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I. INTRODUCTION 

2 

3 a. Please state your name, occupation and business address. 

4 

5 A My name Is Frank J. Hanley and I am President of AUS Consultants • Utility Seivlces. 

6 My business address Is 155 Gaither Drive, P.O. Box 1050, Moorestown, New Jersey 

7 08057. 

8 

9 a. Please summarize your educational background and professional experience. 

10 

11 A I have testified as an expert witness on rate of return and related financial Issues before 

12 30 state public utUlty commissions and the Federal Energy Regulatory Commission. I 

13 have also testified before local and county regulatory bodies, an arbitration panel, a U.S. 

14 Bankruptcy Court, the U.S. Tax Court and a state district court. I have appeared on 

15 behalf of Investor-owned companies, munlclpalltles, and state public utility commissions. 

16 The details of these appearances, as well as my educational background, are shown in 

17 Appendix A supplementing this testimony. 

18 

19 a. What Is the purpose of your testimony? 

20 

21 A The purpose of my testimony Is to provide evidence on behalf of Associated Natural Gas 

22 Company (ANG or the Company), a division of Arkansas Western Gas Company (AWG) 

23 In the form of a study of the common equity cost rate which ANG should be afforded an 

24 opportunity to earn on the common equity portion of Its Missouri Jurisdictional rate base. 

1 
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3 Q. What Is your recommended common equity cost rate? 

4 

5 A. It Is 11. 70% applicable to ANG's proposed 45.25% ratemaklng common equity (which Is 

6 a 52. 73% common equity ratio based solely on Investor-provided capital). My associate, 

7 Pauline M. Ahem provides testimony that these ratios are reasonable; and that either _set 

8 Is suitable to use to establish an overall cost of capital. 

9 

10 Q. Have you prepared schedules which support your recommended common equity cost 

11 rate? 

12 ( 

13 A. Yes, I have. They have been marked for ldentlflcatlon as SCHEDULES FJH-1 through 

14 FJH-16. 

15 

16 II. SUMMARY 

17 Q. Please summarize the overall cost of capital and fair rate of return resulting from ANG's 

18 proposed ratemaklng capital structure, embedded cost rates, customer deposits cost 

19 rates, and your recommended common equity cost rate of 11. 70%. 

20 

21 A. The results of the study are as follows: 

22 
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Long-Term Debt 
lntercompany Notes 
Accumulated Deferred 
Investment Tax Credits 

Total Long-Term Debt 
Customer Deposits 

Arkansas 
Missouri 
Total Customer 

Deposits 
Total Long-Term Debt 

and Customer Deposits 
Common Equity 
Common Stock and 
Retained Earnings 

Accumulated Deferred 
Investment Tax Credits 

Total Common Equity 
Accumulated Deferred 
Income Taxes 

Other Interest Bearing 
Liabilities 

capital 
Structure 

40.08% 

0.50 
40.58 

2.14 
0.48 

2.62 

43.20 

44.69 

0.56 
45.25 

11.48 

0.07 

~ 

7.97% 

5.50 
5.50 

11.70 

0.00 

8.00 

Weighted 
Cost Rate 

3.23% 

0.12 
0.03 

0.15 

3.38 

5.30 

0.00 

0.01 

.!l.m 

29 The overall cost of capital of 8.69% Is based upon ANG's proposed capital 

30 structure Including cost-free capital and customer deposits for the test year ended July 

31 31, 1996 (Adjusted) and related ratios. The capital structure consists of 40.08% long-term 

32 debt, 2.62% customer deposits, 45.25% common equity, 11.48% accumulated deferred 

33 Income taxes, and 0.07% other Interest bearing llabgltles. The weighted overall cost of 

34 capital shown above Is based upon the capital structure ratios shown on SCHEDULE 

35 FJH-1, page 1. The long-term debt cost rate of 7.97%, customer deposits cost rates of 

36 5.50% for both Arkansas and Missouri as well as the 8.00% cost rate of other Interest 

37 bearing llabllltles were provided by ANG. 

38 For Information purposes, on page 2 of SCHEDULE FJH-1, I have shown the 
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overall cost of capital of 9.94% based upon total Investor-provided capital. It consists 

2 of 47.27% long-term debt and 52. 73% common equity. 

3 The common equity cost rate of 11. 70% Is my recommendation, the basis of which 

4 Is summarized on SCHEDULE FJH-1, page 3. Al. explained In more detail below, my 

5 recommendation reflects current capital market conditions and results from the 

6 application of three well-tested market-based cost of common equity models, the 

7 Discounted Cash Flow (DCF) approach, the Risk Premium (RP) Model, and the Capita! 

8 Asset Pricing Model (CAPM). 

9 Q. Please summarize your testimony. 

1 o A. ANG Is a division of AWG and AWG Is a wholly-owned subsidiary of Southwestern Energy 

11 Company (Southwestern). When a company such as AWG has common stock which Is 

12 not traded, It Is common to observe the market-based common equity cost rates of 

13 similar risk companies (proxy group or groups) for Insight Into a recommended common 

14 equity cost rate for use In a cost of capital determination. For reasons discussed .l!lfm 

15 at pp. 12-13, Southwestern Is not a suitable proxy for determining the common equity risk 

16 rate of a local gas distribution company (LDC), speclflcally ANG. Therefore, It Is 

17 appropriate to look to proxy groups of similar risk LDCs whose common stocks are 

18 actively traded for Insight Into an appropriate common equity cost rate applicable to 

19 ANG. The use of other firms of comparable risk as proxies Is consistent with the 
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principles of fair rate of return established In the~' and Bluefleld2 cases and adds 

rellablllty to the exercise of lnfonned expert Judgment In arriving at a recommendation of 

common equity cost rate. Consequently, I have evaluated the market data of two proxy 

groups of LDCs relatively comparable In risk to ANG, except for the fact that these 

companies, on average, are much larger than ANG. As will be discussed .!nfm, all else 

equal except for size, smaller companies are more business risky. 

In formulating my recommended common equity cost rate of 11.70% applicable 

to ANG, I reviewed the results of the application of three different cost of common equity 

models, namely, the DCF, the RP, and the CAPM for two proxy groups of LDCs. I 

applied these three cost of common equity models as principal tools In formulating my 

recommendation of common equity cost rate because no single model Is so Inherently 

precise that It can be relied upon solely, to the exclusion of other theoretically sound 

models. All of the models are based on the Efficient Market Hypothesis (EMH) and 

therefore have application problems associated with them. None should be relied upon 

exclusively to estimate Investors' required rate of return on common equity Investment. 

Although the DCF model Is widely used by regulatory commissions, the majority 

of commissions have not seen flt to rely exclusively on any single model In reaching a 

determination of common equity cost rate (see SCHEDULE FJH-6, page 2). In addition, 

the prudence of using more than one cost of common equity model Is afflnned by the 

financial llterature. 

The DCF model Is no panacea because, for a regulated utility, Its application 

22 ' Federal Power Commission v. Hope Natural Gas Co., 320 u.s. 591 {1944). 

23 2 Bluefield Water Works Improvement co. v. Public Serv. Comm'n, 262 u.s. 679 (1922). 

5 
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1 usually results In an overstatement or understatement of Investors' required rate of return 

2 when the market value of Its common stock Is significantly less or greater than Its book 

3 value, respectively. Investors expect to achieve their required rate of return based on 

4 dividends received and appreciation In market price. My testimony shows that market 

5 prices are Influenced greatly by factors other than earnings per share (EPS) and 

6 dividends per share (DPS). Thus, the necessary use of accounting proxies for growth 

7 In the DCF model, such as EPS, DPS, or their derivative, Internal growth, reflects only a 

8 ponlon of the full growth (price appreciation) expected by Investors. I demonstrate 

9 hypothetically on SCHEDULE FJH-8 how the application of a market-based DCF cost rate 

10 to a substantially lower book value deprives a utility of a reasonable opportunity to 

11 experience the rate of growth expected by Investors. This occurs because the growth 

12 estimate used In the application of the DCF model Is based on EPS or some derivative 

13 thereof; and such proxies for growth do not reflect the full rate of growth anticipated by 

14 Investors. This Is true because market prices reflect other growth factors not accounted 

15 for In the standard regulatory version of the DCF model such as an Increase In the 

16 market value per share due to expected Increases In price/earnings multiples and less 

17 obvious factors Included In the long-range goals of Investors. For these reasons, sole 

18 reliance on the DCF model should be avoided. State commissions In lndlana, Iowa and 

19 Hawaii have expllcftly recognized the tendency of the DCF model to understate the 

20 common equity cost rate. 

21 In my study, I apply three academically-accepted and widely-used cost of common 

22 equity models as principal tools In reaching my recommendation because each provides 

23 useful data. None Is theoretically superior to the others or so precise as to Justify sole 

24 reliance on It. 

6 ( 
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The results derived from each of the three models are as follows: 

QAPM RP DQF 

1 

2 
3 
4 
5 

!;irowth 

6 
7 
8 
9 

10 

The Proxy Group of 
Seven LDCs 

The Proxy Group of 
Twenty Value Line 
LDCs 

Tradttlonal 

10.6% 

10.9% 

Single-
Empjrlcal Stage Two-Stage 

11.3% 11.8% 10.3% 10.2% 

11.6% 11.9% 10.4% 9.8% 

11 After an adjustment to the proxy groups' cost rate results to reflect ANG's greater 

12 relative Investment risk which will be discussed .!nlm, I conclude that a common equity 

13 cost rate of 11.70% Is reasoanble. I base my recommendation on the market-based cost 

14 rates of both proxy groups, particularly the RP and CAPM results. For the reasons 

15 explained .!nlm. ANG has greater Investment risk than either of 1he two groups of proxy 

16 companies which must be reflected. My recommendation also takes account of the fact 

17 that the DCF model understates Investors' required return rate when market value is 

18 above book value (as Is the case for both proxy groups of LDCs). In addition to the DCF 

19 model's likely understatement of common equity cost rate, It Is always Important to avoid 

20 sole reliance on a single cost of common equity model, a point made clear by the 

21 financial llterature. As a result, I avoid sole reliance on a single cost of equity model. I 

22 determine a common equity cost rate of 11.30% based on the proxy groups; however, 

23 this cost rate understates the cost rate to ANG because of ANG's greater Investment risk 

24 vis-a-vis the proxy groups. After an adjustment of 0.4% to reflect ANG's greater 

25 Investment risk (vis-a-vis the proxy groups), my recommended common equity cost rate 

26 Is 11. 70% which Is summarized on SCHEDULE FJH-1, page 3. 

27 An Interest coverage test and my comparable earnings analyses confirm that an 

7 
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1 11. 70% common equity cost rate applicable to ANG Is reasonable. 

2 Ill. GENERAL PRINCIPLES 

3 a. What general principles have you considered In arriving at your recommended common 

4 equity cost rate of 11. 70%? 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

A. In unregulated Industries, competition In the marketplace Is the principal determinant In 

establishing the price of a product or service. In the case of regulated public utilities, 

regulation must act as a substitute for the competition of the marketplace. However, It 

Is clear that considerable competition exists In the natural gas Industry and Indeed Is 

encouraged by national policy prescribed In FERC Orders 436 through 636. Nonetheless, 

the LDCs remain price regulated. 

As long as the natural gas Industry remains price regulated, the cost of common 

equity capital must be determined by analysis of marketplace Indicators In order to 

assure that the regulated utility can fulfill Its obligations to the public and provide 

adequate service at all times. Fulfillment of Its service obligation requires a level of 

earnings sufficient to maintain the Integrity of presently Invested capital and permit the 

attraction of needed new capital at a reasonable cost In competition with other 

comparable-risk seekers of capital. These standards for a fair rate of return have been 

established by the U.S. Supreme Court In the .!::!QJ2§ and Bluefield cases cited m. 

Consequently, In my determination of a fair rate of return, I have made every effort to 

evaluate data gathered from the marketplace for LDCs reasonably similar In risk to ANG 

and then adjust for Investment risk dHferences, I.e., the combination of both business and 

financial risk. 
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IV. BUSINESS RISK 

Q. Please define business risk and explain why It Is Important to the determination of a fair 

rate of return. 

4 A. Business risk Is a collective term encompassing all of the dlversiflable risks of an 

5 enterprise other than financial risk (with financial risk defined as the Introduction of debt 

6 Into the capital structure). A few examples of business risk are the extent and efficacy 

7 of competition, weather and its Impact on revenues and earnings, customer mix, quallty 

8 of management, and the regulatory environment. 

9 Business risk Is Important to the determination of a fair rate of return because the 

10 greater the level of risk, the greater the rate of return Investors demand, consistent with 

11 the basic financial precept of risk and return. 

