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Missouri Gas Energy
Summary of Cost of Capital and Fair Rale of Retum
Type of Capitat Ratios (1} Cast Rele Weichted Cosf Rafe
Long-Termn Debt 4409 % BE7 % () 290 %
Shart-Term Debt 291 §47  (3) 0.54
Tolal Debt 54 00 (5) 344
Common Equity 45.00 175 {4 541
Total 100.00 % 8.85 %

Notes:

1

2
@

(4)
&)

A hypothetical caphial struciure cansisting of 54 00% debt and 46.00% equity is ulilized for cost of capital purposes
for the following reasons:

{a) Southern Union Company's transformation from a utility to a gas transporiation and energy services company As
George L Lindemann, Southem Union's chaiman, President and CEO has staled: "The sale of hese assets is
pant of the ¢onlinuing transformation of Southern Union Company from a ulility te 2 leader in fhe natural gas
transportation and services industry." In addition Eric D. Herschmann, senior exegulive vice president of Southern
Union stated: "We betieve this transaction [sefe af New England Gas Company Rhode island Assets], as wall as
our company's ongeing trangformation, will further enhance value for our sharehelders.”" (Business Wire -
February 16, 2006)

(b} The sale of New Englant Gas Company's Rhode Isiand assels to Nationat Grid PLC as noted in (1) (a) above,
which was compleled on August 25, 2008..

(¢} The sale of PG Energy to UGI Utilties, Inc., which was compleied on August 2§, 2008

(d) Because the cost of comman equlily is exgectafionat ang Southern Union is positioning itself as 2 gas
transportation and eneray services company (see (1) () above), investors ho longer view Southem Union as 2

reguiated natural gas distribution utility, Seuthern Union's cost of common equity is not applicable to PG Energy, 2
regulated naturat gas disfribufion utility.

(e} The use of the proceeds from the sales clied in {1} {b) and (1} {c) above to help fund the acquisition of Sid
Richardsen Energy Senvices.
From page 1 of Schedule FJH-7 of the Sxhibil accompanying Mr. Hanfey's direct testimony.
Eslimated short-term debl cost rate is based upon the six-guarter average beginning with the first quarter of 2006
and ending with the second quarer 2007 of the 3-month LIBOR rata of 4.87% {85 can be gleaned from the
information shown on page 7 of Schedule FJH-13 of the Exhibit accompanying Mr. Hanley's direct teslimony) plus
0.50% {50 basis points). Thus, 5 47% = 4 97% + 0.50%.

Based upon informed judgment from the entire study, the pringipal resulis of which are summarized on page 2 of
this Schedule.

The 54.00% total debi ralio has been allosated between long-tarm and shorHlemn debt based upon the midpeint of
the avarage long-term and shori-ler debt ratios of the proxy group of four gas distribulion companies and tha
proxy group of eight Value Line gas distibution companies for the five quarters ended December 31, 2005 as
showrn b pages 3 and 4 of Schedule FJH-6 of the Exhitit accompanying Mr Hanley's direct testimony The
allocation is derived as follows:

Average for the five

guariers ended December Proxy Group of Four Gas Proxy Group of Eight Value Line
31, 2005 Distribution Comparies Gas Distibufion Companies
%o % fo
Ratios Total Ratios Taotal
Long-Term Debt 42.36 % B2.88 % 41.26 % 8041 %
Short-Tem Debt 8.76 17,14 10.05 19.59
Tatal Debt 51.12 % 100,00 % 5131 % 100.00 %

iidpoint of the Praxy Group of Four Gas Distribution Companies and the Proxy Group of Eight Value Line Gas
Distribution Companies

% ta
Ratios Total
Long-Term Debt 4181 % 8164 %
Shen-Term Bebt 9.41 18.36
Tatal Dekt 5122 % 100.00 %

Therefore, the hypothetical long-term debt ratio of 44 09% is derived as 81 64% * 64 00% and the shoriHerm debt
ratio of 9.21% is derived as 18.36% * 54.00%.



Schedule FJH-26

Page 2 of 25
Schedule FJH-1
Page 2 of 23
{Update)
Mi | Gag B
Proxy Group Proxy Group
of Four Gas of Eight
Line Distribution Value Line Gas Southern Unicn
No. Principal Methods Companies Distribution Companies Company
1. Distounied Cash Flow Model {1} 9.76 % 981 % 13.03 %
2. Risk Premium Model (2) 1%.50 11.30 11.85
3. Capital Asset Pricing Model (3) 11.55 11.32 12.49
4. Comparable Earnings Analysis (4) 14.38 14.35 14.11
5. indicated Common Equity Cost Rate befora
_ investment Risk Adjusiments 11.70 %% 11.70 % 12.80 %
Adjusted Discounted Cash Flaw Mode! {DCF) (5} 10.89 10.85 15.18
g. \ndicated Gommeon Equity Cost Rate Befora
Adjustments for Unique Risk $1.31 % 14.04 %
7. Adjustments for Unigus Risk
. Due to smaller relafive size 0.30 (6) 0.50 (6)
Due fo Lack of Pratection from
the Vagaries of Weather 315 (7} -~
8. Gomman Equity Cost Rale after Investiment Risk
Adjustment 11.76 % 14.54 %
PR F14- 8 R b 2 5
g, Recommendation g‘%ﬁﬂu

See pages 4 through 8 jor notes.




Lire

No.

Brief Surnmary of Gommon Equity Cost Rale
Far the Proxy Group of Three Gas Distribution Gompanies {9)

Principal Methods

Proxy Group
of Three Gas
Distribution
Companies {8}

Proxy Group
of Six
Value Line Gas
Distribution Companies (9}

Discounted Cash Flow Modet (1)
Risk Premium Model (2)
Capital Asset Pricing Model (3)

Comparable Earnings Analysis {4}

indicated Common Equity Cost Rate before

. Investment Risk Adjusiments

Adjusted Discounied Cash Flow Mode! (DCF) (5)

Indicated Common Equity Cost Rate Before
Adjustments for Unique Risk

Adjustments for Unique Risk

. Due lo smaller relative size

Due o Lack of Prolection from
the Vagaries of Weather

Gommon Equity Cost Rate after Investment Risk
Adisstrnent

Recornmendation

See pages 4 through B for notes.

9.59 %
11.49
11.65

14.18

11.75 %

10.72

9.58 %
11.33
11.34
14.71
1974 %
10.53
11.19 %
0.30 (6)
0.18 {7}
11.68 %
—a188
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Sauthern Union

Comparny
1303 %

11.95
12.49

14.11

1280 %

16.18

14.04 %

G50 (6)

14.54 %
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Missouri Gas Energy
Notes to Brief Summary of Cost of Equity

From page 1 of Schedule FJH-27.
From page 1 of Schedule FJH-28.
Erom page 1 of Schedule FJH-28.
From Pages 1 through 6 of Schedule FJH-30.

The 10.89% (4 LDCs), 10.85% (8 LDCs) and 15.18% (Sauthern Union Company }adjusted DCF
cost rates reflect the added financial risk attributable 1o the application of a marketbased cost of
common equity to a book value common equity ratio as made by the Pennsylvania Public Utility
Commission (PAPUC) in Orders re: Pennsylvania-Amarican \Water Company {R-00018338)
entered January 25, 2002, re: Pennsylvania -American Water Company (R-00038304) entered
January 16, 2004, and re: Aqua Pennsylvania, Inc. (formerly Pennsylvania Suburban Water
Company) {R-0003B805) entered August 5, 2004, in order to refiect understatement of DCF cost
rates dua 1o the divergence of market and book value common equity ratios, especially in a
volatile stack market. The basls for this adjustment is shown below:

The 8.76%, 2.81% and 13.03% DCF costrates are relative to the average market value common
equity of the proxy group of four gas distribution companies, ihe proxy group of eight value line
gas distribution companies (LDCs), and Seuthern Union Company, respectively. The cost of
common equity for an LDC with 100% common equity must first be calculated as foliows:

k= b= [{(ky=1) " (1= t) *(MD/ME)J~{ (hy=1c)* (1~1) " (MS/ME}}
—{(ky—d}* (MP/ME}}]

For the Proxy Group of Four Gas Distribution Companies:

8.74% = 0.76% - [ {{8.74% - 6.29% ) * (1—35% ) * ( 28.15%/63.36% ) } - {{ 8.74%- 5.23% ) *
(1-35%) " (B.49%/63.36% )}~ {(8.74% - 6.22% ) * (0.0% / 63.36) } ]

For the Proxy Group of Eight Value Line Gas Distribltion Companies:

8.85% = 0.81% - [ {{ 8.85% - 6.20%) * ( 1~ 35% ) * ( 28.22%/65,18% ) ) ~ {{ 8.85% - 5.23% ) *
(1-36%)* {6.43%/65.18% )} - {{ B.85% - 6.22% ) *( 0.17%/65.18% ) } ]

For Southern Union Company:

10.26% = 13.03% - [ { (10.28% - 6.26% ) * (1~ 35% ) * ( 38.72% / 50.40% ) } — { { 10.26% -
5.23%) *(1-35%) * (7.03%/50.40% )} } - { ( 10.28% - 6.22% ) * ( 3.85%/ 50.40% ) }]

Where: k, = cost of common equity for a firm with 100% common equity.
K, = market determined cost of common equity, 1.e., DCF cost
rate, 8.76% ( 4 LDCs.) f 9.81% (8 LDCs.} / 13.03% (Seuthern Union Company).
| = cost rate of long-term debt, i.e., 8.29%, the average of the July 2006 (6.37%)
and August 2006 (6.20%) ylelds on Maoody's A rated public utility debt.
1, = cost rate of short-ferm debt, i.e., 5.23%, the average of the
July 2008 (5.24%) and August 2006 (5.22%) commercial paper
rate, from Federal Reserve Statistical Release H.15.
t = tax rate, i.e., 35%.
MD = average fong-term debt ratio based upon a market-value capital structure,
using the fair value of long-term debt at October 13, 2006 from pages 7 to & of
this schedule.
MG = average shori-term debt ratio based upon a market-value capital structure,
using the book value of short-term debt October 13, 2008 from pages 7 to 9 of
this schedule.
ME = average common equity ralio based upon a market-value capitel structure
at October 13, 2006.
d = cost rate of preferred stock, i.e., 6.22%, the average of the July 2006 (6.25%)
and August 2006(6.19%) yields on Moody's A rated public utility preferred
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stocks.

MP = average praferred stock ratio based upon a market-value capital struciure
at Oclober 13, 2005, assuming preferred stock has a markei-to-book ratio of
1.00, from pages 7 1o 9 of this schedule.

From these “untevered" costs of common equity, 8.74% (4 LDCs), 8.85% (8 1.DCs) and 10.28%
{Sauthern Unjon), the cost of common equity using the average book value capital structure
ratios of the proxy groups can be derived as follows:

Ry=ky+[{(ky=1)*(1—t)*(BD/BE})+{ (k=) " (1~4) *(BS/BE}}
+{(k,~d)*(BP/BE}}]

For the Proxy Group of Four Gas Distribution Companies:

10.89% = 8.74%+- [{{ 8.74% - 6.29% ) * ( 1 — 35% ) * (41.52% /45.00% ) } + {( 8.74% - 5.23%
) (1~35%) * (13.48%/45.00) )} + {( 8.74% - 6.22% ) * (0.0%/45.00)}]

For the Proxy Group of Eight Value Line Gas Distribution Companies:

10.85% = B.85% + [ { ( 8.85% - 6.29% ) *( 1~ 35% ) * (41.64%/47.43% ) )} + { ( 8.85% - 5.23% )
*(1-35%) " (10.69%/47.43)} + { ( 8.85% - 6.22% } * (0.24%/47.43) }]

For Southern Union Company:

15.18% = 10.28% + [ { (10.28% - 6.29% ) * ( 1 — 35% ) * (48.89% /36.50% ) } + { { 10.26% -
5.03%) *(1—35%) * {9.44%/36.50) ) + {( 10.28% - 6.22% ) * ( 5.17%/ 36.50) } |

Where: k, = cost of common equity for a firm with 100% common equity.
k, = cost of common equity based upon book value capital structure ratios.
| = cost rate of debt, .., 6.29%, the average of the July 2006 (6.37%) and August
2006 (6.20%)} yieids on Moody's A rated public utility debt.
|, = cost rate of short-term debt, i.e., 5.23%, the average of the July 2006 (5.24%)
and August 2006 (5.22%) commerdial paper rate, from Federal Reserve
Statistical Release H.15.
t = tax rate, L.e., 35%.
BD = average debt ratio based upon the carrying value of long-ierm debt at
Gctober 13, 2006 from pagas 7 to 9 of this schedule.
BS = average short-term debt rafio based upon a book value capital structure,
using the book value of short-term debt at Cclober 13, 2006 from pages G61o8of
this schedule.
d = costrate of praferred stock, |.e., 6.22%, the average of the July 2006 (6,25%)
and August 2006(6.19%) yields on Moody's A rated public utility preferred
stocks.
BP = average preferred siock rafio basad upon a book-value capital struclure at
October 13, 2006, from pages 7 to 9 of this schedule.

Had the average capital structure of Cascade Natural Gas Company and Northwest Natural Gas
Company baen used, the adjusted DGF for the group of four gas distribution companies would
be 10.85% as shown on page 1 of Schedule FJH27. Had the average capital structure of
Cascade Natural Gas Company, The Laclede Group, Northwest Nalural Gas and Peoples
Energy been used, the adjusted DCF for the group of eight gas distribution companies would be
40.82% as shown on page 1 of Schedule FJH-27.

As indicated in Note 9 below, Cascade Natural Gas Corporation and Peoples Energy
Corporation are currently in the process of being acquired by MDU Resources and WP3
Resources, respectively, Therefore, forinformational purposes, the adjusted DCF costrates to
reflect the added financial risk attributable to the application of the averages excluding Cascade
in the proxy group of four gas distibution companies and Cascade and Peoples in the proxy
group of eight Value Line gas distribution companies have been caleulated and the resulis
shown on page 1 of Schedule FJH-27. If such companies were exciuded from the proxy the
adjusted DCFs would be 10.72% (3 LDCs) and 10.53% (6 LDCs). The 9.69% and 9.58% DCF
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cost rates are relative to the average market value common eduity of the 3 LDCs (after the
exclusion of Cascade Natural) and the proxy group of & LDCs (after the exclusion of Cascade
Natural and Paoples Energy), respectively. The cost of common equity for an LDC with 100%
common equity has been caleulated In & similar fashion to those calculated for the proxy groups
of 4 LDCs znd 8 LDCs, in pages 4 and 5 of this exhibit, using the following formula:

ko= koo [{(hu=1)*(11)* (MD/ME)}={(ku=le) “ (1=t} " (MS/ME)}
~{(k,~d) " (MP/ME]}]

rom thess “unlevered” costs of common equity, 8.71% (3 LRCs) and 8.70% (6 LDCs), the cost
of common equity using the average baok value caplital structure ratios of the proxy groups can
be derived in a similar fashian to those salculated for the proxy groups of 4LDCs and BLDCs, in
pages 4 and 5 of this exhibit, using the following formula:

Koo+ [{ (K= 1} *(1~1)}*(BD/BE) ] +{(k,~1c) (1~} *(BS/BE)}
+{(k,~d)"(BP/BE)}]

Had the average capital stucture of Northwest Natural Gas Company been used, the adjusted
DCF for the group of 3 LDCs would be 10.50% as shown on page 1 of Schedule FJH-27, Had
the average capital structure of The Laclede Group and Northwest Natural Gas been used, the
adjusted DCF for the group of 6 LDCs would be 10.40% as shown on page 1 of Schedule FJH-
27.

{6) Business Risk Adjustment due to PG Energy’s greater relative business risk due to its small size
vis-a-vis the two proxy groups and Southern Union Company, respactively, as fully determined in
Mr. Hanley's accompanying direct testimony .

(7) As explained in Mr. Hanley’s direct testimony, Missotri Gas Energy does not enjoy protection
from the vagaries of weather. Since the majerity of the companies in both proxy groups have
such clauses (see page 3 of Scheduies FJH-3 and EJH-4 of the Exhibit accompanying Mr.
Hanley's direct testimeny. Missour! Gas Enargy has greater relative risk vis-a-vis than the
companies in the proxy groups, due to the greater variability of its eamings atiributable to the
vagaries of weather. In Mr. Hanley's judgment the added risk attributable t the lack of protection
from the vagaries of weather is approximaiely 25 basis points. As shown on Page 3 of Sehedule
EJH-3 of the Exhibit acoompanying Mr. Hanley's direct testimony, the equivalent of 2 companies
in the proxy group of four LBCs, have WNCs in place. This equates to about 50% of the fuil
impact or 13 basis paints {(0.26% * 50%) = 0.125%, rounded to 0.13%). It can be determined in
simitar fashion by reference to Page 3 of Schecule FJH-4 of the Exhibit accompanying Mr.
Manley's direct testimony that the equivalent of 5 companies in the proxy group of sight Value
Line LDCs enjoy protection from weather, of the full impact or 16 basis points ({ 0.25% * 625% )=
0.156%, roundet to 0.16%)). The average risk of both groups is equal to 15 basis points {(0.13%
for the group of 4 pius 0.17% for the group of B, divided by 2) or {0.13 + 0.16} / 2 = 0.145%,
rounded to 0.15%)). Cascade Natural Gas Corporation and Peoples Energy Corporation are
currently in the process of being acquired by MDU Resources and WPS Resources, respectively.
For Informationa! purposes, the averages excluding Cascade in the proxy group of 4 LDGs, and
Cascade and Peoples In the proxy group of eight Value Line LDGs are being calculated and
shown on page 3 of this Schedule. If such companies were excluded from the proxy groups, the
average risk for both groups would be equal to 19 basis points ((0.17% for the group of 3 LDGs,
after the exclusion of Cascade, plus 0.21% for the group of 6 LDCs, after the exclusion of
Cascade and Peoples, divided by 2) or (0.17 +0.21}/2 =01 8%)).

