate on

the Standard & Poor's 500 Composite

Index ~ 1926-2007 (1) 12.30 % 1230 %
Arithmetic mean yieid on
Aaa and Aa Corporate Bonds

1926-2007 (2) 6.10 6.10
Historical Equity Risk Premium 620 % 6.20 %
Forecasted 3-5 year Total Annual

Market Return (3) 2885 % 2885 %
Prospective Yield an Aaa Rated

Corporate Bonds (4) 5,08 5,08
Forecasted Equity Risk Premium 2377 % 2377 %
Conclusion of Equity Risk Premium (5) 9.71 % 9.71 %
Adjusted Value Line Beta (6) 0.70 1.10
Beta Adjusted Equity Risk Premium 6.80 % 10.69 %

From Ibbotson SBBI - 2008 Valuation Yearbook - Market Results for Stocks Bonds Bills and
Inflation for 1926-2007, Morningstar, Inc., 2008 Chicago, IL.

From Moody's Industrial Manual and Mergent Bond Record Monthly Update,
From page 3 of Schedule FJH-18,

Average forecast based upon six quarterly estimates of Aaa rated corporate bonds per the consensus
of nearly 50 economists reported in Blue Chip Financial Forecasts dated February 1, 2009 (see page 7
of this Schedule). The estimates are detailled below.

First Quarter 2008 490 %
Second Quarter 2009 4.90
Third Quarter 2009 5.00
Fourth Quarter 2009 5.10
First Quarter 2010 5.20
Second Quarter 2010 5.40
Average 5.08 %

The average of the Historical Equity Risk Premium of 6.20% from Line No. 3 and the Forecasted
Equity Risk Premium of 23.77% from Line No. 6 ((6.20% + 23.77%) / 2 = 14.98%. Normally, Mr.
Hanley would use this average in his Risk Premium Analysis. However, in Mr. Hanley's opinion, the
current and recent substantial volatility in the stock market is extraordinary and not representative of
the expected long-term. Consequently, in this instance, Mr. Hanley will apply a 20% weight to the
forecasted risk premium of 23.77% and an 80% weight to the historical risk premium of 6.20%,
resulting In a 9.71% weighted risk premium.

From page 9 of this Schedule.
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2 B BLUE CHIP FINANCIAL FORECASTS B FEBRUARY 1, 2009 I

Consensus Forecasts Of U.S. Interest Rates And Key Assumptions1

History Consensus Forecasts-Quarterly Avg.

--------- Average For Week End-------- ----Average For Month---- LatestQ | 1Q" 2Q -~ 3Q .4Q . 1Q - 2Q

Interest Rates Jan23 Jan.16 Jan9 Jan2 Dec. Nov. Oct. 402008 |12009° 2009 2009 2009 2010 2010
Federal Funds Rate 0.20 0.10 0.10 010 016 039 0.97 0.51 ' 020305 09

Prime Rate 3.25 3.25 3.25 3.25 3.61 4.00 4.56 4.06 3233 .36 .39
LIBOR, 3-mo. 1.13 1.13 1.37 1.43 1.83 2.28 4.06 2.11 1212 1.5 19
Commercial Paper, 1-mo.  0.16 0.13 0.09 0.12 0.25 0.61 1.55 0.80 0.5 :0.6: 09 1.3
Treasury bill, 3-mo. 0.12 0.12 0.11 0.09 0.03 0.19 0.69 0.30 03204707 L0
Treasury bill, 6-mo. 030 029 030 027 026 074 123 0.74 05406909 13
Treasury bill, 1 yr. 0.43 0.43 0.44 037 049 1.07 1.42 0.99 0.7-4.709..: 1.2 . 1§
Treasury note, 2 yr. 0.74 0.74 0.80 0.79 0.82 1.21 1.61 1.21 1000125 L8
Treasury note, 5 yr. 1.48 142 1.62 1.55 1.52 229 2.73 2.18 18070200 230 2.6
Treasury note, 10 yr. 2.39 2.30 2.48 224 242 353 3.81 3.25 2628 31 33

Treasury note, 30 yr. 2.98 2.93 3.03 2.68 2.87  4.00 417 3.68 3234 3739
Corporate Aaa bond 4,93 4.89 5.04 474 5.08 6.15 6.28 5.84 5.0 81 252 54
Corporate Baa bond 7.98 7.97 8.23 8.07 846 922 8.88 8.85 75 7474 715
State & Local bonds 4.80 4.80 5.02 524 556 523 5.50 5.43 84T 46 46 4T 48
Home mortgage rate 4.96 4.96 5.01 5.1 533  6.09 6.20 587 49748 . 49. .50 52 .54
History -Consensus Forecasts-Quarterly Avg.