12 Q. Please discuss the business risk of gas companies In general. 

13 A. The deregulation of the gas Industry has resulted In a significant Increase In business risk 

14 to LDCs such as ANG. S&P3 explains how deregulation has shifted risks to LDCs: 

15 Order 638 means that gas distributors will have to change the way they operate, 
16 and this presents Increased risk for utilities ... Distributors will Incur costs previously 
17 assumed by pipeline companies, Including expenses associated with addltlonal 
18 storage capablllty, storage Inventory property taxes, and addltlonal employee-
19 related expenses for managing larger gas supplies. 

20 Moody's Investors Service (Moody's) also noted the shift of risk from the pipelines to 

21 3 Standard & Poor's Industry Surveys, 'Utllltles - Gas: Basic Analysis', May 26, 1994, p. 
22 U79. 

9 
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1 LDCs when it stated': 

2 FERC Order 636 will cause a shift of risk from pipelines to local gas 
3 distribution companies. (Boid In original) 

4 in response to the changing risk profile of the natural gas Industry, S&P6 revised 

5 Its financial benchmarks for the Industry In December 1993. Although S&P did not stiffen 

6 the financial benchmark ratios for LOCs, It recognized •a moderate Increase In the gas 

7 supply risks they face. In addition, some ratio guidelines were relaxed slightly for pipeline 

8 companies:• 

9 It Is clear from the above that LDCs face greater uncertainty and risk which Is 

1 O perceived by Investors. FER C's Order 636 and the continuing restructuring In the energy 

11 Industry mean greater competition and Increased risks. Because Investors are aware of 

12 the Increased risks associated with Increased competition and restructuring, Increased 

13 returns commensurate with those risks are demanded. 

14 Q. Have you examined ANG's level of business risk? 

15 A Yes. ANG faces many of the same risks as other LOCs In today's Increasingly 

16 competitive environment. These Include the threat of by-pass; Increasing uncertainty 

17 associated with the unbundling of services behind the city-gate; Increased competition 

18 from, among others, gas marketers, Interstate pipelines and electric utllltles through 

19 • 'FERC Order 636 will pressure ratings of gas distribution companies," Moody's Special 
20 Comment, August 1993, pp. 1 and 6. 

21 • Standard & Poor's Credi!Week, December 6, 1993, p. 39. 

22 • .!.d., at p. 39. 
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Integrated resource plans, electric Industry restructuring and potential repeal of the Public 

2 Utility Holding Company Act; Industry mergers, and acquisitions such as Houston 

3 Industries' acquisition of NorAm Energy Corporation and NGC Energy Resources Limited 

4 Partnership's acquisition of Ozark Gas Transmission System; and regulatory risk Including 

5 e.g., the Missouri PSC's dlsailowances of alleged excessive premium on gas purchases 

6 from SEECO, an affiliated company (which dlsailowances are being litigated In Missouri's 

7 Court of Appeals), and regulatory lag especially In a time of increasing competition. 

8 Such risks are exacerbated for ANG because of Its small size relative to other LDCS. For 

9 example, as can be gleaned from the table below, the average company In the proxy 

1 O group of seven LDCs Is two and one-half (2-1 /2) times larger, while the average of twenty 

11 Value Line LDCs Is more than five (5) times larger than AWG*. 

12 
13 
14 
15 
16 

17 * 
18 
19 
20 

21 

Arkansas Western Gas Company* 
The Proxy Group of Seven LDCs 
The Proxy Group of Twenty Value Line LDCs 

Total Capitalization at Year-end 1995 
($ million) 
$140.715 
$359.970 
$759.410 

AWG's consolidated total capital Is employed because, as testified by Pauline 
M. Ahem, all of ANG's external capital Is raised by AWG. If measured against 
ANG on a stand-alone basis, the proxy groups would be approximately 20-40 
times larger than ANG. 

All else equal, small size means greater risk, as will be discussed Jn!m. 

22 Q. How can the Missouri Public Service Commission recognize the business risks 

23 confronting ANG, Including Its small size? 

( 11 
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A. The Commission can recognize them by granting ANG a rate of return on common 

2 equity commensurate with those risks. I believe that a return rate of 11. 70% on a 

3 rate making 45.25% common equity ratio Is needed (which relates to a 52. 73% 

4 common equity ratio based upon total Investor-provided capital), with a reasonable 

5 opportunity to actually earn It. 

6 V. FINANCIAL RISK 

7 Q. Please define financial risk and explain why It Is Important to the determination of a fair 

8 rate of return? 

9 A. Financial risk Is the additional dlverslflable risk created by the Introduction of debt Into 

1 O the capital structure. Utllltles formerly were considered to have much less business risk 

11 vis-a-vis unregulated enterprises, and, as a result, a larger percentage of debt capital was 

12 acceptable to Investors. Increasing deregulation and competition mean Increasing 

13 business risk for LDCs which In turn means that Investors require higher common equity 

14 ratios to offset this Increased business risk, consistent with fundamental financial 

15 precepts. All else equal, greater financial risk means greater Investment risk for which 

16 Investors require added compensation, I.e., a higher rate of return. 

17 a. How can one measure the combined, dlverslfiable business and financial risks, I.e., 

18 Investment risk? 

19 A. Similar bond ratings reflect similar combined business and financial risks. Although the 

20 specific business or financial risks may differ between companies, the same bond rating 

12 
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Indicates that the combined risks are similar, although not Identical, as the bond rating 

process reflects acknowledgement of all dlverslflable business and financial risks. For 

example, S&P expressly states that the bond rating process encompasses a qualitative 

analysis of business and financial risks (see pages 1 through 13 of SCHEDULE FJH-2). 

In December 1993, S&P revised its gas utility and pipeline financial benchmarks creating 

a risk-adjusted matrix-approach (see pages 14 through 16 of SCHEDULE FJH-2), 

categorizing each gas utility's business position as being either 'above average,' 

'average' or 'below average.' Since neither AWG nor ANG has long-term debt which Is 

rated, neither has been assigned a business position. In revising Its gas utility 

benchmarks, S&P' stated: 

S&P Is revising Its financial benchmark ratios for U.S. Investor-owned natural gas 
distributors and pipelines. With this modification, S&P Is publishing a risk-adjusted 
or matrix approach to the financial benchmarks, which Incorporates a more 
detailed comparison of financial performance and a company's business risk 
profile. Existing ratings have always reflected this analysis, but this methodology 
makes this linkage more explicit. 

In July 1994 S&P released a matrix of business positions for gas pipeline companies and 

LDCs as shown In SCHEDULE FJH-2, pages 17 through 20, It Is clear that S&P's 

analysis Is credit-oriented; I.e., It goes toward evaluating the safety of an Investment In 

a long-term debt Instrument of an enterprise which Is reflected In Its bond rating. 

In my opinion, there Is no perfect single proxy such as bond rating, common stock 

ranking, etc., by which one can compare/dttferentlate common equity risk between 

23 companies. However, the bond rating provides a most useful means to 

24 

25 

26 

compare/dttferentlate common equity risk between companies because It Is the result of 

a thorough and comprehensive analysis of all dlverslflable business and financial risks, 

7 &., at p. 39. 
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( 

1 I.e., Investment risk. 

2 VI. ARKANSAS WESTERN GAS COMPANY 

3 Q. Have you reviewed financial data for AWG? 

4 
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A. Yes. I reviewed financial data for AWG because ANG Is a division of AWG and therefore, 

It does not maintain an Independent capital structure. AWG Is a wholly-owned subsidiary 

of Southwestern, an exempt holding company under the Public Utlllty Holding Company 

Act of 1935. Southwestern Is a dlverslfled natural gas company conducting Its principal 

activities through four wholly-owned subsidiaries. Southwestern operates primarily In 

exploration and production of natural gas through Its subsidiaries SEECO, Inc. and 

Southwestern Energy Production Company, natural gas distribution through AWG and ( 

natural gas transmission and marketing through Southwestern Energy Services. 

Although Southwestern derived 78% of 1995 operating revenues from gas 

distribution operations, It derived only 36% of Its 1995 operating Income from those 

operations. Conversely, Southwestern derived 22% of 1995 operating revenues and 66% 

of 1995 operating Income from exploration and production operations. Moreover, 

Southwestern's Standard Industrial Classlflcatlon (S.I.C.) Code Is 4923, Natural Gas 

Transmission and Distribution and Southwestern Is Included In Value Line's Natural Gas 

(Integrated) Industry. It Is clear, then, that Southwestern Is overwhelmingly perceived as 

an Integrated natural gas utlllty by the financial community. As such, Its market data are 

not applicable to the determination of ANG's cost of common equity, I.e., an LDC. 

Arkansas Western consists of two operating divisions. The AWG Division 

distributed natural gas to approximately 101,000 customers In 1995 In northwest 

14 
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Arkansas, while the ANG Division distributed natural gas to approximately 67,000 

customers In 1995, primarily In northeast Arkansas and southeast MISS0url. Untn June 

1, 1988 when It was acquired and merged Into AWG, ANG was a wholly-owned 

subsidiary of Arkansas Power and Light Company. 

I have shown AWG's capitalization and financial statistics for the years 1991-1995, 

Inclusive on SCHEDULE FJH-3. Page 1 contains capitalization and financial statistics, 

while page 2 contains notes relevant to page 1. It should be noted that AWG's average 

achieved return rate on book common equity (ROE) was only 6.6% during the five years 

ended 1995, ranging between 5.5% and 7. 7% during the period. 

VII. PROXY GROUPS 

Q. You previously mentioned that you observe the market data for two proxy groups of 

LDCs In order to gain Insight Into a market-based common equity cost rate for ANG. 

Please explain how the proxy group of seven LDCs was selected. 

A. The selection criteria for the proxy group of seven LDCs are: 1) an S.I.C. Code of 4924 

(Natural Gas Distribution) by S&P's Compustat Services, Inc.; 2) common stock which 

Is actively traded; 3) 90% or more of 1995 operating revenues derived from gas 

operations; 4) less than $500 million In total capital at year-end 1995; 5) long-term debt 

rated BBB- or better by S&P or Baa3 or better by Moody's; 6) Inclusion In Value Line 

Investment Survey and 1/B/E/S Custom Report: 7) no common stock dividend cuts or 

omissions during the five calendar years ending 1995 and up to the time of preparation 

of this testimony; and 8) Inclusion In S&P's Compustat Services, Inc. Utlllty Compustat 

II electronic database. Seven companies met all of the above criteria and their financial 

15 
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profile Is summarized In SCHEDULE FJH-4. 

2 Q. Please describe SCHEDULE FJH-4. 

3 A SCHEDULE FJH-4 contains comparative capitalization and financial statistics for the 

4 proxy group of seven LDCs for the years 1991 through 1995. The schedule consists of 

5 three pages. Page 1 contains a summary of the comparative data for the years 1991-

6 1995. Page 2 contains notes relevant to page 1, as well as the selection criteria of the 

7 Individual companies In the proxy group. Page 3 contains the Identities of the companies 

8 as well as each company's most recent Moody's and S&P bond ratings and average 

9 bond ratings for the group. 

10 During the five-year period ending 1995, the achieved average ROE was 11.4% In 

11 contrast to Arkansas Westem's 6.6% (SCHEDULE FJH-3, page 1 ), while the average 

12 market/book ratio was 166.4%. The five-year average dividend payout ratio was 86.8%. 

13 Average coverage of total Interest charges, excluding all allowance for funds used during 

14 construction (AFUDC) from Income available to pay such charges, before Income taxes 

15 for the five years ending 1995 was 3.0 times In contrast to AWG's 2.4 times (SCHEDULE 

16 FJH-3, page 1). 

17 Q. Please explain how the proxy group of twenty Value Line LOCs was selected. 

18 A. The basis of selection for the proxy group of twenty '{alye Line LDCs was to Include 

19 those gas distribution companies which are Included In Value Line Investment Survey• 

20 Natural Gas (Distribution) Industry and have not cut or omitted their common stock 
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dividends during the five calendar years ending 1995 and up to the time of preparation 

of this testimony. Twenty-one companies met these criteria. Although UGI Corporation 

also met these criteria, ii was excluded from the proxy group because ii derived less than 

50% of Its 1995 operating revenues from gas operations. The average financial profile 

of the remaining twenty LDCs Is summarized In SCHEDULE FJH-5. 

a. Please describe SCHEDULE FJH-5. 

7 A. SCHEDULE FJH-5 contains average comparative capltallzatlon and financial statistics for 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

the proxy group of twenty Value Line LDCs for the years 1991 through 1995. The 

schedule consists of three pages. Page 1 contains a summary of the comparative data 

for the years 1991-1995. Page 2 contains notes relevant to page 1, as well as the 

selection criteria of the Individual companies In the proxy group. Page 3 contains the 

Identities of the companies as well as each company's most recent Moody's and S&P 

bond ratings and the average bond ratings for the group. 

