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Missouri Gas Eneray
Summary of Cost of Capital and Fair Rate of Return

Based on a Hypothetical Capital Structure

Type of Capital Ratios (1) Cost Rate Weighted Cost Rate
Long-Term Debt 41.06% 6.080% (2) 2.496%
Short-Term Debt 10.94% 4,367% (3) 0.478%
Total Debt 52.00%
Common Equity 48.00% 10.500% (4) 5.040%

Total 100.00% 8.014%

Based on the Actual Capital Structure of Southern Union Company at December 31, 2008

Type of Capital Ratios (5) Cost Rate Weighted Cost Rate
Long-Term Debt 56.16% 6.258% (5) 3.514%
Short-Term Debt 3.26% 6.117% (6) 0.189%
Preferred Equity 1.92% 7.758% (5) 0.149%
Common Equity 38.66% 13.900% (4) 5.374%

Total 100.00% 9.236%

(1) The 52.00% total debt ratio has been allocated between the long-term and short-term debt based upon the average
long-term and short-term debt ratios of the proxy group of nine Value Line natural gas distribution companies for the
five quarters ended December 31, 2008 as shown on Page 4 of Schedule FJH-5. The allocation is derived as
follows:

Average for the

Five Quarters Proxy Group of Nine
ended Value Line Natural
December 31, Gas Distribution
2008 Companies Percent of Total Debt
Long-Term Debt 40.84 % 78.96 %
Short-Term Debt 10.88 % 21.04 %
Total Debt 51.73 % 100.00 %

Therefore, the hypothetical long-term debt ratio of 41.06% is derived as 78.96% * 52.00%, and the short-term debt
ratio of 10.94% is derived as 21.04% * 52.00%.

(2) Derived on Schedule FJH-9.

(3) Based on 300 basis points plus an 50 basis points upfront cost above the Blue Chip six-quarter projected average
beginning with the third quarter of 2009 and ending with the fourth quarter of 2010 of the 3-month LIBOR rate of
0.8667% (from Page 40 of this Schedule). The fee schedule is based on a Calyon report to SUG on August 20,
2009, an excerpt from which is provided as Schedule FJH-27.

(4) Based upon informed judgment from the entire study, the principal results of which are summarized on Page 2 of this
Schedule.

(5) Provided by Southern Union Company.

(6) Based on 425 basis points plus an 100 basis points upfront cost above the six-quarter projected average beginning
with the third quarter of 2009 and ending with the fourth quarter of 2010 of the 3-month LIBOR rate of 0.8667% (from
Page 40 of this Schedule). The fee schedule is based on a Calyon report to SUG on August 20, 2009, an excerpt of
which is provided as Schedule FJH-27.

Schedule FJH-21
Page 1 of 565

Schedule FJH-1
Page 1 of 17
(UPDATED)



Missouri Gas Energy

Brief Summary of Common Equity Cost Rate

Proxy Group of Nine
Value Line Natural Gas
Distribution Companies

Southern Union Company

No. Principal Methods

1. Discounted Cash Flow Model (DCF) (1)

2. Risk Premium Model (RPM) (2)

3. Capital Asset Pricing Model (CAPM) (3)

4, Comparable Earnings Mode! (CEM) (4)

5. Indicated Common Equity Cost Rate

before Adjustment for Business Risk

6. Business Risk Adjustment (7)

7. Indicated Common Equity Cost Rate

8. Recommended Common Equity Cost Rate
Notes: (1) From Page 21 of this Schedule.

(2)
(3)
(4)

(5)

Q)

(7)

From page 34 of this Schedule.
From page 49 of this Schedule.

920 %
10.94

10.83

NMF

10.32 % (5)
0.19
10.51_%

10.50 %

10.87 %
12.63

13.93

16.50

13.59 % (6)
0.32
13.90 %

13.90 %

The CEM results are on Pages 52 and 53 of this Schedule. Mr. Hanley considers the 21.00% cost rate for
the proxy group of nine Value Line natural gas distribution companies aberrant relative to the other cost of
equity models shown on lines 1, 2, and 3 and as such it is a not meaningful figure (NMF) in this particular

study.

Equals the average of the three reasonable cost of common equity models. Since the range of the results
is considerably less and the cost rates from the risk premium and CAPM modelas are much closer to each
other than in Mr. Hanley's original analysis, he decided that it was necessary to give all models equal

weight in this instance.

Mid-point of the range of common equity cost rates produced by the cost of common equity models. For
example, the indicated common equity cost rate for Southern Union Company, 13.59, is the mid-point of the
range of its cost of common equity results which is 10.67% - 16.50%. If the results of the cost of common
equity models were averaged instead of taking the midpoint, the indicated common equity cost rate would

be 13.49%.

Business risk adjustment to reflect Missouri Gas Energy's greater business risk due to its small size relative
to the proxy group as explained in Mr. Hanley's direct testimony at pages 9-13 inclusive. Adjustments are
equal to only one-fourth of the quantified differences shown on Page 3, Column 4, Lines 2 and 3

respectively.
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Line No.

Notes:

M
@)

®)
(4)

Missouri Gas Eneray
Derivation of Investment Risk Adjustment Based upon

Ibbotson Associates' Size Premia for the Declile Portfolios of the NYSE/AMEX/NASDAQ

Missouri Gas Energy

Applicable Decile of

fw

1

Spread from

Based Upon the Proxy Group of Nine Value Line

Natural Gas Distribution Companies

Based on Southern Union Company

Proxy Group of Nine Value Line Natural Gas
Distribution Companies

Southem Union Company

From Page 4 of this Schedule.

Gleanad from Column (D) below on this page. The appropriate decile (Column (A)) correspands to the market capitalization of the proxy group, which is found in

Column 1.

Market Capitalization on September the NYSE/AMEX/ Applicable Size Applicable Size
9, 2008 (1) NASDAQ (2) Premium (3) Premium for (4)
{ millions ) (times larger)
$ 659.811 8 2.35%
$ 438.533 8-9 2.53%
$ 1,655.729 24 x 5-6 1.59% 0.76%
$ 2456.145 5.6 4.5 1.26% 1.27%
1G] B) ) (&) B
Size Premium
Recent Average (Retumn in
Number of Recent Total Market Market Excess of
Declle Companies Capitalization * Capitalization CAPM)*
{ millions ) { millions } { millions )
1 - Largest 165 $ 8,530,554.000 $51,700.327 -0.36%
2 175 1,682,132.000 $ 9,612.183 0.62%
3 183 804,806.000 $ 4,397.847 0.74%
4 189 540,800.000 $ 2,861.905 0.97%
5 211 409,557.000 $ 1,941.028 1.54%
6 243 342,820.000 $ 1,410.782 1.63%
7 319 283,476.000 $ 888.639 1.62%
8 393 241,137.000 $ 613.580 2.35%
9 603 181,013.000 $ 300.187 2.71%
10 - Smallest 1626 12,878.000 $ 7.920 5.81%

*From pages 7 and 11 of this Schedule

Corresponding risk premium to the decile is provided on Column (E) on the bottom of this page.

Line No. 1a Column 3 — Line No. 2 Column 3 and Line No. 1b, Column 3 — Line No. 3 of Column 3 etc. For example, the 0.76% in Column 4, Line No, 2 is derived

as follows 0.76% = 2.35% - 1.59%.
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Missouri Gas Energy
Market Capitalization of Missouri Gas Energy
the Proxy Group of Nine Value Line Natural Gas Distribution Companles,
and Southam Unlon Company

i 2 2 4 El )
Closing Stock Market-to-Book Market
Common Stock Shares Book Value per Total Common Market Price on Ratlo on Capllalization on
Outstanding at 2008 Share at 2008 Equity at 2008 T 9, 8, September 8, 2008
Company Exchange Fiscal Year End Fiscal Year End (1) Flscal Year End 2008 2008 (2) {3
( mitlions ) { mililons ) { millons )

Missouri Gas Energy NA NA § 402,324 (4) NA
Based Upon the Proxy Group of Nine Value
Line Natural Gas Distribution Companies 164.0 % (5) _§ 659.811 (8)
Based on Unlon Ci 100.0 %) _§ 438.533 (8)
Proxy Group of Nine Value Line Natural Gas
Distribution Companles
AGL Resources Inc. NYSE $ 76.800 8 21482 $ 1,852.000 3 33,820 1574 % $ 2,600.758
Atmos Energy Comp. NYSE 90.815 22,801 2,052.402 27.670 122.4 2,512.842
The Laclede Group, Inc, NYSE 21.993 22,119 488.479 32910 148.8 723.805
New Jersey Resources Corp. NYSE 43.438 16.735 726.958 36.320 217.0 1,577.716
Northwest Natural Gas Co, NYSE 28.594 23628 628,373 42.100 178.2 1,419,807
Pledmont Natural Gas Co., Inc. NYSE 73.248 1213 887.244 23.600 184.8 1,728.608
South Jarsey Indusires, Inc. NYSE 20.728 17.332 515.254 33.840 195.2 1,008.018
Southwes! Gas Corporation NYSE 44.192 23.485 1,037.841 24,280 103.4 1,072.870
WGL Holdings, Inc. NYSE 49.917 20.986 1,047.564 33,240 158.4 1,668,237

Average 50.758 $ 20.083 $ 1,003.801 § 31.976 164.0 % $ 1,656.728
Southem Union Company NYSE 125122 S 18.008 $ 2,252,852 $ 19.630 108.0 % $ 2,456.145

NA = Not Available

Notes: (1) Column 3/ Column 1.
{2) Column 4/ Column 2.
{3) Column §* Column 3.
{4) From MGE's 2008 Annual Report o the Public Service Commission of Missouri,

{5) The market-to-book ratlo of Missourt Gas Energy on September 9, 2008 Is assumed to be equal lo the average market-to-book ratio at Seplember 9,
2008 of the Proxy Group of Nine Value Line Natural Gas Distibution Companies.

(6) Missouri Gas Energy’s common stock, if traded, would trade at a market-to-book ratio equal to the average market-to-book ratio at September 8, 2008
of the Proxy Group of Nine Value Line Natural Gas Distribution Companles, 164,0%, and Missouri Gas Energy's market capitalization on September 8,
2009 would thisefore have been $859.811 million, (§6859.811 = $§402.324 * 164.0%).

(7) The markel-to-book ratlo of Missourd Gas Energy on September 9, 2008 Is assumed to be equal to the average market-to-book ratlo at Sep 9,
2009 of Southem Unlon Company.

(8) Missouri Gas Energy's common stock, If traded, would trade at a market to‘book ratio equal to Ihe average market-to-book ratio at September 9, 2008
of Unlon C 109.0%, and Mi: i Gas Energy's market on Sep 9, 2009 would have been $438.533
million, ($438.533 = 5402 324 * 100.0%).

Source of Information: 2008 Annual Forms 10K
yahoo.finance.com
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Chapter 7

Firm Size and Return

The Firm Size Phenomenon

One of the most remarkable discoveries of modem finance
is that of a relationship between firm size and retum.
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 retun.’ In this
chapter, the returns across the entire range of firm size
are examined.

Size and Liquidity _

Capitalization is nat necessarily the underlying cause of
the higher retumns for smaller companies. While smaller
companies are usually less liquid, with fewer shares traded
on any given day, not all companies of the same size have
the same liquidity. Stocks that are more liquid have higher
valuations for the same cash flows because they have a
Jower cost of capital and commensurately lower retums on
average. Stocks that are less liquid have a higher cost of
capital and higher returns on average.’

While it would be very useful to estimate the equity cost
of capital of companies that are not publicly traded, there
is not a direct measure of liquidity for these companies
because there are no public trades. Thus, there is usu-
ally no share turnover, no bid/ask spreads, etc. in which
to measure liquidity. Even though liquidity is not directly
observable, capitalization is; thus the size premium can

serve as a partial measure of the increased cost of capital

of a less liquid stock.

Size premiums presented in this book are measured from
publicly traded companies of various sizes and therefore do
not represent the full cost of capital for non-traded com-
panies. The valuation for a nan-publicly traded company
should also reflect a discount for the very fact that it is not
traded. This would be an illiquidity discount and could be
applied to the valuation directly, or altematively reflected
as an illiquidity premium in the cost of capital.

This chapter does not tell you how to estimate this incre-
mental illiquidity valuation discount {or cost of capital

illiquidity premium that is not covered by the size premium.
At the end of this chapter, we show some empirical resulis
on the impact of liquidity on stock returns.

Construction of the Decile Portfolios

The portfolios used in this chapter are those created by
the Center for Research in Security Prices (CRSF} at the
University of Chicago’s Graduate School of Business.
CRSP has refined the methodology of creating size-based
portfolies and has applied this methodology to the entire
universe of NYSE/AMEX/NASDAQ-fisted securities going
hack to 1926.

The New York Stock Exchange universe excludes closed-
end mutual funds, prefesred stocks, real estate investment
trusts, foreign stocks, American Depository Receipts, unit
investment trusts, and Americus Trusts. All companies on
the NYSE are ranked by the combined market capitaliza-
tion of their eligible equity securities. The companies are
then split into 10 equally populated groups, of deciles.
Eligible companies traded on the American Stock Exchange
{AMEX) and the Nasdag National Market (NASDAQ) are
then assigned to the appropriate deciles according to their
capitalization 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 quarter are assigned to the
appropriate portfolio when two consecutive month-end
prices are available. If the final NYSE price of a secu-
rity that becomes delisted is a month-end price, then
that month's retum is included in the quarterly retumn of
the security's portfolio. When a month-end NYSE price is
missing, the month-end value of the security is derived
from merger terms, quotations on regional exchanges, and
other sources. If a month-end value still is ot determined,
the last available daily price is used.

Base security returns are monthly holding period retums.
All distributions are added to the month-end prices, and
appropriate price adjustments are made to account for
stock splits and dividends. The retum on a portfolio for one
month is caloulated as the weighted average of the returns
for its individual stocks. Annual portfolio returns are calcu-
lated by compounding the monthly portfolio retums.

Morningstar
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Tahble 7-1: Size-Decile Portfolios of the NYSE/AMEX/NASDAQ
Bounds, Size, and Composition

Historical Averaga Becent Decile Recent
Percentags Racent Market Percentage
of Total Number of Capitalization of Total
Deaclle Capitalization Companies {in Th ds} Capitalization
1-Largest §3.22 165 $8,530,554 64.88
“2'_.“ 13.98 175 1,682,132 12.80
3 7.56 183 804,805 6.12
4 4,72 188 540,900 411
5 3.24 AL 409,557 3.12
[} 2,38 243 342,820 2.61
7 1.75 318 283,476 216
B 1.30 393 241,137 1.83
] 1.02 . 603 181,013 1,38
10-Smallest 0.83 1626 128,780 0.98
Mid-Cap 3-5 15.52 583 T - 1,755,283 13.35
Low-Cap 6-8 544 955 867,434 6.60
Micro-Cap 8-10 1.85 2229 309,793 2.36

Diata from 1926-2008, Source: Caleulated {or Derived) based on data from CRSP US Stock Database and CASP US Indices Database
®2008 Center for Research in Security Prices {CASP®), The University of Chicago Booth School of Business. Used with permission,

Historical average percentage of total capitalization shows the average, aver the fast B3 years, of the decile matket
values 25 @ percentage of the 1o1al NYSE/AMEX/NASDAQ calculated eath month. Number of companies in declles,
1ecent market caphtatization of deciles and recent percentage of total capitalization are as of September 36, 2008,

Table 7-2: Size-Decile Portiolios of the NYSE/AMEX/NASDAD,
Largest Company and Its Market Capitalization by Decile

Recent Market

Capitalization
Decile {inTh s} Company Name
1-Largest 485,651,938 Exxan Mobil Corp.
Z 18,503,467 Waste Management Inc. Del

7,360,271 Reliant Energy Inc.

4 4,225,152 IMS Health Inc.
5 2,785,538 Family Doliar Stores Inc.
6 1,848,961 Bally Technologies Inc.
7 1,197,133 Temple [nland Inc.
8 753,448 Kronos Worldwide Inc.
g 453,254 SWS Group Inc.
10-Smallest 218,533 Beazer Homes USA Ine.

Source: Caloulated {or Derived) based on data fram CASP US Stock Database and CRSP US Indices Database ©2008 Center for
Resaarch In Security Prices {CRSP®), The Universlty of Chicage Booth Sthool of Business. Uszd with permission.
Market capitatization and name of largest company In each decite as of September 30, 2008,

Size of the Deciles

Table 7-1 reveals that the top three deciles of the NYSE/
AMEX/NASDAQ account for most of the total market value
of its stocks. Nearly two-thirds of the market value is rep-
resented by the first decile, which currently consists of 165
stocks, while the smallest decile accounts for just over one
percent of the market value. The data in the second column
of Table 7-1 are averages across all 83 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
companiesandtheirmarketcapitalization, presentingasnap-
shot of the structure of the deciles near the end of 2008.

Table 7-2 gives the current 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
throughout 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-cap range
have market capitalizations at or below $7,360,271,000
hut preater than $1,848,951,000. Low-cap stocks include
deciles 6-8 and currently include all companies in the
NYSE/AMEX/NASDAQ with market capitalizations at or
below $1,848,361,000 but greater than $463,254,000.
Micro-cap stocks include deciles 310 and include compa-
nies with market capitalizations at or below $453,254,000.
The market capitalization of the smallest company included
in the micro-capitalization group is currently $1,575,000.

Presentation of the Decile Data

Summary statistics of annual retums of the 10 deciles
over 1976-2008 are presented in Table 7-4. Note from
this exhibit that both the average return and the total risk,
or standard deviation of annual retums, tend to increase
as one moves from the largest decile to the smallest.
Furthermore, the serial correlations of returns are near
zero for all but the smallest deciles. Serial comrelations
and their significance will be discussed in detail later in
this chapter.

a0
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Tahle 7-3
Size-Decile Portfolios of the NYSE/AMEX/NASDAQ
Largest and Smallest Company by Size Group

1926-1865

Capitzlization of Largast Company {in Thousands) Capitalization of Smallest Company {in Thausands)
Dats Mid-Cap Low-Cap Micro-Cap Mid-Cap Low-Cap Micro-Cap
{Sept 30} 3-5 i) 8-10 3-5 -8 810
1926 $60,103 $13,795 $4.213 $13,800 $4,263 $43
1927 64,820 14,491 4415 14522 4450 65
1528 80,910 18,761 5,074 18,788 5119 135
1929 103,054 74,328 5,862 24,480 5,873 118
1930 66,750 12,918 3,358 13,050 3,369 30
1931 42,607 8,142 1,927 - 8,222 1,944 15
1832 12,212 2,208 468 2,223 468 19
1933 40,248 7210 1,830 7,280 1,875 120
1934 38,019 6,638 1,673 6,689 1,681 58
1935 37,631 6,549 1,350 6,605 1,383 38
1936 46,963 11,505 2,754 11,528 2,800 98
1937 59,750 13,635 3,539 13,783 3,583 68
1838 35,019 8,372 2,195 8,400 2,200 . 60
1938 35,408 7478 1,818 7,500 1,854 75
1940 29,803 7880 1,851 8,807 1,872 51
1941 30,362 8,318 2,088 8,336 2,087 72
1942 26,037 6,868 1,770 5,870 1,778 82
1943 42,121 11,403 3,847 11,475 3,903 385
1944 45,221 13,066 4812 13,068 4,820 309
1845 55,125 17,325 6413 17,575 6,428 275
1946 77,784 24,192 10,149 24,189 10,168 878
1947 57,830 17,719 5373 17,736 6,380 508
1948 67,238 18,632 7,328 19,651 7,348 683
1948 56,082 14,549 5,037 14,577 5108 KIE]
18950 66,143 18,675 6,225 18,700 6,243 303
1951 82,517 22,750 7,598 22,850 7,600 668
1952 95,636 25405 8,428 25,452 8,480 480
1953 98,218 25,340 8,166 25,374 8,168 458
1854 125,834 29,707 8,488 28,791 8,502 463
1885 170,829 41,445 12,366 41,681 12,444 §53
1956 183,782 46,805 13,524 46,888 13,623 1,122
1957 194,300 47,658 13,644 48,508 13,848 925
1968 195,536 46,774 13,789 46,871 13,816 550
1559 266,283 64,110 19,548 64,221 19,701 1,804
1960 252,282 61,485 19,283 61,528 19,344 831
1961 298,261 77,683 23,562 77,998 23,813 2,455
1962 250,788 8,785 18,952 58,866 18,368 1,018
1953 308,903 71,846 23,927 7187 24,056 288
1964 349,675 79,508 25,695 79,837 25,607 223
1965 355,675 84,600 28,483 85,065 28,543 750

Source: Caloulated [or Derived) based on data from CASP US Stack Database and GRSP US Indizes Database ©2003 Center for Rasearch In Security Prices (CRSP®),
The Univarsity of Chlcago Baoth School of Business, Used with permission.

2609 Thbotson® SBBI® Valuation Yearhook Morningstar g1
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Tahle 7-3 (Continued)
Size-Decile Portfolios of the NYSE/AMEX/NASDAQ
Largest and Smallest Company by Size Group

19562008

Capitallzation of Lamest Company {in Thousands) Capitalization of Smallast Company lin Thousands}
Date Mid-Cap Low-Cap Micro-Cap Mid-Cap Low-Dap Micra-Cap
{Septan} 35 68 8-10 3-5 &8 8-10
1968 $403,137 $99,950 $34,884 $100,107 $34,966 $3B1
1957 458,438 118,988 42,188 119,635 42,237 381
1958 631,308 150,893 60,543 151,260 60,718 592
1968 518,485 146,792 54,353 147,311 54,603 2119
1870 382,884 84,754 28,818 94,845 29,932 822
1871 . 551,680 - 147,426 45,570 147,810 45,571 865
1972 557,181 143,835 46,728 144,263 46,757 1,031
1973 431,354 96,698 28,352 96,710 29,430 561
1974 356,876 79,878 23,355 80,280 23,400 444
1975 477,058 102,313 30,353 103,283 30,394 540
1978 566,296 121,717 34,864 121,892 34,801 564
1977 584,577 133,185 40,700 139,620 40,765 513
1978 580,881 -164,093 47927 164,455 48,038 830
1878 665,018 171,378 51,197 177,768 51,274 848
1980 762,185 199,312 50,496 198,315 50,544 549
1981 962,387 264,630 72,104 264,783 72,450 1,446
1982 710,517 210,301 55,336 210,630 55,423 1,060
1983 1,200,911 353,869 104,382 358,238 104,588 2,025
1984 1,075,436 315,865 91,004 316,103 91,195 2,083
1985 1,440,436 370,224 84,875 370,729 94,887 760
1986 1,857,621 449,015 110,817 445462 110,053 106
1987 2,069,143 468,948 113,419 470,652 113,430 1,277
1888 1,857,928 421,340 94,443 471,675 94,573 695
1888 2,145,947 480,975 100,285 483,623 100,384 95
1980 2171217 474,065 93,750 474,877 93,780 132
1991 2,179,863 457,858 87,686 458,853 87,733 278
1992 2,428,671 500,327 103,352 500,346 103,500 510
1993 2,705,182 603,588 137,105 507,449 137,137 B0Z
1984 2,470,244 596,059 148,104 597,976 148,216 598
1895 2,788,838 647,210 155,386 . 647,253 165,532 B3
1986 3142657 751,318 193,001 751,680 193,016 1,043
1897 3,484,440 813,823 228,900 814,355 229,058 585
19898 4,216,707 925,688 252,553 978,215 253,03 1,671
1889 4,751,741 875,308 220,397 875,582 220,456 1,502
2000 4,143,802 840,000 152,083 840,730 192,439 1,393
2001 5,166,315 1,108,224 265,734 1,108,958 265,736 443
2002 4,930,325 1,116,525 308,980 1,124,331 309,245 501
2003 4,744,580 1,163,368 329,060 1,163,423 329,528 332
2004 6,241,953 1,607,854 505,437 1,607,931 506,410 1,393
2005 7,187,244 1,728,888 586,383 1,728,364 587,243 1079
2006 7,777,183 1,946,588 626,955 1,847,240 627,017 2,247
2007 9,206,713 2,411,794 723,258 2,413583 725,267 1922
2008 7,360,271 1,848,961 453,254 1,849,950 453,388 1,575

Source: Calculated jor Derived) based on data from CRSP US Stock Database and CRSP US Indices Database ©2008 Center for Research In Security Prices {CRSP®),
Tha University of Chicago Booth School of Business. Used with permissian.
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Graph 7-1: Size-Decils Fortfolios of the NYSE/AMEX/NASDAQ
Wealth Indices of Investments In Mid-, Low-, Micro~, and Total Capitalization Stacks
index [Year-End 1925 = $1.00)

first and tenth decile returns was far more substantial, with
the largest stocks rising 46 percent, and the smallest stocks .
rising 218 percent. This divergence in the performance of
small and large company stocks is a common accurrence.

Tahle 7-4; Size-Decile Portfotios of the NYSE/AMEX/NASDAQ
Summary Statistics of Annual Retums

B S E— | E—

1925 35

Yearend o $0,82043

Stocks: B Micro-Cap

Data from 1925-2008.

45
o $5461.34

o Low-Cap

55 it 75 85 95 2008
o $4,03798 o $1,662.68
B Mid-Cap B Tota} Capltatization

Graph 7-1 depicts the growth of one dollar invested in gach
of three NYSE/AMEX/NASDAQ groups broken down into
mid-cap, low-cap, and micro-cap stocks. The index value
of the entire NYSE/AMEX/NASDAQ is also included. Al
returns presented are value-weighted based on the market
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 exireme case occurred in the depression-
recovery year of 1933, when the difference between the

Geometic  Arthmatic Standard  Serial
Decile Mean Mean Deviation  Correlation
1-Largest 8.9 10.8 19.48 0.09
2 10.1 12.5 22,33 0.04
3 10.4 13.1 23.89 -0.01
4 10.4 134 26.13 0.00
5 10.8 14,2 26,90 -0.02
6 10.9 14.5 2158 0.04
7 10.8 14.8 29.82 0.02
8 11.0 16.0 34.44 0.06
g 11.1 16.8 36.70 0.05
10-Smallest 12.5 201 44.95 0.17
Mid Cap 10.5 13.4 24,93 -0.01
Low Cap 10.8 14.8 29.41 0.04
Micro 11.6 1.7 39,16 0.09
NYSE/AMEX/ 94 114 20.53 0.04
NASDAQ Total Value
Weighted Index

Data from 1926-2008, Source: Calculated {or Derlved) based on data fom
CRSP US Stock Database and CASP US Indices Database ©2008 Center
for Research in Security Prices {CRSP®), The University of Chicago Baoth
School of Businass. Used with permission.

Results are for quarterly re-ranking for the deciles. The smal company stock
summary statisties p  in earlier chapt ise a a-ranking of the
porifalios every five years prier to 1882,

Aspects of the Firm Size Effect

The firm size phenomenen is remarkable in several ways.
First, the greater risk of smal} stocks does not, in the con-
text of the capital asset pricing mode! {CAPM), fully account
for their higher returns over the fong term. In the CAPM only
systematic, 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 between
small and large companies are serially correlated. This
suggests that past annual retums may be of some value
in predicting future annual returns. Such serial correlation,
or autocorrelation, is practically unknown in the market for
Jarge stocks and in most other equity markets but is evident
in the size premia.
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Sourea: Caleutated {or Derived) based
on data from CRSP US Stock Datebase
and CRSP US Indices Database ©2009
Center for Research In Security Prices
[CRSP®), The University of Chicago
Booth School of Business. Used
with pemnission.

Tahle 7-5; Size-Decile Portfolios of the NYSE/AMEX/NASDAQ
Long-Term Returns In Excess of CAPM

Actual CAFM She

Ardth-  Retum Retum Premlum
metic  InExcess  inExeess  [Retumin
Mean  ofRiskless of iskless Excess of
Return  Rate*" Rate' CAPM)
Decile gsta®  {%) {%) %} {%)
1-Largest 091 10.75 5.56 5.91 -0.36
2 1.03 12.51 731 B6.69 D62
3 1.10 13.08 7.87 713 0.74
4 1.12 13.45 8.25 7.28 0.97
5 116 1423 9.03 748 1.54
6 1.18 14.48 928 7.65 1.63
7 1.24 14.84 9.65 8.03 1.62
8 1.30 15.95 10.76 8.41 2.35
g 1,35 16.62 11.42 8.71 271

10-Smallest 141 2043 14.83 812 5.81

Mid-Cap, 3-5 112 1337 818 7.24 0.84

Low-Cap, 6-8 122 14.86 9.66 7.92 1.74

Micro-Cap, 9-10  1.36 1172 1252 878 3.74
Data from 1926-2008,

*Betas are estimated from monthly retums In excess of the 30-day U.S. Treasury bill
total retum, January 1526-December 2008,

ical riskless rate { by the B3-year arithmetic mean income retum
component of Z0-year government bonds {5.20).