(8) Mr. Hanley's recommended common equity cost rate for Missouri Gas Energy is 11.75% based
upon curren! capital market conditions.

(9) Cascade Natural Gas Corporation and Peoples Energy Corporalion are currently in the process of
being aocquired by MDU Resources and WPS Resources, respectively. For informational
purposes, the averages excluding Cascade Natural in the proxy group of four gas distribution
companies, and Cascade Natural and Peoples Energy in the proxy group of eight Value Line
LDCs are being shown.



Cascads Nalural Gas Corporation
Lang-Term Debt
Shon-Term Debt

Total Debt

Prefatred Stock
Lommon Eguity

Total Equity
Telai Capitat

NICOR Ing.
Lenp-Term Debt
Shori-Term Debt

Tola! Debt

Prejerred Slock
Cammen Equity

Tolal Equity
Totai Capital

Norihwest Natural Sas Company
Long-tem: Debl
Short-Term Detl

Tatal Debl

Preferred Stock
Common Equity

Total Equity
Total Capilal

Fiedmont Natural Gas Co., inc.
Lang-Tern Debi
Short-Term Debt

Total Pabt

Preferred Stock
Common Equity

Tola! Equity
Tolal Gaphat

Praxy Group of Four Ges Distribution
Companies

Long-Term Debt

Shorl-Term Debt

Totsl Debt

Preferred Stock
Cemimon Equity

Tota! Equity
Total Capita!

Proxy Group of Three Gas Disiribution
Companles Ez}
oig-Term Debt
Shori-Term Debl
Total Debt

Praferred Slock
Gommon Equity

Total Equity
Totai Capilal

Soulnem Union Company

Long-1enm Jent
Short-Term [ebt

Tolal Debt

Prefemed Slock
Common Equity

Tatal Equity
Total Capitat

Caplial Structure Based upon Total Capital

far the Proxy Group of Four Gas Distribution Gompanies
&1 Septamber 2006 {1}

Based Upon Book Value

Amaunt (O i Rallss.
il
- 17384 5700 %
12.50 4.10
186.24 61.10
11862 38.80
118,62 38.90
& 304.96 100.00 %
% 536 40 2774 %
586.00 30.30
1,172 40 58.04
B11.30 41,06
811.30 41.96
3 1.933.70 10000 %
s 520.50 4260 %
126,70 10.18
656.20 5278
506,93 47.21
£86.92 47.2%
3 1,243.13 o000 %
3 660.00 3BTIE %
158.860 8.31
B1B.50 4307
894.18 51.93
864.19 51.93
3 §,702.69 100.00 %
4152 %
13.48
55.00
45.00
45.00
100,00 %
3637 %
16.80
52.97
47,03
47.03

T oo %

5 247579 (3) 4889 %
420.00 .44
259579 58.33
230.00 517
1,624.07 36.50
1.854.07 41.67
] 4,448.86 HL.00 %
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Based Upon Market Valug of Common
Eqully at Octeber 13, 2006

Amaynt,
Dulstanding Ratios
Sl ¥
s BB B3 3783 %
12.50 2,51
20113 40.40
206.67 50.80
28567 58.60
$ 487.80 400,00 %
5 525.00 17.05 %
5R6.00 19.04
411100 3608
1.667.36 53.91
1,967.36 §3.91
B 3,076.36 100.00 %
5 57838 3182 %
126.70 6.98
706.08 3B 76
1.114.83 61,22
1,144.83 61.22
) 1.820.91 10000 %
5 75321 2585 %
156,50 5.44
#1177 31.28
2002.60 8B.71
2,002.00 88.7¢
$ 281377 10000 %
28.15 %
5.49
36 64
£63.36
£63.36
100.00 %
249 %
10.48
35.39
54.61
54.61
100.00 %
-1 231306 3872 %
420,00 7.02
273305 45.75
23000 3.85
3.041.37 5040
3.241.37 54.25
8 8.574.43 100,00 %

{1) Capital Structure based upon Total Capils! as of Seplember 2005, excepl NICOR Northwast Natural and Soulhem Union, which s December 2008, and for

Pigrimont Natural Gas, which s Cclober 2065

{2) Cascade Nalural Gas Comeralian Is curently n the process of being acouired by MEL Resources. For infoermational purposes, the aversges excluding

Cascade Hatural are belng shown.

{3) Book Valug Long-tenm debl for Southem Unlon is based on Lhe camrying amount published by tha company in thelr annual Femn 10K

Scurce of Information:

Standard & Foor's Gompustal Services, Inc., PG Plus/Research Insight Dals Base

Cempany Anntal Forms 10-K and 180-Q

DTN Trading Markels' DTNIC/nterquote. com:



Cascade Natural Gas Corporation

Caphtal Structure Based upon Total Capital
for the Proxy Group of Eight Value Line Gas Distribution Companies and Seuthern Linion Company

Based Upon Book Value
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Based Upon Market Value of Common
Equily at Ociober 3, 2008

Long-Term Debt
Short-Term Debt

Teotal Debt

Preferred Stock
Common Equity

Total Equity
Total Capital

The Laclede Group, Inc.

Long-Term Debt
Shori-Term Debt

Totat Debt

Preferred Stock
Commen Equity

Total Equity
Totat Capital

New Jorsey Resources Corp.

Leng-Term Debt
Short-Term Dabt

Total Debt

Preferred Stock
Common Equity

Total Equity
Total Capital

NICOR Inc.

Long-Term Debi
Short-Term Debt

Totzl Debt

Preferred Stock
Common Equity

Total Equity

Total Capital

Northwest Natural Sas Company

Long-Term Debt
Short-Term Debt

Total Debt

Preferred Stock
Common Equity

Totat Equity
Tolat Gapital

Peoples Energy Corporation

Long-Term Debt
Short-Term Debt

Total Bebt

Preferred Slock
Common Equity

Total Equity
Tatal Capital

Amount Cutstanding Ratios
{ & mik )
b3 173 84 57.01 %
12.50 4.10
186.34 6111
118.62 38.50
118.62 38.80
5 2304.96 100,01 %
3 380.43 48.48 %
70.61 B.62
45104 55.10
101 012
366.53 44,78
367.53 44.90
§ 818.57 100,00 %
] 264 80 (2) 3020 %
174.10 19.85
438.90 50.05
438.85 4£9.85
438.05 49.95
3 576.95 100.00 %
§ 536 40 27.74 %
586.00 30.30
$.122 40 58.04
811.30 41.98
811,30 41.96
5 1,833.70 10000 %
3§ 529 50 4260 %
126.70 10,18
€56.20 5279
586.83 47.21
586,93 47.21
$ 1,243.13 100.00 %
] B95.58 5256 %
8.15 .48
80373 5304
800.15 46.96
800.15 46.96
% 1,703.89 100.00 %

Amount
Cutstanding Ratios
(S mil )
5 188 .63 3789 %
12.50 281
20113 40.40
296.67 £9.60
295.67 £9.80
$ 487.80 100.00 %
$ 41352 3462 %
70.61 5.91
484 13 40.53
101 0409
709.26 £9.38
710.27 58.47
B 1,184.40 100.00 %
§ 266.80 1448 %
174.1C 9.45
440.90 2394
1,400.89 76.06
1,400.89 76.06
] 1.841.79 100.00 %
5 525.00 1706 %
586.00 19.04
1,111.00 3608
1,967,36 €3.91
1,967.36 63.81
% 3,078.36 100.00 %
$ 579.38 B2 %
126.70 6.95
706.08 3B 78
1,114.83 61.22
1,114.83 61.22
3 1,820.81 100.00 %
B 81280 3632 %
8.15 0.32
920.85 36.64
1,582.41 63.36
1,692.41 63.36
5 2.513.36 300,00 %




Capital Structsre Based upon Tota! Gapital

Schadute FJH-26
Page 9 of 26

Schedule FJH-1
Page 8 of 23
(Update)

far the Proxy Group of Fight Value Line Gas Distribution Companies and Southern Union Company

Piedmaont Natura) Gas Co., Inc
Long-Term Debt
Shori-Tesm Debt

Totat Debt

Praferred Stock
Commaon Equity

Tatal Equity
‘Total Capital

WGL Holdings, Ins.
Long-Term Dabl
Short-Term Debt

Tuotal Debt

Prefarred Stock
Common Equity

Total Equity
Totat Capital
Proxy Group of Eight Gas Distribution
Companles

Long-Term Debt
Shart-Term Debt

Total Debt

Preferred Stock
Common Equity

Total Equity
Total Capitat

Proxy Group of Six Gas Distribution
Companies (2}

Long-Term Dabt

Shorl-Term Debt

Total Cebt

Freferred Stock
Commpn Equlty

Total Equity
Total Capital

Scuthern Union Company
Long-Term Debl
Short-Term Debt

Total Debt

Preferred Stock
Common Equity

Total Equily
Total Capital

At September 2005 (1}

Based Upon Bock Valug

Ammount Quistanding Ratios
(S mill }
5 660.00 3876 %
158.50 9.31
B18.50 4807
B884.19 51.893
884.19 51.83
% 1,702.60 100.00 %
$ 58420 (2} 37.76 %
40.88 2.64
625.08 40 40
28 17 1.82
893.98 57.78
92217 58,60
] 1,547.24 100.00 %
4164 %
10.69
5233
024
- 47.43
47.67
100.00 %
37.26 %
13.49
50.75
0.32
43.83
49.25
100.00 %
3 217578 (3) 48.88 %
420.00 9.44
2,685.79 5833
230.00 5.17
1,624.07 36.50
1,854.07 41.67
5 4,449.86 100.00 %

Based {pon Market Value of Common
Equity at October 13, 2006

Amount
Quistanding Ratios
(& mill )
3 75327 2585 %
158.50 5.44
81177 31.29
2,002,800 68.71
2.002.00 58.71
5 2.813.77 100.00 %
H 626.80 2776 %
40.88 1.81
467 68 29.57
28.20 1.25
1,561.85 £0.18
1,580,085 790.43
$ 2,257,73 100.08 %
2822 %
_ 643
34.65
0.17
£5.18
£5.35
100.00 %
2527 %
B.10
33.37
0.22
86.41
55.63
10000 %
s 231308 3872
420.00 7.03
2,733.08 4575
23000 3.85
3.01537 50.40
3,241.37 54.25
] 5,974.43 100.00 %

{1) Capital Struclure based upon Total Capital as of Seplembar 2006, except NICOR Norhwes{ Natural and Southern Unian, which is Decembear 2005, and for

Piedmont Natural Gas, which is Qctober 2005,

{2) Cascade Maturat Gas Corporalion and Peoples Energy Corporation are currently in

the process of being acquired by MDU Resources and WPS Resources,

respeciively. For informational purposes, the avarages exciuding Cascade Natural and Peoples Energy are baing shown.

(3) Sook Value Long-term debt for Southarn Union is based on the carrying amount publishad by the company in their annual Form 10K.

Source of Information:

Standard & Poor’s Compuskat Services, Inc., PC Pius/Research Insight Data Base

Company Annual Forms 10-K and 10-Q
DTN Trading Markets' DTNICHInterquote com
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Notes:
(1)
{2)

3)
{4)

&

(6)
(")

(8)

(@)
{10)

(1)
(12}
(13}
(14)

{15}
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Missouri Gas Energy
Derivation of Investment Risk Adjustment Based upon
Ibbotson Associates' Size Premia for the Decile Portfolips of the NYSE

From page 12 of this Schedule.

Line No. 1 —Line No. 2 and Line Mo, 1 Line No. 3 of Columns 3 and 4, respectively. For example, the
0.85% in Column 5, Line No. 2 is derived as follows 0.85% = 2.55% - 1.70%.

Company-provided rate base at December 31, 2005 presumed to equal total capitalization if it were a
stand alone entity rather than a division.

With an estimated market capitalization of $583.206 milfion (based upon the proxy group of four gas
distribution companies), $547.507 (based upon the proxy group of Eight Value Line gas distribution
companies) and $467.811 (based upon Southemn Unlon Company), Missouri Gas Energy falls between
the B and 9" deciles for the two proxy groups, and in the g decile for Southern Union, of the
NYSE/AMEX/NASDAQ, which have an average market capitalization of $602.679 and $387.790,
respectively, as shown in the table on the bottem half of page 10 of this Schedule. If Cascade Natural
Gas Corporation and Peopies Energy Carporation were excluded as indicated in Note 15 below, the
estimated market capitalization for the proxy group of three gas distribution companies and six gas
distribution companies would be $554.451and $541.632, respectively, and based on both groups
Missouri Gas Energy would also fall between the 8" and o deciles.

Size premium applicable o the 8" and ot decile of the NYSE/AMEX/NASDAQ as shown on page 24 of
this Schedule.

From page 1 of Schedule FJH-3 of the Exhibit accompanying Mr, Hanley's direct testimony.

With an estimated market capitalization of $1,345.214 million, the proxy group of four gas distribution
companies falls between the 6" and 70 deciles of the NYSE/AMEX/NASDAQ which have an average
market capitalization of $1,352.997 milliont as can be gleaned from the information shown in the table
on the bottom half of page 10 of this Schedule. If Cascade Naturai Gas Corporation were exciuced
form the group of four gas distribution companies, as indicated in Note 15 below, the estimated market
capitalization would be $1,487.346 and the group would also fall bebween the 6% and 7" deciles.

Average size premium applicable fo the 6" and 7" deciles of the NYSE/AMEX/NASDAQ as can be
gleaned from the information shown on page 24 of this schadule.

From page 1 of Schedule FJH-4 of the Exhibit accompanying Mr. Hanley’s direct testimony.

With an estimated market capitalization of $1,330.658 million, the proxy group of eight Value Line gas
distribution companies falls between the 6" and 77 deciles of the NYSE/AMEX/NASDAQ which have an
average market capitailzation of $1,352.997 as shown in the table on the bottom half of page 10 of this
Schedule. If Cascade Natural Gas Corporation and Peoples Energy Corporation were excluded form
the group of eight Value Line gas distribution companies, as indicated in Note 15 below, the estimated
market capitalization would be $1,459.363 and the group would also fall between the 6" and 7" deciles.

Average size premium applicable to the 6th and 7th deciles of the NYSE/AMEX/NASDAQ as can be
gleaned from the information shown on page 24 of this schedule.

From page 1 of Schedule FJH-5 of the Exhibit accompanying Mr. Hanley's direct testimony.

With an estimated market capitalization of $3,011.366 million, Southemn Union Company falls in the 4™
decile of the NYSE/AMEX/NASDAQ which has an average market capitalization of $3,185.808 as
shown in the table on the bottom half of page 10 of this Schedule.

Average size premium applicable to 4" decites of the NYSE/AMEX/NASDAQ as can be gleaned from
the information shown on page 24 of this schedule.

Cascade Natural Gas Corporation and Peoples Energy Corporation are currently in the process of
being acquired by MDU Resources and WPS Resourcas, respectively. For informational purposes, the
averages excluding Cascade in the proxy group of 4 LDCs, and Cascade and Pecples in the proxy
group of eight Vaiue Line LDCs are belng shown.

Source of Information: ‘bbotson Associates, Stocks, Bonds, Bills and Inflation — Valuation Edition — 20086

Yearbook, Chicago, iL, 2006
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M i Gas E
Market Capitakizalion of Missour Gas Ensrgy
for the Proxy Group of Four Gas Distribution Companies, the Proxy Group of Elgnt
Value Line Gas Distribution Gompantes and Southern Unlon Company..
1 2 3 4 & 8
Book Value per Market
Commaon Stock Shares Share at Tolal Common Closing Steck Markel-io-Eook Capitalization on
Quistznding at June 30, September 30, Equity at June 30, Market Price on Ralio al October Oclober 13. 2006
Company 2006 (N&(*Y 2006(HA&(") 2008{"} Cctober 13, 2006 13, 2006 (2) {3
{ millions } { millions } (millians )
Missour Gas Enargy NA i) NA 3 257.077 (4) NA
Based upon the Proxy Groun of Four Sas Distribuiton Companies 2164 % (5} & 583.286 (&)
Based upon the Proxy Graup of Three Gas Distribufion
Comoanies {11} 207.6 %(5) _§ 554.451 (6}
Beaged upoh the Proxy Group of Elghl Value Ling Gas Ristribution
Companles 2050 _%(7) & 547.507 (6}
Bzsed upon the Proxy Group of Six Value Line Sas Distilbulion
Companies {11} 2028 %(7) 3 541,632 (B}
Based uppn Southern Union Company 1752 %{8) S 487.811 (0}
FProxy Group of Fowr Gag Distrlbution Companizs
Cascade Natural Gas Corparation 114393 & 11,138 1 126 081 & 25.800 2316 % 5 286.674
NICOR Inc. 4t 440 16630 B27.800 44.270 2318 £,967.369
Norlhwest Nelura! Gas Company 27.547 22178 610.876 40470 1825 1,114 B27
Pietmeni Natura! Gas Co., Inc 75.348 11.871 B02.021 26.570 222.0 2,001,998
Average 38.708 5 15,978 ] 817,220 8 34,278 2184 % § 1,345.214
Average Excluding Cascade Natural{11) 49.112 ] 17,592 5 710.039 § 33.773 2008 % & 1,4B7.346
Pracy Group of Eighi Value Line Gas Dislribulion Companies
Cascade Nalural Gas Corpoialion 11498 § 11,138 $ 128.081 - 25 800 2316 % 13 208 674
The Laclede Group, Inc 2131 48.075 406.885 33250 1743 ‘708256
New Jersey Resources Com. 28.074 21211 595.471 49.900 2353 1.400.883
NICOR Inc. 44 440 B.630 B27.900 44.270 2376 1,867.359
Morthwest Natural Gas Company 27.547 22 176 610.876 40.470 1825 1,114.827
Peoples Energy Corporation 38427 21.620 B30.798 41.440 1917 1,582.415
Fledmont Natural Gas Ce., Inc 75,348 11971 82021 26570 2220 2,001.995
WGL Haigings, inc. 46.762 15.412 945,556 32,030 165.0 1,661,847
Average 36,929 3 1B.154 5 556.073 ) 35.716 2050 % 5 1,330.658
Average Excluding Cascade Natural and Pecples Energy (11) 40,917 s 18.746 5 714.952 § 37.748 2028 % 5 1,455.363
Soauthem Unlon Company 112.030 $ 15,346 5 1,719.178 5 26.880 1752 % i 8,011,366

Nates:

NA = Not Available

(1) Cowmn 3/ Colume 1.