During the five-year period ending 1995, the achieved average ROE and 

market/book ratio averaged 11.5% and 167.5%, respectively. The five-year average 

dividend payout ratio was 87.3%. Average coverage of total Interest charges, excluding 

all allowance for funds used during construction (AFUDC) from Income available to pay 

such charges, before Income taxes for the five years ending 1995 was 3.1 times In 

contrast to AWG's 2.4 times (SCHEDULE FJH-3, page 1). 
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1 VIII. COMMON EQUITY COST RATE MODELS 

2 A. Discounted Cash Flow Model IDCF} 

3 1. Theoretical Basis 

4 Q. What Is the theoretical basis of the DCF model? 

5 A. DCF theory Is based upon finding the present value of an expected Mure stream of net 

6 cash flows during the Investment holding period discounted at the cost of capital or the 

7 capitalization rate. The theory suggests that an Investor buys a stock for an expected 

8 total return rate which Is expected to be derived from cash flows In the form of dividends 

9 and appreciation In market price (the expected growth rate). Thus, the dividend yield on 

1 O market price plus a growth rate equals the capitalization rate. The capitalization rate Is 

11 the total return rate expected by Investors. 

12 Q. Please comment on the appllcablllty of the DCF model In establishing a cost of common 

13 equity for the Company. 

14 A. Although there are several versions of the DCF model, Including non-constant growth 

15 models, finite horizon models, quarterly compounding models, etc., In my analysis I utilize 

16 a constant growth, single-stage as well as a two-stage growth version. The two-stage 

17 growth version utilizes two different growth rates to estimate expected dividends per 

18 share (DPS) over the next, approximately, twenty (20) years. A short-term, I.e., five-year, 

19 growth rate Is used to estimate dividends for the next five years based on analysts' 

20 forecasts. However, since the market price of common stock reflects a much longer 

21 Investment horizon than five years, It Is reasonable to look to other Indicators of longer-
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term growth rates. Thus, for years six to twenty, a growth rate In DPS Is estimated based 

on forecasted growth for the U.S. economy and the natural gas Industry. A single growth 

rate over the entire period, I.e., twenty years, Is then calculated and used In the standard 

regulatory version of the DCF model which Is specified as follows: 

k = ...Q, + g 
P, 

Where: 

D, = 
P, = 
g = 
k = 

Dividends per share for the next twelve months 
Current market price per share 
Constant dividend growth rate proxy 
Discount rate. 

I have chosen this version of the DCF model because It Is the most widely used 

version In regulatory proceedings. However, few regulatory agencies rely exclusively on 

the DCF model, or Indeed any single model. The 1995 NARUC survey, summarized on 

SCHEDULE FJH-6, page 2, shows that most regulatory commissions rely on more than 

one cost of common equity model In deriving appropriate allowed rates of return on 

common equity capital. 

The extent to which the DCF Is relled upon, ~ at all, should depend upon the extent 

to which the cost rate results dmer from those derived from the use of other cost of 

common equity models because the model has a tendency to mls-specfy Investors' 

required return rate when the market value of common stock dmers significantly from Its 

book value. Market values and book values of common stocks are seldom, ~ ever, at 

unity. The market-based DCF model wlll result In a total annual dollar return on book 

common equity equal to the total annual dollar return expected by Investors when market 

and book values are equal, a rare and very unllkely situation. An Indication of that In 

recent years Is that the market values of LOCs' common stocks have been well In excess 

19 



MPSC Docket No. GR-97-272 
Prepared Direct Testimony 
of Frank J. Hanley 

1 of their book values as shown on page 1 of SCHEDULES FJH-4 and FJH-5, ranging 

2 between 153.0% and 189.6% and 151.8% and 188.3%, for each proxy group, respec1lvely, 

3 during the five years ending 1995. 

4 In view of the foregoing, DCF-calculated cost rates should be used with caution 

5 and sole reliance on them should be avoided. The DCF model has a tendency to 

6 understate the common equity cost rate required by Investors when the market/book 

7 ratio Is greater than 100% and the market-based DCF cost rate Is applied to the book 

8 value of common equity. Because of this fact, the DCF cost rate(s) should receive no 

9 more than equal weight with the cost rate resulting from the application of other cost of 

10 common equity models. 

11 Understatement of Investors' required return rate by use of the DCF model for 

12 LDCs Is currently exacerbated because their market prices reflect long-range growth 

13 potential not fully reflected In analysts' five-year forecasts of future growth. Consequently, 

14 current market prices reflect Investors' long-range growth expectations. However, the 

15 normal application of the DCF model Is a single-stage growth model based on analysts' 

16 five-year forecasts of some combination of historical growth rates and analysts' five-year 

17 forecasts. This Indicates the need to better match market prices and the longer-term 

18 growth expectations embedded therein with the longer-term, empirically-determined, 

19 Investor-Influencing measures of growth. 

20 In view of the foregoing, exclusive reliance on DCF must be avoided, and 

21 consideration should be given to the results of three models, I.e., the DCF, RP and CAPM 

22 calculated cost rates. Also, less than equal weight should be given (on an lmpllclt basis) 

23 to the results of the DCF model, for both proxy groups as there Is also significant 

24 disparity of the DCF results with the RP and CAPM results shown on SCHEDULE FJH-1, 
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1 page 3. 

2 a. Is there support In the academic literature for the need to rely upon more than one cost 

3 of common equity model In arriving at a recommended common equity cost rate? 

4 A. Yes. For example, Phillips' states: 

5 
6 
7 
8 
9 

10 

11 
12 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

28 

29 
30 

31 
32 

Since regulation establishes a level of authorized earnings which, In turn, 
implicitly Influences dividends per share, estimation of the growth rate from 
such data Is an Inherently circular process. For these reasons, the DCF 
model 'suggests a degree of precision which Is In fact not present" and 
leaves 'wide room for controversy and argument about the level of I<". 

Also, Morin' states: 

Sole reliance on the DCF model Ignores the capital market evidence and 
financial theory formalized In the CAPM and other risk premium methods. 
The DCF model Is one of many tools to be employed In conjunction with 
other methods to estimate the cost of equity. It Is not a superior 
methodology that supplants other financial theory and market evidence. The 
broad usage of the DCF methodology In regulatory proceedings does not 
make It superior to other methods. (emphasis added} (pp. 231-232} 

Each methodology requires the exercise of considerable judgment on the 
reasonableness of the assumptions underlying the methodology and on the 
reasonableness of the proxies used to validate a theory. The failure of the 
tradltlonal Infinite growth DQF model to account for changes In relative 
market valuation. discussed above. Is a vivid example of the potential 
shortcomings of the DCF model when applied to a given comparw, It 
follows that more than one methodology should be employed In arriving at 
a judgment on the cost of equity and that these methodologies should be 
applied across a series of comparable risk companies. ...Financial literature 
supports the use of multiple methods. 

Professor Eugene Brigham, a widely respected scholar and finance academician 

• Charles F. Phillips. Jr., The Regulation of Public Utilities-Theory and Practice, 1993, Public 
Utility Reports, Inc., Arlington, VA, p. 396. 

• Roger A. Monn, Regulatory Finance-Utilities' Cost of Capital, 1994, Public Utilities Reports, 
Inc., Arlington, VA. pp. 231-232, 239-240. 
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a. 

asserted: 

In practical work. It Is often best to use all three methods -CAPM. 
bond yield plus risk premium. and DCF • and then apply 
judgement when the methods produce different results. People 
experienced In estimating capital costs recognize that both careful 
analysis and very fine judgements are required. It would be nice 
to pretend that these judgements are unnecessary and to specify 
an easy, precise way of determining the exact cost of equity 
capital. Unfortunately, this Is not possible. 

Another prominent finance scholar, Professor Stewart Myers, In his best-selling 
corporate finance textbook stated: 

The constant growth formula and the capital asset pricing model are two 
different ways of getting a handle on the same problem. 

In an earlier article, Professor Myers explained the point more fully: 

Use more than one model when you can. Because estimating the 
opportunity cost of capital Is difficult. only a fool throws away useful 
Information. That means you should not use any one model or measure 
mechanically and exclusively. Beta Is helpful as one tool In a kit, to be 
used In parallel with DCF models or other techniques for Interpreting 
capital market data. (emphasis added) (pp. 239-240) 

2. Appllcablllty of a Market-Based Common Equity 
Cost Rate to a Book Value Rate Base 

Is It reasonable to expect the market values of utilities' common stocks to continue to sell 

well above their book values? 

25 A Yes. I believe that the common stocks of utilities will continue to sell substantially above 

26 their book values, because many Investors, especially Individuals who tradltlonally 

27 committed less capital to the equity markets, will likely continue to commit a greater 

28 percentage of their available capital to common stocks In view of lower Interest rate 

29 alternative Investment opportunities. The recent past and current capital market 

30 environment Is In stark contrast to the late 1970's and early 1980's when very high (by 
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historical standards) yields on secured debt Instruments In public utilltles were available. 

Moreover, allowed ROEs have a llmlted effect on utilltles' market/book ratios as market 

prices of common stocks are Influenced by a number of other factors beyond the direct 

Influence of the regulatory process. 

For example, Phillips 10 states: 

Many question the assumption that market price should equal book value, 
believing that 'the earnings of utilltles should be sufficiently high to achieve 
market-to-book ratios which are consistent with those prevailing for stocks 
of unregulated companies.' 

In addition, Bonbrlght" states: 

In the first place, commissions cannot forecast, except within wide llmlts, the 
effect their rate orders will have on the market prices of the stocks of the 
companies they regulate. In the second place, whatever the Initial market 
prices may be, they are sure to change not only with the changing 
prospects for earnings, but with the changing outlook of an Inherently 
volatile stock market. In short, market prices are beyond the control, though 
not beyond the Influence of rate regulation. Moreover, even if a commission 
did possess the power of control, any attempt to exercise it ... would result 
In harmful, uneconomic shifts In public utility rate levels. (italics added) 

In view of the foregoing, there Is often a resulting mismatch In the application of 

the DCF model as market prices reflect long range expectations of growth In market 

prices (consistent with the presumed Infinite Investment horizon of the standard DCF 

model), while the short range forecasts of growth do not reflect the full measure of 

growth (market price appreciation) expected In per share value. 

25 Q. Please describe the Information shown on SCHEDULE FJH-7. 

26 10 J.d.., at p. 395. 

27 11 James c. Bonbrlght, Principles of Public Utility Rates, 1988, Public Utilltles Reports, Inc., 
28 Artlngton, VA, p. 334. 
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A. SCHEDULE FJH-7 conslsts of slx pages. Page 1 contains the stock price Index levels, 

2 EPS and DPS of the S&P 500 Composite Index and the S&P Utilities Index on a quarterly 

3 basis from the third quarter of 1986 through the third quarter of 1996. 

4 As can be derived from page 1 and shown In Table 2 below, the S&P 500 

5 experienced 197.1 % growth In market price, yet experienced only 143.0% growth In EPS 

6 and 78.1 % growth In DPS. Also shown Is that the S&P Utilities Index experienced a 

7 73.1 % Increase In market price, yet experienced only 41.0% growth In earnings and 

8 36.1 % growth In DPS. 

9 To~2 

1 o Growth In Market Price and Earnings from the 
11 Third Quarter, 1986 through the Third Quarter, 1996 

12 
13 
14 
15 

16 
17 
18 

19 

20 
21 
22 

23 
24 

S&P soo Composite Index 

Market Price 
Earnings 
Dividends 

S&P Utilities Index 

Market Price 
Earnings 
Dividends 

Source of Information: 

$231.32 
14.85 
8.23 

$109.09 
9.88 
6.95 

3rd Quarter 3rd Quarter 
1986 1996% Change 

$687.31 
36.09 
14.66 

$188.80 
13.93 
9.46 

197.1% 
143.0 
78.1 

73.1% 
41.0 
36.1 

S&P Security Price Index Record 
s&e current s1atts11cs 

25 Pages 2 and 3 of SCHEDULE FJH-7 graphically demonstrate that there Is llttle 

26 relationship between the movement In EPS and DPS and market prices. It Is Important 

27 to keep In mind that the growth rate used In the DCF model Is a proxy for growth In 

28 market price, despite the fact that the accounting proxies for growth employed are 
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1 usually unreliable predictors of growth In market price. Confirmation that neither earnings 

2 nor Interest rates account for a substantial change In market prices Is found In a study 

3 published by Goldman-Sachs & Co. 12 which concluded that during the 1980's, only 35% 

4 of the S&P 500's stock price growth was attributable to earnings and Interest rates. 