10 2Q 3Q 4 1Q 20 3Q  40* |10 20 3Q 4Q 1Q - 2Q

Key Assumptions 2007 2007 2007 2007 2008 2008 2008 2008 {2009 2009 2009 2009 2010 2010
Major Currency Index 81.9 79.3 77.0 73.3 720 709 73.5 813 |80.1° 80.8 81.1 811 ‘816 819
Real GDP 0.1 4.8 4.8 -0.2 0.9 2.8 -0.5 -5.2 3701208 1.8 25 27
GDP Price Index 4.1 2.0 1.5 2.8 2.6 1.1 4.2 03 11713 15 15 . 1.8 17
Consumer Price Index 37 4.6 2.8 5.0 43 5.0 6.7 92 <2210 1.8 1.8. 2.0 2.0

Individual panel members’ forecasts are on pages 4 through 9. Historical data for interest rates except LIBOR is from Federal Reserve Release (FRSR) H.15. LIBOR quotes avail-
able from The Wall Street Journal. Definitions reported here are same as those in FRSR H.15. Treasury yields are reported on a constant maturity basis. Historical data for the U.S.
Federal Reserve Board’s Major Currency Index is from FRSR H.10 and G.5. Historical data for Real GDP and GDP Chained Price Index are from the Bureau of Economic Analy-
sis (BEA). Consumer Price Index (CPI) history is from the Department of Labor’s Bureau of Labor Statistics (BLS). Figures for 4Q 2008 Real GDP and GDP Chained Price
Index are consensus forecasts based on a special question asked of the panelists this month (see page 14). Actual figures will be released on January 30",
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Missouri Gas Energy
Derivation of Mean Equity Risk Premium Based on a Study
Using Holding Period Returns of Public Utilities

Over Baa Rated
Public Utility Bonds

AUS Consultants -
Line Utility Services
No. Study (1
Time Period 1928-2007
1. Arithmetic Mean Holding Period
Returns (2):
Standard & Poor's Public
Utility Index 11.24 %
2. Arithmetic Mean Yield on:
Moody's Baa Rated Public Utility Bonds 7.1
3. Equity Risk Premium 413 %

Notes: (1) S&P Public Utility Index and Moody's Public Utility Bond Average
Annual Yields 1928-2007, (AUS Consultants - Utility Services,
2008).

(2) Holding period returns are calculated based upon income
received (dividends and interest) plus the relative change in the
market value of a security over a one-year holding period.
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Missouri Gas Energy
Value Line Adjusted Betas for
the Proxy Group of Nine Value Line Natural Gas Distribution Companies
and Southern Union Company

Value Line
Adjusted

Beta
Proxy Group of Nine Value Line
Natural Gas Distribution Companies
AGL Resources Inc. 0.75
Atmos Energy Corp. 0.65
The Laclede Group, Inc. 0.65
New Jersey Resources Corp. 0.70
Northwest Natural Gas Co. 0.60
Piedmont Natural Gas Co., Inc. 0.70
South Jersey Industries, Inc. 0.75
Southwest Gas Corporation 0.75
WGL Holdings, Inc. 0.75
Average 0.70
Median 0.70
Southern Union Company 1.10

Source of Information: Value Line Investment Survey
(Standard Edition) December 12,
2008.
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The Equity Risk Premium

For example, if bond yields rise unexpectedly, investors can receive a higher coupon payment from
a newly issued bond than from the purchase of an outstanding bond with the former lower-coupon
payment. The outstanding lower-coupon bond will thus fail to attract buyers, and its price will decrease,
causing its yield to increase correspondingly, as its coupon payment remains the same. The newly priced
outstanding bond will subsequently attract purchasers who will benefit from the shift in price and yield;
however, those investors who already held the bond will suffer a capital loss due to the fall in price.

Anticipated changes in ylelds are assessed by the market and figured into the price of a bond.
Future changes in yields that are not anticipated will cause the price of the bond to adjust accordingly.
Price changes in bonds due to unanticipated changes in yields introduce price risk into the total return.
Therefore, the total return on the bond series does not represent the riskless rate of return.The income
return better represents the unbiased estimate of the purely riskless rate of return, since an investor can
hold a bond to maturity and be entitled to the income return with no capital loss.

Arithmetic versus Geometric Means

The equity risk premium data presented in this book are arithmetic average risk premia as opposed
to geometric average risk premia. The arithmetic average equity xislk premium can be demonstrated to
be most appropriate when discounting future cash flows. For use as the expected equity risk preminm
in either the CAPM or the building block approach, the arithmetic mean or the simple difference of
the arithmetic means of stock market returns and riskless rates is the relevant number. This is because
both the CAPM and the building block approach are additive models, in which the cost of capital is
the sum of its parts. The geometric average is more appropriate for reporting past performance, since it
represents the compound average return.

The argument for using the arithmetic average is quite straightforward. In looking at projected cash
flows, the equity risk premium that should be employed is the equity risk premium that is expected to
actually be incurred over the future time periods. Graph 5-3 shows the realized equity risk premium
for each year based on the renirns of the sa® 500 and the income return on long-term government
bonds. (The actual, observed difference berween the return on the stock market and the riskless rate is
known as the realized equity risk preminm.) There js considerable volatility in the year-by-year statistics.
At times the realized equity risk premium is even negative.