"Calculated in the context of the CAPM by multiplying the equity risk premium by
beta, The equity risk premium is estimated by the srithmetic mean total retum of
the S&P 500 {1157 percent) minus the arithmetic mean Income retum compenent
of 20-year government bunds {5.20 percent) from 1526-2008

Graph 7-2: Security Market Line Versus Size-Decile Portfolios of the
NYSE/AMEX/NASDAT?

75  Arithmetic Mean Retum

pii]

15

5 T Riskless Rate

00 02 0.4 0.6 0.8 1.0 1.2 1.4 18
Bela
Data from 1826-2008,

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

Long-Term Beturns in Excess of Systematic Risk

The capital asset pricing modal (CAPM) does not fully
account for the higher retums of small company stocks.
Table 7-5 shows the returns in excess of systematic risk
over the past B3 years for each decile of the NYSE/AMEX/
NASDAQ. Recall that the CAPM is expressed as follows:

ks =rg+(B s XERP)

Table 7-5 uses the CAPM to estimate the retum in excess
of the riskless rate and compares this estimate to historical
performance. Accarding to the CAPM, the expected retum
on a security should consist of the riskless rate plus an
additional return to compensate for the systematic risk
of the security. The returm in excess of the riskless rate is
estimated in the context of the CAPM by multiplying the
equity risk premium by B (beta). The equity risk premium
is the return that compensates investors for taking on risk
equal to the risk of the market as a whole {systematic risk).?
Beta measures the extent to which a security or porifalio
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 that the security or port-
folio has greater systematic risk than the market; according
to the CAPM equation, investors are compensated for
taking on this additional risk. Yet, Table 75 illustrates
that the smaller deciles have had returns that ars not fully
explained by their higher betas. This retum in excess of
that predicted by CAPM increases as one moves from the
largest companies in decile 1 to the smallest in decile 10.
The excess return is especially pronounced for micro-cap
stocks (deciles §-10). This size-related phenomencn has
prompted a revision to the CAPM, which includes a size
premium. Chapter 4 presents this modified CAPM theory
and its application in more detail.

94
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“Tahle 7-6; Size-Decile Portiolios 10 and 10b of the

NYSE/AMEX/NASDAQ
Recent Moarket Capital-
Recent Decile Market fzation of Larg-
Number of Capitalization est Company Company
Decile Companies {in Thousands) {in Thousands} Name
10a 408 $77,980,249 $218,633,000 Beazer Homes U.S.A. Inc.
10b 182 75,412,545 136,500,000 Great Northern lron Ore

Note: These numbers may not aggregate to equal decila 10 figures.

Source: Calculated {or Derived) based on data from CRSP US Stock Database and CASP US Indices Database ©2008 Center
for Research In Security Prices (CASP®), The University of Chicago Bouth School of Business. Used with permission.

Market capitalization and name of fargest company in each declle as of September 30, 2008,

This phenomenon can also be viewed graphically, as
depicted in the Graph 7-2. The security market line is based
on the pure CAPM without adjustment for the size premi-

“um. Based on the risk {or beta) of a security, the expected
return lies on the security market line. However, the actual
historic returns 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 for
their systematic risk.

Further Analysis of the 10th Decile
The size premia presented thus far do a great deal o
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
will demanstrate whether the company size to size pramia
relationship continues to hold true.

As previausly discussed, the method for determining the size
groupings for size premia analysis was to take the stocks
traded on the NYSE and break them up into 10 deciles, after
which stocks traded on the AMEX and NASDAQ were allo-
cated into the same size groupings. This seme methodology
was used to split the 10th decile into two parts: 10a and
10b, with 10b being the smaller of the twa. This is equiva-
lent 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 continugs; as companies
get smaller their size premium increases. There is a notice-
able increase in size premium from 10a to 10b, which
can also be demonstrated visually in Graph 7-3. This can
be useful in valuing companies that are extremely small.
Table 7-6 presents the size, composition, and breakpoints
of deciles 10a and 10b.

First, the recent number of companies and total decile mar-
ket 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 whale, 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 a sample the
mare significance can be placed on the results. While this
is not as much of a factor with the recent years of data,
thesa 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 group-
ing. The change over time of the number of stocks included
in the 10th decile for the NYSE/AMEX/NASDAQ is present-
ed in Table 7-8. With fewer stocks included in the analysis
early on, there is a strong possibility that just a few stacks
can dominate the returns for those early years.

While the number of companies included in the 10th decile
far the early years of our analysis is fow, it is not too low to
still draw meaningful results even when broken down into
subdivisions. 10a and 10b: All things considered, size pre-
mia 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.
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$Spurce: Calewlated {or Derlved) based
on data from CASP US Stock Database
and CRSP US Indices Database ©2009
Center fur Ressarch In Securily Prices
{CRSP), The Uivarsity of Chicago
Booth Schoo) of Businass, Used

Tahle 7-7: Long-Term Retums in Excess of CAPM Estimation for Decile
Portfollos of the NYSE/AMEX/NASDAG, with 10th Decite Split

Tahle 7-8: Historical Number of Companies for NYSE/AMBY/NASDAQ
Decile 10

Realized  Estimasted  Sie
Arith- Retumn Retum Pramium
metic  InExeess  inExcess  (Aetumin
Mean  ofiskless  of Riskless  Excess of
Return  Rale*® Rate' CAPM)

Bete® %) (%) %) 1)

1-Largest D91 10.75 556 591 -0.36
2 1.03 12.51 7.31 5.59 0.52
3 110 1308 7.87 7.13 074
4 112 1345 8.25 7.28 0.87
5 116 14.23 9,03 7.49 1.54
g 118 14.48 9.28 7.65 1.63
7 1.24 1484 . - BES 8.03 1.62
8 130 1685 10.76 841 2.35
g 135 1662 11.42 B.71 71
10a 142 18.49 13.28 9.19 411

10b-Smallest 1.38 2368 18.48 B8.95 8.53

Mid-Cap, 3-5 112 1337 818 1.24 0.84

Sepl. Number of Companies
1926 52*
1830 72
1940 78
1950 100
1960 109
1970 865
1980 685
1980 1,814
2000 1,927
2005 1,746
2006 1,744
2007 1,775
2008 1,626

Source: Caleutated for Derived) based on data from CRASP US Stock Database and
CRSP US Indices Dalabase ©2009 Center for Research in Security Prices (CRSPO),

Low-Cap, -8 122 1488 9.66 182 174

Micro-Cap, 8-10 138 17.72 1252 © * 879 374

Data from 18262008, Sowice: Calcutated {or Derived) based on data from CRSP
US Sinck Database and CRSP US Indices Database ©2008 Center for Research in

Security Prices [CRSP®), The University of Chicage Booth School of Business. Used
with permission.

*Batas arm estimated ram monthly portfolio total returas in excess of the 30-day
U.S. Treasury hill total return versus the S&P 500 tota! teturns In excess of the
30-day US. Treasury b, January 1926~Dacember 2008 .

**Histarical riskiess rate Is measured by the B3-vear arithmatic mean income retum
component of 20-year govemment bonds (5.20 percent).

1Calcutated in the context of the CAPM by multiplying the equity risk premium by
beta. The equity fisk premium Is estimated by the arithmetic mean tolal relum of
the SEP 500 {11,567 percent] minus the arithmatlc mean Incoms ratum component
of 20-year govermment bonds (5.20 percent) from 1826-2008,

Graph 7-3: Security Market Line versus Size-Decile Portfolios of the
NYSE/AMEX/NASDAQ, with 10th Decile Split*

30 Avithmetic Mean Retum

1.
% Py
G
5818V
i 34
i S&P.500

5 Riskless Rate

I ] I I I | I I ]

The Unit y of Chicagn Booth Schao! of Business. Used with permission.

*The fawest number of comparies was 49 in March, 1826

Alternative Methods of Calculating the Size Premia
The size premia estimation method presented above makes
several assumptions with respect to the market bench-
mark and the measurement of beta. The impact of these
assumnptions ean best be examined by looking at some
alternatives. [n this section we will examine the impact on
the size premia of using a different market 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 S&P 500 is used as
the market benchmark in the calculation of the realized
historical equity risk premium and of each size group’s
beta. The NYSE total value-weighted index is a common
alternative market benchmark used to calculate beta. Table
7-9 uses this market benchmark in the calculation of beta.
In order to isolate the size effect, we require an equity risk
premium based on a large company stock benchmark. The
NYSE deciles 1-2 large company index offers a mutually
exclusive set of portfalios for the analysis of the smaller
company groups: mid-cap deciles 3-5, low-cap decilss
6-8, and micro-cap deciles 9-10. The size premia analyses
using these benchmarks are summarized in Table 7-8 and
depicted graphically in Graph 7-4.

with permission,
00 02 04 05 08 10 12 14 1B
Beta
Data {rom 1926-2008.
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Table 7-9; Long-Term Retums ii Excess of CAPM Fstimation for Decile
Portfolios of the NYSE/AMEX/NASDAQ, with NYSE Market Benchmarks

Fealized  Estimated  She
Arith-  Retum Retum Pramium
melic  InExcess  inExcess  (Retunin
Mean  ofRiskless of Fiskless Excass of
Return  Rate® Rate® CAPM}
Beta® %) {%} {%) %)
1-Largest 0.89 10.75 6.56 §.72 -1.16
2 1.1 12.51 7.31 6.45 0.86
3 1.18 13.08 1.87 6.81 1.05
4 1,20 13.45 8.25 6.97 1.28
5 1.23 14.23 8.03 7.4 1.88
6 1.26 14.48 9.28 7.28 2.00
7 1.32 14.84 9.65 7.63 201
8 1.38 15.95 10.76 8.00 276
g - .42 16.62 11.42 8.25 347

10-Smallest 148 2013 14.83 8.60 6.33

Mid-Cap, 3-5 118 1337 818  6.82 1.26

Low-Cap, 6-8 130 1486 966 7.54 212

Micro-Cap, 8-10 143 1772 1282 8.32 421

Data from 19267008, Source; Calcuated {or Derived) based on data from CRSP
1S Stock Databasa and CRSP US Indices Database ©2003 Center for Research in
Secusity Prices (CASP®), The University of Chicage Booth Schoo! of Business. Used
with peanission.

*Betas are estimated from manthly portiotio total retums in excess of the 30-day
.8, Treasury bil total raturm versus the S&P 500 total ratums In excess of tha
30-day 1.5, Treasury bill, January 1526-December 2008

= <Historical riskless rate Is measured by the B3-year arithmatic mean income retum
component of 20-year government bonds (520 percant).

1Calculated in the context of the CAPM by multiplylng the equlty risk premium by
beta, The equity risk premium s estimated by the arithmetle mean total return of
the S&P 500 {11.67 percent) minus the aiithmetic mean income return component
of 20-year gavernment bonds (5.20 percent) from 1826-2008.

Graph 7-0: Security Market Line versus Size-Decile Portiofios of the
NYSE/AMEX/NASDAQ, with NYSE Market Benchmarks®

25  Asithmetic Mean Return
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Data from 1926-2008,

For the entire period analyzed, 1926-2008, the betas
obtained using the NYSE total value-weighted index are
higher than those obtained using the S&P 500. Since
smaller companies had higher betas using the NYSE bench-
mark, one would expect the size premia to shrink. However,
as was illustrated in Chapter 5, the equity risk premium
calculated using the NYSE deciles 1-2 benchmark results
in a value of 5.80, as opposed to 6.47 when using the S&P
500. The effect of the higher betas and Jower equity risk
premium cancel each other out, and the resulting size
premia in Table 7-8 are slightly higher than those resulting
from the original study.

Measuring Beta with Sum Beta

Tha sum beta method attempts to provide a better measure
of beta for small stacks by taking into account their lagged
price reaction to movements in the market. [See Chapter
6] Table 7-10 shows that using this method of beta asti-
mation resulis in larger betas for the smaller size deciles
of the NYSE/AMEX/NASDAQ while those of the, larger
size deciles remain relatively stable. From these results,
it appears that the sum beta method corrects for possible
errors that are made when estimating small company betas
without adjusting for the lagged price reaction of small
stocks. However, the sum beta, when applied to the CAFM,
still does not account for all of the retums in excess of the
riskless rate historically found for small stocks. Table 7-10
demonstrates that a size premium is still necessary to esti-
mate the expected returns using sum beta in conjunction
with the CAPM, though the premium is smaller than that
needed when using the typical calculation of beta.

Graph 7-5 compares the 10 deciles of the NYSE/AMEX/
NASDAQ to the security market line. There are two sets
of decile portfolios—one set is plotted using the single
variable regression method of calculating beta, as in Graph
7-2, and the second set uses the sum beta method. The
portfolios plotted using sum beta more closely resemble
the security market fine. Again, this demonstrates that the
sum beta method results in the desired effect: a higher
pstimate of returns for small companies. Yet the smaller
portfolivs still lie above the security market line, indicating
that an additional premium may be required.
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Criteria | Corporates | General: . ' ) _
Criteria Methodology: Business Risk/Financial
Risk Matrix Expanded

(Editor's Note: In the previous version of this article published on May 26, certain of the rating outcomes in the
table 1 matrix were missated. A corrected version follows.)

Standard & Poor's Ratings Services is refining its methodology for corporate ratings related to its business
risk/financial risk mateix, which we published as part of 2008 Cocporate Ratings Criteria on April 15, 2008, on
RatingsDirect at www.ratingsdirect.com and Standard & Poor's Web site at www.standardandpoors.com,

This article amends and supersedes the criteria as published in Corporate Ratings Criteria, page 21, and the articles
listed in the "Related Articles” section at the end of this report.

This article is part of a broad series of measures announced last year to enhance our governance, analytics,
dissemination of information, and investor education initiatives. These initiatives are aimed at augmenting our
independence, strengthening the rating process, and increasing our transparency to better serve the global markets,

We introduced the business risk/financial risk matrix four years ago, The relationships depicted in the matrix
represent an essential element of our corporate analytical methodology.

We are now expanding the matrix, by adding one category to both business and financial risks (see table 1), As a
result, the matrix allows for greater diffecentiation regarding companies rated lower than investment grade (i.e., 'BB'
and below),

Table1

Business Risk Prolile Finaneial Risk Profile
Minlmal Modest Infermediate  Significant Agaressive Highly Leveraged
Excellent AAA AA A A BBB -
Strong AA A A BBB . B8 BB-
Satisfactory A BBB+  BBB BB+ BB- B+
Fair - BBB- BB+ BB BB- B
Weak - - BB BB- B+ B-
Vulnerable - - - B+ B CCC+

These rating outcomes are shown for guidanca purposes anly. Actual rating should he within ane notch of indicated rating outcomes.

‘The rating outcomes tefer to issuer credit ratings, The ratings indicated In each cell of the matrix are the midpoints
of a range of likely rating possibilities, This range would ordinarily span one notch above and below the indicated
rating, :

Standard & Poor’s RatingsDirect | May 27, 2008 2
Stendard & Poor's, All rights reserved, No reprint or dissemination vithaut S&R's fan, Saa Tanns of Uso/Disclatmer on tha fast paga. 724152 | 300023552
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Criteria | Corporates | General: Criteria Methodology: Business Risk/Financial Risk Mattix Expanded

Business Risk/Financial Risk Framework

Our corporate analytical methodology organizes the analytical process according to a common framework, and it
divides the task into several categories so that all salient issues are considered. The first categories involve
fundamental business analysis; the financial analysis categories follow.

Our ratings analysis starts with the assessment of the business and competitive profile of the company, Two
companies with identical financial metrics can be rated very differently, to the extent that their business challenges
and prospects differ. The categories underlying our business and financial risk assessments are;

Business risk

s Country risk

* Industry risk

¢ Competitive position

» Profitability/Peer group comparisons

Financial risk

» Accounting

s Financial povernance and policies/risk tolerance
& Cash flow adequacy

o Capital structure/asset protection

¢ Liquidity/short-term factors

We do not have any predetermined weights for these categories, The significance of specific factors varies from
situation to situation.

Updated Matrix

We developed the matrix to make explicit the rating outcomes that are typical for various business risk/financial risk
combinations, It illustrates the relationship of business and financial risk profiles to the issuer credit rating.

We tend to weight business risk slightly more than financial risk when differentiating among investment-grade
ratings, Conversely, we place slightly more weight on financial risk for speculative-grade issuers {see table 1, again).
There also is u subtle compounding effect when both business risk and financial risk are aligned at extremes (i.e.,
excellent/minimal and vulnerable/highly leveraged.)

The new, more granular version of the matrix represents a refinement--not any change in rating criteria or

standards—and, consequently, holds no implications for any changes to existing ratings, However, the expanded
matrix should enhance the transparency of the analytical process.

Financial Benchmarks

www.standardandpoors.com/ratingsdirect 3
Standard & Poor's. All dghts resarved. No reprint or dissemination without S&P's permlssion, Sea Terms of Use/Disclaimer on the last paga. 724152 | 360023557
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Criteria | Corporates } General: Criteria Methodology: Business Risk/Financial Risk Matriz Expanded

Table 2
“Firiancial Risk lidicative

FFO/Debt (%) Dehy/EBITDA (x}) Delt/Copital (%)

Minimal greater than 50 less than 1.6 less than 25 .
Modest 45.60 152 7535 H
Intermediate 30-45 23 35-45
Significant 20-30 34 45-50
Aggressive 12-20 45 £0-60

Highly Leveraged fessthan12  greaterthan5 greater than60

How To Use The Matrix--And Its Limitations

The rating matrix indicative outcomes are what we typically observe--but are not meant to be precise indications or
guarantees of future rating opinions. Positive and negative nuances in our analysis may lead to a notch higher or
lower than the outcomes indicated in the various cells of the matrix.

In certain situations there may be specific, overarching risks that are outside the standard framework, e.g., a
liquidity crisis, major litigation, or large acquisition. This often is the case regarding credits at the lowest end of the
credit spectrum-i.e., the 'CCC' category and lower. These ratings, by definition, reflect some impending crisis or

acute valnerability, and the balanced approach that underlies the matrix framework just does not lend itself to such
situations,

Similarly, some matrix cells are blank because the underlying combinations are highly unusual--and presumably
would involve complicated factors and analysis.

The following hypothetical example illustrates how the tables can be used to better understand our rating process
{see tables 1 and 2),

We believe that Company ABC has a satisfactory business risk profile, typical of a low investment-grade industrial
issuer. If we believed its financial risk were intermediate, the expected rating outcome should be within one notch of

"'BBB', ABC's ratios of cash How to debt (35%) and debt leverage (total debt to EBITDA of 2.5x) are indeed
characteristic of intermediate financial risk.

It might be possible for Company ABC to be upgraded to the 'A’ category by, for example, reducing its debt burden
to the point that financial risk is viewed as minimal. Funds from operations (FFO) to debt of more than 60% and
debt to EBITDA of only 1.5x would, in most cases, indicate minimal.

Conversely, ABC may choose to become more financially aggressive--perhaps it decides to reward shareholders by
borrowing to repurchase its stock, It is possible that the company may fall into the 'BB' category if we view its
financial xisk es significant, FFO to debt of 20% and debt to EBITDA 4x would, in our view, typify the significant
financial risk category.

Still, it is essential to realize that the financial benchmarks are guidelines, neither gospel nor guarantees, They can

vary in nonstandard cases: For example, if a company's financial measures exhibit very little volatility, benchmarks
may be samewhat more relaxed.

Standard & Poor's RatingsDirect | May 27, 2009 4
Standard & Foor's, AW rights raserved. No raprint or di without S&P's pannls See Teims of Use/Disclaimer on tha last pags. 124152 | 300023552
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Criteria | Corporates | General: Criteria Methodology: Business Risk/Financial Risk Matrix Expanded

Moreover, our assessment of financial risk is not as simplistic as looking at a few ratios. It encompasses:

* a view of accounting and disclosure practices;

* a view of corporate governance, financial policies, and risk tolerance;

the degree of capital intensity, flexibility regarding capital expenditures and other cash needs, including
acquisitions and shareholder distributions; and

» varlous aspects of liquidity--including the risk of refinancing near-term maturities,

The matix addresses a company's standalone credit profile, and does not take account of external influences, which
would pertain in the case of government-related entities or subsidiaries that in our view may benefit or suffer from
affiliation with a stronger or weaker group. The matrix refers only to local-currency ratings, rather than
foreign-currency ratings, which incorporate additional transfer and convertibility risks, Finally, the matrix does not
apply to project finance or corporate securitizations,

Related Articles

Industrials' Business Risk/Financial Risk Matrix--A Fundamental Perspective On Corpotate Ratings, published April
7, 20035, on RatingsDirect.
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Missouri Gas Energy
Indicated Common Equity Cost Rate Through Use of the
Single Stage Discounted Cash Flow Model for the
Proxy Group of Nine Value Line Natural Gas Distribution Companies

Based upon Projected Growth in EPS

1 2 3 4 )
Dividend Indicated
Average Growth Adjusted Common
Dividend Component Dividend Growth Equity Cost
Yield (1) (2) Yield (3) Rate (4) Rate (5)
Proxy Group of Nine Value Line
Natural Gas Distribution
Companies
AGL Resources Inc. 510 % 0.11 % 521 % 4,35 % 9.56 %
Atmos Energy Corp. 4.81 0.1 4.92 4.40 9.32
The Laclede Group, Inc. 4.67 0.08 475 3.25 8.00
New Jersey Resources Corp. 3.35 0.10 3.45 5.75 9.20
Northwest Natural Gas Co. 3.70 0.09 3.79 5.10 8.89
Piedmont Natural Gas Co., Inc. 4.51 0.13 4.64 5.90 10.54
South Jersey Industries, Inc. 3.43 0.13 3.56 7.85 11.41
Southwest Gas Corporation 3.92 0.09 4.01 4.75 8.76
WGL Holdings, Inc. 4.44 0.09 4.53 4.25 8.78
Average 4.21 % 0.10 % 4.32 % 507 % 9.38 %
Median 4.44 % 0.10 % 4.53 % 475 % 9.20 %
Southern Union Company 3.06 % 0.11 % 317 % 7.50 % 10.67 %

Notes:

(1) From Page 22 of this Schedule.

(2) This reflects a growth rate component equal to one-half the conclusion of growth rate (from
page 23 of this Schedule) x Column 1 to reflect the periodic payment of dividends (Gordon
Model) as opposed to the continuous payment. Thus, for AGL Resources Inc., 5.10% x (
1/12x4.35% )= 0.11%.

(3) Column 1 + Column 2.

(4) From Page 23 of this Schedule.

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

AGL Resources Inc.

Atmos Energy Corp.

The Laclede Group, Inc.

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

Average

Median

Southern Union Company

Notes:

(M
@)

3

Missouri Gas Energy

Derivation of Dividend Yield for Use in the

Discounted Cash Flow Model

Dividend Yield
Average
of Average
Spot Last2 Dividend
(9/9/2009)(1) Months (2) Yield (3)
5.09 % 512 % 510 %
4.77 4.85 4.81
4.68 4.66 4.67
3.41 3.29 3.35
3.75 3.65 3.70
4.58 4.44 4.51
3.52 3.34 343
3.92 3.92 3.92
4.43 4.45 4.44
4.24 % 4.19 % 421 %
4.43 % 4.44 % 4.44 %
3.06 % 3.06 % 3.06 %

The spot dividend yield is the current annualized dividend per share divided by

the spot market price on 9/9/2009.

The average 2-month dividend yield was computed by relating the indicated
annualized dividend rate and market price on the last trading day of each of the

two months ended 8/31/2009.

Equal weight has been given to the 2-month average and spot dividend yield.
This provides recognition of current conditions, but does not place undue

emphasis thereon.

Source of Information: yahoo.finance.com
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Missouri Gas Energy
Historical and Projected Growth

1 2 3
Value Line
Projected Reuters Mean Average Projected
Growth 2012- Consensus Projected Five Year Growth
2014 (1) Five Year Growth Rate Rate in EPS (2)
No. of
EPS EPS Est.
Proxy Group of Nine Value Line Natural
Gas Distribution Companies
AGL Resources Inc. 3.50 % 520 % [3] 435 %
Atmos Energy Corp. 4.00 4.80 [6] 4,40
The Laclede Group, Inc. 3.50 3.00 1 3.25
New Jersey Resources Corp. 5.50 6.00 {3] 5756
Northwest Natural Gas Co. 5.00 5.20 [3] 5.10
Piedmont Natural Gas Co., Inc. 5.50 6.30 {4] 5.90
South Jersey Industries, Inc. 5.50 10.20 {3} 7.85
Southwest Gas Corporation 4.50 5.00 {4} 4.75
WGL Holdings, Inc. 4.00 4.50 {2 4.25
Average 4.56 % 558 % 507 %
Median 4.50 % 520 % 4.75 %
Southern Union Company 5.00 % 10.00 % 1] 7.50 %

NA= Not Applicable
Notes: (1) As shown on Pages 24 through 33 of this Schedule.

(2) Average of Columns 1 and 2.

Source of Information:  Value Line Investment Survey Standard Edition September 11,
2009.