5 Pages 4 through 6 of SCHEDULE FJH-7 are a copy of a Wall Street Journal article dated 

6 February 23 1996, which describes how market prices are being escalated by the 'Big 

7 Generation' (people now In their 30's and 40's) who feel compelled to provide for their 

8 old age by significant Investment In stock funds, etc. Such methodical, compulsive, 

9 Investment has little, tt anything, to do with company /Industry specttlc fundamentals. 

1 o Such motivation to Invest for the long-term contributes significantly to market/book ratios 

11 well above unity with no direct relationship to short range forecasts (up to five years) of 

12 earnings/dividend growth. In short, application of the DCF model Is usually Incapable 

13 of fully reflecting the growth In market price expected by Investors. The resulting mls-

14 specification of required return rate Is attributable to (1) factors which are Important to 

15 Investors when they are establishing the required rate of return on their common equity 

16 Investment but are not directly related to company and/or Industry measures of growth 

17 and (2) Investors' expected rate of growth which cannot be fully captured by use of the 

18 normal accounting proxies used In the DCF model for the expected growth In market 

19 value. 

20 Q. Please explain why a DCF-derlved common equity cost rate mls-specttles Investors' 

21 expected common equity cost rate when the market/book ratio Is greater or less than 

22 12 Goldman-Sachs & Co. - Investment Research, May 23, 1991. How Can We Explain the 
23 Growth of the S&P 500 In the 19B0's?, by Barrie A. Wlgmore. 
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1 100%. 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 
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14 
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18 
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20 

21 

22 

23 

A. Under the DCF model, the return Investors require Is related to the price paid for a stock. 

Thus, market price Is the basis upon which they formulate the return required. A 

regulated utlllty Is limited to earning on Its net book value (depreciated original cost) rate 

base. As discussed~ market values diverge from book values for many reasons 

unrelated to ROEs. Thus, when market values are grossly disparate from their book 

values, a market-based DCF cost rate applied to the book value of common equity will 

not reflect Investors' expected common equity cost rate. It will either overstate the 

common equity cost rate (without regard to any adjustment for flotation costs which may, 

at times, be appropriate on an ad hoc basis) when market value Is less than book value 

or understate the cost rate when market value Is above book value. 

SCHEDULE FJH-8 demonstrates the Inadequacy of a market-based DCF cost rate 

applied to a much lower book value. As shown, there Is no realistic opportunity to earn 

the market-based rate of return on book value. In this example, market value Is twice 

book value and the Investor expects a total return rate of 10.60%, based on a growth rate 

of 4.60% and a realistic dividend yleld of 6.0% on market price. In this example, the 

10.60% market-based cost rate Implies $3.18 of earnings, comprised of $1.80 In dividends 

and $1.38 In growth. When the 10.6% return rate Is applied to a book value which Is only 

one-half the market value, the opportunity for total return Is just $1.59 on book value. 

With an annual dividend of $1.80, there Is no opportunity to earn the expected $1.38 In 

growth. Rather, a negative $0.21, or negative o. 70% results. There Is no way to possibly 

achieve the expected growth of $1.38 (4.60%) absent a huge cut In the annual dividend, 

an unreasonable expectation which usually portends an extremely adverse financial 
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condition. 

In view of the foregoing, I believe It Is clear that the DCF model understates 

Investors' required cost of common equity capital when market values exceed their book 

values. Of course, H the converse situation exists (market values are substantially below 

their book values), a DCF-determlned cost rate likely would be overstated. 

Q. Have any commissions explicitly stated that It does not make good sense to rely solely 

on DCF? 

A. Yes. It can be determined from the 1995 NARUC study (SCHEDULE FJH-6) that 

approximately 75% of the commissions rely on no single cost of common equity model. 

Specifically, the Iowa Utilities Board (IUB) has recognized the tendency of the DCF 

model to understate Investors' expected cost of common equity capital when market 

values are significantly above their book values. In Its June 17, 1994 Final Decision and 

Order In Docket No. RPU-93-9 re: U.S. West Communications, the IUB stated: 13 

While the Board has relied In the past on the DCF model, In Iowa Electrlc 
Light and Power Company, Docket No. RPU-69-9, 'Final Decision and Order" 
(October 15, 1990), the Board stated: '[T)he DCF model may understate the 
return on equity In some circumstances. This Is panlcular1y true when the 
market Is relatively volatile and the company In question has a market-to­
book ratio In excess of one.• Those conditions exist In this case and the 
Board will not rely on the DCF return. (Consumer Advocate Ex. 367, See Tr. 
2208, 2250, 22TT, 2283-2284). The DCF approach underestimates the cost 
of equity needed to assure capital attraction during this time of market 
uncenalnty and volatility. The board w/1/, therefore, give preference to the 
risk premium approach. (Italics added) 

13 Public Utilities Repons - 152 PUR4th, Re: U.S. West Communications. Inc., Docket No. 
RPU-93-9, p. 459. 

27 



1 

2 

3 

4 
5 
6 
7 
8 
9 

10 

11 

12 
13 
14 
15 
16 
17 

18 

19 

20 
21 
22 
23 
24 
25 
26 
27 
28 
29 

30 

MPSC Docket No. GR-97-272 
Prepared Direct Testimony 
of Frank J. Hanley 

Q. 

Similarly, In 1994, the Indiana Utility Regulatory Commission (IURC), for example, 

recognized the tendency of the DCF model to understate the cost of equity when market 

value exceeds book value 14
: 

In determining a common equity cost rate, we must again recognize the 
tendency of the traditional DCF model, . . . to understate the cost of 
common equity. As the Commission stated In Indiana-Mich. Power Co. 
(IURC 8/24/90), Cause No. 38728, 116 PUR 4th 1, 17-18, 'the unadjusted 
DCF result Is almost always well below what any Informed financial analyst 
would regard as defensible, and therefore, requires an upward adjustment 
based largely on the expert witness's judgement.' 

• • • 
(u]nder the traditional DCF model , .. the appropriate earnings level of the 
utility would not be derived by applying the DCF result to the market price 
of the Company's stock ... It would be applied to the utility's net original 
cost rate base. If the market price of the stock exceeds Its book value, .. 
. the Investor w/11 not achieve the return which the model finds Is necessary. 
(Italics added) 

Also, the Hawaii Public Utilities Commission recognized this phenomenon In a decision 

dated 6/30/92 16 In a case regarding Hawaiian Electric Company, Inc., when It stated: 

In this docket, as In other rate proceedings, experts disagree on the relative 
merits of the various methods of determining the cost of common equity. 
In this docket, HECO Is particularly critical of the use of the constant growth 
DCF methodology. It asserts that method Is Imbued with downward bias 
and, thus, Its use will understate common equity cost. We are cognizant of 
the shortcomings of the DCF method. There are, however, shortcomings to 
be found with the use of CAPM and the RP methods as well. We reiterate 
that, despite the problems with the use of any methodology, all methods 
should be considered and that the DCF method and the combined CAPM 
and RP methods should be given equal weight. (Italics added) 

Do the other cost of common equity models contain unrealistic assumptions and have 

31 1
• Public Utilities Reports - 150PUR4th, Re: Indiana-American Water Company. Inc., cause 

32 No. 39595, pp. 167-168. 

33 1
• Public Utilities Reports• 134 PUR4th, Re: Hawaiian Electrfc Company, Inc., Docket No. 

34 6998, p. 479. 
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A. 

shortcomings? 

Yes. That Is why I am not recommending that any of the models be exclusively relied 

upon. I have focused on the shortcomings of the DCF model because some regulatory 

commissions still place undue reliance on it. Although the DCF model Is useful, ii Is not 

a superior methodology that supplants financial theory and market evidence based on 

other valid cost of common equity models. For these reasons, no model, Including the 

DCF, should be used exclusively. 

I recommend, In the Instant circumstance, that the DCF model cost rates of 10.3% 

for the seven LDCs and of 10.1 % for the twenty Value Una LDCs Implicitly receive less 

than equal weight w~h both proxy groups' RP and CAPM cost rates of 11.8%/11.9% and 

11.0%/11.3%, respectively, as shown on SCHEDULE FJH-1, page 3. 

12 3. Application of the DCF Model 

13 a. Dividend Yield 

14 Q. Please describe the dividend yield you used In your application of the DCF model. 

15 A. The unadjusted dividend yields are based on an average of market prices for a recent 

16 spot (November 29, 1996) date as well as an average of the last three, six and twelve 

17 months, ending November 30, 1996, respectively, as shown on page 1 of SCHEDULE 

18 FJH-10. The average unadjusted yield Is 5.6% for the seven LDCs and 5.1% for the 

19 twenty Value Una LDCs as shown on Una No. 1 of SCHEDULE FJH-9. 
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b. Discrete Adjustment of Dividend Yield 

2 Q. Please explain the adjustment for discrete growth shown on SCHEDULE FJH-9, Line No. 

3 2. 

4 A. Due to the fact that dividends are paid quarteriy, or periodically, as opposed to 

5 continuously (daily), an adjustment must be made. This Is often referred to as the 

6 discrete, or the Gordon Periodic, version of the DCF model. 

7 Since the various utllltles In both proxy groups Increase their quarteriy dividend at 

8 various times of the year, a reasonable assumption Is to reflect one-half the annual 

9 dividend growth rate In the D, expression, or D112• This Is a conservative approach so 

10 as not to overstate the dividend yield which should be representative of the next twelve-

11 month period. Therefore, the actual average dividend yields on Line No. 1 of SCHEDULE 

12 FJH-9 have been adjusted upward to reflect one-half the growth rates shown on Line No. 

13 4. The adjusted dividend yields used In the single-stage form of the model are 5.7% for 

14 the seven LDCs and 5.2% for the twenty Value Line LDCs as shown on Line No. 3, 

15 SCHEDULE FJH-9. 

16 c. Selection of Growth Rates for Use In the 
17 Single-Stage DCF Model 

18 Q. Please explain the basis of the growth rates of 4.6% for the proxy group of seven LDCs 

19 and 5.2% for the proxy group of twenty Value Line LDCs which you use In your 

20 application of the single-stage DCF model. 

21 A. It Is shown on SCHEDULE FJH-11 that approximately 81% and 74% of the common 
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shares of each proxy group, respectively, are held by Individuals as opposed to 

2 Institutional Investors. Individual Investors are particularly likely to place great significance 

3 on the opinions expressed by financial Information services such as Institutional Brokers 

4 Estimate System (I/B/E/S), S&P and Value Line, which they can easily obtain either by 

5 subscription, In libraries and/or through brokerage firms. 

6 I believe that Investors view all historical and projected growth rate Information. 

7 They are aware of the signttlcant changes which have occurred as a result of the 

8 restructuring of the natural gas Industry, and they recognize that the future Is going to 

9 differ slgnttlcantly from the past. Consequently, I believe that Investors, In this Instance, 

1 O based on the growth rates shown on page 1 of SCHEDULE FJH-12, would place far 

11 greater emphasis on the forecasted growth rates than upon the historical growth rates. 

12 On page 1 of SCHEDULE FJH-12 I have shown both the historical and projected five-year 

13 compound growth rates In EPS, DPS and BR + SV (the sum of Internal and external 

14 growth In per share value) for each company In both proxy groups as well as the 

15 averages for the groups. Negative growth rates have been excluded from calculations 

16 of the average historical growth rates because It Is not logical to assume that Investors 

17 would expect negative growth under any scenario. 1/B/E/S and S&P growth rate 

18 estimates are not available for DPS and Internal growth. Moreover, the 1/B/E/S 

19 estimates do not Include the Value Line projections. 

20 In addition to evaluating EPS and DPS growth rates, It Is reasonable to assume that 

21 Investors also assess BR + SV. The concept Is based on financial theory and well-

22 documented In the academic llterature. Its conceptual premise Is that future DPS growth 

23 Is a function of the portion of the overall return to Investors which Is reinvested Into the 

24 firm, and the sales of new common stock. Consequently, the growth component as 
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proxled by Internal and external growth Is defined as follows: 

2 g =BR+ SV 

3 Where: 
4 B = the fraction of earnings retained by the firm, I.e., retention ratio 
5 R = the return on common equity 
6 S = the growth In common shares outstanding 
7 V = the premium/discount of a company's stock price relative to Its book 
8 value, I.e., one minus the complement of the market/book ratio. 

9 Consistent with the use of five-year historical and five-year projected growth rates 

t 0 In EPS and DPS, I have derived five-year historical and five-year projected BR+ SV 

11 growth. These growth rates are summarized for all the companies In both proxy groups 

12 as shown on page 1 of SCHEDULE FJH-12. Pages 2 through 9 contain the supporting 

13 data for the growth rates shown on page 1. Pages 10 through 29 of SCHEDULE FJH-12 

14 contain the most current Value Line Investment Survey for each of the companies In both 

15 proxy groups. 