Mormingstar, Inc. 71
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Chapter 5

Graph 53
Realized Equity Risk Premium Per Year
1926-2007
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To illustrate how the arithmetic mean is more appropriate than the geometric mean in discounting cash
flows, suppose the expected return on a stock is zo percent per year with a standard deviation of
20 percent. Also assume that only two outcomes are possible each year: +30 percent and —10 percent
(i.e., the mean plus or minus one standard deviation). The probability of occurrence for each outcome
is equal. The growth of wealth over a two-year period is illustrated in Graph 5-4.
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. The Equity Risk Premium

Graph 54

$1.70 $1.69

.7

Years

The most common outcome of $1.17 is given by the geometric mean of 8.2 percent. Compounding the
possible outcomes as follows derives the geometric mean:

{(1+0.30) X (1-0.10)]*—~1=0082

However, the expected value is predicted by compounding the arithmetic, not the geometric, mean. To
illustrate this, we need to look at the probability-weighted average of all possible outcomes:

{0.25 x $1.69) = $0.4225

+ {050 x $1.17) = $0.5850
+{0.25 % §0.81) = §0.2025
. Total $1.2100

Therefore, $z.21 is the probability-weighted expected value. The rate that must be compounded fo
achieve the terminal value of $x.21 afrer 2 years is To percent, the arithmetic mean:

$1X(1+010)*=51.21
The geometric mean, when compounded, results in the median of the distribution:
$1X(1+0.082)*=$1.17

The arithmetic mean equates the expected future value with the present value; it is therefore the
approptiate discount rate.

Momingstar, lnc. . 78
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Chapter &

Appropriate Historical Time Period .

The equity risk premium can be estimated using any historical time period. For the U.S., market data
exists at least as far back as the late 1800s. Therefore, it is possible to estimate the equity risk premium
using data that covers roughly the past 100 years.

Our equity risk premium covers the time period from 1926 to the present. The original data source
for the time series comprising the equity risk premium is the Center for Research in Security Prices.
CRSP chose to begin their analysis of market returns with 1926 for two main reasons. CRSP determined
that the time period around 1926 was approximately when quality financial data became available.
They also made a conscious effort to include the period of extreme market volatility from
the late twenties and early thirties; 1926 was chosen because it includes one full business cycle of
dara before the market crash of r929. These are the most basic reasons why our eguity risk premium
calculation window starts in 1926.

Implicit in wsing history to forecast the future is the assumption that investors’ expectations
for future outcomes conform to past results. This method assumes that the price of taking on risk
changes only slowly, if at all, over time. This “future equals the past” assumption is most applicable to
a random time-series variable. A time-series variable is randorm if its value in one period is independent
of its value in other periods.

Does the Equity Risk Premium Revert to Its Wiean over Time?
Some have argued that the estimate of the equity risk premium is upwardly biased since the stock
market is currently priced high, In other words, since there have been several years with extraordinarily
high market returns and realized equity risk premia, the expectation is that returns and realized equity
risk premia will be lower in the future, bringing the average back to a normalized level. This argument
relies on several studies that have tried to determine whether reversion to the mean exists in stock
market prices and the equity risk premium.® Several academics contradict each other on this topic;
moreover, the evidence supporting this argument is neither conclusive nor compelling enough to make
such & strong assumption.

Our own empirical evidence suggests that the yearly difference between the stock market total return
and the T1.S. Treasury bond income return in any particular year is random. Graph 5-3, presented earlier,
illustrates the randomness of the realized equity risk premium,

3 Fama, Eugene F, and Kenneth R. French, “Permanent and Temporary Components of Stock Prices,” Journal of Political
Ecanony, April 1588, pp. 246-273. Poterba, James M., and Lawrence H. Summers. “NMean Reversion in Stock Prices,”
Journal of Financial Economics, Qctober 1988, pp. 27-59. Lo, Andrew W, and A, Craig MacKinlay. “Stack Marker Prices
Do Not Follow Random Walks: Evidence from 2 Simple Specification Test,” The Review of Financial Studies, Spring 1988,
pp. 47-66. Finnerty, John D., and Dean Leistikow. “The Behavior of Equity and Debt Risk Premiums: Are They Mean
Reverring and Downward-Trending?™ The Jonrnal of Portfolio Management, Summer 993, pp. 73~84. Ibbotson, Roger G.,
and Scott L. Lummee “The Behavior of Equity and Debt Risk Premiums: Comment,” The Journal of Portfolio Management,
Summer 1994, pp. 98~200. Finnerty, John D., and Dean Leistikow. “The Behavior of Equity and Debt Risk Preminms: Reply
to Comment," The Journal of Portfolio Management, Summer X594, pp- TOLT-I0Z.
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The Equity Risk Premium

A statistical measure of the randomness of a return series is its serizl correlation. Serial correlation
(or autocorrelation) is defined as the degree to which the return of a given series is related from period
to period. A serial correlation near positive one indicates that returns are prediciable from one
period to the next period and are positively related. That is, the returns of one period are 2 good
predictor of the returns in the next period. Conversely, a serial correlation near negative one indicates
that the returns in one period are inversely related to those of the next period. A serial correlation
pear zero indicates that the returns are random or unpredictable from one period to the next.
Table 5-3 contains the sérial correlation of the market total returns, the realized long-horizon equity
risk preminm, and inflation.