Reuters Company Research September 8, 2009
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RECENT PE Trailing: 109 }|RELATIVE DIvD
AGL RESOURCES nyse.sc. R 93,35 k0 13,1 (il 1) W 0,815
eSS 3 wedanos | b 2341 24] 2321 38| 1991 393) RE| 8| 8| 83| 20| %40 Target Price Range
SAFETY 2 Newniz70 LEGENDS__
e 1,25 % Dividends p sh
TECHNICAL 5 Lowered g9 divided by Ineyest Rle &
- F ative Price Strength e 50
——-———-——-——————-—Bsm 75100~ Maikel) og)l‘llggse.d?rza' prior recession - IS BRI EEELAL LM - 50
2012-14 PROJECTIONS Latest recession began 12/07 ATy LI}
. Any'l Total I — L T
Price  Galn  Retumn T G i 39
Hgh 55 (+65%) 17% , , T T 5
Low 40 +20%) 10% luritrmpetsorptly il | 20
Tnsider Decisions e ) L L 2T - 15
ODNDJFMANMY - Qi R (N PR T
Whyy 000000000 S g SR PSRN S M2 10
Opllons 021020010 " 75
WSl 031010020 o TOT.RETURN 8/08 |
Institutional Decislons ] Jus v%;ﬁ,“éx""
o200 1009 207008 . L
By 107 Pl Porcent 18 : PR BN y ty, 74 44 [
to felt 111 10 traded 6 3yr 64 04 [
| Hids(oon) 46113 45714 45662 Syr. 372 32.3
1993 | 1994 190517996 | 1097 | 1998 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 [ 2010 | ©VALUELINE PUB, INC| 1214
2273 2359] 1932] 2101| 2275| 2336| 1871 11.25| 18.04 | 1532 | 1525 | 2389 | 3498 | 3373 | 3264 | 3641| 3220| 3450 |Revenuespersh A 38.80
225| 224 233] 249| 242 265 229| 286] 331| 339! 347| 329| 420 450| 465| 486 470| 4.95|“CashFiow” persh 540
108| 47| 133| 13r) 37| 14 81 1281 150 182 208| 228 | 248 272 2727 N 270 2.90 |Earnings pershA 8 3.30
1041 104] 04| 106| 08| 108 108| 108| 108; 108 141 45| 130 148 164 | 168 1721 176 |Div'ds Deci'd persh Ca 1.88
2401 9T 2AT | aaT | aEN | Z05| 251| 292| 283 30| 246| 344 | 344 | 326 | 339 ABA| 515 530 |Cap’lSpending per sh 5.60
9901 1049] 1042] 1056| 1089 1142) 1159| 11.50| 1219 | 1252| 1466 | 18.06 | 1929 | 201 | 2174 | 2148 23.10| 2340 |Book Value persh 0 23.55
7679 E086 | G502 55.70 | 5660 57.30| 57.10| 54.00 | 55.40| 56.70 | 6450 | 76.70 | 7.0 | 77.70 | 7640 7650 78.00] 79.00 [Common Shs Quist'y E | 8500
1791 151 126 138 AT T38| 2141 136 146] 125] 128 131 437135 147 123 Boid fighres are | Avg Ann’l PIE Ratio 150
1.06 59 B4 86 85 J2| 122 .88 75 58 Ji 89 T6 q3 78 74| Valuelina Relative PIE Ratio 1.00
54| 5% | 62% | 56%| 54% | 55% | 55% | 62% | 49% | 47% | 43% | a9% | a7% | 40% | 4% | 50% | T [AvgAwiDivdYield | 28%
CAPITAL STRUCTURE as of 6/30/08 10686 | 607.4 | 10403 | 868.9 | 0837 | 1832.0 | 27480 | 26210 | 2484.0 | 2800.0 | 2510 | 2725 |Revenues ($mill) A 3300
Total Debt $2083.0 mil. Due in § Yrs $962.0 mil. 5241 74| 23| 1030] 1324 | 1530 | 1930 | 2120 | 2140 207.6| 55| 160 |Net Profit ($mill 180
g?f?&gg&"vﬂg "579')(';‘”55‘590-0 mil. 3T | 34.3% | 40.0% | H6.0% | 5.5% | 31.0% | 37.0% | 8% | 316% | 405% | J5.0% | 38.0% |income 1ax Rate 30%
otalinterest coverage: J 4% | 117% | 78% | 11.9% | 135% | B84% | 7% | BA% | B5%| T4% | 8.4% | 84% |NetProfit Margin 8.5%
Leases, Uncapitalized Annual rentals $30.0 mill 45.3% | 45.9% | 61.3% | 58.3% | 50.9% | 54.0% | 51.9% | 50.2% | 50.2% | 50.3% | 48.0% | 45.0% |Long-Term Debt Ratio 43.0%
Pension Assets-12/08 $242.0 mill, 49.2% | 48.3% | 38.7% | 41.7% | 49.7% | 46.0% | 48.1% | 49.8% | 49.8% | 49.7% | 52.0% | 55.0% |Common Equlty Ratio 51.0%
Oblig. $442.0 mill. 13458 | 1286.2 | 1736.3 | 1704.3 | 19014 | 3008.0 | 3114.0 | 3231.0 | 3335.0 [ 3327.0 | 3475 3350 | Total Capital (Smilj 3500
Pfd Stock Nane 15989 | 16375 | 20589 | 2104.2 | 2352.4 | 31780 | 3274.0 | 3436.0 | 35660 | 3816.0 | 4000 | 4150 [Net Plant (mill 400
Common Stock 77,276,942 shs. E7% | TA% | 65% | 8% | 80% | 6% | 70% | B0% | T0% | 14% | 7A% | 8.0% |RetumonTolalCapl | 90%
as of 7/24/09 T4% | 10.2% | 12.3% | 14.5% | 14.0% | 11.0% | 128% | 13.2% | 12.7% | 12.6% | 71.5% | 12.5% [Return on Shr. Equity 14.0%
MARKET CAP: $2.6 billion (Mid Cap) 7.9% | 11.5% | 12.3% | 14.5% | 14.0% | 11.0% | 12.9% | 13.2% | 12.7% | 12.6% | 11.5% | 12.5% [Return on Com Equity 14.0%
CURRENT POSITION 2007 2008 6/30/09 | WNMF | 3.2% | 4.2% | 10% | 66% | .56% | 6.2% | 6% | 53% | 51% | 4.0% | 50% [Retained o ComEq 6.0%
Catt L 104% | 72% | 65% | 52% | 53% | 49% | 52% | 52% | 66% | 60% | 64% | 60% |ANDvds toNetProf 5%
ash Assets 210 160 12.0
Qther 1790.0 20260 1304.0 | BUSINESS: AGL Resources Inc. is a public uliily holding compa- laled subsidiaries: Georgla Natural Gas markels nalural gas at
Current Assets 18170 20420 7316.0 | ny. its distibulion subsidiaries include Afianta Gas Light, Chat- retail. Sold Ullipro, 3/01. Acquired Compass Energy Services,
Accls Payable 1720 2020 167.0 | tanooga Gas, Elizabethtown Gas and Virginla Natural Gas. The util-  10/07. Franklin Resources owns 7.7% of common stock; off/dir.,
gﬁ?érDue gggg g?gg ‘éggg ities have more than 2.2 million customers In Georgia, Virginta, less than 1.0% (3/09 Proxy). Pres. & CEO: John W, Somerhaider Il.
Current Liab. W m T581.0 | Tennessee, New Jersey, Florida, and Maryland. Enqagad innon-  Inc.; GA. Addr.: Ten Peachiree Place N.E., Atlanta, GA 30309. Tel-
Fix. Chg. Cov. 391%  416%  527% regulated nalural gas markeling and other allied services. Deregu-  ephone: 404-584-4000. Internel: www.aglresources.com.
ANNUALRATES Past  Past Estd'0s-08| We do not expect 2009 to be a banner and its liquefied natural gas facilities.
of change (persh} 0¥, 5¥rs, 10’1214 | year for AGL Resources. The company This project will improve systern
Revenyes . g~8,,/ﬁ 15'24' sg‘f//" reported healthy results in the first reliability, increase operational flexibility,
Eamings Yo% &% 35% | quarter. However, performance was less and allow Atlanta Gas Light to meet its
Dividends 40% 80% 25% | favorable in the recent interim. The forecasted growth objectives.
Book Value 70% 100%  15% | Wholesale services business posted an op- Elizabethtown Gas has modified its
Cal- |  QUARTERLY REVENUES ($ mill) Fun | erating loss of $11 million, while the rate case filing. It had originally re-
endar [Mar3{ Jun30 Sep30 Decd1| Year | Retail Energy Operations and Energy In- quested a $25 million rate hike, but has
2006 1044 438 434 707 |2621 | vestments units reported lower earnings. since lowered this amount to $17 million.
2007 |973 467 369 685 [2494 | On the bright side, the Distribution Oper- The proposed increase would become effec-
2008 {012 444 539 805 [2800 | ations business posted moderate growth in tive at the beginning of 2010. Meanwhile,
2009 {995 377 440 698 2510 | operating earnings. This was primarily Atlanta Gas Light has requested to post-
2010 1020 450 480 775 12725 | due to higher fees to marketers in Georgia pone a rate case filing, which had original-
cal- EARNINGS PER SHARE B Fun | for the storage of natural gas inventory ly been scheduled for November 1st of this
endar {Mar3! Jun30 Sep.30 Dec3i| Year | and greater pipeline replacement revenues year. However, it does plan to file some-
2006 | 1.44 95 45 680 | 272| at Atlanta Gas Light. Overall, revenues time after that (June 1, 2010 at the latest).
2007 | 128 40 47 .86 | 272| and share earnings declined in the June Virginia Natural Gas and Chattanooga
2008 | 116 .30 28 .97 | 27| period. Looking forward, comparisons will Gas also intend to file rate cases in 2010.
2009 | 155 26 .20 .69 | 270 ikely also prove unfavorable for the sec- We anticipate higher revenues and
2010 | 140 30 30 .90 | 290| ond half of the year. Thus, we anticipate share earnings at the company by
cal- | QUARTERLY DIVIDENDSPADCx | pun | lower revenues and relatively flat share 2012-2014, on better operating conditions.
endar | Mar.31 Jun,30 Sep.30 Dec.31| Year | earnings for full-year 2009. Moreover, AGL has a healthy dividend
2005 | 31 31 H a7 130| Subsidiary Atlanta Gas Light has an- yield and earns high marks for Safety,
2006 | 37 37 3T 3 148 | nounced a system infrastructure in- Price Stability, and Earnings Predic-
2007 | 4 4 M M 184 | vestment project. This $400 million pro- tability. From the present guotation, this
2008 | 42 42 A2 A2 168 | gram will be completed over a 10-year pe- issue features decent risk-adjusted to-
009 | 43 43 43 riod. Infrastructure improvements include tal return potential.
upgrading the utility’s distribution system Michael Napoli, CPA  September 11, 2009
{A) Fiscal year ends December 31st. Ended | $0.13; ‘01, $0.13,'03, ($0.07L; '08, $0.13. Next | cludes Intangibles. In 2008: $418 million, Company’s Financlal Strength B+
September 30th prior to 2002. earnings report due late October. (C) Dividends | $5.44/share. Stock's Price Stabllity 100
Price Growth Persistence 75

{B) Diluted earnings per share. Excl. nonrecur- | historically pald early March, June, Segt.. and | {E) In millions,
ring gains {losses): ‘95, (30.83); '99, $0.39; '00, | Dec. = Div'd reinves!. plan avallable. (D) In-

© 2009, Value Line Publishing, inc. Al rithts teserved, Faclual material is obtained fom sources belleved to be tefiable and Is provided withott wartanties of any Kind,
Jnubﬁcatlon s strictly for subscriber's own, non-commercial, internat use. No part
for generating or marketing any printed or electronic publicailon, service or praduct. B3
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RECENT PIE Tralling: 1.9 Y| RELATIVE DIvVD (y :
ATMOS ENERGY CORP, NYSE-ATO |PRICE 27-06 RATIO 12.1 Median: 16.0) PIE RATIO 0.75 YLb 5.0 0
TMELNESS 3 Lweswnoe | M) 2231 2301 2031 ) 21 %) BE| R8| B B3| B 1 Target Price Range
SAFETY 2 Rased 12605 | LEGENDS
4 T oy e e 8
TECHNICAL Loveted 914103 e e 0
BETA .65 (1.00=Marke} O;Wc‘i?d Yesa‘ o recessio 20
2072-14 PROJECTIONS | vatetrcesson began 1207 B B . 0
Pce  Galn " Retun [ — T 10
o 9 NTHY T et PYPRPAL il 1M 1 o T L 8 25
A T o L S—_t 5
Tnsider Decisions = o 15
ONDJFMAMIJ K .
By 010001000 S S— b 10
Gplors 000010000 Y R T S 15
Sl 011010000 o TOT. RETURN 8108 |
Insﬂlutlo{tzi‘inleet:‘l;ions2 s I ] Jﬁ'éx v,
008 .
by 141108 o7 | Deent 12 I fye 43 44 [
toSelt 103 122 115 | traded 4 - 3yr. 81 04
Hid's{obt) 53678 53874 54285 Syr. 361 32.3
Atmos Energy's history dates back to] 1999 | 2000 2001 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 {2009 [ 2010 | ®VALUE LINEPUB, INCI 12-14
1906 in the Texas Panhandle. Over the| 2209 | 2661 | 3536 | 2282 | 5430 | 4650 | 6175 | 75.27 | 6603 | 7052 | 5425 | 6845 |Revenuespersh? 86.35
years, through various mergers, it became | 262| 301 303| 333 323| 291| 390| 426 44| 419] 440) 455 “CashFlow" persh 480
part of Pioneer Corporation, and, in 1981,] 81| 103| 147 145 471| 158| 172| 200} 184| 200| 210| 2.20Eamingspersh A8 250
Pioneer named its gas distribution division] 110| 144 46| 148 20| 122| 124 | 126| 128 130 7.32| 134 |Div'dsDecldpersh®e | 140
Energas. In 1983, Pioneer organized | 353 Za6| 277 347] 410| 303 | 41| 520 439| 520 550| 575 |Cap'lSpending persh 6.60
Energas as a separate subsidiary and dis-| 1209 | 1228 | 14.31| 1375 | 1666 | 1805 | 19.90 | 2046 | 22.01| 2260 | 2410| 2440 |BookValue persh 26.90
tributed the outstanding shares of Energas | 3725 | 31.85 | 40.70 | 41,68 | 5148 | 6280 | 80.54 | 6174 | 89.33 | 9087 | 9250 [ 93.50 |Common Shs Quistg® | 110.00
to Pioneer shareholders. Energas changed | 338 188 | 156 | 152| 134 | 168 | 16| 135 159| 136 Boidfighres aro |Avg Ann'l PIE Ratio 0
its name to Almos in 1988. Atmos acquired | 188| 123| 80| 83| 76| 84| 86| 73| 84| 84| Vasline Relafive PIE Rallo 95
Trans Louisiana Gas in 1986, Westem Ken-| 4.1% | 59% | 51% | 54% | 52% | 40% | 45% | 47% | 42% | 48% | """ |AgAwiDivdYield | 40%
tucky Gas Uty in 1987, Greeley Gas in[™gopy | g502 | 14423 | 9508 | 27989 | 29200 | 49733 | 61524 | 56984 | 7221.3 | 5020 6400 |Revenues (§mill A 9500
1993, United Citles Gas in 1997, and others. | 550 | 3p7| s561| 507 | 795| 862 | 1358 | 1623 | 1705| 180.3| 195| 205 |NetProfit Smil) a7
CAPITAL STRUCTURE as of 6/30/09 350% | 36.1% | 37.3% | 37.1% | a1.1% | a7.4% | 37.7% | 37.6% | 35.8% | 3B4% | 35.0% | 37.0% |Income Tax Rate 40.5%
Total Debt $2169.5 mil. Due In 5 Yrs $1360.0 mill. | 36% | 38% | 3.9% | 63% | 28% | 30% | 27% | 26% | 28% | 25%| 39% | 3.2% [NetProfit Margin 3.0%
:—Egﬁ‘;‘%’:jﬁ;g"i QX,LL{;‘?'I’,:*:23”5~° mil.  EoG% | 48.4% | 54.3% | 530% | 50.0% | 432% | 57.7% | 57.0% | 52.0% | 50.6% | 50.0% | 50.5% |Long-Term DebiRalio | 49.0%
coverage: 288 50.0% | 51.9% | 45.7% | 46.1% | 49.8% | 56.8% | 42.3% | 43.0% | 48.0% | 49.2% | §0.0% | 49.5% |Common EquityRatio | §1.0%
Leases, Uncapitatized Annug! rentals $18.4 mill TE5A | 7557 | 12763 | 1243.7 | 17214 | 19948 [ 37855 | 38285 | 4092.1] 47723 | 4430 4580 | Total Capital {$mill) 5800
Pfd Stock None 9658 | 9623 | 13354 | 1300.3 | 15160 | 17225 | 33744 | 36202 | 3836.8 | 41369 | 4365 | 4575 {Net Plant ($mill) 5850
Pension Asses-0/08 $341.4 mill 51% | 65% | 59% | 68% | 62% | 58% | 53% | 61% | 59%{ 59% | 6.0% ! 6.0% |Return on Total Cap'l 6.0%
Common Stock 62272 gg‘gﬁjms il 66% | B2% | 96% | 104% | 03% | 76% | 5% | 08% | B.1% | B4% | 9.0%| 9.0% |RefumnonShr.Equly | 0.5%
asofTmig ' 66% | 82% | 96% | 104% | 9.3% | 7.6% | B5% | 98% | 87% | 8.8%| 9.0%| 9.0% [RetunonComEquity | 9.5%
MARKET CAP: $2.5 billion (Mid Cap) NMF | NMF | 24% | 1.9% | 28% | 1.0% | 2.3% | 36% | 3.0%| 34%| 3.5% | 3.5% |Retalned to Com Eq 4.0%
CURRENT POSITION 2007 2008 6/30/09 NMF | 112% 78% 82% 0%y 7% | 13% 63% 65% 65% 63% 61% [All Div'ds to Net Prof 56%
Cas‘gM/l\‘:sLs')els 50.7 467 1257 BUSINESS: Almos Energy Corporation is engaged primarily In the  commercial; 7%, industrial; and 5% other. 2008 depreciation rate
Other 10082 12384 670.3 | distibution and sale of nalural gas to 3.2 million customers via six  3.5%. Has around 4,560 employees. Officers and direclors own ap-
Current Assels 90660 72851 7060 | regulated natural gas utiily operations: Louisiana Division, West  proximalely 1.9% of common stock {12/08 Proxy). Chalman and
Accts Payable 3553 3954 222.0 | Texas Division, Mid-Tex Division, Mississippi Division, Colorado-  Chief Execuive Officer: Robert W. Bast. Incorporated: Texas. Ad-
Debt Due 1544 3513 1| Kansas Division, and Kentucky/Mid-States Division, Combined dress: P.O. Box 650206, Dallas, Texas 75265. Telephone: 872-
Other _4100 4604 4222 | 008 gas volumes: 233 MMcl, Breakdown; 56%, residential; 32%, 934-8227. Internet: www.atmosenergy.com.
Current Liab, 9187 12071 6443 — - - e
Fix. Chg. Cov. 405% 450% 446% | Atmos Energy's core natural gas utili- Finances are in order. An acquisition
ANNUAL RATES Past  Past Estd0e-0s| £y has generated healthy earnings of caused a mid-decade rise in the debt ratio.
dchange fpersh)  10Vrs.  5Yrs.  to’(244 | late. That is largely because of an increase But the company has whittled that figure
Revenues 9.5% 145%  3.0% | in rates, primarily for the Mid-Tex, Louisi- back to normal, if at the cost of some dilu-
E‘;ﬁﬁz"’w %g,ﬁ; gg,,//: %g{/‘; ana, and West Texas divisions. But tion from stock issuances. A reduced level
Dlvider?ds 25%  15%  1.5% throughput is being constrained some by of uncollectible accounts, owing to lower
Book Value 65% 75% 40% | diminished consumption from residential gas prices, is another plus these days.
Fiscal | QUARTERLY REVENUES {§miljA | Full | and commercial customers (reflecting diffi- We believe that more steady, though
gggg Dec3! Mar3! Jun30 Sep.30 F\‘(ggg' cult economic conditions). unexciting, profit growth is in store
008 DI038 90538 8632 0715 |pis24| Ihe pipeline and storage, and regu- for the company over the next 3 to §
2007 Ngo28 20758 12182 10020 58984 | lated transmission and storage units years. The utility is one of the country's
7008 6575 24840 16381 14407 72213 | are performing nicely, as well. The for- biggest natural gas-only distributors, cur-
2000 §7163 18214 7808 7015 |5020 | mer segment is enjoying expanded mar- rently serving customers across 12 states.
2010 |65 2435 1345 1155 6400 | gins arising from gains from the settle- What is more, the unregulated segments,
Fiscal |  EARNINGS PER SHAREA BE Full | ment of financial positions associated with especially pipelines, possess healthy over-
gear Ipeca! Mardt Jun30 Sep.30 Riseall storage and trading activities. Meanwhile, all prospects. Excluding future acquisi-
2006 B8 TI0 a9 35 | 260] results for the regulated transmission and tions, annual share-net gains may be in
2007 ‘57 120 d15 d05 | 104| storage operation are being boosted by the mid-single-digit range over 2012-2014.
2008 82 124 407 92 | 200| higher transportation fees on through- On a risk-adjusted basis, these good-
2009 | 83 120 .02 dod | 2.10| system deliveries, due to favorable market quality shares offer decent total re-
2010 | 90 135 dod  dbf | 220| conditions. turn potential. The dividend yield is ap-
Cal- | QUARTERLY DIVIDENDS PAID Ca Fui | It appears that consolidated share net pealing, compared to others in the Value
endar |Mar34 Jun30 Sep.30 Dec.i| Year will advance around 5%, to $2.10, in Line Natural Gas Utility universe. Future
2005 | 3 a1 a1 315] 125 fiscal 2009 (which ends September 30th). hikes in the payout, though likely to be
2006 | 315 415 315 32 | 127| Assuming further expansion in operating gradual, as in previous years, should be
2007 % 3 3 35| {29| margins, the bottom line may increase at a well covered by earnings. Meanwhile, the
2008 35 325 4% a3 | 131| similar rate, to $2.20 a share, the follow- stock is ranked 3 (Average) for Timeliness.
2008 | 33 33 .3 ing fiscal year. Frederick L. Harris, III September 11, 2009
(A) Fiscal year ends Sept. 30th. éB) Dituted | torically pald in early March, June, Sept,, and | (E) Qirs may not add due to change In shrs | Company's Financial Strength B+
shrs, Excl, nonrec, ltems: ‘99, d23¢; ‘00, 12¢; | Dec. ® Div. relnvestment plan. Direct stock pur- | ouistanding. Stock's Price Stabllity 100
‘03, di7¢; '06, d18¢; '07, d2¢; Q2 '09, 12¢. | chase plan avail. Price Growth Persistence 50