16 As shown on page 1 of SCHEDULE FJH-12, the growth rates for the proxy group 

17 of seven LDCs range from 2.6% to 6.0%, with a midpoint of 4.3% and averaging 4.8%. 

18 The growth rates for the proxy group of twenty Value Line LDCs range from 3.2% to 

19 6. 7%, with a midpoint of 5.0% and averaging 5.3%. Consequently, I conclude that growth 

20 rates of 4.6% for the proxy group of seven LDCs and 5.2% for the proxy group of twenty 

21 Value Line LDCs are reasonable to use In the single-stage DCF model. 

22 d. Selectlon of Growth Rates for Use 
23 In the Two-Stage Growth DCF Model 

24 Q. Please explain the basis for the two-stage growth DCF model. 

25 A. The two-stage growth DCF model Is predicated upon the presumption that after a short-
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term transition stage, a firm can be expected to reach a state of maturity when its growth 

and return on common equity would be In line with the growth of the economy or the 

Industry. As Morin'" Indicates, this assumption stems from the view that above or 

below average growth rates will settle to a steady-state, long-run level consistent with that 

of the general economy. I agree with that premise as far as establishing other proxies 

for Investor expectations for longer range growth In EPS. However, as demonstrated 

§YJ2!:§. market prices are affected by much more than growth In EPS or DPS. 

As stated previously, the version of the two-stage growth DCF model which I 

employ utlllzes longer-term, I.e., six through twenty years' growth rates In Gross Domestic 

Product (GDP) and natural gas revenues to estimate growth beyond analysts' five-year 

forecasts. The resulting twenty year compound growth rate In DPS Is thus a composite 

reflecting the two growth stages. The longer stage (years six through twenty) Is more 

reflective of Investors' expectations of long-range market price appreciation than Is 

Implicit In shorter-range analysts' forecasts, remaining especlally cognizant of the Infinite 

horizon Implicit In market prices consistent with DCF theory. 

In recent decisions, the FERC has been using a two-stage growth rate as the 

growth component In the DCF model. A representative fist of these decisions Includes 

Ozark Gas Transmission System, 68 FERC , 61,032 (1994), TransColorado Gas 

Transmission Company, 69 FERC , 61,066 {1994} and Panhandle Eastern Pipe Line 

Company, Docket No. RP91-229-000 (1995). Theoretically, longer-term measures of 

growth are more reflective of the long-term growth rates lmpllclt In the market prices paid 

by Investors. The long-term growth projections used In my two-stage growth model are 

1
• Id., at p. 156. 
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1 similar to those employed by FERC. 

2 Q. Please explain the stage one growth rate. 

3 A. The stage one growth rate Is the I/B/E/S five-year projected growth In EPS. Pages 5 

4 through 7 and 11 through 13 of SCHEDULE FJH-13 show the I/B/E/S five-year projected 

5 growth In EPS for each company In the proxy groups. The use of the five-year 1/B/E/S 

6 forecast growth In EPS Is reasonable as EPS drives market price. The use of analysts' 

7 forecasts In EPS In the first stage Is consistent with the use of longer range forecasts of 

B growth In the second stage. 

9 Q. Please explain the second stage growth rates. 

1 O A. For the estimation of the second stage growth rate, I utlllzed projections of growth In 

11 GDP and natural gas revenues as a proxy for longer-range Investor growth expectations. 

12 These longer-term forecasts were prepared by The WEFA Group. 

13 The forecast for GDP Is provided on pages 5 through 7 of SCHEDULE FJH-13. It 

14 shows that GDP Is anticipated to grow In the range of 4.8% to 5.0% annually for the 

15 period 2002 to 2016. GDP Is the most widely used measure of the nation's production. 

16 It Is the market value of goods and services produced by labor and property supplied by 

17 residents within the country. Thus, It Is an acceptable measure of the expected growth 

18 of the general economy and Is appropriate for the estimation of Investors' expectation of 

19 growth In the second stage. 

20 The measure of natural gas revenues utlllzed In my analysis was developed on 
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1 page 14 of SCHEDULE FJH-13 from WEFA's forecasts for natural gas consumption and 

2 the average price of gas to end users. This produced an estimate for the growth of 

3 natural gas Industry revenues In the range of 2.9% to 4.6% between 2002 and 2016. 

4 Q. Please describe the WEFA Group, the source of the longer-term forecasts which you 

5 used. 

6 A. The long-term forecasts used In this analysis were provided by The WEFA Group. The 

7 WEFA Group was founded In 1963 at the University of Pennsylvania by Dr. Lawrence R. 

8 Klein, winner of the 1980 Nobel Prize In Economics, as Wharton Econometric Forecasting 

9 Associates (WEFA). It was the first economic forecasting firm and was started at the 

10 request of business leaders who wanted Independent forecasts for planning. WEFA built 

11 a reputation for quality and accuracy and became the preeminent economic forecasting 

12 service throughout the worfd. In 1987, The WEFA Group was formed as a result of the 

13 merger of WEFA and Chase Econometrics, a subsidiary of Chase Manhattan Bank which 

14 provided a wide range of economic and financial services. 

15 Q. How were DPS for the years 1996 - 2016 derived? 

16 A DPS In each year for each company In the proxy group was derived by applying that 

17 year's growth rate to the previous year's DPS, as explained In Notes 1 and 2 on pages 

18 2 through 4 and 8 through 1 O of SCHEDULE FJH-13. For example, as shown on page 

19 2, AGL Resources, Inc. (AGL) 1997 DPS of $1.137 = AGL's 1996 DPS of $1.084 X AGL's 

20 1997 I/B/E/S projected growth In EPS of 4.9% ($1.137 = ($1.084 x (1 + 4.9%)). 
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Q. Please explain the basis of the average annual growth rates of 4.9% for the seven LDCs 

2 and 5.1% forthetwentyValue Line LDCs based upon I/B/E/S five-year projected growth 

3 In _EPS and The WEFA Group's longer-term growth in GDP. 

4 A. As explained In Note 3 on page 2 of SCHEDULE FJH-13, the proxy groups' average 

5 annual growth rates of 4.9% and 5.1 %, respectively, were derived by calculating the 

6 average annual compound growth rate over the entire period, 1996 • 2016, by relating 

7 each company's DPS In the year 2016 to DPS at November 30, 1996. For example, 

8 AGL's 4.9% average, annual growth was derived as follows: 4.9% = (($2.817 / $1.080) 

9 A (1 / 20,083) •1), 

( 

10 Q. Please explain the basis of the average annual growth rates of 4.0% for the seven LDCs ( 

11 and 4.1 % for the twenty Value Line LDCs based upon I/B/E/S five-year projected growth 

12 In EPS and The WEFA Group's long-term growth In natural gas revenue. 

13 A. As explained In Note 3 on page 10 of SCHEDULE FJH-13, the proxy groups' average 

14 annual growth rates of 4.0% and 4.1%, respectively, were derived In the same manner 

15 as the average annual growth rates based upon I/B/E/S five-year projected growth 

16 In EPS and The WEFA Group's long-term growth In natural gas revenues. For 

17 example, AGL's 3.9% average, annual growth was derived as follows: 3.9% = (($2.346 

18 / $1.080) A (1 / 20,083) • 1 ), 

19 a. Please summarize the single-stage DCF model results. 
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1 A As shown on SCHEDULE FJH-9, Line No. 5, the results of the application of the slngle-

2 stage DCF model are 10.3% for the proxy group of seven LDCs and 10.4% for the proxy 

3 group of twenty Value Line LDCs. 

4 Q. Please summarize the two-stage growth DCF model results. 

5 

6 

7 

8 

9 

10 

11 

12 

13 

A. As shown on SCHEDULE FJH· 13, page 1, Line No. 5, the two-stage growth DCF cost 

rates using f/B/E/S projected five-year growth In EPS and annual growth In GDP are 

10.6% for the seven LDCs and 10.3% for the twenty Value Line LDCs. As shown on Line 

No. 10 of page 1, the two-stage growth DCF cost rates based on I/B/E/S projected five­

year growth In EPS and annual growth In natural gas revenues are 9.7% for the seven 

LDCs and 9.3% for the twenty Value Line LDCs. The averages of both two-stage growth 

DCF models are 10.2% and 9.8% for each proxy group, respectively. 

B. The Risk Premium Model /RPI 

1. Theoretical Basis 

14 . Q. Please describe the theoretical basis of the RP model. 

15 A. The RP model Is based upon the theory that the cost of common equity capital Is greater 

16 than the prospective company-specttlc cost rate for long-term debt capital. In other 

17 words, It Is the expected cost rate for long-term debt capital plus a premium to 

18 compensate common shareholders for the added risk of being unsecured and last-ln~lne 

19 In any claim on the corporation's assets and earnings. 
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1 Q. Some analysts state that the RP model Is another form of the CAPM. Do you agree? 

2 A. Generally yes, but there Is a very significant distinction between the two models. The RP 

3 and CAPM both add a 'risk premium' to an Interest rate. However, the beta approach 

4 to the determination of an equity risk premium In the RP model should not be confused 

5 wtth the CAPM. Beta Is a measure of systematic, or market, risk, a relatively small 

6 percentage of total risk (I.e., the sum of both non-dlverslflable systematic and dlverslflable 

7 unsystematic risk). Unsystematic risk Is fully captured In the RP model through the use 

a of the prospective long-term bond yield. This proposition can be verified by reference 

9 to pages 1 through 9 of SCHEDULE FJH-2, which confirm that the bond rating process 

1 o Involves an assessment of business and financial risks. In contrast, the use of a risk-free 

11 rate of return In the CAPM does not, and by definition can not, reflect a company's 

12 specfflc (I.e., unsystematic) risk. Consequently, a much larger portion of the total 

13 common equity cost rate Is reflected In the company-specific bond yield (a product of 

14 the bond rating) than by the use of the risk-free rate In the CAPM, or Indeed by the 

15 dividend yield In the DCF model. Moreover, the financial literature recognizes the RP and 

16 CAPM as two separate and distinct cost of common equity models. 

17 Q. Have you performed RP analyses of common equity cost rate for both proxy groups? 

18 A. Yes. The results of my application of the RP model are summarized on page 1 of 

19 SCHEDULE FJH-14. On Line No. 1 of SCHEDULE FJH-14, page 1, I show an average 

20 expected yield on A rated public utility bonds of 7.6%. On Line No. 2, I show the 

21 adjustments necessary to be made to the average 7.6% expected A rated utility bond 
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yield so that the expected yields are reflective of the A2 for the seven LDCs and average 

Moody's bond rating of A1/A2 for the twenty Value Line LOCs (shown on page 3 of 

SCHEDULE FJH-14). Thus, the yields shown on Line No. 3, page 1 are 7.6% for both 

proxy groups since any required adjustment(s) are either negligible or nil as explained 

In Notes 2 and 3 of SCHEDULE FJH-14, page 1. On Line No. 4, I show my conclusions 

of an equity risk premium applicable to each proxy group while the total risk premium 

common equity cost rates are shown on Line No. 5. 

2. Estimation of Expected Bond Yield 

Q. Please describe the derivation of the expected bond yield. 

1 o A. Because the cost of common equity Is prospective, a prospective yield on similarly-rated 

11 

12 

13 

14 

15 

16 

17 

18 

19 

long-term debt Is appropriate. I relied on a consensus forecast of about 50 economists 

of the expected yield on A rated public utility bonds for the five calendar quarters ending 

with the fourth calendar quarter of 1997 as derived from the December 1, 1996 Blue Chip 

Financial Forecasts (page 2 of SCHEDULE FJH-14). The average expected yield on A 

rated public utility bonds Is 7.6%, as shown on page 1 of SCHEDULE FJH-14. As 

discussed .l!JlPI8, any adjustments were either not required or so negligible as to be the 

same as nil. Consequently, the average prospective bond yield applicable to each of the 

two proxy groups Is 7.6%. Pages 6 and 7 of SCHEDULE FJH-14 show the bonds of the 

companies which comprise each Moody's bond yield average. 
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1 3. Estimation of the Equity Risk Premium 

2 Q. Please explain the method utilized to estimate the equity risk premium. 

3 

4 

5 

6 
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10 
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17 

18 

19 

20 

21 
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A. I evaluated the results of two different historical equity risk premium studies, as well as 

Value Line's forecasted total annual return on the market over the prospective yield on 

high grade corporate bonds, as detailed on pages 8, 9 and 1 0 of SCHEDULE FJH-14. 

As shown on Line No. 3, page 8 of SCHEDULE FJH-14, the mean equity risk premiums 

based on both of the studies are 4.2% and 4.3% applicable to the seven LDCs and the 

twenty Value Line LDCs, respectively. These estimates are the result of an average of a 

beta-derived historical equity risk premiums, a forecasted total market equity risk 

premium as well as the mean historical equity risk premium applicable to public utilltles 

based on holding period returns. 