(2} Column 4/ Column 2.

(3) Column 5* Column 3 .

(4) Based upon allacating Missour Gas Energy's rate base al Decembar 31, 2005 of 5580.601647 by Mr. Hanley's recommendad hypolhefical commaon
equily ratio of 46.00%. 5267 077 = $580.601647 * 46 00%.

(5) The markel-to-bpok Ao of Misseuri Gas Energy, al Oclober 13, 2006 Is assumed to be equal fo The average marhet-to-book ratio at Oclober 13,
2008 of the proxy group of Eour gas distribution companies, 65 welt es the proxy greup of three gas distributlon campanies (atter the exciusion of
Cascade Natural Sas Corporatlon} as indicaied In Note 11 below.

6} Missouri Gas Energy's common stock, If iraded, would trade at a markel-lc-book ratio egue! to the average markel-to-hook ratio at Octaber 13, 2008
of the praxy greup of four gas distribution companles, 218 4%, and Missour Gas Energy’s market capltalization at Oclober 13, 2006 would therefore
have been $563.295 million (§582.206 = $267.077 * 218 4%). If Cascade Naturaf Gas Corporation were exciuded from the proxy group of four LDCs,
Missouri Gas Energy’s markel capitalizaiion at October 13, 2006 would have been $554.451 million.

{T} The markel-lo-book ratio of Missouri Gas Energy at Oclober 13, 2006 Is assumed to be egual lo the average markel-lo-book ralio at Oclober 13, 2006
of the proxy group of eight vaive Line gas distribution companies, as well as lhe proxy group of six Value Line gas distribution companles (afer the
exclusion of Cascade Natural Sas Carporation and Peoples Energy Camporation) as indicated in Nate 11 below.

{8) Missour (3as Energy's common stock, if traded, would trade at 2 market-lo-beek ralio equat 1o the averaga market-to-book ratio al Oclober 13, 2006
of the proxy graup of eight Value Line gas distibution companies, 205.0%, and Missouri Gas Energy's market capllalization at Octeber 13, 2006
would therefore have been $547.507 million ($547.507 = $267.077 * 206.0%). # Cescade Natural Gas Corporalion and Peoples Energy Corporation
wera {0 ba excluged from the proxy group of eighl Velue Ling LDCs, Missauri Gas Energy's markel capitalizalinn sl Deleber 43, 2006 would therafore
hava been 5541 632 millon

(9) The markel-tc-book ratlo of Missouti Gas Energy, al October 13, 2005 Is assumed fo be equal i the average market-fo-book rallo at Qetober 13,
20105 of Southern Union Company

(10} Missourl Gas Energy’s comman slock, if raded, would trade at & markel-to-book ratio equal to the average markel-io-bock ratio at Ocfober 13, 2008
of Southem Union Company, 176.2%, and Missoutl Gas Ensrgy's market capitalization at Oetober 13, 2008 would therefore have been $487.511
millon. (546781t = 5267 077 * 175.2%).

{11} Cascade Natural Gas Corporaticn and Feoples Energy Comporation are cutrently in Lhe process of being acquired by MIU Resources and WPS
Resources, respectively. For infarmational purposes, the averages excluding Cascade MNalural in the proxy group of four LDCs, and Cascade Natural
and Peoples Energy én the proxy group of eight Vafue Line LDCs are belng shown

{*) As of June 20, 2008, excepl Fledmonl Natural Gas which ts af July 31, 2006

Scurce of Information:
Stardlard 8 Poor's Compustal Services, Inc., PG Pius/Research Insighl Data Base
Cumpany Annugl Forms 16-K and 10-Q
Sourte of Information: DTN Trading Markels' DTNIQYINterquole com
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Chapter 7

Firm Size and Rsturn

The Firm Size Phenomenon

One of the most remarkable discoveries of modern finance is that of a relationship berween firm size
znd remorn. The relationship cuts across the entire size spectrum but is most evident among smaller
companies, which have higher returns on average than larger ones. Many studies have looked at the
effect of firm size on return.! In this chaptey the returns across the entire range of firm size

are examined.

Construction of the Deciie Portfolios

The portfolios used in this chapter are those crested by the Center for Research in Security Prices
(CREP} at the University of Chicago's Graduate School of Business. CRSP has refined the methodol-
ogy of creating size-based portfolios and has applied this methodology 1o the entire unjverse of
NYSEAMEX/MNASDAQ-listed securities going back to 192€.

The New York Stock Exchange universe excludes closed-end murnal funds, preferred stocks,
real estate investment trusts, foreign stocks, American Depository Receipts, vait investment trusts,
and Americus Trusts, All compznies on the NYSE are ranked by the combined market capitalization
of their eligible equity securities. The companies are then split into 10 equally populated groups, or
deciles. Eligible companies trzded on the American Stock Exchampe {(AMEX) and the Nasdag
National Market (NASDAQ) are then assigned to the appropriate deciles according to their capital-
izztion in relation to the NYSE breakpoints. The portfolios are rebalanced, using closing prices for
the last trading day of March, June, September, and December. Securities added during the quarrer
are assigned to the appropriate portfolio when rwo consecutive month-end prices are available. If the
final NYSE price of a security that becomes delisted is a month-end price, then that month's return
iz included in the quarterly return of the security’s portfolio. When a month-end NYSE price is miss-
ing, the month-end value of the security is derived from merger terms, quotations on regional
exchanges, and other sources. f 2 month-end value still is not determined, the last available daijly
price is used.

Base security returns are monthly holding period rerurns. AH distributions are added ro the
month-end prices, and appropriate price adjustments are made to account for stock splits and divi-
dends. The return on a portfolio for one month 15 calculated as the weighted average of the returns
for its individual stocks, Annual porifolio returns are calenlated by compounding the monthly port-

folio returns.

Size of the Deciles

Table 7-1 reveals that the top three deciles of the NYSE/AMEX/NASDAQ aceount for most of the
total market value of its stocks. Nearly two-thirds of the market valve is represented by the first
decile, which currently consists of 169 stocks, while the smallest decile accounts for just over

t Rolf W. Banz was the first to document this phenomenon. See Banz, Rolf W. “The Relationship Berween Retvrns and
Market Value of Common Stocks,” fowrme! of Financial Ecoromneics, Vol. 9, 1981, pp. 3-18.
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Chapter 7

one percent of the market valve. The data in the second column of Table 7-1 are averages across all
80 years. Of course, the proportion of market value represented by the various deciles varies from
year to year

Columns three and four give recent figures on the number of companies and cheir market cap-
italization, presenting a snapshot of the structure of the deciles near the end of 2005.

Table 7-1
Size-Decila Portfolios of the NYSE/AMEX/NASDAQ Size and Composition
1926 through September 30, 2005

Recent

Historical Averags Recent Deciie Market Reoent

Percentage of Number of Caphalization Percantage of

Decile Total Capitalization Companies (it thousands)  Total Caplialization
1-largest £3.29% j68 $8,868,801,117 60.52%
2 13.97% i82 2,025,323,8B5 13.81%
3 7.57% 185 1,074,448,763 7.38%
4 4.74% 208 656,207,080 4.51%
5 3.24% 207 452,320,087 3.11%
8 2.37% 258 388,585,517 2.68%
7 i.7ER 208 319,642,175 2.20%
B 1.25% 352 287,783,718 1.98%
-] 0.59% 583 268,738,291 1.B5%
10-Smaliest 0.81% 1,746 218,334,858 1.49%
id-Cap 3-5 15.55% BO8 2,183,074,940 14.89%
Low-Cap &-B 5.38% BRS 857,021,410 6.85%
Micro-Cap 8-10 1.80% 2,439 485,073,149 3.33%

Source: @ 200603 CREP® Center for Reserch in Security Prices. Graduate School of Business, The Universtty of Chicago. Useti
with permission. All righis reserved. www.Crap. uchicago.edy.

Historical average perceniage of fota! capitalization shows the average, over the last BO years, of ihe decile marksl velues 25 2
perceniage of the tota! NYSE/AMEX/MASDAR ealculated each monih. Number of companles in deciles, resent market
Gapitalization of declles, and recant percentzpe of totsi caphalizaiion are as of September 30, 2005.

Table 7-2 gives the curreat breakpoints that define the composition of the NYSE/AMEX/NASDAQ
size deciles. The largest company and its market capitalization are presented for each decile. Table
7.3 shows the historical breakpoints for each of the three size groupings presented throughour this
chapter. Mid-cap stocks are defined here as the aggregate of deciles 3-5. Based on the most recent
data (Table 7-2), companies within this mid-cep range have market capitalizations at or below
£7,187,244,000 but greater than $1,728,588,000. Low-cap stocks include deciles 6-8 and currently
include all compznies in the NYSE/AMEX/NASDAQ with market capitalizations at or below
$1,728,888,000 bur greater than 586,393,000, Micro-cap stocks inchude deciles 5-10 and include
companies with market capiralizations at or below $586,393,000. The market capitalization of the
smaHest company included in the micro-capitalization group is currently $1,079,000.

130 SRBBI Valuation Edition 2006 Yearbook
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Firn Size and Beturm

Tabie 7-2

5ize-Decile Portfolios of the NYSE/AMEX/NASDAG, Largest Gompany
and s Market Capitafization by Decile

September 30, 2005

Market Capitallzation
of Largest Gompany

Declle (in thousands) Company Narne
1-Largest $367,495,144 General Electric Go,

2 16,016,450 Estergy Gemp-

3 7,187,244 Chesapeake Energy Corp.
4 3,961,425 Ball Corp.

5 2,519,280 Ceteness Corp.

g 1,728,588 AGCO Corp.

7 1.280,966 ESGCO Tachnologies Inc.

8 B72.103 West Pharmnaceutical Services Inc.
4 586,393 Genatal Cable Com.
10-8maliest 264,981 4Kids Entertainment Inc.

Source: Genter for Research in Securty Frices, Universtty of Chicago.

Presentation of the Decile Data

Summary statistics of annual rerurns of the 10 deciles over 1926-2005 are presented in Table 7-4.
Note from this exhibit that both the average return and the total risk, or standard deviation of annual
returns, tend to increase as one mOves from the largest decile to the smallest. Furthermore, the
serial correlations of rerurns are near zero foz all but the smallest two deciles. Serial correlations and
their significance will be discussed in detzil larer in this chapter

Graph 7-1 depicts the growth of one dollas invested in each of three NYSE/AMEX/NASDAQ
groups broken down into mid-cap, low-cap, and micro-cap stocks. The index value of the entiré
NYSE/AMEX/NASDAQ is also incladed. Al rerurns presented are value-weighted based on the mar-
ket capitalizations of the deciles contained in each subgroup. The sheer magnitude of the size effect
in some years is noteworthy. While the largest stocks actually declined 9 percent in 1977, the
smallest stocks rose more than 20 percent. A more extreme case occurzed in the depression-recovery
year of 1933, when the difference between the first and temth decile returns was far more
substantial, with the largest stocks rising 46 percent, and the smallest stocks rising 224 percent. This
divergence in the performance of small and large company stocks is & cOmmOEn GCCULIEnce.
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Table 7-3

Size-Decile Portiolios of the NYSE/AMEX/NASDAQ

Largest and Smalflest Company by Size Group

from 1926 101885

GCeapitaiization of Largest Company
{in thousands)

Capitalization of Smallest Company
lin thousands)

Data Mid-Cap  Low-Cap  Misro-Cap Mig-Cap  Low-Cap  Micro-Cap
{Sept 30 3-5 -8 a-10 3.5 6-8 9-i0
1925 §51,480 $14,040 $4,305 $14,100 $4,325 $a2
1a27 $65,281 $14,748 54,450 $15,311 $4,456 572
1928 $81,688 $18,975 88,074 $18,050 $5,119 $135
1928 $107,085 $24,328 $5,875 $24,480 $5,815 128
1930 $67,808 $13,050 $3,219 $13,088 53,264 $30
1931 $42,607 $8,142 $1,005 §8,222 $1,827 $15
1832 $12,431 $2,170 $473 $2,196 $477 §18
1633 340,298 $7,210 £1,830 87,280 $1 875 $100
1034 $3B,120 $6,660 51,550 36,734 $1,673 368
1835 $37,631 6,519 51,350 55,549 $1,383 838
1936 $46,820 311,508 32,660 §$11,526 $2,668 398
1937 $51,750 $13,801 $3,500 $13,635 $3,539 sag
1828 36,102 58,825 $2,125 8,372 £2,745 iicls)
19239 $35,784 87,367 51,607 &r,38% 51,800 875
1940 531,050 $7,000 $1,851 8,007 81,872 $51
194 §31,744 38315 $2,0B6 §B,336 $2,087 572
1842 $26,135 $6,870 §1.779 56,875 1,788 &82
1843 $43,218 511,475 $3,547 $11,480 $3,803 5365
1944 $46,521 $13,068 54,800 $13,068 34,812 &300
1945 $55,268 $17.325 55,413 $17,575 $5,428 225
1948 $78,158 $24,192 510,013 $24,799  $10,051 5828
1847 $57,830 $17,735 §6,373 $17,872 6,380 $747
1948 $67,238 $18,575 $7,313 $19,851 $7,320 3784
1840 55,508 $14,549 £5,037 $14,577 §5,108 $379
1950 365,881 518,675 $6,176 £18,750 $8,201 $303
1851 $82,517 22,750 37,567 22,860 §7.508 $BEB
1852 397,836 %25,452 58,428 325,532 $8,4B0 $480
1853 $0B,595 $25,374 $8,156 §25,395 $B,168 3459
1854 §125,634 $20,545 38,484 $28,707 £8,488 $453
1955 £170,828 $41,445 $12,353 541,681 §12,386 $553
1936 $183,434 846,805 13,481 $46,886 513,524 $1.122
1857 $102,861 547,658 §13,844 348,500 $13,848 §ges
1858 $195,083 $46,774 $13,789 546,871 513,816 $550
1959 $253,544 564,221 $19,500 $64,372 $19,548 81,804
1960 $246,202 $81.485 $18,344 $61,529 $19,385 5831
1861 £2096,261 $78,058 $23,562 575,422 523,613 $2,485
1982 §250,433 358,886 $1B,852 $58,143  $1B,068 1,018
1DE3 308,438 §71.B46 $23.819 §71,871 523,822 5206
1964 $344,033 872,343 25,504 75,508 $25,685 5223
1955 $363,759 384,475 $2B,365 $84,500  $2B,375 5250

Souree: Center for Research in Securlty Prices, Universtty of Chicago.
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Firm Size and Return

Table 7-3 icontinued)

Size-Decile Portfolios of the NYSE/AMEX/NASDAQ

Largest and Smallest Company by Size Group

from 1966 1o 2005

Capltalization of Largest Company
{in thousands)

Cupitalization of Smallest Compary
{in thousands)

Data Mid-Cap Low-Cep  Micro-Gap Mid-Cap  Low-Cap  Micro-Cap
(Sept 30) 3-5 86 8-10 35 6-B 9-10
1966 $308,455 $93,578 34,884 $99,835 $34,066 ae1
1867 $459,170  §117.985 542,267 $118,329 $42,313 3e1
1968 $528,326  $143,28% $50,351 $150,128 $60,397 $592
1969 §517,452  $144,770 $54,273 §145,684 $54,280 $2,118
1870 $380,248 $94,025 $29,810 $94,047 $20.916 822
1971 $542,517  $145,340 $45,671 $145,673 $45,680 865
1872 $545211  $138,847 $46,728 $138,710 348,757 51,031
1973 $424,584 $94,809 $29,601 525,378 528,606 8567
1974 $344,013 §75.272 $22,475 575853 522,481 baa4
1875 485,763 $96,854 $28,140 $97,268 $28,144 540
1976 $551,071 $116,184 $31,987 $116,212 $32,002 $564
1977 $573,084  §135,804 $39;1Q2 $137,823 $30,264 $513
1978 $572,067 $159.778 $46.621 $160,524 $46,629 $830
1978 661,338 $174,480 $49,086 §174.517 $49,172 %048
1680 $754,562 $194.D‘i2 $48.671 $194,241 $48,953 $548

1981 954,866  $260,028 $71,276
1982 $762,028  $205,580 54,675
1983 $1,200,680  $352,608 £103,443
1884 $1,068,872  $314,850 $90,419
1985 $1,432,342  §367,413 $93,810