Next egs. mt. due early Nov. (C) Dividends his- | (D) In millions.
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'97, then diluted. Excludes nonrecuring loss:
‘08, T¢. Excludes gain from di
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RECENT PE Trailing: 10.9 | RELATIVE oD 0/ 4
LACLEDE GROUP NYSE-LG PRICE 32-61 RATIO 13-8(Mediar?: 15‘0) PIE RATIO 0'86 1D 4.8 1]
meuness 3 st | ] 2291 Z10] ) Ze9) 301 2090 23| H3) HI| B8 S| 23
SAFETY 2 Rofiuugs | LEGENDS
TECHNICAL 5 toveedgon | ddad oy Inares! Rate
BETA .60 (1.00=Marke) Oggor‘;s:d es ?
2024 PROJECTIONS | ies cassioh begen 1500
Ann'l Total h i
Woh G0 (vaawy To% ’[ﬂ' T
e 3 Lan %% iy PR RPN e Za B L Y
Tnsider Decisions e - u - 24
ONDJFMAM I o e
WAy 0000000 2 f[— - 16
Options 0 6 0 0 00 00O s 12
WSl 060000010 r = o TOT, RETURN 8/08
Institutional Decislons o I Py THIS  VLARMH.
Qe 102009 707009 : STOck  INDEX
toBuy T Percent 78 1= ! fy. 47 44 [
{o 8ell 86 81 81| lraded 2.5 — i 3yr. 134 04
Hid's{ods) 11494 11043 10569 | Sy. 400 323
1993 [ 1094179951 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 [2010 | ©VALUELINEPUB, INC{ 12-14
33| 33431 2478 3103| 33| 31.04| 2604| 2099 5308 | 3984 | 5495 | 5059 | 7543 | 9351 | 9340 10044 | 88.90 | 91.30 |Revenues persh 111.55
281| 265 255| 320| 332] 302( 256 268} 300 25| 345] 279| 298| 3B 387 422( 480] 450 “CashFlow" persh 540
161 142| 27| 187 184| 188 47| 137| 181 148 1.82] 182| 190 237 231] 264 295 260 |Earningspersh AB 3.00
1290 12] 124 4] 130] 132 134| 134] 134 434| 434| 1350 137| 140] 145| 149| 1.53| 1.57 |Div'ds Decld per sh Cu 170
T2 0501 23| 2351 ZA4| 268 258 | 4717 251| 280 287 | 245| 284 | 287| 212| 25| 255| 250 |CaplSpending persh 340
1219 | 1244| 13.05| 1372{ 14.26| 14.57] 1496 14.99| 1526 1507{ 4565 | 1696 | 17.31 | 1885 | 19.79| 2242 | 23.65| 2355 |Book Value persh B 28,05
e85 5671 1742 17561 1756 | 17.63| 1888 | 16.06 | 18.88 | 18.06 | 19.11 | 20.98 | 2947 | 21.36 | 21.65 | 21.99 | 2250 | 23.00 [Common Shs Oulst'y & | 26.00
135 164 165| 118 125| 14b| 158 48| 15[ 200] 136 147] 62| 136 14717 14.3 | Bold fighres are | Avg Ann'l PIE Ratio 1.5
800 1081 104 T8 12 k1l .80 97 J41 108 .78 .83 86 NE] 15 89| Valuelline Relative P/E Ratio 115
56% | 53% | 63% | 56%| 56% | 54% ) 58% | 66% | 57% | 67% | 54% | AT% | 44% | 43% | 44% | 39% estimates | vy Ann'l Div'd Vield 3.2%
_(;APIITAILSé(SRzl;CzTU!;E gs oti' G?DYIOS$900 " 491.6 | 5661 | 10021 | 755.2 | 10603 | 1250.3 | 1597.0 | 19976 | 20216 | 22090 | 2000 | 2100 | Revenues ($mil) A 2000
otal Debt .2 mill. Duein 5 Yrs $50.0 mill 269] 20| 305| 224! 346] 361| 404 | 505| 498| 57.6] 650 60.0 |NetProfit (Smill) 80.0
%;&7?&5{3;9‘-50'33; e,‘éTo'x")‘e'es‘mO il 5% | 359% | 327% | A% | 0% | 39.8% | A% | 326% | 334% | 31.3% | 35.5% | 35.0% {Income Tax Rate 0%
ge: < 55% | 46% | 3.0%| 3.0% | 33% | 29% | 25% | 25% | 25% | 26% | 3.3% | 29% |NetProfit Margin- 28%
8% | 45.2% | 495% | 47.56% | 50.4% | 51.6% | 48.4% | 40.5% | 45.3% | 44.4% | 42.5% | 45.0% |Long-Term DebtRatlo 47.0%
Leases, Uncapitalized Annual rentals $.9 mill, 57.8% | 54.5% | 50.2% | 52.3% | 49.4% | 48.3% | 51.8% | 50.4% | 54.6% | 55.5% | 57.5% | 55.0% |Common Equity Ratio 53.0%
Penslon Assets-9/08 $248.3 m"}jb!ig $308.7 mil 4886 | 5192 57417 5466 | 6050 | 73r4 | 7079 | 7989 | 7845 8761 925 985 | Total Capltal {Smifl) 1375
: g ' - | 5184 | 5754 | 6025 5944 | 6212 | 6469 | 6795 | 7638 | 7938 8232 865 915 | Net Plant ($miif) 1250
S e 22,167,303 sh. TA% | 6T% | 69% | 6O% | TA% | 66% | 16% | 8% | 85%| B.1% | ©5%| 7.5% [RelumonTotalCapl | 70%
as of 7/31/08 95% | 94% | 105% | 7.8% | 115% | 10.1% | 10.8% | 125% | 11.6% | 11.8% | 120% | 11.0% |Retum on Shr. Equily 10%
95% | 9.4% | 105% | 7.8% | 11.6% | 10.1% | 10.9% | 12.5% | 11.6% | 11.8% | 12.0% | 11.0% |Relurn on ComEquity | 11.0%
MARKET CAP: §725 million (Small Cap) T0% | 2% | 18% | NME | 34% | 2.7% | 3% | 5% | 43% | 52% | 60% | 4.5% |RetainedtoComEq 50%
Cu'(‘sﬁ'fﬂT POSITION 2007 2008 6/30/09 | 89% | 90% | 83% | 113% | 74% | 3% | 72% | 59% 63% { 56% | 53%| 60% |AllDiv'ds to Net Prof 55%
Cash Assets 52.7 14. 89.1 | BUSINESS: Laclede Group, Inc., is a holding company for Laclede  62%; commercial and industrial, 24%; transportation, 1%; other,
Other _4146 _547.0 2836 | Gas, which distributes natural gas in eastern Missour, Including the  13%, Has around 1,807 employees, Officers and direclors own ap-
Current Assets 4673 "5619 3727 | city of SL. Louis, St Louis County, and parts of 10 other counties. proximately 7.2% of common shares (1/09 proxy). Chalrman, Chief
Acdts Payable 1068  150.6 793 Has roughly 630,000 cuslomers. Purchased SM&P Ulilty Re- Executive Officer, and President: Douglas H. Yaeger. Incarporated:
Debt Duey 2516 2161 1330 | sources, 4/02; divested, 3/08, Therms sold and transported in fiscal  Missouri. Address: 720 Olive Street, St. Louls, Missourl 63101, Tel-
Other 1153 1035 87.8 | 2008: 1.08 mill. Revenue mix for lated operations: residential, ephone: 314-342-0500. Intemet: www.thelacledegroup.com.
Current Liab. 473.7  479.2 300;1 Tt appears that Laclede Group will time, and it appears that trend will contin-
Fix. Chg. Cov. 282% 377%' '370,& genel:"l;te record earnings in pﬁscal ue. This is bggause the service territory,
Q’m}"z‘z ’;‘r“gfs 1’;?’?; ;’Yarss‘ 55“0‘3,13'%'08 2009, which ends on September 30th. The based in eastern Missouri, is in a mature
Revegueps 11.5% 14.0%  2.5% gon—regu}l}ated gas marketing unit, %acllige phase. Laclede Energy bgesiources has
“Cash Flow” 20% 65%  55% nergy Resources, is enjoying a healthy promising expansion possibilities, given its
Eamings 35% 95% 39% | rise in volumes. That has been brought proximity to existing and planned
B{,V;ﬁe\;‘g,ie ;;g.,ﬁ; gg.,ﬁ; §§Z§; about by significantly increased pipeligne pipelines, as well as opportunities from
e T Foi capacity and expanded margins on sales of shale development. But that segment has
Yoar QUARTERLY REVENUES (fmillj2 | full | 1otyiral gas (reflecting a drop in natural contributed just a small portion to total
Ends |Dec3! Mar3l Jund0 Sepdd| Year | gog prices). Unfortunately, the utility, profits on a historical basis. A major acqui-
‘;ggg gggg ;ggg gggg gggg ;ggzg %ac]ede Gas, has not performed up to par sition could help to offset this, but it ap-
g g y - 61 of late, stemming partly from a rise in op- pears that such plans are not on manage-
gggg g%g é‘égz gggg 32152 %ggo erational expenses. Furthermore, last ment's agenda at this juncture. Conse-
a0 15300 570 50 480 |2100 year's results included certain previously quently, annual earnings-per-share growth
Fiscal | EARNNGS PERSHARE ABF ol unrecognized tax benefits (which could range only between 4% and 5% out
Year |pocad Mardl Jumdl Sep3o| Fiscd! amounted to about $0.07 a share). to 2012-2014.
Ends |2 : - P30| Year | Nevertheless, consolidated share net may Income-oriented accounts may find
ggg? 1%8 13; 111% dgg ggz well adlvance about 12%, to $2.95 a share, the dividend yield modestly appeal-
' : ! ’ <, | in fiscal 2009. ing. Further increases in the payout will
%ggg 133 138 g] g;‘; %gg But fiscal 2010 may be a down year, probably be gradual, however. That is
w90 | 103 124 38 doz | 280 when measured against the strong profits largely because of Laclede Gas’ unexciting
QUARTERLY DIVIDENDS FAID €= we anticipate for this year. Moreover, the expansion prospects.
egg; Mo Jn30 Sendd Dee \2’;" benefit otl; sl'mrplyt lg\lzver natural gas prices Total ;etum pt;telll(ﬁal over zlhe 3-bto 5‘;
Mardl sUn.y sep. 2 may not be repeatable. ear horizon looks unexciting, base
2005 | 34 345 346 345 | 138 ThZ companl;’s 3- to 5-year prospects g’n the stock's current quotationgand as-
gggg gég ggg ggg ggg Hg’ look unspectacular. Annual customer suming minimal growth in the distribu-
2008 | 375 475 A a5 | 180 growth for the natural gas distribution tion.
2008 | 385 385 385 Y1 {init has been only around 1% for some Frederick L. Harris, III September 11, 2009
iA Fiscal year ends Sepl. 30th. ations: '08, 94¢. Next earnings report due late | charges. in '08: $340.4 mill, $15.48/sh. Company's Financlal Strength B+
B) Based on average shares outstanding thru. | Oct, (C} Dividends historically pald In early Jan- | (E) In millions. Stock’s Price Stabllity 100
Oclober, = Dividend rein- | (F) Qtly. egs. may not sum due lo rounding or | Price Growth Persistence 60
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eamings report due late Oct.
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RECENT PE Trailing: 17,3 }RELATIVE ovo 0/
NEW JERSEY RES, NYSE-NJR PRICE 36.60 RATIO 14.2 (Median: 15.0 /| PIE RATIO 0-88 Yo 3.4 0
High:| 17.9] 183| 19.8| 21.7] 224| 264| 297 329 354 376} 411 424
TIMELINESS ?“"‘“"’”5'2”“9 low | 140] 148] 161] 166| 62| 200| 243| 27| 277| 303| 246] 300 2013 12014
i S
SAFETY 5 Raised 3/15/06 EG?‘?X[,W ?E‘n o éhl "
TECHNCAL O Loverddiiis | | dided by el Rae "
BETA .65 {1.00 = Markey 3for-2 splr:l — N 50
20124 PROJEGTIONS | it I M 20
! o i ' 1, L]
Price  Galn l?aiu%a Lnlf:zz;l’ﬁc‘g‘?&ﬂgqﬁcﬁw 3;[&[-2 : 4 I Y R I Iu! 30
High 45 (+zs%; 8% = = 25
Low 35 (-5%, 2% IR L 20
Insider Decisions ATy, Sl 15
oND JEMAM JpnlT T e,
By 00000001 0 N SASPEL S MK IR S
Golis 123001000 10{
sl 014010000 o TOT. RETURNgl0s >
Institutional Decislons TS VLARHH
Aom0g 003 202009 STOCK INDEX |
oy w % B | mos U F
Moy 24319 paaed z4ges | ot 4 Sy 585 323 [
1993 | 1994 | 1995 | 1996 | 1997 | 1998 1999 [ 2000 | 2001 | 2002 [ 2003 | 2004 {2005 |2006 | 2007 | 2008 | 2009 {2010 | ©VALUELINEPUB, INC{ 12-14
1202] 1281 11.36] 1348 1731 1773 2265 2042 | 51.22| 4441 6229 | 60.89 | 7649 | 79.63 | 7262 | 80.74 | 6550 | 81.40 |Revenues pershA 85.00
142 154| 142 148 163| 1474( 186 189 242| 244 238| 250} 282 273 244| 362] 335 3.60)|"CashFlow" persh 3.70
R(] B4 86 82 99| 104] 141| 120| 130 139| 158| 470 177 187 155| 270| 245; 270 |Eamingspersh® 280
.68 68 68 69 1 13 75 76 78 80 83 87 A g6 101 14 1.24 | 1.28 |Div'ds Decl'd per shCn 140
TH 7400 T8 10 18 07| 1A 12 130 02| 114 14| 128 128 146 172] 175] 1.75|Cap'l Spending persh 1.80
6541 643 647] 673) 682 726 757| 629 8BO| 871] 1026 11.25! 1060 | 1500 | 1550 | 17.28 | 18.80 | 20.75 |Book Value pershP 2745
3784|3803 | 4003 A4060| 40.23 | 40.07| 39.92 | 39.50 | 4000 | 4150 | 40.85 | 4161 | 4132 | 4144 | 4161 | 4206 | 42.50| 4300 [Common Shs Qutstg® | 45.00
Bi| 130] 18] 136| 135| 153| 152 47| 142 147| 140] 153] 168] 164 716 | 12.3 | Bald fighres ars | Avg Ann'l PIE Ratlo 14.0
89 B85 RE] .85 18 80 87 96 13 80 80 81 89 87 115 77| Valuejtne  |Relative PIE Ratio A5
5%l 2% 67% | 56% | 53% | 46% | 45% | 44% | 42% | 39% | 27% | 33% | 34% | 32% | 2.0%| 33% | '™ |AvgAnn'Divd Yield 3.6%
CAPITALSTRUCTURE as of 6/30/09 904,3 | 1164.5 | 2048.4 | 1830.8 | 25444 | 25336 | 3148.3 | 3289.6 | 3021.8 | 38162 | 2800 | 3500 Revenues ($mill) A 3825
Total Debt $512.3 mill. Duein5Yrs $176.6mil. | 449 479| 523 568| 654 | 716| 744 785| 653) 1138 800| 105 |NetProft (Smil) 125
LTDOBSASTT mil LT interest 16.9mil. 5559 | 5783, [ 0% | 307 | ot | BT | B | TS | Tk | 310% | 0% | 00 flcome Tax ale Ly
(L torost camed 4 6% lota Inerest coverage: | 50% | 41% | 26% | 81% | 26% | 28% | 24% | 24% | 2% | 30%| 37% | 33% Net ProfiMargin 3%
4.8x) 48.7% | 47.0% | 50.1% | 50.6% | 38.1% | 40.3% | 42.0% | 34.8% | 37.3% | 38.5% | 38.5% | 37.0% |Long-Term Debt Ratio 32.0%
Penslon Assets-9/08 $80.6 mill. ’ 51.2% | 52.9% | 40.9% | 49.4% | 61.8% | 59.7% | 58.0% | 65.2% | 62.7% | 61.5% | 61.5% | 63.0% |Common Equity Ratic 68.0%
Obllg. $102.4 mill. ["5G04 | 620.1 | 706.2| 7324 | 6766 | 7838 | 756 | U540 | 1028.0 | 11821 | 1300 | 1415 |Total Capital (Smil) 1815
Pfd Stock None 705.4 | 7306 | 7439 | 7564 | 8526 8804 | 8051 | 9349 | 970.8| 10173 | 1040 [ 1060 |NetPlant ($mill 1125
Common Stock 42,014,773 shs. O0% | 6.0% | B5% | B.7% | 100% | 10.1% | 1.0% | 96% | 7.7% | 10.0% | 90% | 6.0% [RetumonTotalCapl | B0%
as of 8/4/068 14.8% | 14.6% | 14.8% | 15.7% | 15.6% | 15.3% | 17.0% | 12.6% | 104% | 45.7% | 13.0% | 13.0% [Return on Shr. Equity 10.0%
MARKET CAP: $1.5 billlon (Mid Cap) 14.8% | 14.6% | 14.9% | 15.7% | 15.6% | 15.3% | 17.0% | 12.6% | 10.1% | 157% | 13.0% | 13.0% |Return on Com Equity 10.0%
CURRENT POSITION 2007 2008 6/30/08 | 5.0% | 54% | 6.0% | 69% | 7.7% | 78% | 85% | 63% | 36% | 85% | 65%| 7.0% [RetainedtoComEq 5.0%
oty 51 ane 770l OTh| O%% | 5% | 56% | 51% | 40% | 0% | 0% | G4%| 40% | S50%| 7% |ANDividsto NetProf 50
ther 794.8 10671 _636.5 [ BUSINESS: New Jersey Resources Corp. Is a holding company  and electric ulifity, 35% off-system and capacity refease). N.J. Nalu-
Lar Y ty
Current Assels 799.9 1109.7 7135 | providing retalfwholesale energy sves. to customers In New Jersey,  ral Energy fiary provides u i relalifwholesale natural
and In states from the Gulf Coast to New England, and Canada. gas and related energy sves. 2008 dep. rate: 2.9%. Has 854 empls.
Sg&g}t{slﬁigable 2233 Zggg ggg New Jersey Natural Gas had about 484,000 customers at 9/30/08  Off/dir. own about 1.7% of comman {12/09 Proxy). Chrmn., CEO,
Other 3781 5940 4759 | in Monmouth and Ocean Counties, and other N.J, Counties, Fiscal & Pres. : Laurence M. Downes. Inc.: NJ Addr.: 1416 Wyckolf Road,
Current Liab. 7033 “B040 579.7 | 2008 volume: 99.6 bill cu. ft. (59% firm, 6% interruptible indusirial  Wall, NJ 07718, Tel.: 732-938-1480. Web: www.njresources.com.
Fix. Chg. Cov. 461% _450% 450% | New Jersey Resources’ bottom line nomic headwinds have prompted us to
ANNUALRATES Past  Past Estd'06“08| has been improving despite weaker trim a nickel off our 2009 earnings es-
gg‘g‘gﬁg‘:’ sh} ’%.Y,'SS'% 53('8'% to 1“&;: top-line results. All of the company’s op- timate to $2.45 a share. This would rep-
“Cash Flow" 6.0% 60%  4.0% erating segments registered lower volumes resent a decline of about 9%. However, we
ggr%ingg 18:7 Z)g:/u gg:/n during the June period. The NJR Energy view thisvlargely as a technicality, due to
Borkee §5%  115%  0.5% Services unit, which typically contributes last year's difficult comparison and the
M 9% | the lion's share of revenues, was hit the fact that NJR continues to improve the
Flscal | QUARTERLYREVENUES (¢mill) A | full | hardest on both a dollar-value and per- fundamentals of its business through the
gnds |Decd! Mardt Jun30 Sepd0| vear | centage basis. Meantime, the Natural Gas expansion of its mid-stream assets and an
2006 (1764 1064 5361 5355 132936 | Distribution and Retail segments also reg- ever-widening customer base.
2007 |7874 1029 6622 5932 130218 | jstered declines well into the double digits. Capital projects and infrastructure
gggg 2(1)}; 13;95 122? ’ 2%11 g%gz The bulk of that downturn can be attrib- programs augur well for longer-term
0 |85 w5 790 B0 3500 uted to the lower commodity prices com- prospects. The Steckman Ridge storage
I e o pared to last year, and conservation ef- facility has begun accumulating natural
Figcal |  EARNINGS PER SHARE Al | forts, as consumers continue to real in gas inventories in preparation for the com-
Ends |Dec.31 Mar31 Jun30 Sep.30) Year | spending. Still, the customer base contin- ing winter. That facility is expected to
2006| B2 143 d09 d29 | 187] ues to widen. The New Jersey Natural Gas start making meaningful earnings contri-
007 | 70 1~19 60 06 | 1559 djvision has added almost 4,200 new cus- butions next year. And the other programs
gggg 1?; 1?? dgg g‘zg %Zg tomer accounts thus far in 2009 and com- should provide needed jobs, while simulta-
0 | 85 175 dos 45 | 270 pleted more than 450 natural gas heat neously boosting the safety and reliability
. . - - ~ conversions. All told, the company regis- of the distribution system.
gg'a'r &UAQTE?Y%‘:'DEND%%A‘% ;1 sga"r tered higher-than-expected earnings for These high-quality shares may appeal
e WanJd1 Jun.dy vep. ec. the June interim. But, to income-oriented accounts. They
2005 | 271 221 21 220 81| We do look for September’s share net don't stand out for appreciation potential
gggg g‘éS %3 gga %ga 18? to fall into negative territory. The for the pull to 2012-2014, compared to
: . : : 01| anticipated loss during the fiscal fourth most utilities. The main appeal here comes
2008 | 267 .28 .28 28 1.1 i sd divi
quarter is related to the seasonal nature of from solid dividend growth prospects.
w09 | 383 the natural gas business. Nonetheless, eco- Bryan J. Fong Septemnber 11, 2009
A} Fiscal year ends Sept. 30th. (C) Dividends historically paid in early January, | million, $8.09/share. Company's Financial Strength A
B) Diluted earnings. Qlly egs may not sum to | April, July, and Octaber. # Dividend reinvest- | (E} In millions, adjusted for splits. Stock’s Price Stability 100
total due to change In shares outstanding. Next | ment plan available. (F} Restated. Price Growth Persistence 65
(D} Includes regulatory assets In 2008: $340.7 Earnings Predictability 45
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LRI YT
Hon 70 (+65%) 16% e ! e 32
Low 55 (+30%) 10% |ttt , [ 2
Insider Declslons RO v Al 7 20
ONDJFMAMJ— 16
By 600002000 . 12
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4993 | 1994 1995 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 [ 2003 | 2004 |2005 {2006 | 2007 | 2008 | 2009 [2010 | SVALUELINE PUB, INC| 12-14

1845 1830| 1602 1686 4582 ] 16.77| 1847 2109 2578 | 2507 | 2357 2569 | 3301 | 37.20 | 3943 | 3946 | 30.60| 41.50 {Revenuespersh 48.20

374 3501 341| 386) 372| 324| 372| 368| 386| 365| 385| 392) 434 | 476, 541 531 560| 5.85)"CashFlow" persh 6.75
1741 163] 61| 197| 178| 402| 470| 179| 188] 462y 176| 186| 211 | 235) 276 257 285 285 |Eamningspersh A 3.45
1477 7] 48} 120 A 122 123 124) 125| 126] 127 130] 132 138 144 | 1524 1.60| 1.68 |Div'ds Decl'd persh Pu 2.00
5T 423| 302] 370 BO7| 402Z| 4.q8| 346| 3231 39| 490| 557 348 356 448 3BZ| 40| 4.30[Cap'l Spending persh 4.50
13.08| 1363| 1455| 1537 | 16.02| 1659 47.42| 17.93| 1856 | 18.88 | 19.52 | 20.64 | 21.28 | 2201 | 2252 23.71| 24.90| 26.10 |Book Value per sh 30.50
977 2043 | 2224 2256 2286| 24.85| 25.09| 2523 | 25.23 | 2559 | 2584 | 2155 | 2158 | 21.24 | 2641 2650 26.50| 26.50 [Common Shs Ouist' © | 28.00
81 730 28] 17| T4 67| 145 124 28] 11Z] 158} 6/ 100 188 1671 181 | Bold fighres are [Avg Ann'l PJE Ratlo 18.0
16 B85 86 73 B3| 139 83 81 68 94 80 88 8 .86 89 11 Value|Line Relative P/E Ratio 1.20

52%) 55%| 57%| 52% | 48%| 45%| 50% | 56% | 5.1% | 45% | 46% | 42% | 37% | 37% | 34%| 33% estlates Avg Ann'l Div'd Yield 3.2%
CAPIITAILS;'RUCTU'R!E as og (5[555t"l{ll)9$1 y 4558 | 5321 | 6503 | 6414 | 611.3 | 707.6 | 9105 |1013.2 | 1033.2 | 1037.8 | 1025| 1125 |Revenues {$mill) 1350
Total Debt §677.6 mifl. Due in 5 Yrs $173.8 mill, 4481 4781 502 438| 460| 506| 584 652] 7v45] 85| 755] 755 |NetProfit{Smil) 96.5
LT Dbt $667.0mil. LT Interest $37.0mil.  ["3gy 35 6% | 35.4% | 34.5% | 33.7% | 34 4% | 36.0% | 3.3% | 3.2% | 36.0% | 37.0% | 37.0% [Income Tax Rale T
(ol Inerest coverage: 4.0x) 0% | 90% | 7% | 68% | 75% | 7% | 64% | 64% | 7% | 66% | 73%| 67% |NetProfitMargn | 7.2%

46.0% | 45.1% | 430% | 476% | 40.7% | 46.0% | 47.0% | 46.3% | 46.3% | 445% | 47% | 47% |Long-Term Debt Ratio 47%

Pension Assets-12/08 $163 mill. 49.9% | 50.9% | 53.2% | 51.5% | 50.9% | 54.0% | 53.0% | 53.7% | §3.7% | 56.1% | 53% | 53% |Common Equity Ratio 53%
Oblig. $281 mi. 8615 | 687.8 | 880.5 | 937.3 | 10066 | 10525 | 11084 | 11165 | 11068 | 11404 | 1180 ] 1225 [Total Capltal {Smlfl) 1400
Prd Stock Nane 8959 | 9340 | 9650 | 9955 | 12058 | 13184 | 13734 | 1425.1 | 1495.9 | 1540.1 | 1600 | 1660 |Net Plant (Smil) 1900
Common Stock 26,513,188 shares 6R% | 6.1% | 69% | 58% | 57% | 50% | 65% | 4% | B5% | 7.0% | 6.0% | 8.0% [Retumon TotalCapl | G.0%
as of 7/31/09 07% | 08% | 100% | 89% | 94% | 85% | 85% | 10.0% | 125% | 10.9% | 19.0% | 11.0% |Return on Shr.Equity | 11.0%
MARKET CAP $1.1 billion {Mid Cap) 9.9% | 100% | 10.2% | B85% | 9.0% | 89% | 89% |10.9% | 12.5% | 10.9% | 11.0% | 11.0% |Return on Com Equi 11.0%

28% | 3% | 35% | 19% | 26% | 27% | 37% | 45% | 60% | 45% | 45%| 4.5% [RetalnedtoComEq 4.5%

CU%RLES};POSIT!ON 2007 2008 6/30/09 | V4% | T0% | 67% | V9% | 72% | 6%% | 63% | 58% 52% | 59% | 56% | 58% |AliDiv'ds to Net Prof 58%
Slai;sh Assels zsg.g 472.!1) 23]:13 BUSINESS: Northwest Natural Gas Co. disiributes nalural gas to  Owns local underground storage. Rev. breakdown: residential,

er .8 4741  241.3 | 90 communities, 662,000 customers, in Oregon (30% of customers)  §5%; et 28%; industrial, gas porialion, and other,

Current Assels 2748 481.0 2724 | and in southwest Washington state, Principal cilies served: Porlland  17%. Employs 1,106, Barclays Global owns 6.6% of shares; of-
chlslgayabla }zgz Zggg 88(15 and Eugene, OR; Vancauver, WA. Service area population: 2.5 mill. ficers and directors, 1.4% (4/08 proxy). CEO: Gregg S, Kanlor. Inc.:
O?her ue 1221 2089 1488 (77% In OR). Company buys gas supply from Canadian and U.S. Oregon. Address: 220 NW 2nd Ave., Porlland, OR 97209. Tele-
Current Liab. “389.9 ~Ee73 7m0 E | producers; has Iransportation rights on Northwest Pipeline system.  phone: 503-226-4211. Internel: www.nwnatural.com.

Fx. Chg. Cov. 408% 393% _NMF | Northwest Natural's normal-looking the company plans to pare 50 to 100 jobs,
ArﬂWMIRAHES 15:;5( ;?’“ Es!t’d;gs{;ns first-half results contained some un- adding to the 175 it eliminated in the last
of change {per s 15, s, to'f2 usual elements. The company shares in two years.

Revenues | 80%  80%  40% | oither 20% or 10% of the difference be- Northwest should benefit from a new

‘Cash Flow’ 35% 6.5% 4,5% . g
Eamings 50% 80% 50% | tween forecast natural gas costs and the union contract. Under the new five-year
g|Vlflj<e\f}dIS 5225“ gggﬁ gg://n actual outlays in Oregon. In this year's agreement, union members (about 60% of

ok Vaue % __S5%  59% | first half, very low gas prices led to an $11 the workforce) received a 2.3% raise but

Cal- | OQUARTERLYREVENUES($mil] | punl | million profit from the cost-sharing me- will get just 1% more per year for years
endar |Mar31 Jun30 Sepd0 Dec3!| Year | chanism, versus a $6 million loss in the two through five, plus up to 2% for infla-

2006 | 3004 1710 1148 3369 10132 | prior-year period. The profit, however, was tion. The company gains extra flexibility,

gggg gg;j, }g% }gg% gzg; }gg% partially offset by considerably higher op- and new hires will not be eligible for the

. - . . 9! erating’ and maintenance expenses, due defined benefit pension plan.

2009 (4374 1484 100 3382 11025 | partly to higher pension expense related to New projects could significantly boost

20 [420 215 125 365 {1125 | the ‘decline in the stock market and earnings by the end of our time hori-

cal- EARNINGS PER SHARE A Full | bonuses due to the earnings gain. Mean- zon. Northwest owns 75% of the Gill
endar [Mar31 Jun.30 Sep30 Decd1| Year | while, the recession cost Northwest 3,000 Ranch, CA gas storage project and will in-

2006 | 148 07 435 115 | 235 customers in the June period, dropping its vest about $160 million in the project; it

2007 | 477 0 d22 141 | 276 year-to-year customer increase to 0.8%. should contribute to the bottom line by

008 | 162 .08 d38 125 | 257 Thus, we look for little earnings 2011. The proposed Palomar pipeline

2009 | 172 42 d31 132 | 285) change through 2010. With natural gas would bring a second source of gas to the

010 | 172 M d33 135 | 285 prices likely to rise at least a bit next year, Portland area; its eastern section could

Cal- | QUARTERLYDIVIDENDSPADB | full | Northwest has opted to share in 10% of come on line by 2013. NWN's investment
endar |Mar31 Jun30 Sep.30 Decdt| Year| the difference between forecast and actual would be around $200 million, plus an

005 | 325 325 325 345 | 132] gas costs, likely reducing commodity cost equal sum if the western half is built.

2006 | 345 35 345 355 | 139 effects. As gas prices are down, however, These top-quality shares offer decent

%ggg ggg g?g ggg gég }g‘; thtlalcgmpa?%r /expe;ts that residential rat];:s total-return potential, suitable for

. . . g A2 will drop 15%-20% next year, raising the conservative accounts.

000 | 385 395 365 incentive to convert to gas heat. Moreover, Sigourney B. Romaine September 11, 2009
{A) Diluted eamings per share, Excludes non- | (B} Dividends historically paid in mid-February, | {C) In millions, adjusted for stock spiit Company's Financial Strength A
recuming items: ‘98, §0.15; '00, $0.11; '06, | May, August, and November. Stock’s Price Stability 100

Price Growth Persistence 70

($0.06); '08, ($0.03); 1Q ‘09, 6¢. Next eamings | w Dividend reinvestment plan avallable.
report due early November.
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00, 8¢.

Next eamings report due eardy Nov. Quarters

Excl. nonrecurring charge: '97, 2¢.

April, July, Oclober,

PIEDMONT N AT’L G AS RECENT 2 4 2 4 PIE 1 4 8(Trailing: 15.6 Y| RELATIVE 0 92 DivD
. NYSE-pNY  [PRICE ' RATIO 14, Q \ Median: 180 /| PIE RATIO V. YLD INE
weuness 3 wiessnsm | Fiohi| 3811 1830 le7) 1800 1991 Q| 63| B3| B3| Bo| 53| %7 Target Price Range
SAFETY 2 Newuznw [ LEGENDS .
TECHNICAL 4 Rasesmins | dwdeo by rggée'se[;gr%g}ge :8
BETA .65 (1.00 = Markel) (Z)-!qr-1 §R[lu 1104 - b
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Inslder Declslons ! 15
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By 010100000 . L 10
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Institutional Decisions | | I I] ) s VLA
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m:(:mn) T R Sy ado 323 [
1993 [ 1994 ] 19951096 | 1997 | 1998 ] 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 |2007 | 2008 | 2009 | 2010 | ©VALUELINEPUB, INCI 12-14
10571 1082] 876| 1159| 1284 1245] 1087 | 1301| 17.06| 1257 | 1814 | 19.95 | 2295 | 2580 | 23.37 | 2852 2645| 27.25 |Revenues persh? 30.00
1441 143] 125| 140 162 1720 70| 177 481 | 81| 204| 231 | 243} 251 284 277 285 295 |"Cash Flow" persh 3.15
13 .68 13 84 83 .98 83 101 0t 85 11 127 432 127 140| 149| 1.60| 170 |Eamingspersh® 1.90
48 51 B4 57 61 B4 .68 72 76 .80 82 85 81 95 89| 1.03] 1.07] 1.11|Div'ds Decl'd pershCs 1.23
TEE 105 T2 VEF| 52| 148 158| 185 .29 121 46| 185 250 274 | 185| 247| 240| 210 |Cap’Spending persh 2.25
545 &68) 6461 653| 685] 745 7.86) 26| 863 891| 936 11.45] 1153 | 11.83 | 1189 | 1211] 1270 13.25 |Book Value persh® 15.05
5330 53451 5767| 50.10| 60.9| 6148| 6250 6483 | 64.93 | 66.16| 6731 | /667 | 16.0 | 7AG1| 7323 | 1326 73501 73.50 |Common Shs Outst'y & 73.00
B4 7 B8] 13§ 136| 163 w7| 143 17| 184] 167] 168 18| 182 8.7 18.2 | Bold fighres are | Avg Ann'l PIE Ratlo 1.0
a1 1.03 b2 87 18 85 101 83 86| 1.01 95 88 951 104 89| 1{45]| Veluelline |Relative PIE Ratio 1.50
3% am%| 5an| 49| 48| 40%| arm| 5o% | a5 | as% | 44w | 41% | 3o | g% | o | as% | TE™  |AvgAwiDivdYied | 36%
CAPITAL STRUCTURE as of 4/30/09 6865 | 8304 | 1107.9 | 8320 | 12208 | 1529.7 | 1761.1 | 19247 | 17413 | 20891 | 1945 2005 |Revenues {§mill) A 2190
Total Debt $1029.0 mill Due in 5 Yrs §$150.0mil. | e | 640| 655| 622| 744| 952 1013 972 1044 100] #15] 125 |Net Profit {Smll) 140
(L:_TT?e@trﬂgféfnm printerest $S55mil. |7 [37% | SA0% | 1% | 8% | B % | 1% |42 | 0% | 3% | I50% | 0% [ncome Tax Rale 0%,
570 A 9| 5% | 7% | 5% | 78% | 6% | 62% | 58% | 50% | 6.1% | 53% | 6.1%| 6.3% [NetProfit Margln 64%
A6.2% | 4B.1% | 476% | 43.9% | 42.2% | 436% | 41.4% [48.3% | 48.4% | 47.2% | 47.5% | 48.0% |Long-Term Debt Ratlo 41.0%
53.8% | 63.9% | 52.4% | 56.1% | 57.8% | 56.4% | 58.6% | 51.7% | 51.6% | 52.8% | 52.5% | 52.0% |Common Equity Ratio 53.0%
Penslon Assets-10/08 $150.3 mil. 9147 | 0784 | j060.4 | 1051.6 | 10902 | 15149 | 15002 [ 1707.9 | 17033 | 1681.6 | 1775| 1875 |Total Capital {$milf) 2075
Oblig. $143.5mil. | 4ne70 | 10720 | 1914.7 | 14585 | 1812.3 | 18498 | 1930.1 | 2075.3 | 21415 | 2408 | 2250 | 2300 |Net Plant (§mil) 2450
Pid Stock None A% | 3% | T0% | T8% | 66% | 8% | 82% | 12% | 78% | 8.2% | 80% | 8.0% [RetumonTod Capl | 8.0%
11.8% | 12.4% | 11.7% | 106% | 118% | 11.1% | 11.5% | 11.0% | 11.9% | 124% | 12.5% | 13.0% {Return on Shr. Equity 12.5%
Common Stock 72,959,779 shs. 14.8% | 124% | 11.7% | 106% | 11.8% | 19.4% | 11.5% | 11.0% | 11.9% | 12.4% | 12.5% | 13.0% [Return on Com Equity | 12.5%
as of 62109 33% | a5% | 30% | 1.7% | 34% | 37% | 36% | 28% | 35% | 39% | 40%| 45% |Retalnedto ComEq 4.5%
MARKET CAP: $1.8 bilfion (Mid Cap) % | TH% | 7% | 8% | 4% | 66% | 6% | 7% | 0% | 69% | 67% | 65% |ANDVdstoNetProf | 65%
CUTSRLEIT POSITION 2007 2008 4iS0/69 BUSINESS: Piedmont Nalural Gas Company Is primarily a regu- 8.7 years. Non-regulated op sale of gas-p } heating
Cash Assets 7.5 7. 20.7 | lated natural gas distributor, serving over 935,724 customers in  equipment; natural gas brokering; propane sales. Has about 1,833
ther 4278 5938 5280 | Norh Carolina, South Carolin, and T 2008 mix:  employees. Officers & directors own about 1.1% of common stack
Current Assets 4353 600.8  548.7 | residential (38%), commercial (24%), industrial (12%), other (25%).  (1/08 proxy). Chairman, CEO, & President: Thomas E, Skalns. Inc..
ég‘;-]‘ﬁ;j’é’able %ggg lggg zggg Principal suppliers: Transco and Tennessee Pipeline. Gas costs:  NC. Address: 4720 Pledmont Row Drive, Charlolte, NC 28210. Tel-
Other 758 1127 1823 73.5% of revenues. ‘08 deprec. rate: 3.2%, Eslimated plant age:  ephone: 704-364-3120. Internel: www.piedmoning.com.
Current Liab. 4245 8815 5118 | Piedmont Natural Gas has posted a years. As a result, PNY is holding off on
Fix. Chg. Cov. 309% _341% _350% | mixed bag of financial results thus far construction until 2012, with a potential
ANNUAL RATES Past  Past Est'd'06-08| in 2009. Quarterly sales in the first half in-service date of 2015. These maves ought
gg‘gﬁgg' st 1"‘;”5',/ i’g’g;,/ to 2’25,1/4 declined, year over year, as the weakened to help the company conserve cash at a
B 0 0 g Q . 3 v PP 3
“Cash Flow" 50% 7.0%  3.0% economy continued to weigh on both time when rising accounts receivable and
Eamings 5% 65%  55% | residential and commercial new construc- higher delinquencies are a distinct possi-
gg’éﬂe\’};i 50% 45%  35% | tjon activities. As a result, PNY's regu- bility.
e 55%  6.0% 4.0% +1s . s . . .
- lated utility segment has been experienci- Still, we have raised our earnings es-
Fiscal | QUARTERLYREVEMUES(§mill}A | Full | g declining customer growth compounded timates for this year and next by a
Ends |Jan31 Apr30 Jul3! Oct3| Year [ by rising conservation practices at existing mnickel. The main culprit for the dis-
2006 |6214 4832 2978 2822 [19247 | accounts. Nonetheless, margins have been sapointing 2009 revenues can be attrib-
2007 16772 5315 2244 2782 N3 | widening, thanks largely to lower natural uted to the slumping commodity prices.
2008 | 788.5 Eagi /47 3T 3083'1 gas costs, which have more than offset the This trend masks Piedmont's continued
gg?g %36 4%‘ ggﬁ ggg 2%5 rise in operating expenses. These trends customer growth, a figure that should reg-
S e ol resulted in a 10.6% hike in the April- ister at about 1%-1.5% this year.
Voar EARNINGS PER SHARE Fiecal| period bottom line. Meantime, lower gas costs should continue
Ends |Jan31 Apr30 Juldl Oct31| Year | Meantime, slumping demand has put to offset the margin tightening associated
2006 | 94 57 di6 d08 | 127| the brakes on many of the company's with diminished volumes. Consequently,
2007 | 94 69 d12 dit | 140} capital projects. Management has opted annual earnings gains should persist.
%ggg H(Zl gg 3}3 g;g }‘ég to defer its pipeline infrastructure en- These neutrally ranked shares have
o | 112 75 dos dos | 170 hancement plans that were scheduled to some appeal as an income vehicle.
: : - - 21 serve the new gas-fired power generation Recovery potential for the pull to 2012-
Cal- | QUARTERLYDIVIDENDSPAD ®s | Full | markets of North Carolina. Moreover, con- 2014 is about average for a utility. But the
endar {Mar31 Jun30 Sep.30 Decd| Year| giryiction of the liquid natural gas storage recent dividend hike, and relative stability
005 | 215 23 23 .23 91| facility in Robeson County, NC has also provided by an ever-increasing customer
006 |28 24 24 A 95| been put off. Current customer growth base, shines a positive light on this good-
000 M4 2% B 25 99| projections in that region indicate this fa- quality stock.
_;ggg gg gs gg 26 1.03 cility may not be necessary for a few more Bryan J. Fong September 11, 2009
{A{ Fiscal year ends Oclober 31st. may nol add fo total due to change in shares | = Divd reinvest, plan ble; 5% di t Company's Fi ial Strength B+
B) Diluted earnings. Excl. extraordinary item: | outstanding. (D) Includes deferred charges. In 2008: $16.3 | Stock's Price Stability 100
{C} Dividends historically paid mid-January, million, 22¢/share, Price Growth Persistence 60
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$2.10; '08, $2.58. Excl. nonrecur, gain (loss):
'01, $0.13; '08, $0.31. Excl gain {losses) from