The basis of the beta-derived equity risk premiums applicable to the proxy groups 

Is shown on page 9 of SCHEDULE FJH-14. Beta-determined equity risk premiums 

should receive substantial weight because betas are derived from the market prices of 

common stocks over a recent five-year period. Beta Is a meaningful measure of 

prospective risk relative to the market as a whole and It Is a logical means to allocate the 

relative share of the market's total equity risk premium. 

The total market equity risk premium utilized was 6.1 % and Is based upon an 

average of the long-term historical and forecasted market risk premiums of 6.5% and 

5.6%, respectively, as shown on SCHEDULE FJH-14, page 9. To derive the historical 

market equity risk premium, I used the most recent Ibbotson Associates' data on holding 

period returns for the S&P 500 Composite Index and Salomon Brothers Long-term High­

grade Corporate Bond Index covering the period 1926-1995. The use of holding period 
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returns over a very long period of time Is useful In the beta approach. As Ibbotson 

Associates' 17 1996 Yearbook states: 

A long view of capital market history, exemplnled by the 70-year period 
{1926-1995) examined here, uncovers the basic relationships between risk 
and return among the different asset classes, and between nominal and real 
(Inflation-adjusted) returns. The goal of this study of asset returns Is to 
provide a period long enough to Include most or all of the major types of 
events that Investors have experienced and may experience In the future. 
Such events Include war and peace, growth and decline, bull and bear 
markets, Inflation and deflation, as well as less dramatic events that affect 
asset returns. 

By studying the past, one can make Inferences about the future. While the 
actual events that occurred In 1926-1995 will not be repeated, the event­
types (not specHlc events) of that period can be expected to recur. It Is 
sometimes said that one period or another Is unusual-such as the crash of 
1929-1932 and World War II. This logic Is suspicious because all periods 
are unusual. One of the most unusual events of the century-the stock 
market crash of 1987-took place during the last decade; the equally 
remarkable Inflation of the 1970s and early 1980s took place Just over a 
decade ago. From the perspective that historical event-types tend to repeat 
themselves, a 70-year examination of past capital market returns reveals a 
great deal about what may be expected In the future. (Italics added) 

••• 
Some analysts calculate the expected equity risk premium over a shorter, 
more recent time period on the basis that more recent events are more 
likely to be repeated in the near future; furthermore, the 1920s, 1930s and 
1940s contain too many unusual events. This view Is suspect because all 
periods contain unusual events. Some of the most 'unusual' events of this 
century took place quite recently. These events Include the Inflation of the 
late 1970s and earty 1980s, the October 1987 stock market crash, the 
collapse of the high yield bond market, the major contraction and 
consolidation of the thrift Industry, and the collapse of the Soviet Union - all 
of which happened In the past 10 years. Without an appreciation of the 
1920s and 1930s, no one would believe that such events could happen. 
(Italics added) 

In addition to the foregoing, the use of long-term data Is consistent with the long-

17 Ibbotson Associates. Stocks, Bonds, Bills and Inflation - 1996 Yearbook. pp. 27 and 153. 
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term investment horizon for utilities' common stocks. Consequently, the long-term 

arithmetic mean total return rates on the market as a whole of 12.5% and on corporate 

bonds of 6.0% were used, as shown at Line Nos. 1 and 2 of page 9 of SCHEDULE FJH-

14. As shown on Line No. 3 of the same sheet, the resultant long-term historical equity 

risk premium on the market as a whole Is 6.5%. 

Arithmetic mean return rates were used because they are appropriate for cost of 

capital purposes. As Ibbotson Associates'• states: 

The arithmetic mean is the rate of return which, when compounded over 
multiple periods, gives the mean of the probability distribution of ending 
wealth values .... Stated another way, the arithmetic mean Is correct because 
an Investment with uncertain returns will have a higher expected ending 
wealth value than an Investment that earns, with certainty, Its compound or 
geometric rate of return every year .... Therefore, In the Investment markets, 
where returns are described by a probability distribution, the arithmetic 
mean Is the measure that accounts for uncertainty, and is the appropriate 
one for estimating discount rates and the cost of capital. (Italics added) 

Ex-post total returns and equity risk premium spreads differ In size and direction 

over time. 11 Is precisely tor this reason why the arithmetic mean Is Important It Is the 

arithmetic mean which provides Insight Into the variance and standard deviation of 

returns. It Is this prospect for variance, and hence the arithmetic mean, which provides 

the valuable Insight needed by Investors to estimate future risk when making a current 

Investment. Absent valuable Insight into the potential variance of returns, there can be 

no meaningful evaluation of prospective risk. All of the cost of common equity models, 

Including the DCF, are premised upon the Efficient Market Hypothesis, that all publicly 

available information, and hence all relevant risk, is reflected in the market prices paid. 

If investors relied upon the geometric mean of ex-post spreads, they would have no 

•• jd., at pp. 154-155. 
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Insight Into the potential variance of future returns because the geometric mean relates 

2 the change over many periods to a constant rate of change. thereby obviating the vear-

3 to-year fluctuations. or variance. crltlcal to risk analvsls. 

4 The basis of the forecasted market equity risk premium can be found on Line Nos. 

5 4 through 6 on page 9 of SCHEDULE FJH-14. It Is derived from an average of the most 

6 recent 12-month. 6-month. 3-month (using the months of November 1995 through 

7 October 1996) and a recent spot (November 29, 1996) median market price appreciation 

8 potentials by Value Line as explained In detail In Note 1 on page 4 of SCHEDULE FJH-15. 

9 The average expected price appreciation Is 50% which translates to 10.67% per annum 

1 o and, when added to the average (similarly calculated) dividend yield of 2.23%. equates 

11 to a forecasted annual total return rate on the market as a whole of 12.90%, rounded to 

12 12.9%. Thus, this methodology Is consistent with the use of the 12-month, 6-month, 3-

13 month and spot dividend yields In my applications of the DCF model. To derive the 

14 forecasted total market equity risk premium of 5.6% shown on SCHEDULE FJH-14. page 

15 9. Line No. 6, the December 1, 1996 forecast of about 50 economists of the expected 

16 yield on Aaa rated corporate bonds for the five calendar quarters ending with the fourth 

17 calendar quarter 1997 of 7.3% from Blye Chip Financial Forecasts was deducted from the 

18 Value Line total market return of 12.9%. The calculation resulted In an expected market 

19 risk premium of 5.6%. 

20 The average of the historical and projected market equity risk premiums of 6.5% 

21 and 5.6% Is 6.05%. rounded to 6.1 %. 

22 On page 11 of SCHEDULE FJH-14, the most current Value Line betas for the 

23 companies In both proxy groups are shown. The average betas for the proxy groups are 

24 0.59 and 0.64, respectively. Applying these betas to the average market equity risk 
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1 premium of 6.1 % yields equity risk premiums of 3.6% for the seven LOCs and 3.9% for 

2 the twenty Value Line LDCs, as shown on SCHEDULE FJH-14, page 9, Line No. 9. 

3 A mean equity risk premium of 4. 7% applicable to companies with A rated public 

4 utility bonds was calculated based on holding period returns from a study using public 

5 utllltles, as shown on Line No. 2, page 8 of SCHEDULE FJH-14 and detailed on page 10. 

6 Averages of the beta-derived equity risk premiums of 3.6% for the seven LOCs and 

7 3.9% for the twenty Value Line LDCs; and 4. 7% resulting from the holding period returns 

8 of A rated public utilltles are 4.2% for the seven LDCs and 4.3% for the twenty Value Line 

9 LDCs, as shown on Line No. 3, page 8 of SCHEDULE FJH-14. 

10 Q. What are the RP calculated common equity cost rates? 

11 A. They are 11.8% for the seven LDCs and 11.9% for the twenty Value Una LDCs, as shown 

12 on SCHEDULE FJH-14, page 1. 

13 C. The Capita! Asset Pricing Model /CAPMI 

14 1. Theoretical Basis 

15 Q. Please explain the theoretical basis of the CAPM. 

16 A. The CAPM defines risk as the covarlability of a security's returns with the market's 

17 returns. This coverlability Is measured by beta ('fl'), an Index measure of an Individual 

18 security's variability relative to the market. A beta less than 1.0 Indicates lower variability 

19 while a beta greater than 1.0 Indicates greater variability than the market. 

20 The CAPM assumes that all other risk, I.e., all non-market or unsystematic risk, can 
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1 be eliminated through diversification. The risk that cannot be eliminated through 

2 diversification Is called market, or systematic, risk. The model presumes that Investors 

3 require compensation for risks that cannot be eliminated through diversification. 

4 Systematic risks are caused by socioeconomic and other events that affect the returns 

5 on all assets. In essence, the model Is applied by adding a risk-free rate of return to a 

6 market risk premium. This market risk premium Is adjusted proportionally to reflect the 

7 systematic risk of the Individual security relative to the market as measured by beta. The 

8 traditional CAPM model Is expressed as: 

9 R, = R, + P (Rm • R,) 

1 O Where: R, = Return rate on the common stock 

11 

12 

13 
14 

15 

16 

17 

18 

19 

20 
21 
22 
23 

24 

25 

R, = Risk-free rate of return 

Rm = Return rate on the market as a whole 

p = Adjusted beta (volatility of the security 
relative to the market as a whole) 

Numerous tests of the CAPM have conflrmed Its validity. These tests have 

measured the extent to which security returns and betas are related as predicted by the 

CAPM. Morin observes that while the results support the notion that beta Is related to 

security returns, It has been determined that the empirical Security Market Line (SML) 

described by the CAPM Is not as steeply sloped as the predicted SML Morin 11 states: 

With few exceptions, the empirical studies agree that the Implied Intercept 
term exceeds the risk-free rate and the slope term Is less than predicted by 
the CAPM. That Is, low-beta securities earn returns somewhat higher than 
the CAPM would predict, and high-beta securities eam less than predicted. 

* * * 

",IQ,, at p. 321. 
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1 Therefore, the emplrlcal evidence suggests that the expected return on a 
2 security Is related to Its risk by the followlng approximation: 

3 K = R, + x (RM • R,) + (1-x) p (RM • R,) 

4 where x Is a fraction to be determined emplrlcally. ...the value of x that 
5 best explains the observed relatlonshlp Is between 0.25 and 0.30. If x = 
6 0.25, the equation becomes: 

7 K = R, + 0.25(R,.. • R,) + 0.75P(RM • R,)20 

8 I have applled both the tradltlonal CAPM and the empirical CAPM to the 

9 companies In my proxy groups and averaged the results. 

1 o 2. Risk-Free Rate of Return 

11 Q. Please describe your selection of a risk-free rate of return. 

12 A. My applications of the tradltlonal and emplrlcal CAPM are summarized on SCHEDULE 

13 FJH-15, page 1. As shown on Une Nos. 1 and 4, the risk-free rate adopted for both 

14 applications Is 6.6%. It Is based upon the average consensus forecast of the reporting 

15 economists In the December 1, 1996 Issue of Blue Chip Financial Forecasts as shown In 

16 Note 2, page 4, of the expected ylelds on 30-year U.S. Treasury bonds for the five 

17 quarters ending with the fourth calendar quarter 1997. 

18 Q. Why Is the prospective yleld on 30-year U.S. Treasury Bonds appropriate for use as the 

19 risk-free rate? 

20 20 J.Q., at pp. 335-336. 
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A. My analysis on page 5 of SCHEDULE FJH-15 shows the yields on key Indicators of 

Interest rates by month for the most recent five years, November 1991 through October 

1996. As shown, the standard deviation of the yield on 90-day T-Bllls Is the greatest of 

all the Indicators Including the Fed's discount rate, a principal monetary device used to 

control money supply and fight Inflation. Utility capital costs are best reflected by the 

trend on Moody's A rated utility bonds which had a standard deviation over the period 

of 0.5722, very close to the standard deviation of the yields on 30-year Treasury bonds 

of 0.6032. These standard deviations contrast markedly with the highly volatile 0.9563 

for the discount rate and the 1.0155 for the 90-day T-Blll. Moreover, the data also show 

that even 5- and 10-year Intermediate-term Treasury securities have been more volatile 

than the yields on 30-year T-Bonds which most closely approximate the change In the 

long-term cost of capital to public utilities, measured by the yields on A rated utility 

bonds. Moreover, as Morln21 states: 

Equity Investors generally have an Investment horizon far In excess of ninety 
days. More Importantly, the short-term T-blll yields reflect the Impact of 
factors different from those Influencing long-term securities, such as 
common stock. For example, the premium for expected Inflation absorbed 
Into 90-day Treasury bills Is likely to be far different than the Inflationary 
premium absorbed Into long-term securities yields. The yields on long-term 
Treasury bonds match more closely with common stock returns. For 
Investors with a long time horizon, a long-term government bond Is a/most 
risk-free. (Italics added) 

As to the use of the highly volatile Treasury Bill rate, Morin cites Brigham and Gapenskl 

who conclude22
: 

Treasury bill rates are subject to more random disturbances than are 
Treasury bond rates. For example, bills are used by the Federal Reserve 

21 M., at p. 308. 

22 Jd.., at p. 308. 
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1 System to control the money supply, and bills are also used by foreign 
2 governments, firms, and Individuals as a temporary safe-house for money. 
3 Thus, n the Fed decides to stimulate the economy, It drives down the bill 
4 rate and the same thing happens n trouble erupts somewhere In the world 
5 and money flows Into the United States seeking a temporary haven. 