$261,058  §71,268 $1,446
$208,538  $54,B83 $1,060
$352,044 $103,630 $2,025
$315,214  $30,659 $2,003

1986 $1,857,621  $444,827 $108,956
1987 $2,056,143  $4567,430 112,035
1068 $1,857,826  $420,257 $84,288
1889 $2,147,608 480,576 $100,285
1880 $2,154,185  $472,003 $93,6827

1921 $2,120,863  $457,958 $87,686
169892 $2,428,671  $500,348 $103,352
1983 $2,711,068 §608,520 $197,845
1984 $2,467,073  $601,552 $149,435
1955 $2,793,761 653,178 158,011

1996 %3,150,685  §763,377 $195,188
1987 $3.511,132 $818,299 $230,472
1998 $4,216,707  $034,264 §253,328
1988 $4,251,741  $B875,308 $218,336
2000 $4,143,902  $840,000 $102,508

2001 35,252,063 §1,114,782 $268,275
2002 $5,012,705 $1,143,845 $314,042
2003 $4,704,027 $1,166,788 £330,608
2004 56,241,953 $1,607,854 $505,437
2005 $7,187,244 $1,728,888 $588,383

$368,249  $94,000 8760
§445,668  §109,975 §706
548,948  $112,125 81,677
$421,340  $94,302 $508
$483,323  5100,384 396
§474,085  $39,750 $132
$458,558 57,733 %278
$501,050 $103,500 8510
$608,825 $137,987 $802
5602,562  $149,532 8598
$654,019  $158,063 £69
§763,812 $185,378 $1,043
$B71,028 $230,554 $480
$935,727  $253,336 81,674
3875582 $218,368 84,502
$840.750  $192,721 1,482
$1,115,200 $27D,391 3443
$1,144,452  $314,174 $501
$1,167,040  §330,787 $3az

$1,607.931  $506,410 §1,293
$4,729,364  $587,243 §1.079

Sourse: Sentar for Research in Securlly Prices, University of Ghicago.
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Chapter 7

Table 7-4
Size-Decile Portfolles of the NYSE/AMEX/NASDAQR, Summary Statistics of Annual Returns
1026-2005

Geometric Arlthmetie Standard Serlal
Decile Mean Mean Deviation Correlation
1-Largest 8.5 11.3 197 o.09
2 0.8 13.2 21.86 0.03
3 11.3 13.8 2366 -0.02
4 1.3 i4.3 25.94 -0.02
5 11.6 14.8 26.78 -0.02
& 1.8 15.3 27.84 0064
7 11.6 15.5 29.59 0.1
5 11.8 16.8 33.47 0.04
] 12.0 7.5 36.55 0.05
10-Smallest 14.0 21.8 45.44 015
Mid-Cap, 3-5 11.4 4.2 24.74 ~0.02
Low-Cap, &-8 11.7 15.7 28.52 0.03
Micra-Cep, 8-10 12.7 18.8B 38,45 G.08
NYSE/AMBX/NASDAQ
Total Vatue-Weighied Index 19.1 12.0 20.21 0.03

Source: Ceriler for Ressarch In Sscurity Prices, University of Chicage.

Aspects of the Firm Size Efiect

The firm size phenomenon is remarkable in several ways. First, the greater risk of small stacks does
not, in the context of the capitzl asset pricing model (CAPM), fully account for their higher retuzns
over the long term. In the CAPM only systemaric, or beta risk, is rewarded; small company stocks
have had returns in excess of those implied by their betas.

Second, the calendar annual return differences berween small and large companies are serially
correlated. This suggests that past nnual returns may be of some value in predicting future annual
returns. Such sesial correlation, or autocorrefation, is practically unknown in the market for large
stocks and in most other equity markets but is evident in the size premia.

Third, the firm size effect is seasonal. For example, small company stocks outperformed large
company stocks in the month of Jannary in a large majority of the years. Such predictability is sur-
prising and suspicious in light of modern capital market theory. These three aspects of the firm size
effect—long-term returns in excess of systematic risk, setial correlation, and seasonality—will be
analyzed thoroughly in the following sections.

134 SBB! Valuation Edition 2006 Yearbook

Schedule FJH-26
Page 19 of 25

Schedule FJH-1
Page 18 of 23
{Update)



Firm Size and Return

Graph 7-1
Size-Decile Portfolios of the NYSE/AMEX/NASDAQ: Weatth Indices of Investments in Mid-, Low-, Micro- and

Total Capltalization Stocks
1926-2005

Year-end 1925 = §1.00

Indax

$20,000 _
$14,124.09
$10,000 -
3 $7,213.36
] ¢ $5,576.53
i Micro-Cap Stock ;%
d Low-Cap Stock %\/’, $2.143.23
£1,000 |
Mid-Cap Stock
$100
] Total Value
] Weighted NYSE/
AMEXASASDAG
$10
$1
$0 IlllllltiiIIIIllllllllllliiflllllilllIlllllllll)iitllllliil]lli'lllhillllllllfll'

1925 1836 1945 1855 1965 1975 1985 1895 2005

Year-end Source: Center for Research in Security Prices, University of Chicago.
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Chaptar 7

Long-Term Returns in Excess of Systematic Risk

The capital asset pricing model (CAPM) does not fully account for the higher returns of smail com-
pany stocks. Table 7-5 shows the returns in excess of systematic risk over the past 80 years for each
decile of the NYSE/AMEX/NASDAQ. Recall that the CAPM is expressed as follows:

k, =T, + (B, xERP)

Table 7-5 uses the CAPM to estimate the return in excess of the riskless rare and compares this esti-
mate to historical performance. According to the CAPM, the expected return on a security should
consist of the riskless rate plus an additional return to compensate for the systematic risk of the secu-
rity. The rezurn in excess of the riskless rate is estimated in the contexr of the CAPM by multiplying
the equity risk premium by B (beta). The equity risk premium is the rerurn that compensates investors
for taking on risk equal to the risk of the market as 2 whole (systematic risk).? Beta measures the
extent to which a security or portfolio is exposed to systematic risk.’ The beta of each decile indi-
cates the degree to which the decile’s return moves with that of the overall market.

A beta greater than one indicates thet the security or portfolio has greater systematic risk than
the market; according to the CAPM equation, investors are compensated for taking on this additional
risk. Yet, Table 7-§ illustrates that the smaller deciles have had returns that are not fully explained
by their higher betas. This return in exeess of that predicted by CAPM increases as one moves from
the largest companies in decile 1 to the smallest in decile 10. The excess retusn is especially pro-
nounced for micro-cap stocks (deciles 9-10). This size-related phenomenon has prompted a revision
to the CAPM, which includes a size premivm. Chapter 4 presents this modified CAPM theory and
its application in more detail,

This phenomenon can zlso be viewed graphically, as depicted in the Greph 7-2. The securiry
market line is based on the pure CAPM without adjustment for the size premium. Based on the risk
{or beta) of a security, the expected return lies on the security market line. However, the acmal his-
toric rerixrns for the smaller deciles of the NYSE/AMEX/NASDAQ lie above the line, indicating that
these deciles have had returns in excess of that which is appropriate foz their systematic risk.

2 The equity risk premiusm is estimated by the 80-year arithmetic mean return on large company stocks, 12.30 percent, less
the 80-year arithmetic mean income-return component of 20-year povernment bonds as the historical riskless raw, in this
cacs 5.22 percent. {It i appropriate, however, to maich the matority, or duration, of the riskles zsser with the Investment
horizon.) See Chapter 5 for more detzil on equity risk premium estimation.

3 Historical betas were calculated using a simple regression of the monthly portfolio {decile} total returns in excess of the
30-day UL5. Treasuzy bill total returns versus she 58P 500 total returns in excess of the 30-day 1.8, Treasury bill,
January 1926-December 2005. See Chapter § for more detail on beta estimation.
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Firm Siza and Relurn

Table 7-5
Long-Term Returns in Excess of GAPM Estimation for Decile Porticlios of the NYSE/AMEX/NASDAQ

1926-2005
Realized Estimated  Slze Premium
Arithretic Return in Return In {Return in
Mean Excess of Excess of Excess of
Daclle Beta” Retum Riskless Rate™  Riskiess Ratef CAPM)
{-Largest 0.91 19.29% 5.07% §5.45% -0.37%
K4 104 13.22% B8.00% 7.33% 0.67%
3 1.10 18.84% B.62% 7.77% 0.85%
4 1.13 14.31% 9.08% 7.98% 1.10%
5 116 14.91% 0.69% 8.20% 1.49%
g 1.18 15.33% 10.11% 8.38% 1.73%
7 1.23 15.62% 10.40% 8.73% 1.67%
3 1.28 16.50% 11.58% 9.05% 2.33%
9 1.34 17.48% 12.26% 9.50% 2.76%
10-Srnallest 1.41% 21.,50% 16.87% 10.01% 4.36%
nMig-Cap, 3-5 1.12 14.15% 8.84% 7.51% 1.02%
Low-Cap, 6-B 1.22 15.66% 10.44% 8.83% 1.81%
Micro-Cap, 8-10 1.38 18,77% 13.55% 9.51% 3.95

“Betas ars astimated from monthly portfolio total returng In excess of the 30-day U.8. Treasury bill total raturn versus the S8P
500 1otal returns i excess of the 30-day U.S. Treasury bik, January 1825-December 2005,

~Historical dekdess rala is messured by the BD-ysar anthmetic mean income returrs componant of 20-year government bonds
{5.22 percent).

tCalculated In the context of the CAPM by muittplylng the equir‘y risk premiumn by beta. The eiuity risk premium is estimated by
the arithmetic prean total return of the S&P 500 (12,30 percent) minus the arthmstis mean income refurn compoenent of 20-year

govermant bonds (5.22 percant} from 1825-2005.

Graph 7-2
Security Market Line versus Size-Decile Portfollos of the NYSE/AMEX/NASDAQ

1926-2005
25 .
-

20 |

s
(5]
1

Arithrmellc Maan Relum
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n
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Aiskiess Rate
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Beta Source: Cenler or Resaarch in Security Prices, University of Chicago [decils data).
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Chapter 7

Furttier Analysis of the 10th Decile

The size premia presented thus far do a great deal to explain the return due solely to size in publicly
traded companies. However, by splitting the 10th decile into two size groupings we can get a closer
look at the smallest companies. This magnification of the smallest companies wil! demonstrate
whether the company size to size premiz relationship continues to hold true.

As previously discussed, the method for determining the size groupings for size premia analysis
was 10 take the stocks traded on the NYSE and break them up into 10 deciles, after which stocks
traded on the AMEX and NASDAQ were allocated into the same size groupings. This same method-
ology was used to split the [0th decile into two parts: 10a and 10b, with 10b being the smaller of
the twao. This is equivalent to breaking the stocks down into 20 size groupings, with portfolios 19
and 20 representing 10a and 10b.

Table 7-7 shows that the pattern continues; as companies get smaller their size preminm increas-
es. There is a noticeable increase in size premium from 10a to 10b, which can also be demonstrated
vistally in Graph 7-3. This can be useful in valuing companies that are extremely small. Table 7-¢
presents the size, composition, and breakpoints of deciles 10a and 10b. First, the recent number of
companies and total decile market capitalization are presented. Then the largest company and its
market capitalization are presented.

Breaking the smallest decile down lowers the significance of the results compared to results for
the 10th decile taken as a whole, however. The same holds true for comparing the 10th decile with
the Micro-Cap aggregation of the 9th and 10th deciles. The more stocks included in 2 sample the
more significance can be placed on the results, While this is not as much of a factor with the recent
vears of data, these size premia are constructed with data back to 1926, By breaking the 10th decile
down into smaller components we have cut the number of stocks included in each grouping. The
change over time of the number of stocks included in the 10th deeile for the NYSE/AMEX/INASDAQ
is presented in Table 7-8. With fewer stocks included in the analysis early on, there is a strong pos-
sibility that just & few stocks can dominate the returns for those early years.

‘While the number of companies included in the 10th decile for the early years of our analysis
is low, it is not too low to still draw meaningful results even when broken down into subdivisions
10a and 10b. All things considered, size premia developed for deciles 10a and 10b are significant and
can be used in cost of capital analysis. These size premia should greatly enhance the development of

cost of capital analysis for very small companies,

Tabje 7-6

Size-Datile Portfolios 10a and 10b of the NYSE/AMEX/NASDAG,
Largest Compeny and Its Markst Capitalization

September 30, 2005

Recent Decile Market Gapltalization
Recent Number Market Caphallzation of Largest Company Company
Declte of Companies {in thousands) {in thoursands} Name
10a 483 $108,194, 821 £264,931 AKlds Enterialnt inc.
10b 1,279 102,157,012 $188,196 Quaker Chemical Corp.

Nete: These numbers may nbt aggregate to equal decile 10 figuras.,
Source: Center for Research In Security Prices, Unlverslty of Chicago.
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Firm Size and Return

Table 7-7
Long-Term Returns in Excess of CAPM Estimation for Decile Portfolios of the
NYSE/AMEX/NASDAQ, with 10th Decile Split

1926-2005
Realized Estimated Slze Premium
Arithmetic Return in Return in {Return In
Mean Excess of Excess of Excess of
Bela* Return  Riskless Rate**  Riskless Rate} CAPM)
1-Largest 0.91 11.20% 607% 6.45% -0.37%
2 1.04 13.22% §.00% 7.35% 0.67%
3 1.10 13.84% 8.62% 7.IT% 0.85%
4 113 14.31% £.09% 7.88% 1.10%
5 1.6 14.91% ©.60% B.20% 1.48%
8 1.18 15.33% 10.11% B.38% 1.73%
7 1.28 15.52% 10.40% B.73% 1.67%
8 1.28 16.80% 11.38% 9.05% 2.33%
g 1.34 17.48% 12.26% 9.50% 2.78%
10a 1.43 18.71% 14.49% 10.10% 4.39%
10b-Smallest 1.39 24.87% 19.65% B.82% 9.83%
Mid-Cap, 3-5 1.12 14.15% B.04% 7.81% 1.02%
Low-Cep, B-8 1.22 15.66% 10.44% B.53% 1.51%
Micro-Cap, 8-10 1.36 18.77% 13.55% 9.51% 3.85%

*Betas are estimated from monthly portfolio total returns in excess of the 30-day U.S. Treasury bill total rsturn varsus the 5aP

500 tote! returns in excaes of 1he 20-day L5, Traasury bill, January 1928-Dacember 2005 .

”{-Iisiorlcal rislgess rate is measured by the BO-year arithmetic mean income return component of 20-year government bonds
5.22 parcant),

+Caloulated In the context of the CAPM by multiplying the squity risk premium by beta. The eauity risk prarmium Is astimated by

the erithmetic maan total return of the S&F SDD(J

govamment bonds (5.22 parcent) from 1925-2005

£.30 percent) minus the arlthmetlc mean income return compenent of 20-year

Graph 7-3
Segusity Market Line versus Size-Decile Porifolios of the NYSE/AMEX/NASDAQ, with 1Gth Beclle Spiit

1926-2005
30 .

25
20 |

15 4

S&P 500
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Riskless Rate
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Bela Source: Center for Research in Security Prices, University of Chicago {declie data).
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Chaptar 7

Tebie 7-8

Historical Number of Companies for NYSE/AMEX/NASDAQ Decile 10
Sept. Number of Companies
1826 32"
1930 72
1940 78
1850 100
1860 109
1670 265
1980 685
1980 1,814
2000 1,827
2005 1.746

“The fewes! number of companies was 49 in March, 1926
Source: Cerder for Research in Seeurity Prices, University of Chicego.

Alternative Methods of Calculating the Size Premia

The size premia estimation method presented above makes several assumptions with respect to the
market benchmark and the measurement of beta. The impact of these assumptions can best be exam-
ined by looking at some alternatives. In this section we wiil examine the impact on the size premia
of using a different macket benchmark for estimating the equity risk premia and beta. We will also
examine the effect on the size premia study of using sum beta or an annual beta.*

Changing the Market Benchmark

In the original size premia study, the S8&P 500 is used as the market benchmark in the calculation of
the realized historical equity risk premium ard of each size group’s beta. The NYSE total value-
weighted index is 2 common alternative market benchmark used to czlenlate beta, Table 7-2 uses this
inarket benchmark in the calculation of beta. In order to isolate the size effect, we require 2n equity
risk premium based on a large company stock benchmark. The NYSE deciles 1-2 large company
index offers a mutnally exclusive set of portfolios for the analysis of the smaller company groups:
mid-cap deciles 3~5, low-cap deciles 6-8, and micro-cap deciles 3-10. The size premia analyses using
these benchmarks are summarized in Table 7-9 and depicted graphically in Graph 7-4.

For the entire period analyzed, 1926-2005, the betas obtained using the NYSE total value-
weighted index are higher than those obtained using the 5&P 500. Since smaller companies had
higher betas using the NYSE benchmark, one would expect the size premia to shrink. However, as
was illustrated in Chapter 5, the equiry risk premium calculated vsing the NYSE deciles 1-2 bench-
mark results in a value of 6.33, as opposed to 7.08 when using the S&P 500, The effect of the
higher betas and lower equity risk premium cancel each other out, and the resulting size premia in
Table 7-9 are slightly higher than those resulting from the criginal study.