Table 5-3

Interpretation of Annual Serial Correlations

19262007

Series Serfal Correlation Interpratation
Larga Company Stock Total Returns 0.03 Aandom
Equity Risk Premium 0.03 Random
Inflation Rates 0.65 Trend

The significance of this evidence is that the realized equity risk premium next year will not be dependent
on the realized equity risk premium from this year. That is, there is no discernable pattern in the realized
equity risk premium—it is virtually impossible to forecast next year’s realized risk premium based
on the premium of the previous yean For example, if this year’s difference between the riskless rate
and the return on the stock market is higher than last year’s, that does not jmply that next year’s
will be higher than this year’s. It is as likely to be higher as it is lower The best estimate of the
expected value of 2 variable that has behaved randomly in the past is the average {or arithmetic mean)
of its past values.

Table 5-4 also indicates that the equity visk premium varies considerably by decade. The complete
decades ranged from a high of 17.9 percent in the 79505 to a low of 0.3 percent in the 19705, however,
thus far the 2000s have shown a -z.4 percent equity risk premiunm. This look at historical equity risk
premium reveals no observable pattern.

Table 5-4

Long-Horizon Equity Risk Premium by Decade

1926-2007

e Gams | faWs  0s  fs 19705 i%A0s o TSEDS 2000s% 18972007
17.6% 23% 80% 17.8% 4.2% 0.3% 7.9% 129%  -24% 4.2%

*Based on the perlod 1926-1928,
**Based on the pariod 2000-2007.
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Chapter 5

Finnerty and Leistikow perform more econometrically sophisticated tests of mean reversion in the equity
risk premium, Their tests demonstrate that—as we suspected from our simpler tests—the eqaity risk pre-
imium that was realized over 1926 to the present was almost perfectly free of mean reversion and had
no statistically identifiable time trends.* Lo and MacKinlay conclude, “the rejection of the random walk
for weekly returns does not support a mean-reverting model of asset prices.”

Choosing an Appropriate Historieal Period

The estimate of the equity risk premium depends on the length of the data series studied. A proper esti-
mate of the equity risk premium requires a data series long enough to give a reliable average without
being unduly influenced by very good and very poor short-term returns. When calenlated using a long
data series, the historical equity risk premium is relatively stable’ Furthermore, because an average of
the realized equity risk premium is quite volatile when calculated using a short history, using a long
series makes it less likely that the analyst can justify any number he or she wants. The magnitude of
how shorter periods can affect the result will be explored Jater in this chapter.

Some analysts estimate the expected equity risk premium using a shorter, more recent time period
on the basis that recent events are more likely to be repeated in the near future; furthermore, they believe
that the 19205, 9308, and 19405 contain too many unusual events. This view is suspect because all peri-
ods contain “unusual” events. Some of the most unusnal events of the last hundred years took place
quite recently, including the inflation of the late xo70s and early g8os, the October 1987 stock
market crash, the collapse of the high-yield bond market, the major contraction and consolidation of
the thrift industry, the collapse of the Soviet Union, the development of the Buropean Economic
Community, and the attacks of September 11, 2001.

Tt is even difficult for economists to predict the economic environment of the future. For example,
if one were analyzing the stock market in 1987 before the crash, it would be statistically improbable to
predict the impending short-term volatility without considering the stock market crash and market
volatility of the T929-1931 period.

‘Without an appreciation of the 15205 and 19305, 0o one would believe that such events could
happen. The 8z-year period starting with 1926 is representative of what can happen: it includes high
and low returns, volatile and quiet markets, war and peace, inflation and deflation, and prosperity and
depression. Restricting attention toa shorter historical period underestimates the amount of change that
could occur in a long future period. Finally, because historical event-types {not specific events) tend to
4 Though the study performed by Finnerty and Lelstikow demonstrates that the traditional equity risk premium exhibits no

rmean reversion or dift, they conclude thar, “the processes generating these risk premiums are generally méan-reverting.”
This conclusion is completely unrelated to their statistical findings and has received some criticism. In addivon to examining
the sraditional equity risk premia, Finnercy and Leistikow include analyses on “real” risk premia as well as separate risk
premia for income and capital gains. 1n their comments on the study, Ihbotson and Lummer show that these “real” risk pre-

mia adjust for inflation twice, “creating variables with no economic content.” In addition, separating income and capital
gains does not shed light on the tehavior of the risk premia as a whole.