due to rounding, Next egs. report due in No-

RECENT BE Trailing: 14.8 Y| RELATIVE oVD 0/
SOUTH JERSEY |NDSl NYSE-ssi PRICE 34.29 RATIO 14-3(Medlan: 14.0 /1 PIE RATIO 0.89 YLD 3.6 0
mieuness 3 wewnars | 0| 135) 831 331 158| 13%) %3] 7| 58 3| 3| 82| 20
SAFETY 2 lowedt9t | LEGENDS
1,40 x Dividends p sh
TECHNICAL 5 Lowered 91108 dided by ncres Rite &0
>+« Relative Price Strength o tor 60
BETA .65 (1.00=Matke) Zlor1 it 7005 " &
201214 PROJECTIONS haded area: prior recession " T 1 y Bl 40
price  Gain An[rztelt'll;?éal Latest recesslon began 12/07 e bl Ty ”i” mlte 3
A »
—
Insider Decisions =1 “”"“““/. I LT o s 15
OND JFEMAMIL b e lnl' [ S
By 001001000k . ioberes - gttt : 10
Options 0 0 00 0 0 00 0| reeerr] e o _wtourt, PO A T A s -
Wil 0200040012 . . . % TOT.RETURN 08 [0
Institutional Decisions THS  VLARITH.
om0s fomes 202009 STOCK  WDEX |
o Buy 75 73 70| hEent 1 I ty. 04 Y
to el 69 70 78| raded 5 il Ilillﬂll‘l dyr. 314 04 L
Hifsp) 16545 16645 15858 T TR T it} [HMEmminl I Syr 783 323
4693 | 1994 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 [ 2002 | 2003 | 2004 [2005 | 2006 | 2007 [ 2008 | 2009 | 2010 | ©VALUELINEPUB, INC{ 12-14
1703 1745| 1650 1652 1648| 2080 1760 2243 | 3530 | 2069 | 2634 | 2051 | 3178 | 3176 | 3230| 3236 | 30.85| 31.60 [Revenues persh 36.35
1541 135 165) 154| 160 144] 184] 185] 180 212 224 24| 25| 351 320 348| 335 3.60|“CashFiow" persh 420
78 61 83 85 86 641 101 108] 145| 22| 37| 15| 17| 246| 200| 227| 240] 265 |Eamingspersh A 310
12 12 Jq2 J2 72 72 J2 q3 74 15 78 82 .86 821 101] 11 1201 1.28 |Div'ds Dec'd persh Be | 150
187 183| 208| 201| 230| 306| 239 221 282| 347 236| 267 320] 250 188 208 235| 240 |Cap'l Spending per sh 2.90
747] 723 734 803 643] 623| 674| 725) 781 967| 1126 | 1241 1350 | 1541 ] 1626 | 1733 | 1865 19.35 |Book Value persh € 275
1061 43| 2144 | 2751 2158 | 2156| 22.30 | 23.00| 23.72| 2447 | 2645 | 2706 | 28.98 | 29.33 | 29567 2973 30.00] 31.00 [Common Shs OQutst'g © | 33.00
B8 16| 22| 33| T38| WI| 33| B0 35| 35| 143 Wi | 66| 118 | 12| 158 | Bold figjres are |AVG AR PIE Ratio 140
93] 108 82 83 By 110 78 85 70 T4 16 74 .88 64 91 85| \Valueline  |Relative PIE Ratio 95

59% | 74%| 7% | 64% | 61% | 53%| 54% | 52% | AT | 4% | 43% | 37% | a0% | 32% | 28%| 84%| =P |AvgAoniDivdYield | 35%
CAPITAL STRUCTURE as of 6/30/09 3925| 5159 837.3 | 6051 | 696.8 | 819.1 | 921.0 | 9314 | 9564 | 9620 925 980 |Revenues {$mill) 1200
Total Debt $496.4 mill. Due in § Yrs $228.8 mill 200 247| 268) 94| 36| 430 486 720 6i8] 67| 700| 800 |Net Profit (Smil) 100
L Dbt ST il nerest$100miL [T T 2 | 414% | 05 [0S [415% | A3 | L% | A1k | S80% | 400 [lncoms ToxRale 400%

" erage: % 56% | 48% | 32% | 58% | 50% | 52% | 53% | 7.0% | B5% | 7.0% | 7.6%| 8.2% |NetProfitMargin 8.3%
538% | 54.1% | 57.0% | 53.6% | 50.8% | 48.7% | 44.0% | 44.7% | 42.7% | 39.2% | 38.5% | 40.0% |Long-Term Debt Ratlo 38.0%
Pension Assets-12/08 $88.3 mill, 37.0% | 37.6% | 35.9% | 46.1% | 49.0% | 51.0% | 55.1% | 65.3% | §7.3% | 60.8% | 61.5% | 60.0% |Common Equily Ratlo 62.0%
Oblig. $142.7 mil. [T40587 44357 | 5162 | 5125 | 6084 | 6750 | 7103 | 801.1 | 830.0| 8480 | 910| 1000 |Total Capital {Smill 1210
Ptd Stock none 533,3 | 5622 | 607.0 | 6666| 7483 | 7900 | 877.3 | 920.0 | 948.9| 9826 1030 1075 [Net Plant ($mill) 1250
Common Stock 26,796,232 common shs. Ta% | TA% | 6% | T5% | 74% | 9% | 83% |10.1% | B&% | 85%| B5% | 0.0% [RetumonTotalCapl | 9.0%
as of B/3/69 4.7% | 129% | 12.1% | 124% | 11.5% | 12.4% | 124% | 16.3% | 12.8% | 13.1% | 12.5% | 13.5% |Return on Shr. Equity 13.5%
14.6% | 14.8% | 12.8% | 12.5% | 11.6% | 125% | 12.4% | 16.3% | 12.8% | 13.4% | 12.5% | 13.5% [Retum on Com Equi 13.5%
MARKET CAP: §1.0 bililon (Mid Cap) 42% | 48% | 35% | 47% | 5.0% | 59% | 62% [102% | 6.7% | 6.71% | 6.0%| 6.5% |Retalnedto Com Eq 6.5%
CUR%?LI‘{TPDSITION 2007 2008  6/30/09 % 6% | T6% | 62% | ST%H | 52% | S0% | % 48% | 49% | 51% | 50% Al Div'ds to Net Prof 50%
Cash Assels 11.7 5.8 6.0 | BUSINESS: South Jersey Industries, Inc. is a holding company. s include: South Jersey Energy, South Jersey Resources Group,
Other _316.6 _429.3 3514 | subsidiary, South Jersey Gas Co., distibutes natural gas to Marina Energy, and South Jersey Energy Service Plus. Has 602
Current Assels 3283 T4351 3574 | 340,136 customers in New Jersey's southem counties, which employees. Off./dir. control 1.0% of com. shares; Barclays, 7.5%;
cht‘sgayable 1%3’ ;g‘_}g 12%3 covers about 2,500 square miles and includes Allantic City. Gas Keeley Asset Management, 5.6% (3/09 proxy). Chimn. & CEO: Ed-
O ue 1087 Ti2i gy mix '08: residential, 46%; lal, 23%; cog lon  ward Graham, Incarp.: NJ. Address: 1 South Jersey Plaza, Folsom,
Current Liab. 9583 ~A99.5 3873 | and electic generation, 6%; industrial, 25%. Non-utility operations  NJ 08037, Tel.: 609-561-8000. Internet: www.sjindustries.com.
Fix. Chg. Cov. 476% 598% 834% | South Jersey Industries posted a flat results from the nonutility operations, as
ANNUALRATES Past  Past Estd’06-08| top-line comparison and lower share well.
ofchange (persh)  10Y¥rs,  5¥is. 101214 | earnings for the second quarter. Earn- South Jersey Gas has filed with the
nggg‘ﬁgwn g‘gcy/;’ 18'802' §g.f ings declined moderately at subsidiary New Jersey Board of Public Utilities
Eamings 115% 130% 55% | South Jersey Gas in the recent interim. to reduce rates by 20.2%. The approval
gmﬁe\?dls 3.6% 1?8:5" g-ng Lower interést payments were more than of the Basic Gas Supply Service (BGSS)
ook Vaiue 90% 10% 60% | offset by higher pension expense and an petition would allow customers to realize

Cal- | QUARTERLYREVENUES(mil) | run| increase in other operating costs at this significant savings, and provide an incen-
endar |Mar31 Jun30 Sep.30 Dec.31| Year | business. Meanwhile, significantly cooler tive for homeowners to switch from oil to

2006 | 3726 1538 1547 2503 | 9314 | temperatures during the period resulted in natural gas. The BGSS clause allows

2007 (3684 1717 1562 2601 | 9564 | lower air conditioning demand and South Jersey to pass along increases and

2008 (3484 1358 2104 2677 | 9620 | reduced earnings at the on-site energy decreases in gas costs directly to con-

2008 |3622 1345 180 2783 | 825 | production business, Marina Energy. The sumers. The company's ability to secure

2010 365 160 170 285 | 980 | Asset Management and Marketing busi- lower-priced gas has allowed it to provide

cal- EARNINGS PER SHARE A Full | ness also posted an earnings decline for customers with the lower rates.

endar [Mar31 Jun30 Sep30 Decd| Year| the quarter. Shares of South Jersey Industries

2006 | 106 .20 51 69 | 246| The company has attractive prospects have slipped one notch in Timeliness,

2007 | 130 21 d05 63 | 209| for the coming years. Customer growth and are now neutrally ranked for year-

2008 | 132 .26 .04 67 | 227] at South Jersey Gas has continued at a ahead performance. Looking further out,

2009 [ 146 45 .05 .74 | 240 gready clip, despite weakness in the we anticipate higher revenues and share

W | 145 25 A0 85 | 265) proader economy. Natural gas remains the earnings at the company by 2012-2014.

cal- | QUARTERLYDIVIDENDSPAIDBx | Full | fuel of choice in the markets served by the Moreover, SJI scores high marks for

endar |Mar31 Jun30 Sep30 Decdi| Year| utility, and SJG continues to see sig- Safety, Price Stability, and Earnings Pre-

2005 | -- 213 .23 438 86| nificant interest in conversions from other dictability. But from the present quota-

2006 | -- 205 215 AN 92| fuel sources to natural gas. Its recent gas tion, this issue has below-average, though

2007 | -- 245 245 515 | 1.01| main extension project, along with aggres- reasonably well-defined, total return

2008 | -- 2710 270 568 | 111 sive marketing efforts, should benefit the potential for the coming years.

2008 | - 208 298 utility going forward. We anticipate solid Michael Napoli, CPA ~ September 11, 2009
{A) Based on GAAP EPS through 2006, eco- | discont, ops.: '98, ($0.02); '00, {$0.04); ‘01, vember. (B) Divids paid early Apr., Jul, Ocl,, Company's Financial Strength B+
nomic eamings thereafler, GAAP EPS: '07, ($0.02); '02, (30.04); '03, {$0.08); '05, ($0.02); | and late Dec. = Div. reinvest, plan avail. {C) Stock's Price Stabllity 100

‘08, ($0.02); ‘07, $0.01. Eamings may not sum | Incl, regulatory assets. In 2008: §270.4 mil., Price Growth Persistence 90

© 2009, Value Line Publishing, Inc, All rights reserved. Factual material is obtained from sources befleved to be reffable 'a‘nd' Is provided without
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RECENT PE Tralling: 16.3 RELAT!VE DivD 0/

SOUTHWEST GAS WSEom | 23,98 [vino 13,5 eine 1) B 0.84 v’ 4.1%J8

High:| 26.9 951 230 247| 253 236 262| 281 394 | 389| 333 2864

TIMELINESS g RisedS2308 | (07| §73| 04| 69| 186| 18| 19.3| 215| 235| 260| 265| 204| 171 27,’1‘-‘;‘ Price Range

SAFETY Lowered 14781 LEGENDS
—— 1,50 x Divi an

:gﬁ‘HNigAt 004Mtn:19‘:)ed7I24109 » Rggggeb; f;g;egegenﬂg?,ge »

75 {1.00 = Marke! ons: Yes £n
207214 PROJECTIONS. | caten saconsisegen 307 I P 10
Pice  Galn et Y 20

rice aln eturn Ty + UL Iraai

High 40 (+65%) 17% " L L T 2
fow kfi] +25% 10% ‘Ti—m“!“" b T iU i ]iq:l 20
Insider Declsions nlt b A ! 15

ONDJFMAMJ] g ] .

By 110003000 =, - B 10
Opons 0 0 0000000 [ R e R T I 15
WSl 0 0000000 5 3 o TOT.RETURN 8los |~
Institutional Declslons THS  VLARITH.

don08 10009 20200 ; . ST0CK  NDEX |

0By g3 g3 85| et o N tyn 166 44 7

{o5ell 75 71 71| traded 3 3yr.  -20.7 04 [

HAs{g 32362 32859 32802 Sy. 203 323
1903 [ 1994 | 1995 [ 1996 | 1997 | 1998 1999 | 2000 | 2001 {2002 [2003 [2004 [ 2005 | 2006 | 2007 [2008 [ 2609 {2010 | ©VALUELINEPUB, INC{ 12-14

2568 | 26.46] 23.03| 24.09] 2673 | 30.47| 3024 | 3261 4298 | 39.68 | 3596 | 4044 | 4359 | 4847 | 50.28 | 4853 | 39.55| 41.50 |Revenues persh 52.00

3241 500| 265] 300| 385] 448 4457 457 479 8O07] SH 557 | 520 | 597 6.21 5.76 5.95| 6.15 |"Cash Flow" persh 7.30
83 122 A0 25 J7| 1685|127} 12 146 18] 143 186 128 198 195] 138 1751 1.90 |Eamings persh® 230
J4 80 82 82 82 B2 .82 B2 82 82 82 82 82 82 .86 90 95!  1.00 |Divids Decl'd persh Bafy 115
543 664| 679] 819 619 640] 741 7041 817 8501 703 8B 749 8 7961 673 5501 595 [Cap'l Spending persh 7.20
1596| 16.38| 1455] 1420 14.00| 1567| 1631 | 1682 | 17.27 | 17.91 | 1842 | 1948 | 19.10 | 21.58 | 2298 | 2349 | 25.25| 26.05 [Book Value persh 28.00
100 21.28| Z447| 26.43| 27.39| 3041| 3089 | 31.71| 3249 | 3329 | 3473 | 3679 | a9.93 | 41.77 | 4281 | 44.19] 4550 47.00 [Common Shs Outst'y © | 50.00
B5] MO0 NMF[ 693 AL 132] 24 160] 190 198 1821 43| 206 159 1731 203 | Bold fighres are | Avg Ann'l PIE Ratlo 15.0
157 82] NMF| 434] 139 B8] 120 1M A7 109] 108 J6| 110 86 82| 122] Valueline  IRelative P/E Ratio 1.00

4% | 47%| 54%| 47%| 44% | 38% | a4% | 42% | 38% | 3% | 3a% | 5% | a2% | 2e% | 26% | 32% | “UP Avg Ana'lDivid Vield 3.3%
CAPITAL STRUCTURE as of 6/30/09 9369 | 10341 | 13967 | 1320.9 | 1231.0 | 1477.1 | 17143 | 2024.7 | 21524 | 21447 | 1800 1950 |Revenues ($mill) 2600

393| 383| 372] 36| 385] 589 481 | BOS| 8321 61.0) 800 900 |NetProfit ($mill) 115

byt et s anon il "5, [ 26.2% | D% | S25% | 05% | 8% | 207% | 313% | 365% | A01% | 300% | 360% Income Tax Rale 36.0%
(Total Interes! coverage: 2.2¢ - 4% | BT% | 27| 29% | 34% | 40% | 28% | 40% | 38%| 28%| 4d4%| 46% |NetProfit Margin 44%
{ eases, Uncapitalized Annual rentals $6.0 mill. 60.3% | 60.2% | 56.2% | 62.5% | 66.0% | 64.2% | 63.8% | 60.6% | 58.1% | 55.3% | 51.0% | 50.5% |Long-Term Debt Ratio 49.0%
Pension Assets-12/08 $342.9 mill, ’ 35.5% | 35.8% | 39.6% | 34.1% | 34.0% | 35.8% | 36.2% |304% | 41.9% | 44.7% | 49.0% | 49.5% |Commen Equily Ratio 51.0%

Oblig. $558.9 mill. 14247 | 14899 | 14176 | 1748.37| 18516 | 1968.6 | 2076.0 | 2267.8 | 2340.7 | 23233 | 2350 | 2475 |Total Capital {$mill) 2750

Prd Stock None 15614 | 16851 | 18255 | 1979.5 | 2175.7 | 2336.0 | 2489.4 | 26881 | 2845.3 | 29833 | 3050 | 3150 |Net Plant ($mil) 3600
Common Stock 44,822,465 shs. 30% | 46% | 5% | 43% | 42% | 50% | A% | 55% | 54% | 45| 50%| 54% |Retumon Total Capl | G.0%
as of 7/30/08 70% | 68% | 60% | 68% | 61% | 83% | 64% | 89% | 85% | 58%| 7.0%| 7.5% |Returnon Shr. Equity 8.0%

78% | 72% | 66% | 65% | 6.1% | B3% | 64% | 89% | 85% | 598% | 7.0%| 7.5% |Return on Com Equity 8.0%

MARKET CAP: §1.1 billion (Mid Cap) 28% | 24% | 19% | 10% | 0% | 4% | 2.0% | 62% | 48% | 29% | 3.0% | 3.5% |Relained to ComEq 1%
CU%R!]E&{T POSITION 2007 2008 6/30/08 B4% | 67% | Ti% | T0% | T2% 49% 65% 42% 4% 63% | 54% | 52% |All Divids to Net Prof 50%
Cash Assets 32.0 264 26.8 | BUSINESS: South Gas Ce i I gas dis- therms. Sold PriMerit Bank, 7/96. Has 4,732 employees. Off. & Dir.
Other 4705 4117 2325 | tbutor serving approximately 1.8 million customers in secllons of own 2.0% of common stock; T. Rowe Price Assoclates, Inc., 7.0%;
Current Assels "5025 4387 2593 | Arizona, Nevada, and Califomia. Comprised of two business seg- Barclays Global Investors, 6.8%; GAMCO Investors, Inc., 64%
Scz{:)llsé’ayable 2%9'1/ 1%33 sg? ments: natural gas operations and construction services. 2008 mar-  (3/09 Proxy). Chaiman: James J. Kropid. CEO: Jeffrey W. Shaw.
ther ue 2601 2557 3030 gin mix: residential and small commercial, 86%; large commerclal  Inc.: CA. Address: 5241 Spring Mounlaln Road, Las Vegas, Ne-
Current Liab. 779 "50—95 —375‘1' and industrial, 5%; transporiation, 9%. Total throughput: 2.4 billion  vada 89146. Telephone: 702-876-7237. Interel: www.swgas.com.
Fix. Chg. Cov. 229% 224% 233% | Southwest Gas reported unfavorable seeking an improvement in rate design.
ANNUAL RATES  Past Past Est'd'06'08| top-line performance for the second Specifically, SWX wants to implement a
gﬂhaﬂgewmh) 1°Yf5 51‘;;,/ to 1120;4 quarter. The recent recession stymied decoupled rate structure that would allow
e 4 5% 38 35% | customer growth and resulted in lower it more freedom in pursuing customer con-
Eamings 0% 9.0% 45% | usage. On the bright side, rate relief in servation opportunities. This follows
Bi,“éﬁe\'}é’;ie gg:f’ g»gzﬁ’ gg‘g/é Arizona and California (discussed below) recent prior rate case settlements in Cali-

TEE, REV;NUES iS °") i supported results. Consequently, the com- fornia and Arizona.

cal- | O wmill Full | pany’s share loss of $0.01 compared favor- Investors should be mindful of several
endar {Mard! Jun30 Sep.30 Decdi| Year | ably with the prior-year tally. Losses are caveats. Warmer-than-normal tempera-

2006 67576.2 230.9 35}.8 565.1 2%3'11 common during the second and third tures during the winter months can hurt

2007 {7937 4266 3715 5603 (21521} quarters, owing to the seasonal nature of performance at Southwest Gas. In addi-

2008 18136 4473 3744 5094 1214471 the business. Looking forward, we expect tion, the company will probably incur

2009 16899 3876 275 4415 |1800 | Jower revenue and a normal-sized share greater operating costs as it continues to

010 [730 410 310 500 11950 | joss for the third quarter. Earnings com- expand, and profitability may. suffer if rate

csl- " 35ARleﬁssoPE§5H§§ES " \l;ull parisons ought to improve in the fourth relief cannot keep up with rising expenses.
endar | Mar.d1 Jundb sep. ec. ear | quarter, assuming a befter operating envi- The pace of customer growth should

2006 | 111 02 d26 111 | 198 | ronment and greater cost control. Overall, pick up in the future. That's assuming

007 | 147 dot d22 101 } 185 we anticipate lower revenue and higher economic conditions in Southwest's service

2008 | 114 d06 d38 71 | 139 share earnings for Southwest in full-year areas improve in the coming years. As a

2000 | 142 d0t d35 89 1 175} 2009, Bottom-line growth may well contin- result, we anticipate higher revenues and

010 | 115 NI d30 105 | 190) e next year. share earnings at the company by 2012-

Cal- | QUARTERLYDIDENDSPAID®= | pul | The company is awaiting a rate case 2014, Moreover, income-oriented investors
endar |Mar31 Jun30 Sep.30 Decdi] Year| pf o the st tg f Nevad find the stock” ts for dividend

Mar.31 Jun.30 Sep.30 Dec. ecision from e state o evada. may fin e stock’s prospects for dividen

2005 | 205 208 205 205 82| Southwest is seeking a $30.5 million rate growth attractive. But from the present

2006 | 205 205 205 205 82| increase to compensate it for higher opera- quotation, this neutrally ranked equity

gggg g?g %;g g;g %;g gg ting costs in that state. The request asks features about-average total return poten-

- . . . 43| that the new rates take effect at the begin- tial for a utility.

009 | 225 2% 238 ning of November. The company is also Michael Napoli, CPA  September 11, 2009
(A) Based on avg. shares outstand. thru. ‘96, | ops.: '85, 75¢, Totals may not sum due to vestment and stock purchase plan avail. Company's Financial Strength B8
then diluted, Excl. nonrec. gains {losses): g3, munding Next egs. report due early Novem- | (C} In mifions. Stock's Price Stability 160
8¢, '07, 16¢; '02, (10¢); 05, (11¢); 06, 7¢. inch. | ber. (8) Dividends historically paid early March, Price Growth Persistence 65

asset writedown: ‘83, 44¢. Excl. loss from disc.