4 Sum beta it the method of beta estimarion described in Chaprer 6 that wes developed to better account for the lagged
reaction of small stocks ro market movements. The sura bera methodology was developed for the same reason that the
size premia were developed; small company betas were too smali to accouat for all of their excess returns.
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Page 10f 12
Schedule FJH-B
Page 10f1
{Update}
.  GaR E
indicaled Common Equity Cost Rate through the use
of the Discountad Gash Flow Model for the Proxy Group of Four Gas Distribution Campanies,
1 2 3 4 2 B
Dividend
Growth Atjusted Indizated DCF Ratommended
Dividend Yield Component Dividand Yield Growth Rate Return Rate DCF Relurn
(3} {4} {5} Rata (8)
Proxy Group of Four
Gas Distribulion Companies
Gascate Natural Gas Corperation 372 % oM % 383 6.00 % 482 % 9.83 %
NICOR Inc 427 oar 4.34 3.50 7.84 --
Northwest Natural Gas Comaany 358 0.1 3.62 500 9.65 9.69
Piedmont Nalurat Gas Co., Inc 370 15:0:] a.7¢ 500 a.79 --
Average 2,82 % 0.10 % 391 % 5,13 % .04 % 9,78 %
DOCF Results Adjusted for Financial 0.96 % (7) 10.8% % ({7}
Leversge
10.85 % {8)
Average Excluding Gascade Natural (10) 3.85 % 0.09 % 3.94 % 4.83 % 8,77 % 9.69 %
DCF Results Adjusted for Financial 8,56 % (7} 10.72 %{7)
Levarage
10.50 %{8)
Prexy Group of Eight Value Line
Gag Distribution Gompaniss
Cascade Nalural Gas Corporation 372 % Ci1 % 383 800 % 283 % 283 %
The Lacleds Group, inc. 4.35 G 446 500 £.46 .45
New Jersey Resources Corp. 27 co7 2498 475 7.73 ..
NICOR Ing. 427 c.o7 4.34 350 784 --
Northwest Natural Gas Company 358 on 369 6.00 269 969
Paoples Energy Corporation 523 6.13 5.38 480 .26 10.28
Piedmont Nalurai Gas Co., Int 370 oDe arms 500 a.79 -

WGL Holdings, Inc. 4.35 0.05 4.40 250 6.90 --
Average 4.01 % 0.08 % 411 % 4.71 % 8.81 % 9.81 %
DCF Results Adjusted for Finantial 8.58 % (7) 10.85 % (7)

Leverage

10,82 % (9)

Average Excluding Cascade Natural
and Peoples Energy (10} 3.86 % .08 % 3.94 % 448 % 8.40 % 8.58 %

DCF Resuits Adjusted for Financial 8.0d % (7} 10.53 % (7)
Leverage

10.40 % (9)
Sculhern Unien Company 3.86 % 0.17 % 4.03 % 8.00 % 13.03 % 13.03 %
DCF Results Adjustad for Financiat
Leverage 15.18 % (7}

Noles:

{1) From page 2 of this Schedule.

{2) This refiects 2 growth rate component ecuat io one-half the average projected fve-year
growth rate in EPB {from page 3 of this Schedule x Line No. { io reflec! the periodic
payment of dividends {Gordon Modsl) as opposed ko the continuous paymend.  Thus, far
Cascade Natural Ces 3.72% % { 12X 6.00% ) = 0.11%.

(%) Column 1+ Cohurrn 2,

(4) From paga 3 of this Schedule

(5) Column 3 + Cohern 4.

(6} Includes only those indicated comman equily cost rates which are greater than 9.45% (the
lowast rate awarded to 2 gas distribution ulilily batwaen January 1, 2004 and December 31,
2005, from Schadule FJH-17 of the Exhibit accompanying Mr. Hanley's direct tastimany} s
fully explained in M. Hanley's direct testimony.

(7) Based upan he adustmant desaibad b note B on pages 4 through Gof Schadule FJH-26 of
{his Exhibil

{8) Based upon hie adiusiment desaibed i nole S o pages 4 through Sof Schadule FJH-26 of
this Exhibt. using the markel value and book value capial stuclure of Cascade Natural Gas
Caorp. and Norihwes| Natural Gas Co. at Seplember 30, 2005 and Dacamber 2005, as
shown on page 7 of Schedule FJH-26 of this Exhibit.

(4} Based upon he adustment deseibed h note 5 on pages 4 through 6of Stheduk FEH-26 of
this Exhibit, using the average matket value and average book value capilal struclure of
Cascade Nalurat Gas Corp., The Laclade Group, Inc. and Northwest Naturel Gas Co. at
Seplernbar 30, 2005 for Cascade ant Laclede, and at December 2005 for Norihwest
Natural, as can be gieansd from the information shown on pages B and 9 of Schedule FJH-
26 of this Exhibil.

{10} Cascada Natural Gas Corporation and Peoples Energy Corporation are currently in the
pracess of being acquired by MDU Resources and WPS Resources, respeclively. For
informational purposes, the averages excluding Cascede Nalural in the proxy oroup of four
LDCs, and Cascade Natural and Peoples Energy in the Proxy Group of eight Value Line
LECs are being shawn.



Proxy Group of Four
Gas Bistribution Companies

Cascade Natural Gas Corporation
NICOR Ine.

Northwest Natural Gas Company
Piedmont Matural Gas Co., Inc.

Average

Average Excluding Cascade Natural (4)

Proxy Group of Eight Vatue Line
Gas Distibulion Companies

Cascade Natural Gas Corporation
The Laclede Group, Inc.

New Jarsey Resources Corp.
NICOR Ine.

Northwest Matural Gas Gompany
Peaples Energy Corporation
Piedmont Matural Gas Co., Inc.
WGL Holdings, Inc.

Average

Average Excluding Cascade Natural
and Peoples Energy {4)

Southern Union Company

Schedule FJH-27

Page 2 of 12
Schedule FJH-10
Page 1 of 1
{Update)
Derivation of Dividend Yield for Use in the
Discounted Cash Flow WModesl
Dividend Yield
Average Based Upon Average High / Low Average
Spot Market Prices (2) Dividend
{10/13/06) (1) September 2005 August 2006 Yield (3)
372 % 371 % 372 % 3.72 %
420 % 432 % 4.29 % 427
351 % 355 % 3.67 % 3.58
361 % 3.75 % 3.75 % 3.70
376 % 383 % 3.86 % 382 %
377 % 387 % 3.80 % 3.85%
372 % 371 % 372 % 372 %
427 % 440 % 4.38 % 4.35
289 % 2.9t % 2.92 % 2
4.20 % 432 % 4.29 % 4.27
3.51 % 3.55 % 387 % 3.58
5.26 % 530 % 513 % 523
361 % 3.75 % 3.75% 3.70
421 % 4.38 % 4.49 % 4.35
3.96 % 4.04 % 404 % 401 %
393 % 4.05 % 4.09 % 4.02 %
3.78 % 3.88 % 3.92 % 3.88 %

Notes: ({1}

(2

3
{4)

Source of Information:

The spot dividend yield is the current annualized dividend per share divided
by the spot markef price on 10/13/06. The dividend yield was calcuiated by
using finance.yahoo.com and interquote.com and DTN Trading Market's
DTN Interguote.com

The average 3-manth dividend yield was computed by relating the Indicated
annualized dividend rate and market price on the lasi trading day of each of
the two months ended Seplember 2008,

Equal weight has been given to the spot, Augus! 2006 and Seplember
2006 dividend yield.

Cascade Natural Gas Corporation and Pecples Energy Corporation are
currently in the process of being acguired by MDU Resources and WPS
Resources, respectively. For isformational purpeses, the averages
excluding Cascade Natural in the Proxy Group of four LDCs, and Cascade
Natura! and Peoples Energy in the Proxy Group of eight Value Line LDCs
are being shown.

Standard & Poor's Compuslat Services, Inc., PC Plus/Research Insight
Data Base

DTN Trading Markets' DTNIQ/Inierguets.com

hitp:fffinance.yahoc com
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D i Proi a ; - Di C Fiow Mode!
i 2 3
Value Lina Thomson FN / First Call
Projected Projecled Median Average Projecled
2008-11 Five-Year Five-Year
Growth Raie Growth Rate Growth Rate
in EPS (1) in EPS in EPS (2}
(# est.)
Proxy Group of Four
Gas Disfribution Companies
Cascade Natural Gas Comporation g.00 % 3.00 % 11 6.00 %
NICOR Inc. 4.00 3.00 i3] 3.50
Morthwest Natural Gas Company 7.00 5.00 {5] 6.00
Piedmaent Matural Gas Ca., Inc. 6.00 4.0G [2] 5.00
Average 6.50 % 375 % 513 %
Average Excluding Cascade Natural (4) 5.67 % 4.00 % 4.83 %
Proxy Group of Eight Value Line
Gas Distribution Companies
Cascade Natural Gas Corporation 9.00 % 3.00 % [11 6.00 %
The Laclade Group, Ina. 5.00 HA 5.00
New Jersey Resourgas Corp, 4.50 5.00 4] 4.75
NICOR Inc. 4.00 3.00 [3] 3.50
Northwest Natural Gas Company 7.00 5.00 {51 5.00
Peoples Energy Corporation NMF 4.90 nm 4.80
Piedmont Natural Gas Co., Inc. 6.00 4.00 23 5.00
WGL Holdings, Inc. 1.50 3.50 [4} 2.50
Average 520 % 4,06 % 4.71 %
Average Excluding Cascade Natural 467 % 410 % 445 %
and Peoplas Energy (4)
Southern Union Company 12.00 % 8.00 % [4] 9.00 % (3}

Notes: (1) From pages 4 through 12 of this Schedule.
(2) Average of Columns 1 and 2.

(3) Weighted in approximzation to individual and institutional
holdings from Schedule FJH-11 of the Exhibit accompanying
Mr. Hanley's direct testimony - namely 25% {o Value Line
(greater reliance by individuals) and ThomsonFN/i<irst Call
(greater reliance by institutions).

{4) Cascade Nalural Gas Corporation and Peoples Energy
Corporation are currently Inn the process of being acquired by
MDU Resources and WPS Resources, respectively. For
informational purposes, the averages excluding Cascade
Natural in the Proxy Group of Jour LDCs, and Cascade Natural
and Peoples Energy in the Proxy Group of eight Value Line
LBCs are being shown,

Source of Information: Value Line Investment Survey, {Standard Edition}, September 15, 2008
ThomsonfN First Call Eamings, thomsoenfn.com, updated Octeber 14, 2006
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BUSINESS: Crsczde Natwra! Gas Corporation distibtries amursl
pes to mughly 237,000 customars ' Weshingion and Oregon. In
2905, fetal thooghput wae 1082 bifion o £ Core customers:
regifenlial, cmmercial, im hdusiial, iniemuptine [71% of eper.
thatain, 24% of pas fies), nan-core; indusiral 7

sarvica (ZB%, 76'5). Serves pulp & papar, plywosd, chem, ferilz-

er5, of wfinng, red food process. ists, Mah conrecting plpefined
Nethwest Pipeling Gorp, ‘05 deprec, rate: 2.5%. Esl'd plan! spa: 12
yrs. Hes aretnd 375 empioysss. Officers end directors own 1.8% of
com. {1284 proxy). Presiderd and Chisf Executive Dfitar David
W, Stevens, ne: WA Addresm: 222 Fainview Ave. Nofh, Seaitia,
WA 28108, Tel.: 205-524-2000, Internak www,eape,com.
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Cascade Natural Gas Corporation has
to be acguired by MDU Re-
sources Group, a diversified e firm
with 2005 revenues of approximarely $3.5
bitlior. Under the terms of the $475 mil-
liotr TransacHon, which represented a 23%
g;?;nium -over the company’s steck price
re the announcement, Castade stock-
holders would recetve §26.50 in cash For
each CGC share. Pending Cascade share-
holder all:-pruvai and other conditions, the
deal is slated for completon by mid-2007.
Note that our presentation for the compa-
ny will be on a stand-alone basis untl that

Hme.

The udlity ought to Ht nicely with
MDIT's two regulated units, Montana-
Dakota Utilities and Great Plains Nat-
utal Gas, which serve roupghly 250,000
customers i1 fBve upper Midwest states,
tormbined. Moreover, it appears that MY
hass the resources to enable Cascade
reach even preater heiphis. We estimate
that the purchase would be peotral to
MDA earnings in 2007 and 2008, due to
integration costs. But ascretion to the bot-
tom Hne looks plausible In 2008 and there-
after, based partly on sur assumption that

cost savings comee to the fore.

Meanwhile, the com a.n{s share earn-
ings have bounced back considerabl
in fscal 2006 (ends September 30th}.
The residential and commercial segment is
enjoying an expanded customer, base, &s
well as jncreased consumption ({reflecting
colder weather). What's more, manage-
ment continues to succeed at keeping ex-
penses under eontrol As such, it now ap-
pears that share net will jump about 34%,
to §1.10, in fiscal 2006, Further expansion
in operating margins ought to epable the
bottom line to advance around 8%, to
$1.20 a share, next year. (Cascade is
awajtdng the outcome of a rate-hike re-
guest, intended to generate additional an-
nual revenues of S11.7 million, from the
itd Transportation

The Timeliness rank is suspended,
since developments reiated to the pending
merger, rather than earnings, are driving
the shares’ performance, e price tag
seems reasonable, but the deal would have
been sweeter if it had contained an option
o convert CGC shares into MDLT stock,

Frederick L. Farris, IIT September 15, 2006
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that this subsidiary recently bought in a mature stage. Moreover, it appears
Reliant Services, which provides similar that major acquisibons are not likely to
services. Given that both businesses have take place anytime scon. Conseguently
customers in the same geagmgh.ic areas, armual share-net gains enly be in the
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ceased about 14.5%, to $3.23 a share.
with mnést ";ﬁe paine beingl drivesy by an
improved p rmance at e tom

i ) energy services subsidiary In fat:tF::
segment posted ap earnings advance of
about 80% this year due to growth in its
portfolio of storage and transportation con-
wacts. Since the unit covers many markets
in the eastern half of the United States
and Canada, it is able to capture addi-
ices fluctuate between

tonal value when
tha business now

| Year | repions,  All ‘369; k
represents over 20% of corporate earnings.
'l‘l‘ine third qguarter was a weak one at
$o| the comy any’s main subsidiary New
zop| Jersey Natural Gas (NJNG). It posted

earnings of $1.7 million, well below the
$3.8 million in the yearearlier perdod. The
arily the result of con-
servation by customers. The udlity cur-
rently has a weather normalization plan in
place to protect against temperatures that
are warmer than normel, theugh, it is un-
able to protect against lower usage. There- Evan I, Blatter

inps stream throu
and steady dividend increases,
September 15, 2006

fore, in December, NING proposed a pian
with the New Jersey Board of Public utl-
ties to implement a conservaton usage ad-
justment  (CUA) plan 10

normalization policy, which woull
protecton against both temperiture and
usage changes. Management ramains opti-
mistic that the program wiill be approved
and be in plare by next winter’s heating
seasonr. However, shouid regulatory ap-
proval aot be granted, the company is ex-
plering alternatives that includes
a rate increase. Meanwhile, the utilis

added ebout 7,870} new customers throvg

the third quarter, and will Ilkely grow at a
rate above the industry average for the
next few years
dempgraphics of the region NJNG serves.
About a'third of new tustomers are con-
versions from other fuel sources.
Though untimely, this stock offers
decent total returm potential. This is
largely due 1o expanding profis from its
nonutility eperadons. Other pluses include
the bkelibood of a more consistent zarmn-
the CUA proposal,
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Carolina's Attorney General office reached
a setflement on its customer utilization
tracker rate mechanism, which decouples
the collection of utlity margin from cus-
tarner volsme. This plan is favorable for
both customers, who will benefit by the
more efficient use of natural gas, and Pied-
mont shareholders, who will not, suffer the
negative consequences of conservation by
customers. As part of the agreement, the
company will fund ug to $1.5 million an-
nually over the next few years toward cus-
tomer conservation pregrams, in addition
to the $500,000 it had alteady committed
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retirement to ement-level employ-
ees and will eventugy inciude other %ril.syi-
fions as part of an effort to streamnline
business processes and irmprove corporate
efficiencies. The company should reslize

about $5 million to $& milllen in annual
cast savings beginning in 2007.
The compamy's nonutility operations
will likely represent a greaker per-
centage of futizre profits. Over the first
six months of 2006, these actvities con-
tributed earnings of $25.5 milHarl, which is
nearly 20% above the year-ago petiod.
Even though regnlated operations make
up faest of Pledmonts total income, un-
regulated operations such as Cardinal
Pipeline, Pine Needle, and SouthStar En-
e rovide an added boost to the compa-
nﬁ ttom lne. We expect Pledmont to
continue to pursue Strategic investments
to divergify its earnings stream over the
next few years.
Though ~untimely, this stock Iis
suitable for conservative income-
ordented investors. Pledmont offers a re-
spectable dividend yield at 3.9% and has
an Abgve Average Jafety rank 2). More-
over, the company should benefit as it
diversifies its supply portfolio awey from
the Gulf Coast region through agreements
with Mid n Gas Transmission Com-
%any and Hardy Storage Compariy.
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Southern Union continues its ftrans-
formation from primarily a wtility
company inta a higher-growib/refurn
natural gas comparny. Recently acquired
midstream assets contibuted earnings be-
fore interest and taxes (EBIT) of $18 mil-
lon during the June perivd. To finance the

idstrearn, transactiobn Southern Union
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used a $1.9 billion bridge Joan. The compa-
ny will use the proceeds from the recent
sale of its Penmsylvania and Rhode Island
distribution assets to pay down the loan.
As a result of the lean, Southern's interest
experse more than doubled year gver year
to 563 million in the second quarter. But
the comparty bas entered inte various
hedging strategies, which should belp pro-
tect overall eamings and cash flow
through 2007.