5 This assertion js further corroborated by data pr d In Global Investing: The Professional’s Guide to the World of
Capital Markets (by Roger G. Thbotson and Gary . Brinson and published by McGeaw-Hill, New York). Ihbotson and
Brinson construced a stock marker total reruen series back 1o x50, Even with sume uncertainty about the accuracy of the
data before the mid-nineteenth century, the results are remarkable. The real {adjusted for inflation) returns that investors
received during the three so-year periods and one sz-year period berween 1750 and 1990 did not differ greatly from one
another {that is, in a statistically significant amount). Nor did the real retums differ greatly from the overal] 201-year
average. This finding Implies thar becase real stock-market returns have been reasonably consistent over time, investors
can uge these past returns as reasonable bases for forming their expectations of future returns.
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The Equity Bisk Premium

repeat themselves, long-run capital market return studies can reveal a great deal about the future. *
Investors probably expect «yausual” events to occur from time to time, and their return expectations
reflect this.

A Look at the Historical Results

It is interesting to take a lool at the realized returns and realized equity risk premium in the context of
the above discussion. Table 5-5 shows the average stock market return and the average (arithmetic
mean) realized long-horizon equity risk premium over various historical time periods. Similarly, Graph
5-5 shows the average (arithmetic mean) realized equity risk premivm calculated through 2007 for
different starting dates. The table and the graph both show that using a Jonger historical period
provides a more stable estimate of the equity risk premium. The reason is that any unique period
will not be weighted heavily in an average covering a longer historical period. It better represents the
probability of these unique events occurring over 2 long period of time.

Table 56

Stock Marlet Return and Equity Risl Premium Over Time

1926-2007

Period Period Largs Company Stoclt Arithmatic tong-Horizon Equity
Length Dates Mean Total Retumn ~ RiskPremium
82 Years 19252007 12.3% 1.1%

70 Years 19382007 12.8% 13% -
60 Years 1948-2007 13.1% 1.1%

50 Years 19582007 122% 6.5%

40 Years 1968-2007 11.8% 44%

30 Years 1978-2007 14.0% 6.3%

20 Years 19982007 13.0% 6.6%

15 Years 1933-7007 118% 6.0%

10 Years 1498-2007 1%% 1.8%

5 Years 2003~2007 13.2% 8.3%

Looking carefully at Graph 5-5 will clarify this point. The graph shows the realized equity risk
premium for a series of time periods through 2007, starting with 1926. In other words, the first value
on the graph represents the average sealized equity risk premium over the period 1926-2007. The next
value on the graph represents the average realized equity risk premium over the period 1927-2007, and
so on; with the last value representing the average Over the most recent five years, 2003-2007.
Concentrating on the left side of Graph 5-5, one notices that the realized equity risk premium, when
rmeasured over long periods of time, is relatively stable. In viewing the graph from left to right, moving
from longer to shorter historical periods, one sees that the value of the realized equity risk premium
begins to decline significantly. Why does this occur? The reason is that the severe bear market of
1973974 Is receiving proportionately more weight in the shorter, more recent average. 1f you continue
1o follow the line to the right, howeves, you will also notice that when 1973 and 1974 fall out of the recent
average, the realized equity risk premium jumps up by nearly 1.2 percent.
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Missouri Gas Energy

Spreads Between Moody's A and Baa Rated Public Utility Bond Yields
for Five Years One Month Ending January 2009

Moody's A Rated Public Utility Bond Moody's Baa Rated Public Utility Bond Spread Between A and Baa Rated

DATE Yields Yields Bond Yields
Jan-04 6.15% 6.47% 0.32%
Feb-04 6.15% 6.28% 0.13%
Mar-04 5.97% 6.12% 0.15%
Apr-04 6.35% 6.46% 0.11%
May-04 6.62% 6.75% 0.13%
Jun-04 6.46% 6.84% 0.38%
Jul-04 6.27% 6.67% 0.40%
Aug-04 6.14% 6.45% 0.31%
Sep-04 5.98% 6.27% 0.29%
Oct-04 5.94% 6.17% 0.23%
Nov-04 5.97% 6.16% 0.19%
Dec-04 5.92% 6.10% 0.18%
Jan-05 5.78% 5.95% 0.17%
Feb-05 5.61% 5.76% 0.15%
Mar-05 5.83% 6.01% 0.18%
Apr-05 5.64% 5.95% 0.31%
May-05 5.53% 5.88% 0.35%
Jun-05 5.40% 5.70% 0.30%
Jul-05 5.51% 5.80% 0.29%
Aug-05 5.50% 5.81% 0.31%
Sep-05 5.52% 5.83% 0.31%
Oct-05 5,78% 6.08% 0.28%
Nov-05 5.88% 6.19% 0.31%
Dec-05 5.80% 6.14% 0.34%
Jan-06 5.75% 6.06% 0.31%
Feb-06 5.82% 6.11% 0.29%
Mar-06 5.98% 6.26% 0.28%
Apr-06 6.29% 6.54% 0.25%
May-06 6.42% 6.58% 0.17%
Jun-06 6.40% 6.61% 0.21%
Jul-06 6.37% 6.61% 0.24%
Aug-06 6.20% 6.43% 0.23%
Sep-06 6.00% 6.26% 0.26%
Oct-06 5.98% 6.24% 0.26%
Nov-06 5.80% 6.04% 0.24%
Dec-06 5.81% 6.05% 0.24%
Jan-07 5.96% 6.16% 0.20%
Feb-07 5.90% 6.10% 0.20%
Mar-07 5.85% 6.10% 0.25%
Apr-07 5.97% 6.24% 0.27%
May-07 5.99% 6.23% 0.24%
Jun-07 6.30% 6.54% 0.24%
Jul-07 6.25% 6.49% 0.24%
Aug-07 6.24% 6.51% 0.27%
Sep-07 6.18% 6.45% 0.27%
Oct-07 6.11% 6.36% 0.25%
Nov-07 5.97% 6.27% 0.30%
Dec-07 6.16% 6.51% 0.35%
Jan-08 6.02% 6.35% 0.33%
Feb-08 6.21% 6.60% 0.39%
Mar-08 6.21% 6.68% 0.47%
Apr-08 6.29% 6.81% 0.52%
May-08 6.27% 6.79% 0.52%
Jun-08 6.38% 6.93% 0.55%
Jul-08 6.40% 6.97% 0.57%
Aug-08 6.37% 6.98% 0.61%
Sep-08 6.49% 7.15% 0.66%
Oct-08 7.56% 8.58% 1.02%
Nov-08 7.20% 8.98% 1.78%
Dec-08 6.54% 8.13% 1.55%
Jan-09 6.39% 7.90% 1.51%