© 2009, Value Line Publishing,
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RECENT PIE Trailing: 13.1 )| RELATIVE DIVD D/
WGL HOLDINGS nvse e AT 33,30 Mo 13.2 (e 33) Wkl 082175 4.4% P
y High:| 30.8| 294| 315] 305) 295| 288, 314| 348 336, 358) 371 355 i
meLNess 3 wwemsasos | POV 339) 299 318| 383| 03| 22| 87| 28| 20| 298| 224/ 286 Target Price Ranae
SaFETY T Raised 4 LEGENDS _
5 - t}f\ati%exd%m%rggs ngle 80
TECHNICAL Lowered 9/11/09 .. R e Srengih s
BETA .65 (1.00=Marke) 0 ;z,ur(}s:d Yes o ’ —TTETT 50
201214 PROJECTIONS | ey | on | T T e T e e W
n - T ity S D B L e
Price  Galn  Retum RO UL LT WA T T '”-illml:" e ki)
High 45 (+35%) 12% e T 2
Low 35 “(+B%) 6% 20
Insider Decislons 15
ONDJFMAMI
By 00000000DD 10
oplens 040010000 | b D ] e e e 75
WSl 040041020 o TOT.RETURNS/03 |/
Institutional Decislons TS  VLARITI
Aq2008 102009 202008 stock  NDEX |
by et e g e 12 Wi o4 F
Hidspw, 31580 3019 atass | o 6 Sy 434 823 [
1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 [ 2002 | 2003 [ 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | ©VALUELINE PUB. INC| 12-14
2155 2169| 1930 2219 2416 23.74| 2082 2249| 29.80 | 3263 | 4245 | 4293 | 4494 | 5396 | 5359 | 5265 53.20| 54.25 [RevenuespershA 51.60
225| 243| 251 203| 302| 279 274| 320 324 283| 400| 387 397| 389 383 434) 440| 445 )"CashFlow" persh 470
131 142 145| 85| 185| {54] 47| 178 188 44| 230 18] 213| 194 210 244} 250 255 |Eamings persh® 270
100 144 142] 444} 47| 20 122| 124 126 t27] 128 130] 32| 13 137 14 1471 1.51 [Div'ds Decl'd per sh C» 1.6
7431 2BA| T 263| 285| 9.40| 362 342| 267 268 334 285 233 232| 32| 33| 270] 300 3.00|Cap'l Spending per sh 250
1104 ] 1151| 11.95] 1279] 1348] 13.86| 1472 1531 1624 | 1578 16.25| 1695 | 17.80 | 18.86 | 19.83 | 20.99| 22.00| 23.05 |BookValue pershP 26.20
F50| 4219 | 4203| 43.70| 43.70| 49.B4| 4647 | 46A7 | 4654 | 4656 | 4863 | 4867 | 48.65 | 4880 | 48451 4087 50.00 | 50.00 |Common Shs Quist'gE | 50.00
56| 1401 27| 15[ 127 1z 73] 146 47] 231 ] 1421 W7 155 196| 13.7 | Bold figres are |Avg Ann'I FJE Ratio 15.0
92 82 85 g2 13 88 99 95 J51 126 63 75 78 84 82 85| Valugline  IRelative PIE Ratlo 1.00
53% | 56%| 61%| 54% | 50%| 45% | 48% | 48% | 46% | 48% | 50% | 46% | 42% | 45% | 42% | 42% estinjates Avg Ann'l Div'd Yield 4.0%
CAPITAL STRUCTURE as of 6/30/09 9724 | 1031.4 | 14465 | 1584.8 | 2064.2 | 2089.6 | 21863 | 2637.9 | 2646.0 | 2628.2 | 2660 | 2715 |Revenues ($mill) A 2880
Total Debt $728.7 mill. Due In § Yrs $264.5 mil. 68.8| 845| 99| 557) 1123 980 1048 950 {028 1229| 25| 130 |NetProfit ($milf) 135
ﬁ?ﬁ‘;‘}ﬁfﬁ-}&ﬂ!e g ierest $37.4 il "0 | 6.1% | 300% | 340% | 300% | B2% | 1A% | 0% | 1% | 311% | 37.0% | 37.0% [Income Tax Rale Ho%
Sa e S5 4 74% | 82% | 6.2% | 35% | 54% | 47% | 48% | 36% | 39% | 47% | 47%| 48% |NetProfitMargin 47%
Pension Assets-9/08 $588.2 mill. §15% | 43.1% | 41.7% | 45.7% | 43.8% | 40.9% | 38.5% | 37.8% | 37.9% | 30.8% | 36.5% | 35.5% |Long-Term Debt Ratio 34.0%
Oblig. $580.5 mill. | 56.1% | 54.8% | 56.3% | 524% | 54.3% | 57.2% | 58.6% | 60.4% | 60.3% | 62.4% | 62.0% | 63.0% |Common Equity Ratio 64.5%
Preferred Stock $28.2 mil. Pfd. Divid $1.3 mill. 1777185 | 1299.2 | 1400.8 | 14625 | 1454.9 | 14435 | 1478.1 | 1526.1 | 16254 | 1679.5 [ 1760 | 1830 |Total Capltal ($mil 2040
14027 | 1460.3 | 1519.7 | 1606.8 | 18749 | 19156 | 1969.7 | 2067.9 | 21504 | 2208.3 | 2325 | 2420 |Net Piant ($mill) 2720
Common Stock 50,141,229 shs. TA% | 9% | T9% | 5.0% | G.1% | 82% | 85% | T8% | 76% | B5% | 8.0% | 60% |RetumonTotaiCapl | 80%
as of 7/31/08 97% | 11.4% | 11.0% | 7.0% | 13.7% | 11.5% | 11.7% | 10.4% | 10.2% | 11.4% | 11.5% | 11.0% |Return on Shr, Equity 10.5%
0.9% | 11.7% | 11.2% | 7.2% | 14.0% | 14.7% | 12.0% | 10.3% | 10.4% | 11.6% | 12.0% Return on Com Equity | 11.0%
MARKET CAP: $1.7 billion (Mid Cap) T6% | 37% | 38% | NME | B2% | 41% | 46% | a2% | 35% | 50% | 45% Retained to Com Eq 0%
CURRENTPOSITION 2007 zums 6009 | oo | ok | o | s | ovd | % | omu | own | | om| S| o ADvistohatpro | ot
Cash Assets 4.9 6.2 41.6 | BUSINESS: WGL Holdings, Inc. is the parent of Washington Gas  vides energy related products in the D.C. melro ares; Wash, Gas
Other 568.8 _736.1 553.2 | Light, a natural gas distibulor In Washington, D.C. and adjacent Energy Sys. designsfinstalls comm'l heating, ventilating, and air
Current Assels 5737 7423 5948 | areas of VA and MD to residentl and comm'l users (1,053,032 cond. systems. American Century Inv. own 7.1% of common stock;
Accls Payable 2169 243.1 29‘%-8 melers). Hampshire Gas, a federally regulated sub., operates an  Off./dir. less than 1% (1/09 proxy). Chrmn. & CEO: J.H, DeGraffen-
gﬁ?ér{)ue %ggg ?ggg %82? underground gas-starage facilly in WV, Non-regulated subs: reidt. Inc. D.C. and VA. Addr.: 1100 H S, N.W., Washington, D.C.
Curment Liab., “E§71 7485 ~506.E | Wash. Gas Energy Svcs. sells and delivers nalural gas and pro-  20080. el 202-624-6410. Internel: www.wglholdings.com.
Fix. Chg. Cov. 432% _480% 500% | WGL Holdings posted a mixed bag of torically and seasonally slow for WGL.
ANNUALRATES Past  Past Estd'06-08| financial results for the off-peak June Nonetheless, considering all that hap-
of change (per sh) Wgr?n 5&5)'“ 10'1125"}/4 period. Top-line volumes fell approxi- pened in the past year, the company ap-
BéXﬁﬁ‘#?Sw-- 337  i0% 25y | mately 8% over that time frame. This pears to be in solid shape. .
Eamings 20% 40% 40% | stemmed from weakness at the regulated The LNG peaking facility is going to
giViie\';dlS ;g:;ﬂ 1?3’ gg:,'/ﬁ utility segment, which has been dealing take longer than expected to be com-
ook value Wh a5k 49% | with lower natural gas consumption and pleted and put into service. That
Rscal QUARTERLY REVENLES (S mill) & | Full | some equipment cost issues. On a brighter project will be used to support customer
Engs |Decdt Mar3! Jun30 Sep30| 'year | note, the retail energy marketing division growth and maintain the pressure require-
2006 | 902.0 10645 3960 3296 | 2637.9] got a boost to its revenues and earnings ments of the distribution system in Chil-
2007 | 7329 11199 4675 3257 | 26460 contributions from higher natural gas and lum, MD. It was planned to be in service
2008 | 7516 10200 4647 3919 )26282) electricity margins. On the efficiency front, by the 2012-2013 winter heating season,
2009 | 8215 10409 42710 3706|2660 | management has been performing well. but due to regulatory and legal issues, the
2010 | 830 1050 445 330 | 2715 Operating expenses decliied 90 basis following year is more likely.
Fiscal | EARNINGS PER SHAREAB Full | points versus the year-ago period. This These top-quality shares may appeal
Year 1 1 3 0 Fiscal . A .
Ends |Dec31 Mardl Jun30 Sep30| Year | stemmed from lower labor and benefits ex- to income-oriented accounts, as they
2006 93147 d0t di5| 194 penses. All told, the bottom line advanced offer an attractive dividend yield. Typical-
2007 92 12 2 d3 | 210) nicely. ly, too, they proved much less volatile than
008 | 96 166 06 d24| 244} We Jook for the company to register a the broader market during the recent
2009 | 103 165 ~}1 gzg zgg mid-single-digit earnings hike this turmoil. This partly stems from WGL's
W10 | 104 166 12 d27| 2. year. The decent gains experienced earlier large government business in the DC
Cal- | QUARTERLYDIVIDENDSPAIDC= | rull | in 2009 will probably be offset by a larger metro area, which has been less affected
endar {Mar31 Jun.30 Sep.30 Dec3i| Year| share deficit in the fiscal fourth quarter. by the economic downturn. These benefits
2005 | 325 333 333 333 | 132 Despite the widening margins and solid are evident in the equity’s top-notch
2006 | 333 338 338 338 | 134 performance from the retail energy and Safety rank, and high mark for Price
2007 1.4 34 4 W 136 | design build segments, demand at the Stability. But appreciation potential is
2008 | 34 3 36 36 | 142] mainstay regulated utility business may subpar for the pull to 2012-2014.
009 | % ¥ be soft. Also, the September period is his- Bryan J. Fong September 11, 2009
éA; Fiscal d)/ears end Sept. 30th. may not sum lo lotal, due to change in shares | vestment plan available, Company's Financial Strength A
B) Based on diluted shares. Excludes non- | outstanding. Next eamings report due late Oct. | (D) Includes deferred charges and Intangibles. | Stock's Price Stabllity 100
Price Growth Persistence 50

recurring losses: ‘01, (13¢); '02, {34¢); '07, (4¢) | (C) Dividends historically paid early February, | '08: $291.3 milfion, $5.81/sh.
discontinued operations; 06, {15¢). Qlly egs. | May, August, and November, = Dividend reln- | {E) In millions, adjusted for stock spiit.
© 2009, Value Line Publishing, Inc. All rights reserved, Factua) matertat is obtained from sources befieved to be refiable and Is provided without warranties of any kind.

THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This ly
of it may be reproduced, resold, stored or ransmitted in any printed, electronic or other form, o used for qgenerating er marketing any printed or electronic publication, service or product,
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24,35

21,25
370
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20.55

Revenues persh A
“Cash Fiow" per sh
Earnings pershA®
Div'ds Decl'd per shP=
Cap'l Spending per sh
Book Value pershE

4.98

16.96 18.40

5239 6483 | B3.57 | B0SE 1817

12377 125,00 | 127.00 |Common Shs Qutst'g © | 132.00
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84

212
122

203
133

125
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375
1.95

15.3
83
1.5%

285
161

179
102

1
482

87.5
448
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140
93
21%

115
83
1.5%

Avg Ann'l PIE Ratio
Relative P/E Ratio
Avyg Ann'l Div'd Yield

Bold fig
Valus)
estinm

res are
Line
ates

‘CAPITA
LT Debt

age: 2.6:

Pfd. Stock $115.0 mil,

L STRUCTURE as of 6/30/09
$3267.9 mill.

X)

Total Debt $3619.0 mill, Due In 5 Yrs $1270 mill,
LT Interest $181 mill,
(Est'd LT interest earned: 2.9x; total interest cover-

20184
1957
26.68%
9.7%

23402
2174
1.5%
9.3%

11885
43.7
351%
3.7%

1800.0
114.0
31.1%
6.3%

831.7
A
48.0%
1.3%

1932.8
128
35.3%
1%

1290.6
366
28.2%
28%

(58% of Cap'l)

Leases, Uncapitalized: Annual rentals $21.4 mill.
Pension Assets-12/08 $102.4 mill

52.5%
41.6%

56.7%
38.4%

63.3%
36.7%

65.0%
35.0%

631%
30.2%

66.4%
33.6%

53.1%
46.8%

3085
305
33.0%
10.0%
57.5%
41.0%

2500
235
33.0%
9.4%
57.5%
41.0%

2700
275
33.0%
10.2%
58.5%
40.0%

Revenues (§mill) A
Net Profit ($mill}
Income Tax Rate

Net Profit Margin
Long-Term Debt Ratlo
Common Equily Ratio

2616.7
228.7
28.4%
8.7%

57.3%

38.2%

Oblig. $172.1 mill,

Prd. Div'd. $12.2 mill.

{2% of Cap'l)

Common Stock 124,056,552 shs.
as of 7131
MARKET CAP: $2.4 billion (Mid Cap)

109

47401
45844

6.5%
10.6%
11.0%

3416.6
3207.5
4.8%
8.0%
10.2%

3903.2
34859
6.5%
10.6%
11.0%

1867.6
1456.4
4.3%
5.3%
5.3%

26321
31448
3.3%
4.7%
4.7%

1569.6
1487.2
23%
1.5%
1.5%

21515

1456.3
29%
1.8%
17800

7835
6750
6.0%
9.5%
10.0%

5920
5750
6.0%
10.0%
10.5%

6525
6000
6.0%
10.5%
11.0%

5166.1
51023

6.1%
10.4%
10.7%

Total Capital {$mifl)
Net Plant ($mil)
Return on Total Cap'l
Return on Shr. Equity
Return on Com Equity

18% | 53% | 4.7% | 10.2% | 11.0% | 9.1%

Cash A
Invento
Other

Current

Other

CURRE
{$MIL
Receival

Accts Payable
ue

Current Liab.

hll..T POSITION 2007 2008

ssels
bles
ry (Avg Cst)

Assels

358.5
263.6
180.5
808.3
335.3
558.3
430.1
1323.7

6/30/09

8.3% 55% | 6.5% {Retained to Com Eq 5.5%

1.5%

. - -- .- % % | 2%

28% 34% | 32% |All Div'ds to Net Prof 4%

BUSINESS: Southern Unfon Co. owns and operales assets In the
regulaled and unregulated natural gas industry and Is primarily
engaged in the transporiation, storage, and distribution of natural
gas. Serves aboul 560,000 residential, co fal, and industrial
customers through its Missouri Gas Energy and New England Gas
Company. Acq. Panhandle Energy 6/03; Sid Richardson Energy

Services 3/06. Sold Rhode Island operations 2/06; PG Energy 1/06.
Owns 100% interest In CCE Holdings, Has 2,413 i of-
ficers & directors own 10.3% of stock (4/09 proxy). Chalrman, Pres-
ident & Chief Executive Officer: George L. Lindemann. Inc..
Deleware, Address: 5444 Weslhelmer Road, Houslon, TX 77056,
Telephone: 713-088-2000. Internet: www.southemunlonco.com.

1098.5

Southern Union continues to operate
in a difficult business environment.

of chang

Book V!

ANNUAL RATES  Past

Revenues
“Cash Flow"
Eamings
Dividends

e {persh)  10Yrs,
] 0%

5¥rs.  to
2.0%  -2.59
8.0%

.5%
14.0%
13.0% 39.5%
alue 12.0%  5.0%

Past Est'd '06-'08

1214
1.0%

Top-line volumes declined more than 38%
during the June interim. This stemmed
from a substantial downturn at the
Gathering and Processing segment (G&P),
as that unit dealt with lower realized com-

Cal-
endar

QUARTERLY REVENUES (§ miil.}A
Mar31 Jundi Sep.30 Dec.3t

modity pricing for both natural gas and
natural gas liquid. Meanwhile, the Trans-
portation and Storage unit (T&S) revenues

2006
2007
2008
2009
2010

5472 5524 5644 6762
780.2 5881 6265 7229
9527 7110 6573 6733
6837 4530 650 7133
720 505 700 7715

2700

eked a bit higher, registering a 2.5% in-
crease. But that division is still feeling the
effects of damages incurred to its Sea
Robin pipeline system as a result of last
year's Hurricane Ike. Consequently, T&S'

Cal-
endar

EARNINGS PER SHAREA 8
Mar.31 Jun30 Sep.30 Dec.3i

Full
Year

volumes have been slow to advance, and
maintenance costs were higher than

8010 £ 57
53 R
64 43 28 47
52 3 3 8
60 48 37 5

anticipated. Still, the company has been
successful in its cost-cutting initiatives.
Despite the slumping volumes, margins
have been widening, which has helped to

QUARTERLY DIVIDENDS PAID D=
Mar.31 Jun.30 Sep.30 Dec.3i

moderate the erosion of earnings. None-
theless, share net fell more than 18% dur-
ing that time frame. Thus,

A0
A0
A5
A5

10
10
15

A0
A0
15
A5

A0
A5
RE]

We trimmed this year's earnings es-
timate by about 5%, to $1.75 a share.
This stems from customer conservation
and slumping commodity prices that will

likely continue to impact results through-
out the remainder of 2008. Meantime,
higher expenses associated with repairs
needed as a result of last year’s hurricane
season, and capital expenditures related to
projects not yet put into service, will prob-
ably continue to offset a portion of the
cost-cutting efforts, at least for the time
being. But reduced competition and lower
pricing will eventually begin to equalize,
bringing supply and demand back into
balance. Thus, SUG’s top and bottom lines
will probably begin to recover next year.
Multiple infrastructure enhancement
projects augur well for the bottom
line. The Trunkline LNG facility was lik-
lye in service by the time this report went
to press. And the Florida Gas Transmis-
sion Phase VIII expansion ought to follow
suit, sometime in the spring of 2011.
These neutrally ranked shares have
some appeal. Even after advancing al-
most 15% since our June review, the equi-
ty offers respectable 3- to 5-year recovery
potential for a utility company. Meantime,
the solid dividend yield may appeal to
income-seeking accounts.

Bryan J. Fong September 11, 2009

A} Fisca

December 31st beg. In 2005. (B) Based on | Qily egs. may not sum due to change in shares | div'ds paid January, April, July, and Oclober, w

year ends June 30th through 2004; | (1.30¢), '08, 45¢. Next egs. reporl due late Qct. | 2005. Cash dividend starled April 2006, QUrly | Company's Financlal Strength

B+
Stock's Price Stabllity
Price Growth Persistence

diluted shares, Excludes nen-recuring per | count, (C} In mill Annual | Dividend Reinvestment plan available. (E} Incl.
share galn (loss) '01, 81¢; '03, 55¢; '06, | 5% sto j end of | intang. In 2008: $89.2 mill,, $0.72/sh.

© 7000, Value Line Publishing, Inc. All rlthls reserved. Factual matedal Is obtained from sources belleved to be reliable and Is provided withou warranties of any ki
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN, This publication is sriclly for 'S oWn, Ao ial, internal use. No pai
of it may be reproduced, resold, stored or Gansmitted In any printed, electronic or other form, o used for generating or marketing any printed of electronic publicatio
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Line No.

1.

Notes:

M
@)

&)

(4)

Missouri Gas Energy
Indicated Common Equity Cost Rate
Through Use of a Risk Premium Model
Using an Adjusted Total Market Approach

Proxy Group of Nine Value

Line Natural Gas Distribution Southern Union
Companies Company
Prospective Yield on Aaa Rated
Corporate Bonds (1) 5.60 % 5.60 %
Adjustment to Reflect Yield Spread
Between Aaa Rated Corporate
Bonds and A Rated Public
Utility Bonds 0.50 (2) 0.50 (2)
Adjusted Prospective Yield on A Rated
Public Utility Bonds 6.10 %* 6.10 %*
Adjustment to Reflect Bond
Rating Difference of Proxy Group 0.18 (3) 0.54 4)
Adjusted Prospective Bond Yield 6.28 6.64
Equity Risk Premium (5) 4.66 5.99
Risk Premium Derived Common
Equity Cost Rate 10.94 % 12.63 %

* Actual Moody's A Rated Public Utility Bond Yield for August 2009 is 5.71%.
Derived in Note (3) on Page 39 of this Schedule.

The average yield spread of A rated public utility bonds over Aaa rated corporate bonds of 0.50%
from Page 37 of this Schedule.

Adjustment to reflect the A3 Moody's Bond Rating of the Proxy Group of Nine Value Line Natural
Gas Distribution Companies as shown on Page 35 of this Schedule. Normally, Mr. Hanley would
take 1/3 of the spread between Baa and A2 Public Utility Bonds (1/3 * 0.78% = 0.26%) fo reflect the
risk of the proxy group. However Mr. Hanley believes that the current spread between A2 and Baa2
rated public utility bonds are not representitive of the long-term and will utilize a normalized spread
of 0.54% between A2 and Baa2 rated public utility bonds based upon a weighting shown on page
37 of this Schedule and explained in Mr. Hanley's rebuttal testimony. A spread of 0.18%, or 1/3 of
the normalized spread will be applied to the prospective yield on A rated public utility bonds relative
to the proxy group of nine Value Line natural gas distribution companies as shown above.

Adjustment to reflect the Baa3 Moody's Bond Rating of Southern Union Company as shown on
page 35 of this Schedule. Normally, Mr. Hanley would take the full spread between A2 and Baa2
yields (0.78%) and add it to prospective A yield to reflect the risk of Southern Union Company.
However Mr. Hanley believes that the current spread between A2 and Baa2 rated public utility
bonds are not representitive of the long-term and will utilize a normalized spread of 0.54% between
A2 and Baa2 rated public utility bonds based upon a weighting shown on Page 37 of this Schedule
and explained in Mr. Hanley's rebuttal testimony. The full spread of 0.54% will be applied to the
prospective yield on A rated public utility bonds relative to Southern Union Company as shown
above.

(5) From Page 38 of this Schedule.
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Missouri Gas Energy
Numerical Assignment for
Moody's and Standard & Poor's Bond Ratings,
Standard & Poor's Credit Ratings, and
Standard & Poor’s Business and Financial Risk Profiles

Moody's Numerical Standard & Poor's
Bond Rating Bond Weighting Bond/ Credit Rating
Aaa 1 AAA
Aa1l 2 AA+
Aa2 3 AA
Aa3 4 AA-
A1l 5 A+
A2 B A
A3 7 A-
Baa1 8 BBB+
Baa2 9 BBB
Baa3 10 BBB-
Ba1 11 BB+
Ba2 12 BB
Ba3 13 BB-

Standard & Poor’s

Business Numerical Financial Numerical
Risk Profile Weighting Risk Profile Weighting
Excellent 1 Minimal 1
Strong 2 Modest 2
Satisfactory 3 Intermediate 3
Fair 4 Significant 4
Weak 5 Aggressive 5
Vuinerable 6 Highly Leveraged 6
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Line

No.

Notes:

Missouri Gas Energy
Judgment of Equity Risk Premium for

the Proxy Group of Nine Value Line Natural Gas Distribution Companies

Proxy Group of Nine
Value Line Natural
Gas Distribution
Companies

Southern Union
Company

Calculated equity risk
premium based on the
total market using
the beta approach (1) 517 %

Mean equity risk premium
based on a study
using the holding period
returns of public utilities
with Baa rated bonds (2) 4.15

Average equity risk premium 4.66 %

(1) From Page 39 of this Schedule.
(2) From Page 41 of this Schedule.

8.35 %

3.63

599 %
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Missouri Gas Eneray
Derivation of Equity Risk Premium Based on the Total Market Approach
Using the Beta for

the Proxy Group of Nine Value Line Natural Gas Distribution Companies

Line Proxy Group of Nine Value
Line Natural Gas Distribution Southern Union
No. Companies Company
1. Arithmetic mean total return rate on
the Standard & Poor's 500 Composite
Index - 1926-2007 (1) 11.70 % 11.70 %
2. Arithmetic mean yield on
Aaa and Aa Corporate Bonds
1926-2007 (2) 6.10 6.10
3. Historicai Equity Risk Premium 5.60 % 5.60 %
4, Forecasted 3-5 year Total Annual
Market Retumn (3) 17.09 % 17.09 %
5. Prospective Yield an Aaa Rated
Corporate Bonds (4) 5.60 5.60
6. Forecasted Equity Risk Premium 1149 % 1149 %
7. Conclusion of Equity Risk Premium (5) 7.96 % 7.96 %
8. Adjusted Value Line Beta (6) 0.65 1.08
8. Beta Adjusted Equity Risk Premium 517 % 8.35 %

Notes: (1) From |bbotson SBBI - 2009 Valuation Yearbook - Market Results for Stocks Bonds Bills and
Inflation for 1926-2008, Morningstar, inc., 2009 Chicago, IL.

(2) From Moody's Industrial Manual and Mergent Bond Record Monthly Update.
(3) From Page 51 of this Schedule.

(4) Average forecast based upon six quarterly estimates of Aaa rated corporate bonds per the consensus
of nearly 50 economists reported in Blue Chip Financlal Forecasts dated September 1, 2008 (see
Page 40 of this Schedule). The estimates are detailed below.

Third Quarter 2009 540 %
Fourth Quarter 2009 5.50
First Quarter 2010 5.60
Second Quarter 2010 5.60
Third Quarter 2010 5.70
Fourth Quarter 2010 5.80
Average 5.60 %

(5) The average of the Historical Equity Risk Premium of 6.20% from Line No. 3 and the Forecasted
Equity Risk Premium of 11.49% from Line No. 6 ((6.20% + 11.48%) / 2 = 8.84%. Normally, Mr. Hanley
would use this average in his Risk Premium Analysis. However, in Mr. Hanley's opinion, the current
and recent substantial volatiiity in the stock market is extraordinary and not representative of the
expected long-term. In view of the recent substantial increase in the marke! over the last five to six
months, the potential for market appreciation has declined significantly. Thus, in Mr. Hanley's opinion,
more weight should now be given to the market appreciation potenital. Consequently, a 40% weight to
the forecasted risk premium of 11.49% and a 60% welght to the historical risk premium if 5.60% Is
appropriate to reflect the current economic climate. The result of the weighting indicates a 7.96% risk
premium.

(6) From Page 42 of this Schedule.
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2 B BLUE CHIP FINANCIAL FORECASTS B SEPTEMBER 1, 2009 [

Consensus Forecasts Of U.S. Interest Rates And Key Assum ptions1

History Consensus Forecasts-Quarterly Avg.
--------- Average For Week Endewweewe  ----Average For Month-—-- Latest Q | 3Q 4Q 1Q ZQ 3Q 4Q
Interest Rates Aug.2]1 Aug. 14 Aug.7 July3l July June May 202009
Federal Funds Rate 0.16 0.17 0.18 0.15 016 021 0.18 0.18
Prime Rate 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25
LIBOR, 3-mo. 0.44 0.45 0.47 0.49 052  0.62 0.82 0.85
Commercial Paper, l-mo.  0.17 0.19 0.17 0.19 0.18 0.18 0.22 0.21
Treasury bill, 3-mo. 0.17 0.18 0.18 0.19 0.18 0.18 0.18 0.19
Treasury bill, 6-mo. " 0.26 0.28 0.29 0.26 0.28 0.31 0.30 0.36
Treasury bill, 1 yr. 0.44 0.47 0.49 0.49 0.48 0.51 0.50 0.57
Treasury note, 2 yr. 1.05 1.16 1.23 1.14 1.02 118 0.93 1.01
Treasury note, 5 yr. 2.47 2.65 2.73 2.63 2.46 271 2.13 2.13
Treasury note, 10 yr. 3.48 3.67 3.77 3.67 3.56 372 3.29 3.16
Treasury note, 30 yr. 4.31 4.47 4.52 4.49 4.41 4.52 423 3.97
Corporate Aaa bond 5.24 5.34 5.34 5.40 5.41 5.61 5.54 5.50
Corporate Baa bond 6.56 6.62 6.71 6.91 7.09 7.0 8.06 8.10
State & Local bonds 4.58 4.65 4.65 4.69 472 481 4.56 4.85
Home mortgage rate 5.12 529 5.22 5.25 5.22 542 4.86 5.08 ‘
History ! Consensus Forecasts~Quarterly Avg.
3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q1Q¢ 2Q 3Q  4Q
Key Assumptions 2007 2007 2008 2008 2008 2008 2009 2009 | 2009 2009 2010 2010 2010 -2010
Major Currency Index 77.0 73.3 72.0 70.9 735 81.3 82.7 794 764 761 762 764 766 76.6
Real GDP 3.6 2.1 -0.7 1.5 -2.7 -5.4 -6.4 -1.0 23 23 24 28 27 28
GDP Price Index 1.6 2.3 19 1.8 4.0 0.1 1.9 0.0 157 14: 14. 15 .16 17
Consumer Price Index 24 5.8 4.5 4.5 6.2 -8.3 -2.4 1.3 26,1817 16. .21 .21

Individual panel members’ forecasts are on pages 4 through 9. Historical data for interest rates except LIBOR is from Federal Reserve Release (FRSR) H.15. LIBOR quotes avail-
able from The Wall Street Journal, Definitions reported here are same as those in FRSR H.15. Treasury yields are reported on a constant maturity basis. Historical data for the U.S.
Federal Reserve Board's Major Currency Index is from FRSR H.10 and G.5. Historical data for Real GDP and GDP Chained Price Index are from the Bureau of Economic Analy-
sis (BEA). Consumer Price Index (CPI) history is from the Department of Labor’s Bureau of Labor Statistics (BLS).