The transportation and storage Seg-
ment still much room for growth.
During the June gquarter, the company
completed the second phase of the
Trunkline LNG expansion, which is ex-
pectec 1o contribute $15 million to $20
million in appual EBIT. Seuthern has

s |

several additional ufrmvﬂ'm projects in the
works, which should suppert the annuat

double-digit earnings gains we are jore-
casting out to late decade. This includes
the Trunkline Fleld Zone Fuxpansiomn.
which includes adding 510 million cubic
fest per day to capaclty to its sysiem in
Texas and lLonisiana. The company ex-
cts to _file the prgjoe:t with the Federal
nergy Regulatory Commission by the end
of the third quarter and. if approval is
granted, the project is scheduled to bs in
service by late ZUN7, The project is expect-
ed to cost about 5150 mﬂ.ﬁ'm to $160 mil-
Hon, and contribute $30 million to $35 mil-
Hon toward EBTT upon completion.
The company's distribution segment
posted disappointing results, driven by
warmer-than-nermal temperatures. This
was ope of the reasons Southern filed for a
rate increase that ineluded a weather
normatization plan at its Missouri Gas En-
ergy unit The company is optimistc that
some rate relief will be granted, with new
rates hopefully in place by January, 2007,
This stock is topranked for Timeli-
ness. Also, wtal return potential is above
average, due w a solid earnings outlbok
and the likelihoed of dividend increases.
Ewvan I Blatter Septemnber 15, 2006
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{Update)
Missauri Gas Energy
Indicated Common Equity Cosl Rale
Through Use of a Risk Premium Model
Using an Adjusted Total Market Approach
Proxy Group Praxy Group
of Four Gas of Eight
Distribution Value Line Gas Southern Union
Companies Distribution Companies Company
Prospective Yield on Aaa Rated
Corporate Bonds {1} 587 % 587 % 587 %
Adjustment to Reflect Yield Spread
Between Aaa Raled Corporate
Bonds and A Rated Public
Utility Bonds 0.52 (2) 0.52 (2) 052 (2)
Adiusted Prospactive Yield on A Rated
Pubbe LHility Bonds 6.28 % 6.39 % 638 %
Adjustment fo Reflect Bond
Rating Difference 0,08 (3) 0.00 (4) 0.32 (5)
Adjusted Prospective Bond Yield 647 % 6.39 % 871 %
Equity Risk Premium (8} 5.03 4,91 5.24
Risk Premium Derived Common
Equity Cost Rate 11.650 % 11.30 % 11.95 %

Risk Premium Derived Commen
Equity Cost Rate Excluding Cascade
Matural and Peoples Energy (7) 1149 % 11.33 %

Darived in Note (4) on page 5 of this Schedule.

The average vield spread of A rated public utilty bonds over Aaa rated corperate bonds of 0.52% from page 3 of
this Schedule.

One-third the average spread betwesn hMoody's A and Baa rated pubfic utility bond yields of 24 basis poinis io
refiect the proxy group's average Moody's band rating of A3 as shown on page 2 of this Schedule. ({(1/3 X 0.24% =
0.08%. (from page 3 of this Schedule)).

No adjustment necessary as the average Mcody's bond rating for the proxy group is AZ.

Cne and one-third the average the average spread between A and Baa rated public ufility bond yields of 30 basls
points ({1 173 X 0.24% = 0.32%. (from page 3 of this achedule})).

From page 5 of this schedule

Gascade Natural Gas Corporation and Peoples Energy Corporation are currently in the process of being acquired
by MDU Resources and WPS Resources, respectively. For informational purposes, the averages excluding
Cascade Natural in the proxy group of four LDCs, and Cascade and Peoples Energy In the proxy group of eight
Value Line LDCs are being shown. The average Moody's bond rating for both proxy graups would be A2, if
Cascade Natura! for the group of four and Cascade Natural and Peoples Energy for the group of eight are
excluded, Therefore, no adjustment, as indiceted in Note 4 above, would be necassary for sither group.



Scheduie FJH-28

Page 2 of 8
Schedule FJH-13
Paga 2 of §
(Unpdate)
Comparison of Bond Ratings and Business profile
for the Proxy Group of Four Gas Distributlon Companies, the proxy group of
Sepiember 2008 September 2006
Moody's Standard & Peor's Standard & Poor's
Bond Rating Bond Rating Business Profile (2)
Bond Numerical Bond Numerical
Proxy Group of Four
Gas Disfribulion Companies
Cascade Natural Gas Corporation Baa1l a0 BBB+ af 20
NICOR Inc. (3) Al 5.0 AA 390 20
Northwest Natural Gas Company A2 60 AA- 40 10
Piedmont Natural Gas Co., Inc. A3 7.0 A 60 20
Average A2TA3 5.5 At 5.3 1.8
Avarage Exciuding Cascade Matural A2 6.0 Ab- 4.3 1.7
Proxy Graup of Eight Value
Line Gas Disiribution Companies
Gascads Natural Gas Corperation Bzal B0 2BR+ 8n 20
The Laclede Graup, Inc. (4) A3 10 A 60 3.0
New Sersey Resources Corp. (5) Aa3 4.0 AA- 4.0 2.0
NICOR Ing {3} Al 50 AR 3.0 2.0
Northwes! Natural Gas Company A2 8.0 AA- 4.0 10
Peoples Energy Comporation (6} At 50 A- 7.0 3.0
Fiedmont Natural Gas Co., Inc. A2 7.0 A 60 2.0
WOGL Holdings, inc (7} A2 6O AA- 40 20
Average A2 6.0 A+ 5.3 2.1
Average Excluding Cascade Natura!
and Peoples Energy {8) A2 58 AA-1 A+ 4.5 2.0
Sowthern Unipn Company. (9} Baa3 0.0 BRE 2.0 NA

Notes: {1} From page 3 of this schedule.

(2}  From Standard & Poor's Issuer Ranking: U S Uillity And Power Companles, Strongest to Weakest, Ociober
13, 2006.

(3} Ratings and busiess profile are those of MICOR Gas Company

{4) Ratings and business profile are these of Laclede Gas Co

{5) Ratings and business profile are those of New Jersey Nalural Gas

(8) Ratings and business profile are a composite of those of North Shore Gas Company and Peoples Gas Light
& Coke Company.

(7) Ratings and business profile are those of Washington Gas Light Company

(8) Cascede Natural Gas Corporation and Peaples Energy Corporation are cumently in the process of being
acquired by MOV Resources and WPS Resources, respeclively. For Informalional purposes, the averages
excluding Cascade Natural in the proxy group of four LDCs, and Cascads Natural and Paoples Enargy in the
proxy group of eight Value Line LDCs are being shown.

{9) Ratings and business profile are 2 composile of those of Southem Union Company, Panhandle Eastern Pipe
Line Company and Transwestemn Pipeline Company

Source of Informaticn; Moody's investars Service
Standard & Poor's Glabal Ulilities Rating Senvice
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Line

No.

Notes:

Judgment of Equity Risk Premium
for the Proxy Group of Four Gas Distribution Companies, the Proxy Group of

Schedule FJH-28
Page 4 of 8

Schedule FJH-13
Page 5of 8
{Update)

ight V. Lin s Distributi n
Proxy Group Proxy Group
of Four Gas of Eight
Distribution Value Line Gas Southern Union
Companies Distribution Companigs Company
Calculated equity risk
premium based on the
total market using
the bela approach (1} 565 % 5.40 % 6.59 %
Mean equity risk premium
based on a study
using the holding period
returns of public utilites with:
a. A rated bonds (2} 4.41 4.41
b. Baa rated bonds (2) 3.88
Average equity risk premium 5.03 % 4,91 % 5.24 %
Average equity risk premium
Excluding Cascade Natural and
Peoples Energy (3) 510 % 494 %

(1) From page 5 of this Schedule.
{2) From page 7 of this Schedule.

(3) Cascade Natural Gas Corporation and Peoples Erergy Corporation are currently in the process of being
acquired by MDU Resourees and WPS Resources, respectively. For informational purposes, the averages
excluding Cascade Natural in the proxy group of four LOCs, and Cascade Natural and Peoples Energy in the

proxy group of eight Value Line LDCs are being showr.
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(Update)
Missour Gas Enargy
Derivation of Equity Risk Premium Based on the Total Market Approach
for the Proxy Group of Four Gas Distribution Companies, the Proxy Group of
Proxy Group Praxy Group
of Four Gas of Eight
Distribution Value Line Gas Southern Union
Ling Companies Distribution Companies Company
N,
1. Arithrnetic mean fotal return rate on
the Standard & Poor's 500 Composite
Index - 1926-2005 (1) 1230 % 1230 % 12.30 %
2. Arithretic mean yisid on
Aaz and Aa Corporate Bond
1926-2005 (2) 6.10 G.10 B0
3. Hisiorical Equity Risk Premium 8.20 % 6.20 % 8.20 %
4. Forecasted 3-5 year Tetal Annuat
Market Retura (3) 1222 % 1222 % 1222 %
5. Prospective Yield an A2a Rated
Corporate Bongs {4} 5.87 5.87 5.87
6. Ferecasted Equity Risk Premium 635 % 635 % 8.35 %
7. Average of Historical and Forecasted
Equity Risk Premium {5} 6.28 % 6.28 % B.28 %
8. Adjusied Value Line Beta (6) 0.80 0.86 1.5
g Beta Adjusied Equity Risk Premium 585 % 340 % 6.59 %
10 Beta Adjustad Equity Risk FPremium
Excluding Cascade and Psoples Energy (7} 5768 % 548 %

Notes: (1} From Stocks, Bonds, Bilis and Inflation - 2006 Yearbook Valuation Edition, Ibbetson
Assoclates, Inc., Chicago, IL, 2006.

(2) From Moody's Industrial Manuai and Mergent Bond Record Monthly Update.
{3) From page 4 of Schedule FJH-29 of this Exhibit.

() 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
Qctober f, 2006 {see page 6 of this schedule). The estimates are detalled below.

Fourth GQuarter 2006 5.70 %
First Quarter 2007 5.80
Second Quarter 2007 5.80
Third Quarter 2007 5.90
Fourth Quarter 2007 5.90
First Quarter 2008 6.00

Average 5.87 %

{&

Average of the Historical Equity Risk Premium of 6.20% from Line No. 3 and
the Forecasted Equity Risk Premium of 8.35% from Line No. 6 ({(6.20% +
6.35%) [ 2 = 6.28%).

{6} From page 8 of this schedule.

-

{7) Cascade Natural Gas Corporation Peoples Energy Corporafion arz currently in
the process of being acquired by MDU Resources and WPS Resources,
respectively. For informaticnal purposes, the averages exciuding Cascade
Matural in the proxy group of four LDCs, and Cascade Nalural and Peoples

Energy in the proxy group of eight Value Line LDGs are being shown.
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[2 @ BLUE CHIP FINANCIAL FORECASTS ® OCTOBER 1, 2006 ] (Update)
Consensus Forecasts Of U.S. Interest Rates And Key Assumptions !
History Consgensuas Forecasts-Quarterly Avg.
——-w-Average For Week Ending-—-— - Average For Month-——  Latest Q% 40 SUIQ Li2Q 3Q 0 40 10
Interest Rates Sep. 22 Sep. 15 Sep.B Sep. 1 Aug. Jul. Jun, 30 3006 | 2006 2007 @ 2007 2007 . 2007 2008
Federal Funds Rate so4 523 525 525 525 524 499 524 |'53.°.52.::51 .50 49 49
Prime Rate g25 828 825 825 825 825 802 8§25 82 80 79 719
LIBOR, 3-mo. 537 539 539 540 542 549 540 543 2 . &1 50 50
Commercial Paper, 1-mo. 520 520 5.2 520 522 524 532 5.2 B 5D 49
Treasury bill, 3-mo. 493 493 497 506 509 508 482 504 48 47 47
Treasury bitl, 6-mo. 507 51 512 534 M7 527 507 518 4948 48
Treasury bill, 1 yr. 497 502  se2 503 508 522 516 510 49748 48
Treasury note, 2 yr. 477 483 481 483 49 512 512 4.94 S48 . 48 48
Treasury note, 5 yr. 466 473 4T3 473 482 504 507 486 S48 48 49
Treasury note, 10 yr. 471 479 479 476 488 309 Sl 4.91 ) 49 49 50
Treasury note, 30 yr. 483 492 494 491 500 513 515 50! &80 .51 - 51
Corporate Aaa bond 5.49 5.58 5.59 5.57 5.68 5.85 5.89 5.69 59 .59 . 60
Corporate Baa bond 640 649 652 650 659 676 678 6.61 68 68 69
State & Local bonds 421 430 434 430 439 461 460 443 SUAE A6 4T AT
Home mortgage rate 640 643 647 644 652 676 6.68 6.57 65765 66 66
History- s Forecasts-Quarterly Avg.
3Q 4Q iQ 2Q 3Q 4Q 1Q 0% :4Q:- S 20 23Q 4Q  1Q
Key Assnmptions 2004 2004 2005 2005 2005 2005 2008 2006 | 2006 2007 2007 2007 2007 2008
Major Currency Index £1.9 813 835 847 858 849 822 aL7 SU8020 79,60 79.6 196 795
Real GDP 26 34 33 42 1.8 5.6 2.6 23 6226 -29. 30 31
GDP Price Index 32 3.5 24 33 33 33 33 27 6 2402322 23
Consumer Price Index 3.6 23 38 5.3 33 22 4.9 33 25 24 23 23

Tndividual panel members® forecasis are on pages 4 (hrough 9. Mistorical data for interest rales excepl LIBOR is from Federal Reserve Release (FRSR) HL15. LIBOR quotes
available from The Wall Street Journal. Definitions reporled here are same as those in FRSR [.15. Treasury yields are reported an 2 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 GDF Chained Price Index are from the Bureau of Economic
Analysis (BEA). Consurer Price Index (CP1) history is from the Depariment of Labor's Buresu of Labor Statistics (BLS) *Inrerest rafe data for 30 2006 based on historical
data through the week ended September 22, .Data for 30 2006 Major Currency Index ulse is based on data through week ended September 22, Figures for 30Q 2006 Real
GDP, GDP Chained Price Index and Consumer Price Index are consensus forecasts based on a special question asked af the panel members this month.
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s D005 8 10) 2003 Consensus foracasts 7 50 (Quarteriy Average) History Forecasi 750
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ear Age 6.50 4 [ 5.50
550 4 —t——Week andad 9/22/08 1550 8.00 E Conssneus :. 5.00
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595 4 —H—Conssnsus 4Q 2008 1528 500 4 \ R 500
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L 3 B
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E 500 S/t\ /: 5.00 E .50 ] ;\ ; | s
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Corporate Bond Spreads U.S. Treasury Yield Curve
As of woek ended September 22, 2006 As of week ended September 22, 2006
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Derivation of Mean Equity Risk Premium Based on a Study
Using Holding Period Returns of Public Utilities
Qver A Rafed Over Baa Rated
Public Utility Bonds Public Utility Bonds
AUS Censultants - AUS Consultants -
Line Utility Services Utllity Services
No. Study (1) Study (1)
1 1
Time Period 1928-2005 1928-201
1. Arithmetic Mean Holding Period
Returns (2):
Standard & Poor's Public
Utility Index 11.02 % 11.62 %
2. Arithmetic Mean yield on:
a. A-rated Public Utility Bonds 8.61
b. Baa-rated Public Utility Bonds 7.13
3. Equify Risk Premium 441 % 3.82 %

Notes: (1)  S&P Public Utility Index and Moody's Public Utliity Bond Average Annual Yields, 1928-2005 (AUS
Consultants - Utility Services, 2005).

{2)  Holding period returns are calculated based upon incame received (dividends and Interest) plus the refative
change in the market value of a security over a one-year holding period.



Vaiue Line Adjusted Betas
for the Proxy Group of Four Gas Distribution Companies, the Proxy Group of

ght Value Line Ga

Proxy Group of Four Gas Distribution
Companies

Cascade Natural Gas Corporation
NICOR Inc.

Northwest Natural Gas Company
Piedmont Natural Gas Co,, [nc.

Average

Average Excluding Cascade Natural {1)

Proxy Group of Eight Value Line Gas
Distribution Companies

Cascade Natural Gas Corporation
The Laclede Group, Inc.

New Jersey Resources Corp.
NICOR Inc.

Northwest Natural Gas Company
Psoples Energy Corporation
Piedmont Natural Gas Ca., Inc.
WGL Holdings, Inc.

Average

Average Excluding Cascade Natural and Peoples Energy (1)

Southern Union Company

Schedule FJH-28
Page 8 of 8

Schedule FJH-13
Page 90f09
{Update)

Value Line
Adjusted
Beta

0.85
1.20
0.75
0.80

0.80

0.92

0.85
0.85
0.80
1.20
0.75
0.85
0.80
0.80

0.86

0.87

1.05

Notes: (1) Cascade Natural Gas Corporation and Peoples Energy Corporafion
ara currently in the process of being acquired by MDU Resources and WPS
Resources, respectively. For informational purposes, the averages excluding
Cascade Natural in the proxy group of four LDCs, and Cascade Natural and
Peoples Energy in the proxy group of sight Value Line LDCs are being shown.