Average 6.09% 6.46% 0.37%

Source of Information:
Mergent Bond Record, February 2009, Volume 76, No. 2.
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Missouri Gas Energy
Indicated Common Equity Cost Rate Through Use
of the Capital Asset Pricing Model
for the Proxy Group of Nine Value Line Natural Gas Distribution Companies
and Southern Union Company

Proxy Group of Nine
Value Line Natural Gas Southern Union
Line No. Distribution Companies Company

1. Traditional Capital Asset

Pricing Model (1) 10.92 % 15.23 %
2. Empirical Capital Asset

Pricing Model (1) 11.73 % 14.96 %
3.  Conclusion 11.33 % 15.10 %

Notes:
(1)  From page 2 of this Schedule.
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Missouri Gas Energy
Indicated Common Equity Cost Rate Through Use
of the Capital Asset Pricing Model

1

Value Line
Adjusted
Beta
Proxy Group of Nine Value Line Natural
Gas Distribution Companies
AGL Resources Inc. 0.75
Atmos Energy Corp. 0.65
The Laclede Group, Inc. 0.65
New Jersey Resources Corp. 0.70
Northwest Natural Gas Co. 0.60
Piedmont Natural Gas Co., Inc. 0.70
South Jersey Industries, Inc. 0.75
Southwest Gas Corporation 0.75
WGL. Holdings, Inc. 0.75
Average 0.70
Median 0.70
Southern Union Company 1.10
Proxy Group of Nine Value Line Natural
Gas Distribution Companies
AGL Resources Inc. 0.75
Atmos Energy Corp. 0.65
The Laclede Group, Inc. 0.65
New Jersey Resources Corp. 0.70
Northwest Natural Gas Co. 0.60
Piedmont Natural Gas Co., Inc. 0.70
South Jersey Industries, Inc. 0.75
Southwest Gas Corporation 0.75
WGL Holdings, Inc. 0.75
Average 0.70
Median 0.70
Southern Union Company 1.10

See page 3 for notes.

2 3
Company-Specific CAPM Result
Risk Premium Including
Based on Market Risk-Free
Premium of 10.77% (1) Rate of 3.38%  (2)

Traditional Capital Asset Pricing Model (3)

8.08 %
7.00
7.00
7.54
6.46
7.54
8.08
8.08
8.08

7.54 %

7.54 %

11.85 %

11.46
10.38
10.38
10.92

9.84
10.92
11.46
11.46
11.46

10.92
10.92

15.23

Empirical Capital Asset Pricing Model (4)

8.75 %
7.95
7.95
8.35
7.54
8.35
8.75
8.75
8.75

8.35 %

8.35 %

11.58 %

12.13
11.33
11.33
11.73
10.92
11.73
12.13
12.13
12.13

11.73

11.73

14.96

%

%

%

%
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Missouri Gas Energy
Development of the MarketRequired Rate of Return on Common Equity Using
the Capital Asset Pricing Model for
the Proxy Group ofNine Natural Gas Distribution Companies
and Southern Union Company
Adijusted to Reflect a Forecasted RiskFree Rate and Market Return

Notes:

(1) For reasons explained in Mr. Hanley's accompanying direct testimony, from the two previous month-end
(December 2008 — January 2009), as well as a recently available (February 13, 2009), Value Line Summary
& Index, a forecasted 3-5 year total annual market return of 28.85% can be derived by averaging the 3-
month and spot forecasted total 3-5 year total appreciation, converting it into an annual market appreciation
and adding the Value Line average forecasted annual dividend yield.