6 In summary, the average expected yield on 30-year Treasury Bonds Is the 

7 appropriate proxy for the risk-free rate In the CAPM because It Is less volatile than 

8 Treasury BIiis, most closely matches the volatlllty of public utUlty long-term debt yields, 

9 Is consistent with the long-term Investment horizon Implicit In common stocks, and is 

10 almost risk-free as noted by Morin, .filll2m. 

11 3. Market Equity Risk Premium 

12 a. Please explain the estimation of the expected equity risk premium for the market. 

13 A. First, I estimate Investors' expected total return rate for the market. Then I estimate the 

14 expected risk-free rate which I subtract from the expected total return rate for the market. 

15 The result Is an expected equity risk premium for the market, some proportion of which 

16 must be allocated to the companies In both proxy groups. I make the allocation through 

17 the logical use of beta. 

18 As shown on SCHEDULE FJH-15, page 1, Line No. 2, the proportional market 

19 equity risk premiums, based on the traditional CAPM, are 4.0% for the proxy group of 

20 seven LDCS and 4.3% for the proxy group of twenty \/alye Line LDCs. Applying the 

21 empirical CAPM results In equity risk premiums of 4.7% for the seven LDCs and 5.0% for 

22 the twenty Value Line LDCs, as shown on Line No. 5 on page 1 of SCHEDULE FJH-15. 

23 The total market equity risk premium utilized was 6.8% and Is based upon an average of 

24 the long-term historical as well as the projected market risk premiums. 
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The basis of the projected median market equity risk premium Is explained In detail 

2 In Note 1 on page 4 of SCHEDULE FJH-15. As previously discussed, It Is derived from 

3 an average of the most recent 12-month, 6-month, 3-month (using the months of 

4 November 1995 through October 1996) and a recent spot (November 29, 1996) 3 • 5 year 

5 median total market price appreciation projections from Value Line and the long-term 

6 historical average from Ibbotson Associates. The appreciation projections by Value Line 

7 and average dividend yield equate to a forecasted annual total return rate on the market 

8 of 12.9%. The long-term historical return rate of 12.5% on the market as a whole Is from 

9 Ibbotson Associates' Stocks. Bonds. BIiis and Inflation - 1996 Yearbook. In each 

1 O Instance, 1he relevant risk-free rate was deducted from the total market return rate. For 

11 example, from the Value Line projected total market return of 12.9%, the forecasted 

12 average risk-free rate of 6.6% was deducted Indicating a forecasted market risk premium 

13 of 6.3%. From the Ibbotson Associates' long-term historical total return rate of 12.5%, 

14 the long-term historical Income return rate on long-term U.S. Government Securities of 

15 5.2% was deducted Indicating an historical equity risk premium of 7.3%. Thus, the 

16 average of the projected and historical total market risk premiums of 6.3% and 7.3%. 

17 respectively, Is 6.8%. 

18 Q. What are the results of your applications of the traditional and empirical CAPM to the 

19 proxy groups? 

20 A. As shown on SCHEDULE FJH-15. page 1, Line No. 3. the traditional CAPM cost rates are 

21 10.6% for the proxy group of seven LOCs and 10.9% for the proxy group of twenty~ 

22 Line LOCs. As shown on Line No. 6 of page 1, the empirical CAPM cost rates are 11.3% 
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for the seven LDCs and 11.6% for the twenty Value Line LDCs. The traditional and 

2 empirical CAPM cost rates are shown by company on pages 2 and 3, respectively, of 

3 SCHEDULE FJH-15. 

4 IX. CONCLUSION OF COMMON EQUITY COST RATE 

5 Q. What Is your recommended common equtty cost rate? 

6 A. 

7 

8 

9 

10 
11 
12 
13 

14 
15 
16 
17 
18 

19 

20 

21 

22 

23 

24 

25 

It Is 11. 70% based on the following common equtty cost rates. after adjustment for 

AWG's greater relative Investment risk, resulting from application of all three cost of 

common equtty models, DCF, RP and CAPM, for the two proxy groups as shown on 

SCHEDULE FJH-1, page 3, summarized below. 

QAPM .Bf DQF 
!:arowth 

Single-
Tradltlonal Empirical Stage Two-Stage 

The Proxy Group of 
Seven LDCs 10.6% 11.3% 11.8% 10.3% 10.2% 

The Proxy Group of 
Twenty Ysilue Lin!! 
LDCs 10.9% 11.6% 11.9% 10.4% 9.8% 

As shown on page 3 of SCHEDULE FJH-1, the Indicated common equtty cost rates 

before Investment risk adjustments are 11.2% for the seven LDCs and 11.3% for the 

twenty Value Line LDCs. For the reasons stated previously, the DCF cost rate results for 

the two proxy groups should receive less than equal weight with the RP and CAPM 

results. DCF based common equtty cost rates In the range of 9.8% to 10.4% are 

significantly disparate from RP and CAPM cost rates In the range of 10.6% to 11.9%. 

Therefore, In arriving at the Indicated common equtty cost rates, before Investment risk 
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adjustments, of 11.2% and 11.3% for the proxy groups of seven LDCs and twenty~ 

Line LDCs, respectively, I placed greater weight on the RP and CAPM cost rates and less 

weight on the DCF cost rates. 

Q. What are the adjustments for Investment risk differences? 

5 · A They are 0.44% and 0.41 %, rounded to 0.4% for the proxy groups of the seven LO Cs and 

6 twenty Value Line LDCs. The adjustments are based on average bond yield spreads 

7 between Moody's Baa2 and A1/A2 and A2 as explained In Notes 5 and 6, SCHEDULE 

8 FJH-1, page 3. 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

a. Why did you base the Investment risk adjustment on the yield spread between Baa2 and 

A 1 / A2 and A2 rated public utility bonds? 

A AWG, and, hence, ANG, has no long-term debt which Is rated. However, In my opinion 

If It did have rated debt, Its bond rating would likely be Baa2/BBB because of Its recent 

poor earnings history, as evidenced by achieved rates of return on average book 

common equity ranging from 5.5% to 7. 7% and averaging 6.6% and a concomitant low 

average achieved pre-tax Interest coverage, excluding all AFUDC, of only 2.4 times for 

the five years ending 1995 (see page 1 of SCHEDULE FJH-3). Such substandard ROEs 

and pre-tax Interest coverage, coupled with total debt ratios In the range of 44.2% to 

52.9% for the five years ending 1995, flt S&P's financial benchmark criteria for a BBB 

bond rating for an LDC with an average business position. Moreover, as discussed 
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previously, AWG Is small and ANG Is even smaller which exacerbates ANG's relative 

2 business risk. Consequently, In my opinion, n Arkansas Western had rated bonds, the 

3 rating would likely be Moody's Baa2 and/or S&P's BBB. Since the proxy groups have 

4 bonds which are rated, on average, A 1 / A2 and A2, respectively, It Is appropriate to 

5 utilize the spread between these bond ratings and Baa2 as the Investment risk 

6 adjustment. 

7 In view of the foregoing, after an Investment risk adjustment of 0.4%, the Indicated 

a range of common equity cost rate based upon the two proxy groups Is 11.6% to 11. 7%, 

9 with a midpoint of 11.65%, rounded to 11. 7%. 

10 Q. Why do you recommend an 11.7% common equity cost rate when your cost rate Is 

11 11.6% based on the smaller proxy group of seven LDCs? 

12 A. The Indicated lower common equity cost rate of 11.6% for the proxy group of seven 

13 LDCs Is counter-Intuitive when contrasted with an 11. 7% cost rate based on the much 

14 larger average size of the proxy groups of twenty Value Line LDCs and their slightly 

15 higher average bond rating A 1 / A2 versus an average A2 bond rating for the group of 

16 seven LOCs. A slightly lower bond rating and small size, consistent with the academic 

17 literature and conventional wisdom, points to a higher common equity cost rate. 

18 Consequently, an 11.7% cost rate Is Indicated applicable to AWG and, hence, ANG. 

19 Such a rate Is also the average of the cost rates for both proxy groups of 11.65%, 

20 rounded to 11. 7% as shown on SCHEDULE FJH-1, page 3. 
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X. CHECKS ON THE REASONABLENESS OF THE 
INDICATED COMMON EQUITY COST RATE 

A Interest Coverage 

4 0. How does Interest coverage affect the cost rate of common equity capital? 

5 A Interest coverage Is defined as the number of times annual Interest on debt has been 

6 earned. It Is the relationship between the Income available to pay Interest charges and 

7 total Interest charges. Earnings available for common equity provide the margin by which 

8 fixed charges are covered more than once. Investors use coverage as a tool to measure 

9 the relative safety of their Investment. 

1 O Rating agencies such as S&P place greater emphasis on pre-tax Interest coverage 

11 as It levels financial risk differences between enterprises, reflects the fact that Interest Is 

12 paid before Income taxes, and more accurately reflects the availability of cash from 

13 operations from which Interest charges can be paid. The major bond rating agencies, 

14 and hence Investors, review Interest coverage trends In conjunction with current 

15 developments. 

16 Q. What Is the lmpllclt opportunity to ANG to earn pre-tax Interest coverage based on the 

17 requested overall cost of capital of 8.69%? 

18 A As shown on SCHEDULE FJH-1, page 1, the lmpllclt opportunity for pre-tax coverage of 

19 

20 

21 

Interest expense Is 3.5 times. If ANG Is to have an opportunity to compete with other 

LO Cs, whose average bond rating Is A and business position Is 'average,• It should have 

an opportunity to earn coverage of 3. 75 times consistent with S&P's pre-tax Interest 
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coverage benchmark as shown on SCHEDULE FJH-2, page 14. Clearly, an opportunity 

2 to earn pre-tax Interest coverage of 3.5 times Is thus conservative and confirms the 

3 reasonableness of an 11. 70% common equity cost rate. 

4 B. Comparable Earnings Analysis 

5 Q. Have you performed comparable earnings analyses to use as a check on the 

6 reasonableness of your recommended common equity cost rate of 11. 70%? 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

A. Yes. As a check on the reasonableness of my recommended 11.70% common equity 

return, I performed comparable earnings analyses of proxy groups of domestic non-utility 

companies similar In total risk to the two proxy groups of LOCs. This analysis Is shown 

on SCHEDULE FJH-16. 

Comparable earnings Is derived from the 'corresponding risk' standard of the 

landmark cases of the U.S. Supreme Court. Thus, comparable earnings Is consistent 

with the .!::!,QJ2e doctrine that the return to the equity owner should be commensurate with 

returns on Investments In other firms having corresponding risks. 

This method Is based on the opportunity cost principle which maintains that the 

true cost of an Investment Is equal to the cost of the best available alternative use of the 

funds to be Invested. The opportunity cost principle is consistent with one of the 

fundamental principles upon which regulation rests: It Is Intended to act as a surrogate 

for competition and to provide a fair rate of return to Investors. 

The comparable earnings method Is designed to measure the returns expected to 

be earned on the book common equity, In this case net worth, of similar risk enterprises. 

Thus, It provides a direct measure of return, since It translates Into practice the 
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competttlve principle upon which regulation rests. In my opinion, the use of the achieved 

returns of regulated utilities of similar risk would be circular In reasoning and Inconsistent 

with the principle of being equal In risk to non-price regulated firms. 

The dlfflculty In application of the comparable earnings model Is to select a proxy 

group of companies which are similar In risk, but are not price regulated utilities. 

Consequently, the first step In determining a cost of common equity using the 

comparable earnings model Is to choose an appropriate proxy group(s) of non-price 

regulated firms. The proxy group(s) should be broad-based In order to obviate any 

company-specific aberrations. Utilities should be eliminated to avoid circularity since the 

returns on book common equity of utilities are substantially Influenced by regulatory 

awards. 

I have chosen proxy groups of domestic, non-price regulated, firms to reflect both 

the systematic and unsystematic risks of the two proxy groups of LDCs. The proxy 

groups of non-utility companies are listed on pages 1 through 4 of SCHEDULE FJH-16. 