Source of Information: V

September 15, 2006



Indicated Common Equity Cost Rate Through Use of the

Capital Asset Pricing Model for the Proxy Group of Four Gas Distribution Cormnpanies,
the Proxy Group of Eight Value Line Gas Distribution Companies

Line
No.,
1. Capilal Asset Pricing Model
Derived Company Equity
Cost Rate (1)
2. Capltal Assst Pricing Modet
Derived Company Equity
Cost Rate (2)
3. Conclusion
4. Conclusion Excluding Cascads

Natural and Peoples Energy (3)

Notes: {1) Developed on page 2 of this Schedule.
{2) Developed on page 3 of this Schedule.

Schedule FJH-28
Page 1 of 4

Schedule FJH-15
Page 1of4
(Update)

nd Southern Unio

Proxy Group Proxy Group

of Four Gas of Eight Value Line

Distribution Gas Distribution Southern Union

Companies Companies Company
11.46 % 1119 % 12.53 %
11.64 % 1144 % 12.44 %
14.55 % 11.32 % 12.49 %
11.65 % 11.34 %

{3) Cascade Naturat Gas Corporation and Peoples Energy Corparation ara currently in the process of being acquired by MDU
Resources and WPS Resources, respectively. For informationa! purpesas, the averages excluding Cascade in the Proxy
Group of 4 LDCs, and Cascade and Peoples in the Proxy Group of Eight Value Ling LDCs are being shown.



Proxy Group of Four Gas Disiributian
Companies

Cascade Natural Gas Corporation
HICOR Inc

Norlhwest Natural Gas Company
Piedmont Natural Gas Co., Inc.

Average

Average Exzluding Cascade Natura! (5}

Praxy Group of Eight Value Line Gas
Disiribulion Companies

Cascade Nalura! Ges Cerporation
The Laclede Group, Inc

New Jersey Resources Corp.
MICCR Inc.

Narthwest Nalwre! Gas Company
Peuples Energy Corporation
Piedmonl Natura! Gas Co. Inc.
WGL Holdings, inc.

Average

Average Excluding Cascade Natural and
Pecpies Energy Corporatian (5}

Southern Union Company

See page 4 for notes

i

Indicated Gommon Equity Cost Rate Through Use

of the Capltal Assat Pricing Mods
Company-3pecific
Value Line Risk Premium
Adjusted Based on Market
Bela Premium of 7,15%_ (1)

iong] Capital Asses Pricing Model {2

Dgs G508 %
120 B.58
07s 5.36
0.80 574
0.80 844 %
0.92 6,55 %
085 608 %
0.88 5.08
0480 572
1.20 gse
Qs 536
0.85 608
D.BO 572
0.B0 572
0.86 8§17 %
o e
0.87 B.20 %
1.05 7.51 %

Schedule FJH-29
Page 20l 4

Schadule FJH-15
Pege 204
(Updaie)

11.57 %
i

11.10 %
11.10
10.74
13.60
10 38
1110
10.74
174

11.18 %
11.22 %
EpERALEL9

12,53 %
——

CAPM Resul
Including
Risk-Free Recammended GAPM
Rate of 5.02% (2 Result (3)
1110 % 1110 %
13.60 13.60
10.38 10.38
1074 10.74
11,46 % 11.45 %

11,57 %
—_—t

1A %
11.10
1074
13.60
1038
i11.10
1074
10.74

1118
e

11.22 %
—_——=

12,53 %
e



Praxy Group of Four Gas Disiribution
Companies

Cascade Nalurel Gas Corporation
HNICCR ina.

Norhwes! Natural Gas Company
Pledmoni Natural Gas Co., Inc

Average

Average Excluding Cascade Natural (5)

Proxy Group of Eight Valus Line Gas
Distribulisn Comparies

Cascade Natural Gas Corporation
The Laclede Group, Inc.

New Jersey Resources Corp.
NICOR inc.

Norhwest Nalurai Ges Gompany
Paoples Energy Corporation
Piedmoni Nalural Gas Co., Inc
WGL Holdings, Inc.

Average

Average Excluding Cascade Nalurat and
Peopies Energy Corporafion (5)

Sauthern Union Company

See page 4 for noles.

Mi i G E
Inditated Gommon Equity Cost Rate Through Use

Company-5Specific

Value Ling Risk Premium
Adjusied Based on Market
Bela Premium of 7.15% (1)
Empirical Gapital A Prigina) 1 6]
oas 635 %
120 B 27
0.76 581
080 608
0.80 65.62 %
0.92 670 %
0.85 5.35 %
085 635
0.80 8.08
120 822
D75 581
0.B5 6.35
0 80 608
6.B¢ 6.08
0.88 6.42 %
—_ RS
.87 6.44 %
1.08 742 %

Schedule FJH-28
Page 3 of 4

Schedule FJH-15
Page 3of4
{Update}

CAPM Result
Including
Risk-Free Recommended CAPM
Rate of 5.02% (2) Result (3}
1137 % 137 %
13.24 13.24
1083 10.63
1110 1110
TR % 1164 %
P ——t
172 % 11.72 %
11.37 % 11.37 %
11.37 11.37
1110 11.10
1324 13.24
1083 $D.83
11.37 14.37
1110 11.10
1110 11.10

11.44 %
e

11.48 %
st

12.44 %
—_—

11.44 %
RS
11.48 %

12.44 %



Notes:

—

(M

(3)

4)

5)

{6)

Schedule FJH-28
Page 4 of 4
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Page 4 of 4
Missouri Gas Energy (Update)
Development of the Market-Required Rate of Return on Common Equity Using the
Capital Asset Pricing Model for the Proxy Group of Four Gas Distribution Companies,
the Proxy Group of Eight Value Line Gas Distribution Companies and Southern Union Company

Adjusted to Refiect a Forecasted Risk-Free Rate and Market Return

From the two previous month-end (August '06 — September '06), as well as a recenitly avaitable (Ocloher 13,
2006), Value Line Summary & Index, a forecasted 3-5 year fotal annual market retumn of 12.22% can be derived
by averaging the August 2006, September 2065, and spot forecasted folal 3-5 year total appreciation, converting
it into an annual market apprecistion and adding the Value Line average forecasted annual dividend yiefd.

The 3-5 year average fotal market appreciation of 49%, produces a four-year average annuat returm of
10.48% {((1.49°%) - 1)*100). When the average annual forecasted dividend yield of 1.74% is added, a fotal
average market return of 12.22% (1.74% + 10.48%) is derived,

August 2006, September 2008 and spot forecasted tofal market retumn of 12.22% minus the risk-fres rate
of 5.02% (developed in Note 2} is 7.20% {12.22% - 5.02%). The Ibbotson Associates calculated market
premium of 7.10% for the period 1926 2005 resulis from a total market rettim of 12.30% 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 7.20% Value Line market premium resulting in a 7.15% matrket premium, The 7.15% market premium is
then multiplied by the beta in column 1 of pages 2 and 3 of this schedule.

Average forecast based upon six quarterly estimates of 20-year Treasury Note yields per the consensus of
nearly 50 economists reported in the Blue Chip Financial Forecasts dated October 1, 2006 (see page 6 of
Schedule FJH-28 of this exhibit). The estimates are detailed below:

30-Year
Treasury Noie Yield
Fourth Quarter 2006 4.80%
First Quarter 2007 5.00
Second Quarter 2007 5.00
Third Quarter 2007 5.00
Fourih Quarter 2007 5.10
First Quarter 2008 510
Average 5.02%

includes only those indicated common equity cost rates which are greater than 9.45% for reasons fully
explained in Mr. Hanley's direct festimony.

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

Where Rg = Return rate of common stock
Rr = Risk Free Rate
B =Vakie Line Adjusted Beta
Ry = Return on the market as a whole

Cascade Natural Gas Corporation and Peoples Energy Corporation are currently in the process of being
acquired by MDU Resources and WPS Resources, respeciively. For Informational purposes, the averages
excluding Cascade in the proxy group of four gas distribution companies, and Cascade Natural and Peoples
Energy in the proxy group of eight Value Line gas distribution companies are being shown.

The empirical CAPM is applied using the following formula:
Re=Re+ 25(Ry -Re }+ 75B Ry -R:)
Where Rg = Retum rate of common siock

R: = Risk-Fres Rate

B =Value Line Adjusted Beta
Ry = Return on the market as a whole

Source of Information:  Value Line Summary & Index (Standard Edition)

Blue Chip Financial Forecasts, October 1, 2006
Value Line Investment Survey, September 15, 2006

Stocks, Bonds, Bills and Inflation — Valuation Edition -2006 Yearbook Market
Results for 1828-2005 |bbotson Associates, Inc., Chicagoe, IL
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Comparable Earnings Analysls
for a Proxy Group of Thirty-Sight Non-Uititity Companies Comparable to

5-Year Projected Rate of Return on

Standard Net Warth, Equity or Pariners’
Proxy Group of Thirty-Eight Non-Utility Errar Capltal {2}
Companies Comparabile lo the Proxy Group of Ad}. Unadj. of the Stugent's
Four Gas Distibulion Companies (1) Beta Beta Regression Parcent T-Test
Albemarle Corp 0.90 0.B0 3.1129 13.50 % (0.23)
Alberto Culver 0.70 053 29772 14.G0 {0.17)
Alaxander & Baldwin 0.s0 0.78 31118 13.00 (0.29)
Ashland inc. G485 0.70 3.0118 8.00 (1.15}
BOK Financial D.5G 0.64 30444 12.00 {0.42)
Baldor Eleciric 0.85 037 29976 18.50 0.38
Banta Gorp. 075 0.59 28763 13.00 {0.29)
Capitol Fed . Finl 0.70 D.51 29480 7.50 {0 87)
Gincinnati Financial 085 075 3.0515 8.00 o)
Cily Mational Corp D60 0.79 32484 18.50 0.14
ConocoPhiliips 030 078 3.0735 8.00 (091)
Dentsply inll o7re .54 32618 15560 001
Dun & Bradstreet 0.0 0.63 3.0607 45.50 (3) 370
Ecolab inc. 090 0.81¢ 2.9282 24 50 112
First Micwest Bancorp 090 0.80 29316 20.50 D3
Graco inc. 085 077 3.2204 34.00 (3) 2.28
Hancock Hoiding 0.70 0.54 30665 14 50 011
Harie-Hanks 085 0.70 31520 17.00 0.20
Hilientrand Inds. 5.80 QB3 33283 1800 a32
Hospitaiity Properties 085 073 3.0380 850 (D.85)
Iron Mountain 0.90 0.78 3.3620 40 50 (0 £0)
Markel Corp. .80 0.87 28135 14.50 (0.1%)
McClatchy Co. 075 061 2.9836 650 (1.08)
MeGraw-Hif 0.80 063 30963 18.50 0.50
Media General 'A’ 0.80 0.81 31158 750 (097}
Meredith Corp. 0.90 07 29132 20.60 .57
New ‘York Thnes 0390 0.B1 l.0128 15.00 (0.05)
Oceldental Petraleum .80 0.78 33428 15.00 (0.05)
People's Bank 0.BE 0.70 3.4720 13.00 {0.28)
Pfizer inc. 0.85 070 34781 22 50 087
Plum Creek Timber D.75 0.58 29367 15.50 0.0t
RY Carp 0.756 0.55 31441 1250 (0.36)
Tora Co 0.85 0.75 32727 33.00 {3) 216
Trizec Propertias 080 087 3.3071 2.00 {0.91)
Lnion Pacific 0.90 0.78 3.1224 9.50 (0.72)
Washinglon Federal 085 G74 3.0069 15.00 {0.05)
Webster Fir'l 0.80 078 3.0201 200 {0.79)
Weis Markels 070 D54 32441 10.50 (8 80)
Average for the Non-Utility Group 0.83 0.70 3.0938
Average for the Proxy Group of Four Gas
Distribution Companies 0.80 D.65 (4} 3.1280 (5)
Mean (3) 13.50 %
Conglusion (8) 1438 %

See pages 7 and 8 for notes



"
Comparatle Earnings Analysis
for a Proxy Group of Twenty-Three Non-Utility Comganies Gomparahle 1o

n

Schedule FJH-30
Page 2 of 8

Schedule FJH-16
Page 2 of 8
{Updaie)}

V, Di al
&-Year Projected Rate of Return on
Standard Net Worlh, Equity or Parinerg’
Proxy Group of Twenty-Three MNon-Utility Error Capital (2)
Companies Comparable 1o the Proxy Group of Adj. Unadj. of the Student's
Eight Value Ling Gas Distribution Companies (7) Beta Bela Regression Percent T-Tesl
Alberio Culver 0.70 0.53 2.9772 14.00 % (0.19)
Apariment Investment 0.65 0.46 27732 8.50 (0.78)
Ashland Inc. 0.85 0.70 3.0118 6.00 (1.05)
BRE Properties 0.70 0.50 2.6424 9.00 {0.70)
Banta Corp. 075 0.59 2.8763 13.00 (0.23})
Buckeye Pariners L.P. Q.70 0.47 2.7302 18.00 0.48
Capitc! Fed. Fin'l 0.70 0.51 2.9480 7.50 (0.87)
Cresceni Real Est. 0.80 n.68 2.8368 15.00 001
Duke Realty Corp. 0.70 6.63 2.5898 9.00 (6.70)
Exxon Mobil Gorp. 0.80 0.85 2.5674 20.50 065
Fedaral Rity. Inv. Trust 0.70 0.48 2.7163 17.00 0.24
Hudson City Bancorp 0.75 0.57 2.7928 10.00 {0.58)
Kimberly-Clark 0.65 0.48 2.9350 32.00 2.00
liberty Corp. 0.75 0.60 26765 NA (8} NA
Liberty Properly 0.70 0.49 2.5717 12.00 (0.35)
Markel Corp. 0.80 0.67 2.8135 14.50 {0.05}
McClatchy Co. 0.75 0.61 2.9836 8.50 {0.89)
Moody's Corp. 0.80 0.64 2.8144 43.50 (8) 335
Old Nat'l Bancorp 0.70 0.49 26033 15.50 0.06
Pium Creek Timber 0.75 .58 2.9367 15.50 0.06
Simen Property Group 0.70 0.48 2.7083 14.00 0.11)
Washington Federal 0.85 0.74 3.0068 15.00 0.01
washinglon R.E.LT. 0.70 0.54 27710 12.00 (0.35)
Average for the Non-Utility Group 0.74 0.568 2.7997
Average for the Praxy Group of Eight Value Line
Gas Distribution Companies 0.78 0.61 {10y 27782 (19)
Mean (8} 13.680 %
14.35 %

Conclusion (6}

See pages 7 and 8 for notes.
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Comparable Earnings Analysis
for a Proxy Group of Ninety-Eight Non-Utitity Companies Comparable to
Southern Union Company (12}

5-Year Projecied Rate of Return on

Standard Net Warth, Equily or Partners’
Error Capital (2)

Praxy Group of Ninety-Eight Nor-Utility Adj. Unadj. of the Siudent's
Companies Comparable Southern Union Company (12} Beta Bata Regression Percent T-Test
21st Century Ins. Group 0.80 0.78 408686 9.50 % {1.07)
ADVO Inc. 0.90 0.79 3.8183 21.00 0.89
Abbott Labs. 0.80 D.68 38832 2300 1.23
Advance Auio Parls 0.90 0.82 42012 20.00 0.72
Afiac Inc. 095 0.86 3.80i9 17.50 0.29
Albany Int'l 'A' 1.08 1.08 4.2858 15.00 {0.13)
Allstate Corp. 0.95 0.83 3.8087 11.00 (0.81)
Amerada Hess 0.80 C.80 4.0188 9.50 (1.07)
Ameron Int' 0.85 0.78 4.4690 12,50 {0.56)
Anatlarko Petroleum 0.80 0.83 4.4300 11.00 {0.81)
Arch Chemicals 0.90 0.81 44104 14.50 (0.73}
AutoZone Inc. 0.85 0.70 4.4014 38.50 (15} 3.86
Autobv nc. 110 110 3.8932 15,00 (0.13)
Ball Corp. 0.80 0.79 3.0067 18.50 0.83
Bandag Inc. 0.95 0.85 39212 9.00 {1.18)
Bank of Hawaii 0.85 0.88 3.6209 19.00 085
Berkiey (W.R.) 0.80 0.67 44772 14.00 {0.30)
Biomet 0.80 0.77 4.3919 22.00 1.06
Black & Decker 1.05 1.06 4.2481% 18.00 0.55
Boaing 105 1.05 4.0907 21.50 ;.97
Borders Group 0.95 0.87 45155 12.50 (C.56}
Briggs & Stratlon 1.10 1.09 38532 17.00 021
Brink's {The) Co. 1.05 1.07 4.2341 12.50 {0.56)
Brown & Brown 0.90 0.78 41737 16.00 0.04
Buriington Coat 1.05 1.02 4.2%40 NA {16} NA
Burlingion Resources 0.80 0.69 4.3635 NA {18) NA
C.H. Robinson 0.85 0.76 4.2837 19.00 0.55
CSX Corp. 1.08 1.04 41493 11.00 (0.B1}
Gabot Gorp. 1.00 0.85 4.3746 12.60 {0.56)
Caseay's Gen'i Stores 085 0.74 4.3342 11.50 (0.73)
Chezapeale Corp. 095 0.88 4.2930 7.50 (1.41)
Chisago Mercantile 1.00 0.09 44602 19.50 .63
GhoicePoint Inc. 0.90 0.81 35443 11.00 (0.81)
Commercizl Metals 0.85 0.86 4.3715 14.50 (0.22)
Cooper Tire & Rubber 1.00 0.09 4.4032 14.00 (0.30)
Countrywide Finansial 1.00 0.98 4.0648 13.50 {0.39)
Cytec inds. 1.00 0.97 41288 18.50 0.45
Datascope Corp. 0.95 0.85 4.3746 11.00 {081)
Dionex Corg. 0.85 0.70 3.9544 21.00 0.89
Downey Fin'l 0.90 0.81 41832 14.00 {0.30)
Eagle Materials 0.80 0.80 4.1023 23.00 1.23
Encore Acquisition 1.00 0.99 4,4182 11.50 (0.73)
Federal Signal 0.85 0.87 40623 13.50 (0.39)
Florida Rock 1.00 0.94 3.9042 16.060 0.04
Gallagher {Arthur 4.) 0.as5 0.86 4.1442 20.00 0.72
Gardner Derver 0.85 0.73 4,2431 11.50 (0.73)
Gaylord Entertainm. 0.85 0.90 4.2247 5.00 (1.83)
Glatfelter 0.85 0.76 4.2850 11.50 {0.73)
GiobalSantaFe Corp. 1.00 .99 4.4410 10.50 (0.90)
Haemaonetics Carp. 685 0.7 4.4929 14.00 {0.30)
Harrah's Entertain. 0.95 0.87 4.4861 13.00 (0.47)
Int1 Business Mach. 1.05 1.06 3.8408 28.50 (15) 2.16
Jack in the Box (.90 0.78 4.4569 15.60 (0.05)
Jacobs Engineering 0.85 0.82 3.8469 15.00 {0.13)
Kellwood Co. 0.90 0.78 4.3632 8.50 (1.07)
Kelly Services A’ 0.95 0.87 47055 £1.90 {0B1)
Kohl's Corp. 1.08 1.04 4.1867 16.50 0.12
Lauder (Estee} 0.90 081 40447 35.00 {15) 3.27
Lincoln Elec Hidgs. 0.85 073 4.0259 15.00 (0.13)
Marcus Corp. 0.85 c.75 4.4413 9.50 (1.07)
Masco Comp. .10 1.08 4.2366 20.50 0.80