The 3-5 year average total market appreciation of 148% produces a four-year average annual
return of 25.49% ((2.48%) - 1). When the average annual forecasted dividend yield of 3.36% is added, a
total average market return 0f28.85% (3.36% + 25.49%) is derived.

The 3-month and spot forecasted total market return of 28.85% minus the risk-free rate of 3.38%
(developed in Note 2) is 25.47% (28.85% - 3.38%). The Morningstar, Inc. (Ibbotson Associates) calculated
market premium of 7.10% for the period 1926-2007 results from a total market return of 1230% less the
average income return on long-term U.S. Government Securities of 5.20% (12.30% - 5.20% = 7.10%). This
is then averaged with the 25.54% Value Line market premium resulting in a 16.29% market premium. In Mr,
Hanley’s opinion, the current and recent substantial volatility in the stock market is extraordinary and not
representative of the expected long-term. Consequently, in this instance, Mr. Hanley will weight what he
believes is an extraordinary expected capital appreciation at 20% and will weight the historical market
premium at 80%. The product of this weighting is 10.77% ((.20 * 25.47%) + (.80 * 7.10%)) which will be
then multiplied by the beta in column 1 of page2 of this Exhibit.

2) For reasons explained in Mr. Hanley's direct testimony, the risk-free rate that Mr. Hanley relies upon for his
CAPM analysis is the average forecast based upon six quarterly estimates of 30-year Treasury Note yields
per the consensus of nearly 50 economists reported in the Blue Chip Financial Forecasts dated February 1,
2009 (see Page 7 of Schedule FJH-15).The estimates are detailed below:

30-Year
Treasury Note Yield

First Quarter 2009 2.90%
Second Quarter 2008 3.00
Third Quarter 2009 3.20
Fourth Quarter 2009 3.40
First Quarter 2010 3.80
Second Quarter 2010 4,00
Average 9

(3) The traditional Capital Asset Pricing Model (CAPM) is applied using the following formula:
Rs=Re+ B (Ru- Re)

Where Rs = Return rate of common stock
Rr = Risk Free Rate
B = Value Line Adjusted Beta
Rum = Return on the market as a whole

4) The empirical CAPM is applied using the following formula:
Rs=Re+ .25 (Ry -Re)+ .75 (Ru -Rg)

Where Rs= Return rate of common stock
R = Risk-Free Rate
B = Value Line Adjusted Beta
Rum = Return on the market as a whole

Source of Information:  Value Line Summary & Index
Blue Chip Financial Forecasts, February 1, 2009
Value Line Investment Survey, (Standard Edition) December 12, 2008.
Ibbotson SEBI - 2008 Valuation Yearbook — Market Results for Stocks, Bonds, Bills, and Inflation
for 1926-2007, Morningstar, Inc., 2008, Chicago,
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Notes:

(1)

(4)

Missouri Gas Energy
Comparable Earnings Analysis

The criteria for selection of the proxy group of nine non-utility companies was that the non-utility companies be domestic
and have a meaningful rate of return on book common equity, shareholders’ equity, net worth, or partners' capital for
each of the five years ended 2007 and projected 2011- 2013 as reported in Value Line Investment Survey (Standard
Edition). The proxy group of nine non-utility companies was selected based uponthe proxy group of nine Value Lire
natural gas distribution companies’ unadjusted beta range of 0.40 — 0.64 and standard error of the regression range of
1.9155 — 2.2845. These ranges are based upon plus or minus two standard deviations of the unadjusted beta and
standard error of the regression as detailed in Mr. Hanley's direct testimony. Plus or minus two standard deviations
captures 95.50% of the distribution of unadjusted betas and standard errors of the regression.

2011 - 2013.

The standard deviation of group of ten Value Line electricand combination electric and gas companies' standard error of
the regressionis 0.0923. The standard deviation of the standarderror of the regressionis calculated as follows:

Standard Deviation of the Std. Err. of the Regr. = Standard Error of the Regression

V2N

where: N=  number of observations. Since Value Line betas are derived from weekly price change
observations over a period of five years, N = 259

Thus, 0.0923 = 2100 = 2.100

/518 22.7596

Median five year projected rate of return on book common equity, shareholder's equity, net worth, or partners' capital.

The criteria for selection of the proxy group of twenty companies was that the non-utility companies be domestic and
have a meaningful projected rate of return on book common equity, shareholders’ equity, net worth, or partners' capital
2011 - 2013 as reported in Value Line Investment Survey (Standard Edition). The proxy group of twenty non-utility
companies was selected based uponSouthern Union Company's unadjusted beta range of 0.95 ~ 1.23 and standard
error of the regression range of 2.1896 — 2.6114. These ranges are based upon plus or minus two standard deviations
of the unadjusted beta and standard error of the regression as detailed in Mr. Hanley's direct testimony. Plus or minus
two standard deviations captures 95.50% of the distribution of unadjusted betas and standard errors of the regression.