U.S. Treasury Yield Curve

Week ended August 21, 2008 and Year Ago vs,

U.8. 3-Mo. T-Bills & 10-Yr. T-Note Yield

(Quarterly Average) Histary Forecast

3Q 2009 and 4Q 2010 Consensus Forecasts

5.00 o 5.00 c .
ear Ago 10-Yr. T-Note Yield. _ Censensus
450 T —¢—Week ended 8/21/08 = 4.50 )
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3mo 8mo 1yr 2yr Syr 10yr 30yr 1 16 1 1 1Q 1 1a 1o 1 1a
Maturities 2001 2002 2008 2004 2005 2006 2007 2008 2008 2010
Corporate Bond Spreads U.S. Treasury Yield Curve
As of week ended August 21, 2009 As of week ended August 21, 2009
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Missouri Gas Energy
Derivation of Mean Equity Risk Premium Based on a Study
Using Holding Period Returns of Public Utilities

Over A Rated
Public Utility Bonds
AUS Consultants -
Line Utility Services
No. Study (1)
1928-2008
1. Arithmetic Mean Holding Period
Returns (2):
Standard & Poor's Public
Utility Index 10.74 %
2. Arithmetic Mean Yield on:
Moody's A Rated Public Utility Bonds 6.59
3. Arithmetic Mean Yield on:
Moody's Baa Rated Public Utility Bonds
4, Equity Risk Premium 415 %

Over Baa Rated
Public Utility Bonds
AUS Consultants -

Utility Services
Study (1

1928-2008

10.74 %

7.1

3.63 %

Notes: (1) S&P Public Utility Index and Moody's Public Utility Bond Average Annual Yields 1928-

2008, (AUS Consultants - Utility Services, 2009).

(2) Holding period returns are calculated based upon income received (dividends and interest)
plus the relative change in the market value of a security over a one-year holding period.
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Missouri Gas Energy

Value Line Adjusted Betas for

the Proxy Group of Nine Value Line Natural Gas Distribution Companies

and Southern Union Company

Proxy Group of Nine Value Line

Natural Gas Distribution Companies

AGL Resources Inc.

Atmos Energy Corp.

The Laclede Group, Inc.

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

Average

Median

Southern Union Company

Source of Information:

Value Line
Adjusted
Beta

0.75
0.65
0.60
0.65
0.60
0.65
0.65
0.75
0.65

0.66

0.65

1.05

Value Line Investment Survey

(Standard Edition) September 11,

20009.

Schedule FJH-21
Page 42 of 55

Schedule FJH-15
Page 9 of 9
(UPDATED)



ibbotson® SBBI°
2009 Valuation Yearbook

Market Results for
Stocks, Bonds, Bills, and Inflation
1926—2008

Schedule FJH-21
Page 43 of 55



Treasury bond; however, the Treasury currently does not
issue a 20-year bond. The 30-year bond that the Treasury
recently began issuing again is theoretically more comect
due to the long-term nature of business valuation, yet
Ibbotson Associates instead creates & series of retums
using bonds on the market with approximately 20 years to
maturity. The reason for the use of a 20-year maturity bond
is that 30-year Treasury securities have only been issued
over the relatively recent past, starting in February of 1877,
and were not issued at alf through the early 2000s.

The same reason exists for why we do not use the 10-year
Treasury bond—a long history of market data is not avail-
able for 10-year bonds. We have persisted in using a 20-year
bond to keep the basis of the time serfes consistent.

Income Return

Another point to keep in mind when calculating the equity
risk premium is that the income retum on the appropriate-
horizon Treasury security, rather than the total return, is
used in the calculation. The total return is comprised of
three return components: the income retum, the capital
appreciation return, and the reinvestment return, The
income retumn is defined as the portion of the total refum
that results from a periodic cash flow or, in this case, the
bond coupon payment. The capital appreciation return
rasults from the price change of a bond over a specific peri-
od. Bond prices generally change in reaction to unexpected
fluctuations in yields. Reinvestment return is the return on
a given month's investment income when reinvested into
the same asset class in the subsequent months of the year.
The income retur is thus used in the estimation of the
equity risk premium because it represents the truly riskless
portion of the return?

Yields have generally risen on the long-term bond over the
19262008 pariod, so it has experienced negative capital
appreciation over much of this time, This trend has turned
around since the 1980s, however. Graph 5-2 illustrates
the vields on the long-term government bond series
compared to an index of the long-term government bond
capital appreciation. In general, as yields rose, the capital
appreciation index fell, and vice versa. Had an investor held
the long-term bond to maturity, he would have realized
the yield on the bond as the total return. However, in a
constant maturity portfolio, such as those used to measure
bond returns in this publication, bonds are sold before
maturity (at a capital loss if the market yield has risen since

the time of purchase). This negative return is associated
with the risk of unanticipated yield changes.

Graph 5-2: Long-term Government Bond Yields versus Capital
Appreciation Index

S T T e G 6

1925 35 45 55 B85 75 85 85 08
Year-end

® Cepital Appreciation I Yield
Data from 1925-2008.

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

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

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

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

Graph 5-3: Realized Equity Risk Premium Per Year
G0 Equity Risk Premiom (%)
R

0
e

To illustrate how the arithmetic mean is more appro-
priate than the geometric mean in discounting
cash flows, suppose the expected return on 8 stock
is 10 percent per year with a standard deviation of
20 percent. Also assume that only two outcomss are pos-
sible each year; +30 percent and 10 percent {i.e., the mean
plus or minus one standard deviation). The probability
of occurrence for each outcome is equal. The growth of
wealth over a two-year period is fllustrated in Graph 5-4.

Graph 5-: Growth of Waalth Example

s

e $081
i I 1
0 1 2
Years

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

[(1+030)x(1-0:10)) V2_1-0om

However, the expected value is predicted by compounding
the arithmetic, not the geometric, mean. To illustrate this,
we need 1o look at the probability-weighted average of all
possible outcomes:

{0.25 % $1.69) = $0.4225
+ {050 X $1.17) = $0.6850
+ {025 X $0.81) = $0.2025

Total 1.2100
] [ ] [} I 1 1 I I $1.1
1925 35 45 55 65 75 85 8 08
Yearend
Data from 1926~2008.
2009 Ibbotson® SBBI® Valuation Yearbook Morningstar B9
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Therefore, $1.21 is the probability-weighted expected
value. The rate that must be compounded to achieve the
terminal value of $1.21 after 2 years is 10 percent, the
arithmetic mean:

$1x(1+0.10)% =$1.21

The geometric mean, when compounded, resulis in the
median of the distribution:

$1x(1+0082)7 =117

The arithmetic mean equates the expected future valus
with the present value; it is therefore the appropriate
discount rate,

Appropriate Historical Time Period

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

Our equity risk premium covers the time period from
1926 1o the present. The original data source for the time
series comprising the equity risk premium is the Center
for Research in Security Prices. CRSP chose to begin their
analysis of market returns with 1926 for two main reasons.
CRSP determined that the time period around 1926 was
approximately when quality financial data became avail-
able. They also made & conscious effort to include the
period of extreme market volatility from the late twenties
and early thirties; 1926 was chosen because it includes

one full business cycle of data before the market crash of ‘

1929, Thesa are the most basic reasons why our equity risk
premium caleulation window starts in 1926.

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

Dees the Equity Risk Premium Revert to Its Mean

_Over Time?

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

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

A statistical measure of the randomness of a return series is
its serial correlation. Serial correlation {or autocorrelation)
is defined as the degree to which the retum of a given series
is related from period to period. A serial correlation near
positive one indicates that returns are predictable from one
period 1o the next period and are positively related. That
is, the returns of one period are a good predictor of the
returns in the next period. Conversely, a serial corelation
near negative one indicates that the returns in one period
ara inversely related to those of the next period. A serial
correlation near zero indicates that the returns are random
or unpredictable from one period to the next. Table 5-3 con-
tains the serial correlation of the market total returns, the
realized long-horizon equity risk premium, and inflation.

Tahle 5-3: Interpretation of Annual Serial Correlations

Serial Inter-
Serles Coralation pretation
Large Company Stock Total Returns 0.04 Random
Equity Risk Premium 0,04 Random
Inflation Rates 0.64 Trend

Data from 1926-2008
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The significance of this evidence is that the realized equity
risk premium next year will not be dependent on the real-
ized equity risk premiurn from this year. That is, there is no
discernable pattern in the realized equity risk premium—it
is virtually impossible to forecast next year's realized risk
premium based on the premium of the previous year. For
example, if this year's difference between the riskless
rate and the return on the stock market is higher than last
year's, that does not imply that next year's will be higher
than this year's. It is as likely fo be higher as it is lower. The
hest estimate of the expected value of a variable that has
behaved randomly in the past is the average {or arithmetic
mean) of its past values.

Table 5-4 also indicates that the equity risk premium var-
ies considerably by decade. The complete decades ranged
from a high of 17.9 percent in the 1950s to a low of 0.3 per-
cent in the 1970s, however, thus far the 20005 have shown
a -6.7 percent equity risk premium. This look at historical
pquity risk premium reveals no ohservable pattern.

Tahle 5-4: Long-Horizon Equity Risk Premium by Decade (%)

1889
1920s* 1930s 19405 1950s 19605 1970s 1980s 1980s  2000s** 2008

176 23 80 179 42 03 78 121 67 -45

Data from 1926-2008.
*Basad on the period 1925-1928,
**Based on the period 20002008,

Finnerty and Leistikow perform more econometrically
sophisticated tests 6f mean reversion in the equity risk
premium. Their tests demonstrate that—as we suspected
from our simpler tests—the equity risk premium that was
realized over 1926 to the present was almost perfectly free
of mean reversion and had no statistically identifiable time
trends Lo and MacKinlay conclude, “the rejection of the
random walk for weekly returns does not support & mean-
reverting model of asset prices.”

Choosing an Appropriate Historieal Period

The estimate of the equity risk premium depends on the
length of the data series studied. A proper estimate of the
equity risk premium requires a data series long enough to
give a reliable average without being unduly influenced
by very good and very poor short-term returns. When
calculated using a long data series, the historical equity
risk premium is relatively stable.’ Furthermore, becsuse an
average of the realized equity risk premium is quite volatile
when calculated using a short history, using a long series

makes it less fikely that the analyst can justify any number
he or she wants. The magnitude of how shorter periods can
affect the result will be explored later in this chapter.

Some analysts estimata the expected equity risk premium
using a sharter, more recent time period on the basis that
recent events are more likely to be repeated in the near
future; furthermore, they helieve that the 1920s, 19305, and
1940 contain too many unusual events. This view is suspect
because all periods contain “unusual” events. Some of the
most unusual events of the last hundred years took place
quite recently, including the inflation of the late 19705 and
early 1960s, the October 1987 stock market crash, the col-
apse of the high-yield bond market, the major contraction
and consolidation of the thyift industry, the collapse of the
Soviet Union, the development of the European Economic
Community, and the attacks of September 11, 2001.

It is even difficult for economists fo predict the economic
environment of the future. For example, if one were ana-
lyzing the stock market in 1987 before the crash, it would
be statistically improbable to predict the impending short-
term volatility without considering the stock market crash
and market volatility of the 1928-1931 period.

Without an appreciation of the 1920s and 1930s, no one
waould believe that such events could happen. The B3-year
period starting with 1926 is representative of what can
happen: it insludes high and low retums, valatile and guiet
markets, war and peace, inflation and deflation, and pros-
perity and depression. Restricting attention to a shorter
historical period underestimates the amount of change
that could occur in a long future period. Finally, because
historical event-types {not specific events) tend to repeat
themselves, long-run capital market return studies can
raveal a great deal ahout the future. Investors probably
expect “unusual” events to cceur from time to time, and
thelr return expectations reflect this.

A Lock at the Historical Results

It is interesting fo take a look at the realized retumns and
realized equity risk premium in the context of the above dis-
cussion. Table 5-5 shows the average stock market return
and the average larithmetic mean) realized long-harizon
equity risk premium over various historical time periads.
Similarly, Graph 5-5 shows the average {arithmetic mean)
realized equity risk premium calculated through 2008 for
different starting dates. The table and the graph both show

2008 Ibbotson® SBBI® Valuation Yearbook
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DATE

Jan-04
Feb-04
Mar-04
Apr-04
May-04
Jun-04
Jul-04
Aug-04
Sep-04
Oct-04
Nov-04
Dec-04
Jan-05
Feb-05
Mar-05
Apr-05
May-05
Jun-05
Jul-05
Aug-05
Sep-05
Oct-05
Nov-05
Dec-05
Jan-06
Feb-06
Mar-06
Apr-08
May-06
Jun-06
Jul-06
Aug-06
Sep-06
Oct-06
Nov-06
Dec-06
Jan-07
Feb-07
Mar-07
Apr07
May-07
Jun-07
Jul-07
Aug-07
Sep-07
QOct-07
Nov-07
Dec-07
Jan-08
Feb-08
Mar-08
Apr-08
May-08
Jun-08
Jul-08
Aug-08
Sep-08
Oct-08
Nov-08
Dec-08
Jan-09
Feb-09
Mar-09
Apr-09
May-09
Jun-08
Jul-09
Aug-09

Missouri Gas Energy

Spreads Between Moody's A and Baa Rated Public Utllity Bond Yields
for Five Years Eight Months Ending August 2009

Moody's A Rated Public Utility Bond Mouody's Baa Rated Public Utility Bond Spread Between A and Baa Rated
Yields Yields Bond Yields
6.15% 6.47% 0.32%
6.15% 6.28% 0.13%
5.97% 6.12% 0.15%
6.35% 6.46% 0.11%
6.62% 6.75% 0.13%
6.46% 6.84% 0.38%
6.27% 6.67% 0.40%
6.14% 6.45% 0.31%
5.98% 6.27% 0.29%
5.94% 6.17% 0.23%
5.97% 6,16% 0.19%
5.92% 6.10% 0.18%
5.78% 5.95% 0.17%
5.61% 5.76% 0.15%
5.83% 6.01% 0.18%
5.64% 5.95% 0.31%
5.53% 5.88% 0.35%
5.40% 5.70% 0.30%
5.51% 5.80% 0.29%
5.50% 5.81% 0.31%
552% 5.83% 0.31%
5.79% 6.08% 0.29%
5.88\% 6.19% 0.31%
5.80% 6.14% 0.34%
5,75% 6.06% 0.31%
5.82% 6.11% 0.29%
5.98% 6.26% 0.28%
6.20% 6.54% 0.25%
6.42% 6.59% 0.17%
6.40% 6.61% 0.21%
6.37% 6.61% 0.24%
6.20% 6.43% 0.23%
6.00% 6.26% 0.26%
5.98% 6.24% 0.26%
5.80% 6.04% 0.24%
5.81% 6,05% 0.24%
5.96% 6.16% 0.20%
5.90% 6.10% 0.20%
5.85% 6.10% 0.25%
5.97% 6.24% 0.27%
5.99% 6.23% 0.24%
6.30% 6.54% 0.24%
6.25% 6.49% 0.24%
6.24% 6.51% 0.27%
6.18% 6.45% 0.27%
6.11% 6.36% 0.25%
5.97% 6.27% 0.30%
6.16% 6.51% 0.35%
6.02% 6.35% 0.33%
6.21% 6.60% 0.39%
6.21% 6.68% 0.47%
6.29% 6.81% 0.52%
6.27% 6.79% 0.52%
6.38% 6.93% 0.55%
6.40% 6.97% 0.57%
6.37% 6.98% 0.61%
6.49% 7.15% 0.66%
7.56% 8.58% 1.02%
7.20% B.98% 1.78%
6.54% 8.13% 1.59%
6.35% 7.90% 1.51%
6.30% 7.74% 1.44%
6.42% 8.00% 1.58%
6.48% 8.03% 1.55%
6.49% 7.76% 1.27%
6.20% 7.30% 1.10%
5.97% 6.87% 0.90%
5,71% 6.36% 0,65%

Average 6,11% 6.57% 0.46%

Source of information:
Mergent Bond Record, September 2009, Volume 76, No. 8.
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Missouri Gas Energy
Indicated Common Equity Cost Rate Through Use
of the Capital Asset Pricing Model
for the Proxy Group of Nine Value Line Natural Gas Distribution Companies
and Southern Union Company

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

1. Traditional Capital Asset
Pricing Model (1) 10.44 % 13.98 %

2. Empirical Capital Asset
Pricing Model (1) 11.21 % 13.87 %

3. Conclusion 10.83 % 13.93 %

Notes:
(1)  From Page 50 of this Schedule.
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Proxy Group of Nine Value Line Natural

Gas Distribution Companies

Missouri Gas Energy
Indicated Common Equity Cost Rate Through Use

of the Capital Asset Pricing Model

1 2 3
Company-Specific CAPM Result
Value Line Risk Premium Including
Adjusted Based on Market Risk-Free
Beta Premium of 8.87% (1) Rate of 4.67% (2)

Traditional Capital Asset Pricing Model (3)

AGL Resources Inc.

Atmos Energy Corp.

The Laclede Group, Inc.

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

Southern Union Company

0.75 6.65 %

0.65 5.77

0.60 5.32

0.65 5.77

0.60 5.32

0.65 5.77

0.65 5.77

0.75 . 6.65

085 - BT
Average 0.66 5.87 %
Median 0.65 577 %
1.05 9.31 %

Proxy Group of Nine Value Line Natural

Gas Distribution Companies

11.32
10.44

9.99
10.44

9.99
10.44
10.44
11.32

10.44

13.98

Empirical Capital Asset Pricing Model (4)

AGL. Resources Inc.

Atmos Energy Corp.

The Laclede Group, Inc.

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

Southern Union Company

0.75 721 %
0.65 6.54
0.60 6.21
0.65 6.54
0.60 6.21
0.65 6.54
0.65 6.54
0.75 7.21
0.65 6.54
Average 0.66 : 6.62 %
Median 0.65 6.54 %
1.05 9.20 %

See Page 51 for notes.

11.88
11.21
10.88
11.21
10.88
11.21
11.21
11.88
11.21

11.29

11.21

13.87

%

10.44
10.54

%

%

%
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Missouri Gas Energy
Development of the Market-Required Rate of Return on Common Equity Using
the Capital Asset Pricing Model
Adjusted to Reflect a Forecasted Risk-Free Rate and Market Return

For reasons explained in Mr. Hanley's direct testimony, from the two previous month-end (July 2009 -
August 2009), as well as a recently available (September 11, 2009), Value Line Summary & Index, a
forecasted 3-5 year total annual market return of 17.09% can be derived by averaging the 2-month and
spot forecasted total 3-5 year total appreciation, converting it into an annual market appreciation and
adding the Value Line average forecasted annual dividend yield.

The 3-5 year average total market appreciation of 73% produces a four-year average annual
return of 14.68% ((1.73°) - 1). When the average annual forecasted dividend yield of 2.41% is added,
a total average market return of 17.09% (2.41% + 14.68%) is derived.

The 2-month and spot forecasted total market return of 17.09% minus the risk-free rate of 4.67%
(developed in Note 2) is 12.42% (17.09% - 4.67%). The Morningstar, Inc. (Ibbotson Associates)
calculated market premium of 6.50% for the period 1926-2008 results from a total market return of
11.70% less the average income return on long-term U.S. Government Securities 0f 5.20% (11.70% -
5.20% = 6.50%). This is then averaged with the 12.42% Value Line market premium resulting in a
9.46% market premium. In Mr. Hanley's opinion, the current and recent substantial volatility in the stock
market is extraordinary and not representative of the expected long-term. In view of the recent
substantial increase in the market from when Mr. Hanley's original analysis was performed, the potential
for market appreciation has declined significantly. Thus, a greater weight must be given to the market
appreciation potential. Consequently, a 40% weight will be applied to the projected risk premium of
12.42% and a 60% weight will be applied to the historical market premium. The product of this
weighting is 8.87% ((.40 * 12.42%) + (.60 * 6.50%)) which will be then multiplied by the beta in column 1
of Page 50 of this Schedule.

For reasons explained previously in Mr. Hanley’s direct testimony, the risk-free rate that Mr. Hanley
relies upon for his CAPM analysis is the average forecast based upon six quarterly estimates of 30-year
Treasury Note yields per the consensus of nearly 50 economists reported in the Blue Chip Financial
Forecasts. The most recent is from September 1, 2009 (see Page 40 of this Schedule).The estimates
are detailed below:

30-Year
Treasury Note Yield

Third Quarter 2009 4.40%
Fourth Quarter 2009 4.50
First Quarter 2010 4.60
Second Quarter 2010 470
Third Quarter 2010 4.80
Fourth Quarter 2010 5.00
Average 4.67%

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

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

The empirical CAPM is applied using the following formula:
Rs=Rg+.25(Rm -Rr ) +.75 B (Ru -Rg)
Where Rs = Return rate of common stock

Rr = Risk-Free Rate

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

Source of Information: Value Line Summary & Index

Blue Chip Financial Forecasts, September 1, 2009
Value Line Investment Survey, (Standard Edition)

bbotson SBBI = 2009 Valuation Yearbook — Market Results for Stocks, Bonds, Bills, and Inflation

or 1926-2008, Morningstar, Inc., 2009, Chicago,
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Missouri Gas Energy
Comparable Earnings Analysis

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

2011 -2013.

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

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

V2N

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

Thus, 0.0923 = 2100 = 2.100

/518 22.7596

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

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

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

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

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

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

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

Natural Gas Distribution Companies from January 2008 to August 2009

Return on Common Equity
Equity ITotal Cap
Company : Case |dentification (%) (%)
Northern States Power Co-Wi Wisconsin D-4220-UR-115 (gas) 1/8/2008
Wisconsin Electric Power Co. Wisconsin D-5-UR-103 (WEP-GAS) 1/17/2008 10,75 54,36
Wisconsin Gas LLC Wisconsin D-5-UR-103 (WG) 1/17/2008 10.76 46.64
North Shore Gas Co. Iliinois D-07-0241 2/5/2008 9.9 56.00
Peoples Gas Light & Coke Co. lliinois D-07-0242 2/5/2008 10.19 56,00
Indiana Gas Co. Indiana Ca-43208 2/13/2008 10.20 (1 48.99 (1)
Avista Corp. Oregon D-UG-181 3/31/2008 10.00 (1) 50,00 U]
Duke Energy Ohio Inc. Ohio C-07-0589-GA-AIR 5/28/2008 10.50 (O] 55.76 1)
Atmos Energy Corp. Texas GUD-9762 6/24/2008 10.00 48.27
Questar Gas Co. Utah D-07-057-13 6/27/2008 10.00 )] 51.38 (1)
San Diego Gas & Electric Co. California AP-06-12-009 (gas) 7/31/2008 10.70 (1 49,00 Q)]
Southem Califomia Gas Co. California AP-06-12-010 7/31/2008 10.82 1) 48,00 (1)
SourceGas Distribution LLC Colorado D-088-108G 8/27/2008 10.25 (1 53.13 (1)
Chesapeake Utilities Corp. Delaware D-07-186 9/2/2008 10.256 (¢)} 61.81 (1)
Atmos Energy Corp. Georgia D-27163-U 9/17/2008 10.70 45.00
Central [#finofs Light Co. lilinois D-07-0588 9/24/2008 10.68 46.50
Central lllinois Public lilinois D-07-0589 9/24/2008 10.68 4791
Hllinois Power Co. lliinois D-07-0590 9/24/2008 10.68 51.76
Avista Comp. Idaho C-AVU-G-08-01 9/30/2008 10.20 ()] 47.94 1)
New Jersey Natural Gas Co. New Jersey D-GR-07110889 10/3/2008 10.30 ) 51.20 ()}
Puget Sound Energy Inc. Washington D-UG-07-2301 10/8/2008 1016 (6] 46.00 (1)
CenterPoint Energy Resources Texas GUD 9791 10/20/2008 " 1006 55.40
Piedmont Natural Gas Co. North Carolina D-G-9, Sub 550  10/24/2008 10.60 1) 51.00 (1)
Public Service Co. of NC North Carolina D-G-5, Sub 485  10/24/2008 10.60 1) 54.00 (1)
Southwest Gas Corp. California A-07-12-022 (SoCalDiv)  11/21/2008 10.50 (1) 47.00 (1)
Southwest Gas Corp. California A-07-12-022 (NoCalDiv)  11/21/2008 10.50 (1) 47.00 (1)
Southwest Gas Corp. Califomia A-07-12-022 (LkTah)  11/21/2008 10.50 ) 47.00 1)
Narragansett Electric Co. Rhode Island D-3943  11/24/2008 10.50 NA
Columbia Gas of Ohio Inc Ohio C-08-0072-GA-AIR 12/3/2008 10.39 1) NA 4]
Southwest Gas Corp. Arizona D-G-01551A-07-0604  12/24/2008 10.00 43.44
Northwest Natural Gas Co. Washington D-UG-08-0546 12/26/2008 10.10 (@) 50.74 (1)
Avista Corp. Washington D-UG-08-0417  12/29/2008 10.20 (0] 46.30 0]
Michigan Gas Utilities Corp Michigan C-U-15549 1/13/2009 10.45 0] 46.49 ()]
New England Gas Company Massachusetts DPU 08-35 2/2/2009 10.05 34.19
Louisville Gas & Electric Co. Kentucky C-2008-00252 (gas) 2/5/2008 NA Q) NA ()
Equitable Gas Company Pennsylvania C-R-2008-2029325 2/26/2009 NA (@) NA (1
Atmos Energy Corp. Tennessee D-08-00197 3/9/2009 10.30 (@)} 4812 (4}
Northern Hlinois Gas Co. Ninois D-08-0363 3/25/2009 10.17 46.42
Entergy New Orleans Inc. Louisiana D-UD-08-03 {gas) 4/212009 10.75 () NA Q)
Peoples Gas System Florida D-080318-GU 5/5/2009 10.75 48.51
Niagara Mohawk Power Comp. New York C-08-G-0609 5/14/2009 10.20 () 43.70 (@)
Minnesota Energy Resources Minnesota D-G-007,011/GR-08-835 5/21/2009 10.21 48.77
EnergyNorth Natural Gas Inc New Hampshire D-DG-08-009 5/29/2009 9.54 (0} 50,00 (4]
Black Hills fowa Gas Utility lowa D-RPU-08-3 6/3/2009 10.10 (1) 51.38 (O]
Central Hudson Gas & Electric New York C-08-G-0888 6/18/2009 10.00 47.00
CT Natural Gas Corp. Connecticut D-08-12-06 6/30/2009 8.31 52.52
Southern Connecticut Gas Co. Connecticut D-08-12-07 71712009 9.26 52.00
Avista Corp. Idaho C-AVU-G-09-01 717/2009 10.50 ) 50.00 O]
UGI Central Penn Gas Pennsylvania R-2008-2079675 8/27/2009 NA (N NA ()]
UGI Penn Natural Gas Pennsylvania R-2008-2079660 8/27/2009 NA (4] NA (O]
Average 10.31 % 48.51 %
Median 10.28 % 48.99 " %
Average of Litigated Cases 10.27 % 48.12 %
Median of Litigated Cases 10.20 % 48.51 %
Notes:

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

Source of information:
Report downloaded from Regulatory Research Associates, Inc. (RRA) an SNL Energy Company on September 10, 2009.
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Company Name

Missouri Gas Energy

Inappropriate Inclusion of NICOR, Inc., Nisource, Inc., and UGI Corporation

as Proxy Companies

GAS NICOR, [nc.
NI Nisource, Inc.
UGl UGI Corporation

Source of Information:

Over 60% of Over 60% of Total
Pending / Operating Income Assets due to
Dividend Expected due to Regulated Regulated Gas
Omission / Merger or Gas Distribution Distribution
Cutters? Acqguisition? Operations? Operations?
Yes
36.49% 37.11%
23.51% 26.22%

Value Line Investment Survey

AUS Merger and Acquisition Quarterly Report June 30, 2009

Company 2008 SEC Filing 10K

Schedule FJH-22
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Missouri Gas Energy

Moody's Bond Yields
January 1989 - August 2009

Moodys Spread between
Moody's A Baa Rated A and Baa Rated
Rated Public Utility Public Utility