McDonald's Gorp. 1.05 1.00 39567 18.00 0.38



Schedule FJH-30
Page 4 of 8

Schedule FJH-16

Page 4 of §
(Updatz)

Comparable Earnings Analysis
for a Praxy Group of Ninety-Eight Non-Utility Companies Comparable ta
Southern Union Company (12)

5-Year Projected Rate of Return on

Standard Net Worth, Equity ar Partners'
Error Capital {2)
Proxy Group of Ninely-Eight Non-Utility Adj. Unadj. of the Sludent's
Companies Comparable Southern Union Company (12) Beta Beta Regrassion Percent T-Test
Merck & Co. 0.80 0.68 4.4432 26.00 1.74
Miller (Herman) 0.85 0.92 4.1286 28,00 (15} 2.28
Murphy Oil Corp. 0.85 0.76 3.9883 9.50 (1.07)
New York Cormmunity 085 0.85 41363 12.00 (0.84)
Newell Rubbermaid 0.85 0.76 41959 21.00 0.89
Nordsar: Corp. 1.05 1.02 3.9829 13.00 (0.47)
Norfolk Southern 1.05 1.04 42022 12.00 (0.47)
Outback Steakhouse 0.80 0.83 4.1886 14.50 {0.22}
PMI Group 1.05 1.08 39777 11.00 {0.81}
Pactiv Corp. 0.80 0.81 3.8556 18.00 0.38
Payless ShoeSource 0.85 0.74 4.0567 10.50 {0.80})
Pixar 1.05 1.02 4.1578 NA (18) NA
Polaris Inds. 1.00 083 3.8154 30.00 2.42
Progressive (Ohio) 1.056 1.08 4.3361 14.00 (0.30)
Cuanex Corp. 1.00 0.93 40393 15.00 {0.13)
RPWM Intl 0.85 0.78 44246 15.50 (0.05)
Reinsurance Group 0.90 0.82 4.1328 12.00 {0.64)
Rohm and Hzas 1.05 1.07 4.4998 15.50 {0.05)
Ruby Tuesday 0.85 0.75 4.5025 19.50 ;.63
SAFECO Corp. 0.958 0.89 44267 11.50 {0.73)
Schuiman {A.) 0.85 0.7 41966 7.00 {1.49)
Sigma-Aldrich 0.85 0.71 39318 18.50 0.46
Sovereign Bancorp 3.90 1.11 3.9483 15.00 {0.13)
S1. Jude Medical (.85 0.73 4.2191 15.50 (0.05)
Stanley Warks 1.00 0.97 3.9338 18.00 0.04
Stesicase Inc A 0.85 G.78 4.5001 14.00 (0.30)
Superior inds. int 1.00 0.88 3.8279 8.00 {1.15})
Sybron Dental 0.80 0.82 44078 NA (16) NA
Tecumseh Producis 'A' 0.80 068 3.8146 9.50 (1.07}
Teinity inds. 095 0.89 4.2319 12.50 (0 56)
Tupperware Brands 0.85 0.74 4.3901 24.00 1.40
|Jnited Stationers 110 1.11 4.1798 13.00 [0.47)
Varian Medical Sys. 0.80 0.67 41332 23.50 1.31
Waste Management 0.80 0.82 4.2063 20.00 0.72
Wausau Paper 1.00 1.00 4.0989 21.00 0.89
Weight Watchers 0.85 0.90 3.8996 NMF (16} NMF
Average for the Non-Uility Group 0.94 0.87 4.1720
Southern Union Company 0.85 (.88 (13) 44728 (14}
Mean {15) 15.02 %
Conclusicn (8) 14.41 %
—_——

See pages 7 and B for notes.
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Missouri Gas Energy
Comparable Earnings Analysis
for a Proxy Group of Thirty-Eight Non-Utiiity Companies Comparable to

5-Year Projecled Rate of Reltrn on

Standard Wel Worlh, Equity or Pariners’
Proxy Group of Thirty-Eight Non-Utility Efror Capital {2}
Companies Comparabie to the Proxy Group of Ad]. Unadj of the Studant's
Thrae Gas Distribution Companles (17) Beta Beta Regrassicn Percent T-Test
3M Company 0.80 0.80 27563 26.00 % 1.12
Albemarle Corp. 0.50 0.80 3.1129 13.50 (0.26)
Alberio Culver 0.70 0.53 29772 14.00 (0.21}
Alexander & Baldwin 0.90 0.78 311189 13.00 (0.32)
Ashiand Inc. 0.85 0.70 3.0119 8.00 (1.09)
BOK Financial 0.80 0.64 3.0444 12.00 {0.43)
Baldor Eleciric 0.85 0.77 28875 18.50 (.29
Banta Corp. 0.75 0.59 2.B763 13.00 0.32)
Capitol Fed. Fin'l 0.70 0.51 2.8480 7.50 (0.93)
Cincinnati Financial 085 0.75 3.0615 8.00 (0.87)
GonocoPhillips 0.90 0.78 3.0735 8.00 {0.87)
Crescent Real Est- 0.80 068 2.8368 15.00 (0.1
Dun & Bradstreet 0.80 0.63 3.06807 45.50 (18) 3.28
Ecolab Inc. 0.90 0.81 2.9202 24.50 0.96
First Midwest Bancorp 0.90 0.80 2.0316 20.50 0.51
Genuine Parts 0.80 0.8% 2.7652 17.00 613
Graco Ing. 0.85 077 3.2281 34.00 {18} 2.1
Hancock Holding 0.70 0.54 3.0665 14.50 (015}
Harie-Hanks 0.85 0.70 3.15820 17.00 0.13
Hospitality Properties 0.85 0.73 3.0360 8.50 {0.82)
Hudson City Bancorp .75 G.57 2.7926 10.00 {0.65)
Markel Gorp. 0.80 0.67 29135 14,50 (0.48)
McClatchy Co. 0.75 D.61 2.9636 6.50 {1.04)
MeGraw-Hilt 0.80 0.63 3.0863 19.50 .40
Media General "A' 0.90 0.61 3.1158 7.50 (0.93)
Meredith Corp. 0.50 0.77 2.9132 20.00 D.48
Moody’s Corp. 0.80 0.64 2.8144 42.50 3.06
New York Times 0.80 0.81 3.0126 15.00 {0.10)
People's Bank 0.85 0.70 3.1720 13.00 0.32)
Ffizer Inc. .85 0.70 3.1781 22.50 0.74
Pium Creek Timber 0.75 0.58 2.93867 15.50 (0.04)
RLI Corp. D.75 0.55 3.1141 12,50 (0.37)
Union Pacific 0.890 0.78 3.1224 9.50 (0.71)
Unitrin Inc. 0.90 0.83 2.9038 141.00 {0.54)
Washington Federal DB5 0.74 3.0088 15.00 10.10)
Washington R.E.L.T. 0.70 0.54 27710 12.00 (0.43)
Webster Fin'l 0.90 0.78 3.0201 9.00 (0.76)
Weis Markets 0.70 0.54 3.2441 10.50 {0.60)
Average for the Non-Utllity Group 0.83 0.69 3.0022
Average for the Proxy Group of Three Gas
Distribution Companies 0.82 0,67 (18) 29838 (18)
Mean {3} 14.54 %
Conclusion {6) 14.15 %

See pages 7 and 8 for noles.
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Missouri Gas Energy
Comparable Earmings Analysis
for a Proxy Group of Nineteen Non-Utility Companies Comparable to
§-Year Projected Rate of Refurn on
Standard Net Worih, Equity or Pariners’

Proxy Group of Nineleeen Non-Ulility Error Capital (2)
Cormpanies Comparable to the Proxy Group of Adj. Unadj. of the Student's
Six Value Line Gas Distribution Companigs (17) Beta Beta Regression Percent T-Test
BRE Properties 0.70 (.50 26424 9.00 % (0.71}
Banta Corp. 0.75 0.59 2.8763 13.00 (0.24}
Buckeye Pariners L.P. 0.70 047 2.7302 19.00 048
Chevron Corp. 0.80 0.67 2.5141 17.00 024
Commerce Bancshs. 0.80 0.67 2 4462 13.00 (0.24)
Crescent Real Est. 0.80 0.68 2.8368 15.00 0.00
Duke Realty Corp. 0.70 0.53 2.5998 9.00¢ 071)
Equity Office P'ptys 0.70 0.48 25112 6.00 (1.07)
Equity Residential 0.70 0.53 2.4832 5.00 {1.19)
Exxon Mebil Corp. D.80 0.65 2.5674 20.50 0.66
Federal Rity. Inv. Trust 0.70 D.48 2.7183 17.00 024
Hudson City Bancorp 0.75 G.57 2.7926 10.00 059
Liberty Corp. 0.75 0.60 2.6765 NA (8) NA
Liberly Property 0.70 0.48 2.5717 12.00 (0.38)
Moody's Corp. 0.80 0.64 28144 43.50 (18) R
Qld Nat'l Bancorp .70 0.48 2.6033 16.50 0.06
Simon Property Group Q.70 0.48 2.7083 14.00 {0.12)
United Parcel Serv 0.80 0.68 24342 16.00 0.48
Washington R.E.LT 0.70 0.54 27710 12.00 {0.36)
Average for the Non-Utilily Group 0.74 0.57 2.6472
Average for the Proxy Group of Six Value Line Gas
Distribution Companies 0.78 0.61 (18) 26675 (18}
Mean (8) 13.2% %
Conclusion (6) 1471 %

See pages 7 and B for notes.
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Missouri Gas Energy
Comparable Earnings Analysis
Notes:
(1} The criteria for seiaction of the proxy group of thirty-sight non-utility companies was that the non-utility

companies be domestic and have a meaningful projected 2008 — 2010 rate of refurn on net worth or
partners' capital as reporied in Value Line Investment Survey (Standard Edition). The proxy group of
thirty-eight non-utility companies was selected based upon the proxy group of four gas distribution
companies' unadjusted beta range of 0.40 - 0.81 and standard error of the regression range of2.8532
_3.4028. 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 95.5% of the distribution of unadjusted betas and standard errors of the
regression.

(2) 2008-2010.

(3} The Student's T-statistic associated with this projected return exceeds 1,060 at the 85% level of
confidence. Therefore, it has been excluded, as an owtlier, o arrive at a proper mean projecied retum
as fully explained in Mr. Hanley's direct testimony.

{4) The standard deviation of the proxy group of four gas distribution companies’ unadjusted beta is
0.0823.

&) The standard deviation of the proxy group of four gas distribution companies' standard error of the
regression is 0.1374. The standard deviation of the standard error of the regression is calculated as
follows:

Standard Deviation of the Standard Error of the Regression =

Standard Error of the Regression
42N

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

Thus, 0.1374 = 3.1280 = 3,1280
V518 22,7596
(8) Average of 5-year projected rates of return excluding those above 20% and below 9.45% for reasons

fully explained in Mr. Hanley's direct jestimony.

(7) The criteria for selection of the proxy group of twenty-thrae non-utility companies was that the
non-utility companies be domestic and have a meaningful projected 2008 - 2010 rate of return on net
worth or pariners’ capital as reported in Value Line Investment Survey (Standard Edition). The proxy
group of twenty-three non-Ltility companies was selected based upon the proxy group of eight Value
Line gas distribution companies’ unadjusted beta range of 0.46 — 0.76 and standard eror of the
regression range of 2.5350 — 3.0234, 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 95.5% of the distribution of
unadjusted betas and standard errors of the regression

(8) On February 2, 2008, Liberty Corporation was officially acquired by privately held Raycom Media, Inc.
Therefore, the company is not being traded anymore, and consequently, not included in the Student's
T-statistic.

(9) The Student's T-statistic associated with this projected return exceeds 2.080 at the 95% levai of
confidence with twenty-one (21 = 22 observations — 1) degrees of freedom. Therefore, it has been
excluded, as an outlier, to arrive at a proper mean projected return as fully explained in Mr. Hanley's

direct testimony.
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Missouri Gas Energy
Comparabie Earnings Analysis

{10) The standard deviation of the proxy group of eight Value Line gas distribution companies' unadjusted
beta is 0.0732.

(11) The standard deviation of the proxy group of eight Value Line gas distribution companies’ standard
arror of the regression is 0.1221= (2.7792 / 22.7596).

{12) The criteria for selection of the proxy group of ninety-sight non-utifity companies was that the
non-utility companies be domestic and have a meaningful projected 2008 — 2010 rate of return on net
worth or partners' capital as reported in Value Line Investment Survey {Standard Edition). The proxy
group of ninety-eight non-utility companies was selected based upon Southern Union Company's
unadjusted beta range of 0.67 — 1.11 and standard error of the regression range of 3.8062 — 4.5384.
These ranges are based upon plus or minus two standard deviations of the unadjusied beta and
standard error of the regression as detailed in Mr. Hanley's direct testimony. Plus or minus two
standard deviations captures 95.5% of the distribution of unadjusted betas and standard errors of the
regression.

(13) The standard deviation of Southern Union Company's unadjusted beta is 0.1098.

(14} The standard deviation of Southern Union Company's standard error of the regression is 0.1833=
(4.1728 / 22.7596).

{15) The following companies are not being traded anymore, and therefore, they are not included in the
student's T-statistic: Burlington Coat Faclory was acquired by Bain Capital Partners on April 13,
2006; Burlington Resources was acquired by ConocoPhiltips on March 31, 2006; Pixar was acquired
by Disney on May 8, 2006; Sybron Dental was acquired by Danaher Corporaticn on May 19, 2006.
Weight Watchers is not included in the Studant's T-statistic because the company's 5-Year Projected
Rate of Return on Equity is NMF.

{16) The Student's T-statistic associated with this projected return exceeds 1.96 at the 95% level of
confidence with twenty-two (92 = 93 observations — 1) degrees of freedoim. Thereforg, It has been
axcluded, as an outlier, to arrive at a proper mean projected return as fully explained in Mr. Hanley
direct testimony.

(17} Cascade Natural Gas Corporation and Peoples Energy Corporation are currently in the process of
being acquired by MDU Resources and WPS Resources, respectively. |fthe Cascade were excluded
from the group of 4, and Cascade and Peoples wers excluded from the group of 8, the results would
be as follow: The praxy group of thirty-eight non-utility companies was selected based upon the proxy
group of three gas distribution companies' unadjusted beta range of 0.51 - 0.83 and standard efror of
the regression range of 2.7216 — 3.2460. The proxy group of nineteen non-utility companies was
selected based upon the proxy group of six Value Line gas distribution companies’ unadjusted beta
rangs of 0.47 ~ 0.75 and standard error of the regression range 0f 2.4331 ~2.9019. Theseranges 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 95.5% of the distribution of unadjusted betas and standard errors of the regrassion.

(18} For the proxy group of three LDCs the Student's T-statistic associated with this projected return
exceeds 1.060 at the 95% level of confidence. Therefore, it has been excluded, as an outlier, to arrive
at a proper mean projected return as fully explainad in Mr. Hanley's direct testimony. For the proxy
group of six Value Line LDCs the Student’s T-statistic associated with this projected retumn exceeds
2101 at the 95% level of confidence with seventeen (17 = 18 observations — 1) degrees of freedom.
Therefore, it has been excluded, as an outlier, to arrive at a proper mean projected return as fully
explained in the accompanying direct testimony. The standard deviations of the proxy group of three
LDCs and six Value Line LDCs' unadjusted beta are 0.0785 and 0.0702, respactively. The standard
deviations of the proxy groups of three 1.DCs and six Value Line LDCs' standard error of the
regression are 0.1311 and 0.1172, respectively.

Source of Information: Value Line, Inc., Proprietary databhase, September 15, 2008
Value Line [nvestment Survey (Standard Edition)