The Student's T-statistic associated with these returns exceeds 2.083 at the 95% level of confidence. Therefore, they
have been excluded, as outliers, to arrive at proper mean projected returns as fully explained in Mr, Hanley’s testimony.

The standard deviation of the proxy group of eight Value Line natural gas distribution companies’ standard error of the
regression is 0.2110 (2.4005 / 22.7596).

Median of the five year historical and five year projected return on book common equity, shareholder’s equity, net worth
or partner's capital excluding returns identified as outliers as outlined on Note §) above.

Source of Information: Value Line, Inc., December 15, 2008

Value Line Investment Survey (Standard Edition)
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Missouri Gas Energy
Authorized Returns on Equity and Equity Ratios for

Natural Gas Distribution Companies from January 2008 to February 2009

State 1 Case Identification

i pany. = 3
Northern States Power Co-WI Wisconsin D-4220-UR-115 (gas) 1/8/2008 . !
Wisconsin Electric Power Co. Wisconsin D-5-UR-103 (WEP-GAS) 1/17/2008 10.75 54.36
Wisconsin Gas LLC Wisconsin D-5-UR-103 (WG) 1/17/2008 10.75 46.64
North Shore Gas Co. lllinois D-07-0241 2/5/2008 9.99 56.00
Peoples Gas Light & Coke Co. lliinois D-07-0242 2/5/2008 10.19 56.00
Indiana Gas Co. Indiana Ca-43298 2/13/2008 10.20 O] 48.99 (1)
Avista Corp. Oregon D-UG-181 3/31/2008 10.00 (1) 50.00 (1)
Duke Energy Ohio Inc. Ohio C-07-0589-GA-AIR 5/28/2008 10.50 (1) 55.76 1)
Atmos Energy Corp. Texas GUD-9762 6/24/2008 10.00 48.27
Questar Gas Co. Utah D-07-057-13 6/27/2008 10.00 (1) 51.38 (1)
San Diego Gas & Electric Co. California AP-06-12-009 (gas) 713112008 10.70 (1) 49.00 (1
Southern California Gas Co. California AP-06-12-010 7/31/2008 10.82 (1 48.00 (1)
SourceGas Distribution LLC Colorado D-08S-108G 8/27/2008 10.25 (1) 53.13 (1)
Chesapeake Ulilities Corp. Delaware D-07-186 9/2/2008 10.25 (1) 61.81 (1
Atmos Energy Corp. Georgia D-27163-U 9/17/2008 10.70 45.00
Central lilinois Light Co. {llinois D-07-0588 9/24/2008 10.68 46.50
Central Hilinois Public HHlinois D-07-0589 9/24/2008 10.68 47.91
lilinois Power Co. linois D-07-0590 9/24/2008 10.68 51.76
Avista Corp. Idaho C-AVU-G-08-01 9/30/2008 10.20 (1) 47.94 1
New Jersey Natural Gas Co. New Jersey D-GR-071108889 10/3/2008 10.30 (1 51.20 O]
Puget Sound Energy Inc. Washington D-UG-07-2301 10/8/2008 10.15 (1) 46.00 1)
CenterPoint Energy Resources Texas GUD 9791  10/20/2008 10.06 55.40
Piedmont Natural Gas Co. North Carolina D-G-9, Sub 5650  10/24/2008 10.60 (1) 51.00 (0]
Public Service Co. of NC North Carolina D-G-5, Sub 495  10/24/2008 10.60 O] 54.00 1)
Southwest Gas Corp. California A-07-12-022 (SoCalDiv)  11/21/2008 10.50 (1) 47.00 (1)
Southwest Gas Corp. California A-07-12-022 (NoCalDiv)  11/21/2008 10.50 1) 47.00 (1)
Southwest Gas Corp. California A-07-12-022 (LkTah)  11/21/2008 10.50 () 47.00 (1)
Narragansett Electric Co. Rhode Island D-3943  11/24/2008 10.50 NA
Columbia Gas of Ohio Inc Ohio C-08-0072-GA-AIR 12/3/2008 10.39 1) NA (1)
Southwest Gas Corp. Arizona D-G-01551A-07-0504  12/24/2008 10.00 43.44
Northwest Natural Gas Co. Washington D-UG-08-0546  12/26/2008 10.10 (1) 50,74 (1)
Avista Corp. Washington D-UG-08-0417  12/29/2008 10.20 (1) 46.30 )]
Michigan Gas Utilities Corp Michigan C-U-15548 1/13/2009 10.45 46.49
New England Gas Company Massachusetts DPU 08-35 21212009 10.05 34.19
Average 10.38 48.71
Average of Litigated Cases 10.42 48.89
Notes:

(1) Order followed stipulation or settlement by the parties. Decision particulars not necessarily precedent-setting or specifically
adopted by the regulatory body.

Source of Information:
Report downloaded from Regulatory Research Associates, Inc. (RRA) an SNL Energy Company on March 12, 2009.
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