DATE Utility Bonds Bonds Bonds
Jan-89 10.08% 10.38% 0.30%
Feb-89 10.07% 10.38% 0.31%
Mar-89 10.23% 10.50% 0.27%
Apr-89 10.18% 10.49% 0.31%
May-89 9.99% 10.29% 0.30%
Jun-89 9.64% 9.80% 0.16%
Jul-89 9.50% 9.64% 0.14%
Aug-89 9.52% 9.64% 0.12%
Sep-89 9.58% 9.70% 0.12%
Oct-89 9.54% 9.64% 0.10%
Nov-89 9.51% 9.64% 0.13%
Dec-89 9.44% 9.60% 0.16%
Jan-80 9.56% 9.74% 0.18%
Feb-90 9.76% 9.96% 0.20%
Mar-90 9.85% 10.06% 0.21%
Apr-90 9.92% 10.13% 0.21%
May-90 10.00% 10.16% 0.16%
Jun-90 9.80% 9.96% 0.16%
Jul-90 9.75% 9.92% 0.17%
Aug-90 9.92% 10.12% 0.20%
Sep-90 10.12% 10.32% 0.20%
Oct-90 10.05% 10.28% 0.23%
Nov-90 9.90% 10.12% 0.22%
Dec-20 9.73% 9.96% 0.23%
Jan-91 9.71% 9.96% 0.25%
Feb-91 9.47% 9.68% 0.21%
Mar-91 9.55% 9.74% 0.19%
Apr-91 9.46% 9.64% 0.18%
May-91 9.44% 9.64% 0.20%
Jun-91 9.59% 9.79% 0.20%
Jul-91 9.55% 9.69% 0.14%
Aug-91 9.29% 9.47% 0.18%
Sep-91 9.16% 9.34% 0.18%
Oct-91 9.12% 9.32% 0.20%
Nov-91 9.05% 9.28% 0.23%
Dec-91 8.88% 9.07% 0.19%
Jan-92 8.84% 8.98% 0.14%
Feb-92 8.93% 9.09% 0.16%
Mar-92 8.97% 9.16% 0.19%
Apr-92 8.93% 9.11% 0.18%
May-92 8.87% 9.01% 0.14%
Jun-92 8.78% 8.90% 0.12%
Jul-92 8.57% 8.69% 0.12%
Aug-92 8.44% 8.58% 0.14%
Sep-92 8.40% 8.54% 0.14%
Oct-92 8.54% 8.76% 0.22%
Nov-92 8.63% 8.86% 0.23%
Dec-92 8.43% 8.69% 0.26%
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Missouri Gas Energy

Moody's Bond Yields
January 1989 - August 2009

Moodys Spread between
Moody's A Baa Rated A and Baa Rated
Rated Public ~Utility Public Utility
DATE Utility Bonds Bonds Bonds
Jan-93 8.27% 8.57% 0.30%
Feb-93 8.04% 8.31% 0.27%
Mar-93 7.90% 8.10% 0.20%
Apr-93 7.81% 8.11% 0.30%
May-93 7.86% 8.18% 0.32%
Jun-93 7.75% 8.05% 0.30%
Jul-93 7.54% 7.93% 0.39%
Aug-93 7.25% - 7.59% 0.34%
Sep-93 7.04% 7.35% 0.31%
Oct-93 7.03% 7.27% 0.24%
Nov-93 7.30% 7.69% 0.39%
Dec-93 7.34% 7.73% 0.39%
Jan-94 7.33% 7.66% 0.33%
Feb-94 7.47% 7.76% 0.29%
Mar-94 7.47% 7.76% 0.29%
Apr-94 7.85% 8.11% 0.26%
May-94 8.33% 8.61% 0.28%
Jun-94 8.31% 8.64% 0.33%
Jul-94 8.47% 8.80% 0.33%
Aug-94 8.41% 8.74% 0.33%
Sep-94 8.64% 8.98% 0.34%
Oct-94 8.86% 9.24% 0.38%
Nov-94 8.98% 9.35% 0.37%
Dec-94 8.76% 9.16% 0.40%
Jan-95 8.73% 9.15% 0.42%
Feb-95 8.52% 8.93% 0.41%
Mar-95 8.37% 8.78% 0.41%
Apr-95 8.27% 8.67% 0.40%
May-95 7.91% 8.30% 0.39%
Jun-95 7.60% 8.01% 0.41%
Jul-95 7.70% 8.11% 0.41%
Aug-95 7.83% 8.24% 0.41%
Sep-95 7.62% 7.98% 0.36%
Oct-95 7.46% 7.82% 0.36%
Nov-95 7.43% 7.81% 0.38%
Dec-95 7.23% 7.63% 0.40%
Jan-96 7.22% 7.64% 0.42%
Feb-96 7.37% 7.78% 0.41%
Mar-96 7.73% 8.15% 0.42%
Apr-96 7.89% 8.32% 0.43%
May-96 7.98% 8.45% 0.47%
Jun-96 8.06% 8.51% 0.45%
Jul-96 8.02% 8.44% 0.42%
Aug-96 7.84% 8.25% 0.41%
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Missouri Gas Energy

Moody's Bond Yields
January 1989 - August 2009

Moodys Spread between
Moody's A Baa Rated A and Baa Rated
Rated Public Utility Public Utility

DATE Utility Bonds Bonds Bonds
Sep-96 8.01% 8.41% 0.40%
Oct-96 7.77% 8.15% 0.38%
Nov-96 7.49% 7.87% 0.38%
Dec-96 7.59% 7.98% 0.39%
Jan-97 7.77% 8.18% 0.41%
Feb-97 7.64% 8.02% 0.38%
Mar-97 7.87% 8.26% 0.39%
Apr-97 8.03% 8.42% 0.39%
May-97 7.89% 8.28% 0.39%
Jun-97 7.72% 8.12% 0.40%
Jul-97 7.48% 7.87% 0.39%
Aug-97 7.51% 7.93% 0.42%
Sep-97 7.47% 7.79% 0.32%
Oct-97 7.35% 7.67% 0.32%
Nov-97 7.25% 7.49% 0.24%
Dec-97 7.16% 7.41% 0.25%
Jan-98 7.05% 7.28% 0.23%
Feb-98 7.12% 7.36% 0.24%
Mar-98 7.16% 7.37% 0.21%
Apr-98 7.16% 7.37% 0.21%
May-98 7.16% 7.34% 0.18%
Jun-98 7.03% 7.21% 0.18%
Jul-98 7.03% 7.23% 0.20%
Aug-98 7.00% 7.20% 0.20%
Sep-98 6.93% 7.13% 0.20%
Oct-98 6.96% 7.13% 0.17%
Nov-98 7.03% 7.31% 0.28%
Dec-98 6.91% 7.24% 0.33%
Jan-99 6.97% 7.30% 0.33%
Feb-99 7.09% 7.41% 0.32%
Mar-99 7.26% 7.55% 0.29%
Apr-99 7.22% 7.51% 0.29%
May-99 7.47% 7.74% 0.27%
Jun-99 7.74% 8.03% 0.29%
Jul-99 7.71% 7.97% 0.26%
Aug-99 7.91% 8.16% 0.25%
Sep-99 7.93% 8.19% 0.26%
Oct-99 8.06% 8.32% 0.26%
Nov-99 7.94% 8.12% 0.18%
Dec-99 8.14% 8.28% 0.14%
Jan-00 8.35% 8.40% 0.05%
Feb-00 8.25% 8.33% 0.08%
Mar-00 8.28% 8.40% 0.12%
Apr-00 8.29% 8.40% 0.11%
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Missouri Gas Energy

Moody's Bond Yields
January 1989 - August 2009

Moodys Spread between
Moody's A Baa Rated A and Baa Rated
Rated Public Utility Public Utility

DATE Utility Bonds Bonds Bonds
May-00 8.70% 8.86% 0.16%
Jun-00 8.36% 8.47% 0.11%
Jul-00 8.25% 8.33% 0.08%
Aug-00 8.13% 8.25% 0.12%
Sep-00 8.23% 8.32% 0.09%
Oct-00 8.14% 8.29% 0.15%
Nov-00 8.11% 8.25% 0.14%
Dec-00 7.84% 8.01% 0.17%
Jan-01 7.80% 7.99% 0.19%
Feb-01 7.74% 7.94% 0.20%
Mar-01 7.68% 7.85% 0.17%
Apr-01 7.94% 8.06% 0.12%
May-01 7.99% 8.11% 0.12%
Jun-01 7.85% 8.02% 0.17%
Jul-01 7.78% 8.05% 0.27%
Aug-01 7.59% 7.95% 0.36%
Sep-01 7.75% 8.12% 0.37%
Oct-01 7.63% 8.02% 0.39%
Nov-01 7.57% 7.96% 0.39%
Dec-01 7.83% 8.27% 0.44%
Jan-02 7.66% 8.13% 0.47%
Feb-02 7.54% 8.18% 0.64%
Mar-02 7.76% 8.32% 0.56%
Apr-02 7.57% 8.26% 0.69%
May-02 7.52% 8.33% 0.81%
Jun-02 7.42% 8.26% 0.84%
Jul-02 7.31% 8.07% 0.76%
Aug-02 7.147% 7.74% 0.57%
Sep-02 7.08% 7.62% 0.54%
Oct-02 7.23% 8.00% 0.77%
Nov-02 7.14% 7.76% 0.62%
Dec-02 7.07% 7.61% 0.54%
Jan-03 7.06% 7.47% 0.41%
Feb-03 6.93% 7.17% 0.24%
Mar-03 6.79% 7.05% 0.26%
Apr-03 6.64% 6.94% 0.30%
May-03 6.36% 6.47% 0.11%
Jun-03 6.21% 6.30% 0.09%
Jul-03 6.57% 6.67% 0.10%
Aug-03 6.78% 7.08% 0.30%
Sep-03 6.56% 6.87% 0.31%
Oct-03 6.43% 6.79% 0.36%
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Missouri Gas Energy

Moody's Bond Yields
January 1989 - August 2009

Moodys Spread between
Moody's A Baa Rated A and Baa Rated
Rated Public Utility Public Utility

DATE Utility Bonds Bonds Bonds
Nov-03 6.37% 6.69% 0.32%
Dec-03 6.27% 6.61% 0.34%
Jan-04 6.15% 6.47% 0.32%
Feb-04 6.15% 6.28% 0.13%
Mar-04 5.97% 8.12% 0.15%
Apr-04 6.35% 6.46% 0.11%
May-04 6.62% 6.75% 0.13%
Jun-04 6.46% 6.84% 0.38%
Jul-04 6.27% 6.67% 0.40%
Aug-04 6.14% 6.45% 0.31%
Sep-04 5.98% 6.27% 0.29%
Oct-04 5.94% 6.17% 0.23%
Nov-04 5.97% 6.16% 0.19%
Dec-04 5.92% 6.10% 0.18%
Jan-05 5.78% 5.95% 0.17%
Feb-05 5.61% 5.76% 0.15%
Mar-05 5.83% 6.01% 0.18%
Apr-05 5.64% 5.95% 0.31%
May-05 5.53% 5.88% 0.35%
Jun-05 5.40% 5.70% 0.30%
Jul-05 5.51% 5.80% 0.29%
Aug-05 5.50% 5.81% 0.31%
Sep-05 5.52% 5.83% 0.31%
Oct-05 5.79% 6.08% 0.29%
Nov-05 5.88% 6.19% 0.31%
Dec-05 5.80% 6.14% 0.34%
Jan-06 5.75% 6.06% 0.31%
Feb-06 5.82% 6.11% 0.29%
Mar-06 5.98% 6.26% 0.28%
Apr-06 6.29% 6.54% 0.25%
May-06 6.42% 6.59% 0.17%
Jun-06 6.40% 6.61% 0.21%
Jul-06 6.37% 6.61% 0.24%
Aug-06 6.20% 6.43% 0.23%
Sep-06 6.00% 6.26% 0.26%
Oct-06 5.98% 6.24% 0.26%
Nov-08 5.80% 6.04% 0.24%
Dec-06 5.81% 6.05% 0.24%
Jan-07 5.96% 6.16% 0.20%
Feb-07 5.90% 6.10% 0.20%
Mar-07 5.85% 6.10% 0.25%
Apr-07 5.97% 6.24% 0.27%
May-07 5.99% 6.23% 0.24%
Jun-07 6.30% 6.54% 0.24%
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Missouri Gas Energy
Moody's Bond Yields
January 1989 - August 2009

Moodys Spread between
Moody's A Baa Rated A and Baa Rated
Rated Public Utility Public Utility

DATE Utility Bonds Bonds Bonds
Jul-07 6.25% 6.49% 0.24%
Aug-07 6.24% 6.51% 0.27%
Sep-07 6.18% 6.456% 0.27%
Oct-07 6.11% 6.36% 0.25%
Nov-07 5.97% 6.27% 0.30%
Dec-07 6.16% 6.51% 0.35%
Jan-08 6.02% 6.35% 0.33%
Feb-08 6.21% 6.60% 0.39%
Mar-08 6.21% 6.68% 0.47%
Apr-08 6.29% 6.81% 0.52%
May-08 6.27% 6.79% 0.52%
Jun-08 6.38% 6.93% 0.55%
Jul-08 6.40% 6.97% 0.57%
Aug-08 6.37% 6.98% 0.61%
Sep-08 6.49% 7.15% 0.66%
Oct-08 7.56% 8.58% 1.02%
Nov-08 7.20% 8.98% 1.78%
Dec-08 6.54% 8.13% 1.59%
Jan-09 6.39% 7.90% 1.51%
Feb-09 6.30% 7.74% 1.44%
Mar-09 6.42% 8.00% 1.58%
Apr-09 6.48% 8.03% 1.55%
May-09 6.49% 7.76% 1.27%
Jun-09 6.20% 7.30% 1.10%
Jul-09 5.97% 6.87% 0.90%
Aug-09 571% 6.36% 0.65%

Source of Information:
Mergent Bond Record, Various Dates
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1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008

Missouri Gas Energy

Regression Analysis of Observed Risk Premiums

1980 - 2008
BCP Witness Lawton Observations (1)
Indicated
Avg Bond Authorized Risk
Yield Returns Premium
13.15% 14.23% 1.08%
13.31% 15.36% 2.05%
14.03% 15.32% 1.29%
15.33% 15.78% 0.45%
15.62% 15.22% -0.40%
12.29% 15.20% 2.91%
9.46% 13.93% 4.47%
9.98% 12.99% 3.01%
10.45% 12.79% 2.34%
9.66% 12.97% 3.31%
9.76% 12.70% 2.94%
9.21% 12.55% 3.34%
8.57% 12.09% 3.52%
7.56% 11.41% 3.85%
8.30% 11.34% 3.04%
7.91% 11.55% 3.64%
7.74% 11.39% 3.65%
7.63% 11.40% 3.77%
7.00% 11.66% 4.66%
7.55% 10.77% 3.22%
8.14% 11.43% 3.29%
7.72% 11.09% 3.37%
7.53% 11.16% 3.63%
6.61% 10.97% 4.36%
6.20% 10.75% 4.55%
5.67% 10.54% 4.87%
6.08% 10.36% 4.28%
6.11% 10.36% 4.25%
6.65% 10.46% 3.81%
T-Statistic 6.16694392
Notes:

(1) From Schedule (DJL-10).

Regression Predictions

Observation Predicted Y Residuals
1 0.016012414 -0.005212414
2 0.017148227 -0.021148227
3 0.01828403% -0.013784039
4 0.019419852 0.001080148
5 0.020555665 -0.007655665
6 0.021691478 0.007408522
7 0.022827291 0.021872709
8 0.023963103 0.006136897
9 0.0250985916 -0.001698916
10  0.02623472S 0.006865271
11 0.027370542 0.002029458
12 0.028506355 0.004893645
13 0.029642167 0.005557833
14 0.03077798 0.00772202
15 0.031913793 -0.001513793
16 0.033049606 0.003350394
17 0.034185419 0.002314581
18 0.035321232 0.002378768
19 0.036457044 0.010142956
20 0.0375592857 -0.005392857
21 0.03872867 -0.00582867
22 0.039864483 -0.006164483
23 0.041000296 -0.004700296
24 0.042136108 0.001463892
25 0.043271921 0.002228079
26 0.044407734 0.004292266
27 0.045543547 -0.002743547
28 0.04667936 -0.00417936
29 0.047815172 -0.009715172
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2005
2006
2007
2004
2003
2008
1998
2002
1999
1993
1997
2001
1996
1995
2000
1994
1992
1991
1986
1989
1990
1987
1988
1985
1980
1983
1984
1982
1981

Missouri Gas Energy

Regression Analysis of Observed Risk Premiums

1980 - 2008
BCP Witness Lawton Observations (1)
Indicated
Avg Bond Authorized Risk
Yield Returns Premium
5.67% 10.54% 4.87%
6.08% 10.36% 4.28%
6.11% 10.36% 4.25%
6.20% 10.75% 4.55%
6.61% 10.97% 4.36%
6.65% 10.46% 3.81%
7.00% 11.66% 4.66%
7.53% 11.16% 3.63%
7.55% 10.77% 3.22%
7.56% 11.41% 3.85%
7.63% 11.40% 3.77%
7.72% 11.09% 3.37%
7.74% 11.39% 3.65%
7.91% 11.55% 3.64%
8.14% 11.43% 3.29%
8.30% 11.34% 3.04%
8.57% 12.09% 3.52%
9.21% 12.55% 3.34%
9.46% 13.93% 4.47%
9.66% 12.97% 3.31%
9.76% 12.70% 2.94%
9.98% 12.99% 3.01%
10.45% 12.79% 2.34%
12.29% 15.20% 2.91%
13.15% 14.23% 1.08%
13.31% 15.36% 2.05%
14.03% 15.32% 1.29%
15.33% 15.78% 0.45%
15.62% 15.22% -0.40%
T-Statistic
Notes:

(1) From Schedule (DJL-10).

Observation Predicted Y Residuals

1 0.046282568 0.002417432

2 0.044587512 -0.001787512

3  0.044463483 -0.001963483

4 0.044091398 0.001408602

5 0.042396341 0.001203659

6 0.04223097 -0.00413097

7 0.040783971 0.005816029

8 0.0385928 -0.0022928

9 0.038510114 -0.006310114
10 0.038468772 3.12284E-05
11 0.038179372 -0.000479372
12  0.037807286 -0.004107286
13 0.0377246 -0.0012246
14 0.037021772 -0.000621772
15 0.036070887 -0.003170887
16 0.035409401 -0.005009401
17 0.034293145 0.000906855
18 0.031647203 0.001752797
19 0.030613632 0.014086368
20 0.029786775 0.003313225
21 0.029373347 2.66531E-05
22 0.028463804 0.001636196
23 0.026520691 -0.003120691
24 0.018913609 0.010186391
25 0.015358124 -0.004558124
26 0.014696639 0.005803361
27 0.011719955 0.001180045
28 0.006345385 -0.001845385
29 0.005146443 -0.009146443

~12.7385
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Missouri Gas Energy
Lawton Corrected Risk Premium Method
Reflecting a Forecasted Equity Risk Premium

Projected Baa Corporate Bond (1) 7.05 %
Spread Between Baa Corporates and Baa Public Utiliy Bonds (2) -0.19
Projected Baa Public Utility Bond 6.86 %
Expected Risk Premium Over Public Utility Bonds (3) 4.78
Indicated Common Equity Cost Rate Based on Risk 11.64 %
Projected Baa Public Utility Bond 6.86 %

Expected Equity Risk Premium due to Inverse
Relationship between Treasury Bond Yields and Equity

Risk Premia (4) 4.14
Indicated Common Equity Cost Rate Based on Risk 11.00 %
Average of the Two Methods 11.32 %
Notes:

(1) Average forecast based upon six quarterly estimates of Baa rated corporate
bonds per the consensus of nearly 50 economists reported in Blue Chip
Financial Forecasts dated September 1, 2009 (see Page 40 of Schedule FJH-
21). The estimates are detailed below.

Third Quarter 2009 7.00 %
Fourth Quarter 2009 7.00
First Quarter 2010 7.00
Second Quarter 2010 7.00
Third Quarter 2010 7.10
Fourth Quarter 2010 7.20
Average 7.05 %

(2) From Schedule (DJL-4).
(3) From Schedule FJH-25, Sheet 2.
(4) From Schedule FJH-25, Sheet 4.
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Utilities Recent Transactions
Industry Comparable

Southern Union

INDUSTRY|

CORPORATE RATING
UNSECURED RATING|

DATE]
FACILITY DESCRIPTION

PURPOSE|

FIRST DRAWN
UNDRAWN COST

PRICING GRID

COVENANTS)

Elacic Services
BB2
B3
5-Aug-09
RC (5-year)
TLB (6-yoar)
LC (6-year)
Debt Repayment
L+375 bps
CF: 75 bps.
Max DebVEBITDA
Mini cons EBITBA/ Int Ex:

$850MM|
STOMM;
$450MM|

2.50x
1.76x

RC {2-year)
RC {2-year)

Eleclric Services

BB8-/Baal
BB+/Baal

28-Jun-08

Corporata Purposes

L4425 bps
100 bps

$1,079.5 MM
$BOO MM|

Integratad Eleclric
Energy  Generaion&  Natural Gas
Eleclric and olher services Eleclric Services p Distri Distri
DTE Energy  Detrolt Ed. MichCon
BBB/Baa2 BEBHA3 888 BBB/Baat BEB
BBB/Baa2 BEB+A3 BBB-Baa?  BBB/Baat B88/Baal
29-Jun-09 27-May-08 29-Apr-09
RC {3-year) $250 MM |RC {364-day) $425MM| $1,000MM (lotal) 2-Y7 RC
(accordion to S7E0MM) $538MM $211MM $250MM
Corporate Purposes Corporale Purpose Corporale Pumpose
1+300 bps ' L#300.0 bps 1+350.0bps  L+300.0bps  L+300.0 bps]
CF: 50 bps CF:50bps 87.5bps §25bps 62.5bps
Sr Rating Margin CmtFon SrRating Margln Cmt Foo SrRating  Drawn Cost EacFag
2AJA3 2250 bps 250bps 2 ANAz3 200.0 bps 15.0 bps 2 AfA3 2500 bps 50.0bps
BBB+/Baal 2750 bps 3T5hps At/A1 2250 bps 20.0bps 300,0 by 1
RBB/Ha, ] 250,0 bps 25.0 bps
BBB-Baal 350.0 bps 62.5bps BBB-Baa3  400.0bps 412.5 bps
S BB+/Ba1 400.0 bps 76.0bps : 300, ,0.bj <BB+Bal  450.0bps 125.0bps
BBB/Ban? 326.0bps 62.5 bps
B8BB-Baald 376.0 bps 75.0 bps
Cons Debt/Cap: 65% [Max DebtCap: 65% Max Debt/Cap: 65%

Source: Thomson Reuters LPC, Bloomberg .

10

C

CREDIT AGRICOLE CiB
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Utilities Recent Transactions

Industry Comparable Southern Union

Thess facilitles cumulatively provids $2.1 billion of
COMMENTS] Amendment Fee: 50 bps credit through July 14, 2010, reducing to $1.88 M Commitment Upfront Fee
biion through July 14, 2011. The facilitles were Upfront fee 200.0 bps 2 $85MM 2500 bps
Expects a "temporary reduclion in avalfablilty of oversubscribed (as per news article)) 2 $55MM 2250 bps
Higuldity™ under its credit facility in mid-to Jate-2609 2 $35MM 200.0 bps
"as a resull of forecasted EBITDA and a <§35MM 1750 bps
comesponding borrowing limitation under the
secured debl to EBITDA covenant
Lenders Lendars Londors Lenders Lenders
Ciligroup Admin, Agent JP Morgan Admin, Agent Bank of America Merill Lynch  Admin, Agent Bank of Amesica Admin, Agent Barclays Agent
JP Morgan Daoc, Agent Barclays Capital Synd. Agent JP Morgan Syndic. Agen!|
ABN AMRO Bank NV Doc. Agent BNP Paribas Participant US Bank Doc. Agent JP Morgan Syndic. Agent Cliigroup Agent
Bank of America BIMU Paricipant Union Bank of Celifornia Doc. Agenl Nova Scotia Co-Doc Agent JP Morgan Agent
Credit Sulsse Doc, Agant US Bank Parficipant Bank of Nova Scotia Paticlpant Morgan Stanley Co-Doc Agent Royal Bank of Scolland Agent
Calyon Paricipant Credit Sulsse Particlpant US Bank Co-Doc Agant Bank of Amarica Agent
Lehman Brothers Parlicipant Kaycorp Patticipant State Bank of India Parficipant Bank of Nova Scotia Agent
uBs Participant Unlon Bank Participant
Keybank Paticlpant
Land Bank of Talwan Particlpant Expected Closing Date 4128/2008
$600MM siready commilted by Bank meeling
Talwan Buslness Bank Particlpant dats {03/30/2008)
Mega Intemational Particlpant
Stale Streat Participant

CH7 CALYON

11 : X ’ ; g ——— ‘CREDlT AGRICOLE CIB

Source: Thomson Reuters LPC, Bloomberg
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Missouri Gas Energy
Indicated Common Equity Cost Rate Through Use
of the Capital Asset Pricing Model for
Staff Witness Murray's Proxy Group of Seven Utility Companies

Line
Staff Witness Murray's
Proxy Group of Seven
No. Utility Companies
1. Traditional Capital Asset
Pricing Model (1) 1044 %
2. Empirical Capital Asset
Pricing Model (1) 11.21 %
3. Conclusion , 10.83 %

Notes: (1) From Page 2 of this Schedule.
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Staff Witness Murray's Proxy Group of
Seven Utility Companies

AGL Resources, Inc

Atmos Energy Corporation

New Jersey Resources Corporation
Northwest Natural Gas Company
Piedmont Natural Gas Co., Inc.
South Jersey Industries, Inc.

WGL Holdings, Inc.

Average

Median

Staff Witness Murray's Proxy Group of
Seven Utility Companies

AGL Resources, Inc

Atmos Energy Corporation

New Jersey Resources Corporation
Northwest Natural Gas Company
Piedmont Natural Gas Co., Inc.
South Jersey industries, Inc.

WGL Holdings, Inc.

Average

Median

Please see Schedule FJH-21, Page 51 for notes.

Missouri Gas Energy
Indicated Common Equity Cost Rate Through Use

of the Capital Asset Pricing Model

[N

Value Line
Adjusted
Beta

0.75
0.85
0.65
0.60
0.65
0.65
0.65

0.68

0.65

0.75
0.65
0.65
0.60
0.65
0.65
0.85

2 3
Company-Specific CAPM Result
Risk Premium Including
Based on Market Risk-Free
Premium of 8.87% (1) Rateof 4.67% (2)
Traditional Capital Asset Pricing Model (3}
6.65 11.32
577 10.44
577 10.44
5.32 9.99
5.77 10.44
577 10.44
577 10.44
583 % 10.50 %
577 % 10.44 %
Empirical Capital Asset Pricing Model {4)
7.21 11.88
6.54 11.21
6.54 11.21
6.21 10.88
6.54 11.21
6.54 11.21
6.54 11.21
6.59 % 11.26 %
6.54 % 11.21 %
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Missouri Gas Energy
Implied ROEs Based on Murray Reasonableness Check
Shown on Page 42 of Staff Direct Testimony

Weighted
Embedded Cost of
Staff Proposed Capital Structure (1) Ratio Cost Capital
Common Stock Equity 51.06 % 9.75 % (2) 498 %
Long-Term Debt 40.47 5.92 2.40
Short-Term Debt 8.47 0.89 0.08
100.00 % 746 %
Reasonableness Check based on Lowest ROR (3)
Common Stock Equity 51.06 % 10.83 % 553 %
Long-Term Debt 40.47 5.92 2.40
Short-Term Debt 8.47 0.89 0.08
100.00 % 8.01 %
Reasonableness Check based on Highest ROR (4)
Common Stock Equity 51.06 % 12.34 % 6.30 %
Long-Term Debt 40.47 5.92 2.40
Short-Term Debt 8.47 0.89 0.08
100.00 % 8.78 %
Reasonableness Check based on Average ROR (5)
Common Stock Equity 51.06 % 11.44 % 584 %
Long-Term Debt 40.47 5.92 2.40
Short-Term Debt 8.47 0.89 0.08
100.00 % 832 %

Notes:
(1) From Murray Schedule 19.

(2) Midpoint of Mr. Murray's DCF cost rate range of 9.25% -
10.25 %.

(3) Based on the lowest average quarterly ROR awarded to gas
utilities shown on Page 42 of the Staff Report.

(4) Based on the highest average quarterly ROR awarded to
gas utilities shown on Page 42 of the Staff Report.

(5) Based on the average of all quarterly awarded RORs shown
on Page 42 of the Staff Report.
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