The criteria used In the selection of these proxy groups were that the non-utility 

companies be domestic and have a rate of return on net worth or partners' capital 

reported In Value Line Investment Survey. Value Line betas were used as a measure of 

systematic risk. The residual standard error, or the standard error of the estimate from 

the regression equation from which each company"s beta was derived, was used as a 

measure of each firm's specttlc, I.e., unsystematic risk. The residual standard error 

reflects the extent to which events specttlc to a company's operations will affect Its stock 

price. Thus, the residual standard error Is a measure of dlversttlable, unsystematic, 

company-specific risk. In essence, companies which have similar betas and residual 

standard deviations, have similar Investment risk, I.e., the sum of systematic (market) risk 
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and unsystematic (business and financial) risk, respectively. Those statistics are derived 

2 from regression analyses using market prices which, under the Efficient Market 

3 Hypothesis, reflect all relevant risks. Thus, their use results In proxy non-price regulated 

4 firms similar In risk to the average company In the proxy groups of seven LDCs and 

5 twenty Value Line LDCs. 

6 The companies In the proxy non-utility groups were chosen based on ranges of 

7 unadjusted beta and residual standard error. The ranges were based upon the average 

8 standard deviation of the unadjusted beta and the average residual standard error for 

9 each proxy group of LDCs. 

10 The seven LDCs have an average unadjusted beta of 0.35 whose standard 

11 deviation Is 0.1108 as of September 15, 1996, as shown In Note 4, page 5 of SCHEDULE 

12 

13 

14 

15 

16 

17 
18 
19 
20 
21 
22 
23 
24 
25 

26 

27 
28 

FJH-16. The average residual standard error from the regression equations which 

derived the proxy group's average unadjusted beta Is 2.4854 as also shown on 

SCHEDULE FJH-16, page 2 with a standard deviation of 0.1092.23 A range of 

unadjusted betas from 0.02 to 0.68 and of residual standard errors from 2.1578 to 2.8130 

was used to select the proxy group of domestic non-utility companies comparable to the 

23 The standard deviation of the residual standard deviation Is calculated as follows: 
Standard 
Deviation 
of the 
Resld. Std. = Residual Standard Deviation 

\/"2N 
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, 0.1092 =.2dW = 2.4854 
Y518 22.7596 
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seven LDCs, as shown on pages 1 and 2 of SCHEDULE FJH-16. These ranges are 

based upon the seven LDCs' average unadjusted beta of 0.35 and average residual 

standard error of 2.4854 plus or minus three standard deviations of beta (0.1108 x 3 = 

0.3324) and residual standard errors (0.1092 x 3 = 0.3276}. 

The twenty Value Line LDCs have an average Value Line unadjusted beta of 0.41, 

whose standard deviation Is 0.1065, as of September 15, 1996, as shown In Note 7, page 

5 of SCHEDULE FJH-16. The average residual standard error from the regression 

equations which derived the proxy group's average unadjusted beta Is 2.3869 as shown 

on SCHEDULE FJH-16, page 4, with a standard deviation of 0.1049 (0.1049 = 

2.3869/22.7596). A range of unadjusted betas from 0.09 to 0.73 and of residual standard 

errors from 2.0722 to 2.7016 was used to select the proxy group of domestic non-utility 

companies comparable to the twenty Value Line LDCs shown on pages 3 and 4 of 

13 SCHEDULE FJH-16. These ranges are based upon the proxy group's average 

14 unadjusted beta of 0.24 and residual standard error of 2.3869 plus or minus three 

15 standard deviations of beta (0.1065 x 3 = 0.3195) and residual standard error (0.1049 x 

16 3 = 0.3147), respectively. 

17 I believe that this methodology for selecting non-price regulated firms of similar 

18 total risk (I.e., non-diversHlable systematic and diversHlable non-systematic risk) Is 

19 meaningful and effectively obviates the criticisms normally associated with the selection 

20 of firms presumed to be comparable In total risk. This Is because the selection of non-

21 price regulated companies comparable In total risk Is based on regression analyses of 

22 market prices which reflect Investors' assessment of all risks, diverslflable and non-

23 diverslflable. Thus, my empirical selection process results In companies comparable in 

24 both systematic and unsystematic risks. 
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Once proxy groups of non-price regulated companies are selected, It is then 

2 necessary to derive returns on book common equity, net worth, or partners' capital for 

3 the companies In the groups. I have measured these returns using the rate of return on 

4 net worth reported by Value Line. It Is reasonable to measure these returns over both 

5 the most recent 3-5 years so that any yearly, company-specific aberrations can be 

6 obviated, and forecasted 3-5 years forward. However, these are achieved returns and 

7 not Investor-expected returns. The opportunity for a fair rate of return which a public 

8 utlllty should be allowed to earn must account for attrition and regulatory lag. Historical 

9 ROEs are net of these factors. Therefore, these factors must be taken Into account In 

10 the determination of the allowed ROE. 

11 Due to the wide variation In the rates of return on net worth or partners' capital for 

12 the non-price regulated companies In the proxy groups, the median return Is an 

13 appropriate Indicator of the returns comparable to the two proxy groups of LDCs. The 

14 comparable earnings result Is 13.9% for both proxy groups based upon an average of 

15 the median projected 3-5 year return and the average of the median historical returns. 

16 Even on the most conservative basis comparable earnings results are 12.4% (seven 

17 LDCs) and 12.3% (twenty Value Line LDCs) which are the average of the median 

18 historical returns as shown on pages 2 and 4 of SCHEDULE FJH-16. When 

19 consideration Is given to the need for a higher opportunity return rate of an achieved 

20 rate), my recommended 11. 70% common equity cost rate Is affirmed as quite reasonable. 

21 Q. Does that conclude your direct testimony? 

22 A Yes. 
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Professional Qualifications of Frank J. Hanley 

EDUCATIONAL BACKGROUND 

I am a graduate of Drexel University where I received a Bachelor of Science Degree from 

the College of Business Administration. The principal courses required for this Degree include 

accounting, economics, finance and other related courses. I am also Certttled by the Society of 

Utility and Regulatory Financial Analysts, formerly the National Society of Rate of Return Analysts, 

as a Rate of Return Analyst (CARA). 

PROFESSIONAL EXPERIENCE 

In 1959, I was employed by American Water Works Service Company, Inc., which Is a 

wholly-owned subsidiary of American Water Works Company, Inc., the largest Investor-owned 

water works operation In the United States. I was assigned to Its Treasury Department in 

Philadelphia until 1961. During that period of time, I was heavily Involved In the development of 

cash flow projections and negotiations with banks for the establishment of lines of credit for all 

of the operating and subholdlng companies In the system, which normally aggregated more than 

$1 oo million per year. 

In 1961, I was assigned to Its Accounting Department where I remained until 1963. During 

that two-year period, I became intimately familiar with all aspects of a service company accounting 

system, the nature of the services performed, and the methods of allocating costs. In 1963, I was 

reassigned to Its Treasury Department as a Financial Analyst. My duties consisted of those 

previously performed, as well as the expanded responsibilltles of assisting In the preparation of 

testimony and exhibits to be presented to various public utility commissions In regard to fair rate 

of return and other financial matters. I also designed and recommended financing programs for 

many of American's operating subsidiaries and negotiated sales of long-term debt securities and 

preferred stock on their behalf either directly with instltutional Investors or through Investment 

bankers. I was elected Assistant Treasurer of a number of operating subsidiaries In the Fall of 
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1967, Just prior to accepting employment with the Communications and Technical Services 

Division of the Philco-Ford Corporation located In Fort Washington, Pennsylvania. While in the 

employ of the Philco-Ford organization, as a Senior Financial Analyst, I had responsibility for the 

pricing negotiations and analysis of acceptable rates of return to the corporation for all types of 

contract proposals with various agencies of the U.S. Government and foreign governments. 

In the Summer of 1969, I accepted a position with the Financial Division of The Philadelphia 

National Bank. I was elected Financial Planning Officer of the bank in December 1970. While 

employed with The Philadelphia National Bank, my responsibilities Included preparation of the 

annual and five-year profit plans. In the compilation of these plans, I had to perform detailed 

analyses and measure the various levels of profitabillty for each organizational unit. I also assisted 

correspondent banks In matters of recapitalization and merger, made recommendations and 

studies for their use before the various regulatory bodies having jurisdiction over them. 

In September 1971, I joined AUS Consultants - Utlllty Services Group as Vice President. 

was elected Senior Vice President In May 1975. I was elected President In September 1989. 

EXPERT WITNESS QUALIFICATIONS 

I have offered testimony as an expert witness on the subjects of fair rate of return and utility 

financial matters before the Alaska Public Utilities Commission, the Arizona Corporation 

Commission, the Arkansas Public Service Commission, the CalHornla Public Utilities Commission, 

the Public Utilltles Control Authority of Connecticut, the Delaware Public Service Commission, the 

Florida Public Service Commission, Hawaii Public Utilities Commission, the Indiana Public Utility 

Regulatory Commission, the Iowa Utilities Board, the Public Service Commission of Kentucky, the 

Maryland Public Service Commission, the Massachusetts Department of Public Utilities, the 

Michigan Public Service Commission, the Missouri Public Service Commission, the Public Service 

Commission of Nevada, the New Jersey Board of Public Utilltles, the New Mexico State 

Corporation Commission, the Public Service Commission of the State of New York, the North 

Carolina Utilltles Commission, the Ohio Public Utilities Commission, the Oklahoma Corporation 
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Commission, the Pennsylvania Public Utility Commission, the Rhode Island Public Ulilltles 

Commission, the Tennessee Public Service Commission, the Public Service Board of the State of 

Vermont, the Virginia State Corporation Commission, the Washington Utilities and Transportation 

Commission, the Public Service Commission of West Virginia, the Wisconsin Public Service 

Commission, the Federal Power Commission and Its successor the Federal Energy Regulatory 

Commission. I have testttled before the New Jersey Division of Tax Appeals and the United States 

Bankruptcy Court - Middle District of Pennsylvania with regard to the economic valuation of utility 

property. Also, I have testified before the U.S. Tax Court In Washington D.C. as an expert witness 

on the value of closely held utility common stock in a contested Federal Estate Tax case. 

In addition, I have appeared as a Staff rate of return witness for the Arizona Corporation 

Commission and the Delaware Public Service Commission in a number of proceedings. I have 

testnled on the fair rate of return for the City of New Orleans, Louisiana, which is the regulatory 

authority with regard to retail rates over New Orleans Public Service, Inc., In Its application of an 

increase in both electric and gas rates. I have acted as a consultant to the District of Columbia 

Public Service Commission Itself -- not In the capacity of Staff. 

I have testttled before a number of local and county regulatory bodies In various states on 

the subject of fair rate of return on behalf of cable television companies as well as before an 

arbitration panel In Ohio and a State District Court In Texas. I have testified before the Public 

Works Committee of the Nebraska State Senate in re Legislative BIii 731 which proposed 

permitting Public Power Districts and Munlcipallties to enter the Cable Television field. 

PROFESSIONAL ASSOCIATIONS, 
PUBLICATIONS AND GUEST SPEAKER APPEARANCES 

I am a Member and Director of the Society of Utility and Regulatory Financial Analysts, 

formerly known as the National Society of Rate of Return Analysts. I am a Certttled Rate of Return 

Analyst (CARA), Founding Member. I am also a member of the American Gas Association, an 

Associate Member of the New England Gas Association, The Pennsylvania Gas Association, and 
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the National Association of Water Companies. I often attend meetings of the Rate of Return 

Analysts during which considerable Information on the subject is exchanged. I have also attended 

corporate bond rating seminars held by Standard & Peer's Corporation. I continuously review 

financial publications of Institutions such as Standard & Peer's, Moody's Investors' Service, Value 

Line Investment Survey, and periodicals of various agencies of the U.S. Government. 

I co-authored an article with A. Gerald Harris entltled 'Does Dlversttlcation Increase the Cost 

of Equity Capital?" which was published In the July 15, 1991 Issue of Public Utilities Fortnightly. 

Also, an article which I co-authored with Pauline M. Ahern entitled "Comparable Earnings: New 

Life for an Old Precept' was published In the American Gas Association's Financial Quarterly 

Review, Summer 1994. I also authored an article entltled 'Why Performance-Based Incentives Are 

Essential' which was published in THE CITY GATE, Fall 1995, a magazine published by the 

Pennsylvania Gas Association. 

I have appeared as a guest speaker before an annual convention of the Mid-American Cable 

Television Association In Kansas City, Missouri and as a guest panelist on the small water 

companies' operation seminar of the National Association of Water Companies' 77th Annual 

Convention In Hollywood, Florida. I addressed the Second Annual Seminar on Regulation of 

Water Utllltles sponsored by N.A.R.U.C., at the University of South Florida's St. Petersburg 

campus. I have spoken on fair rate of return to the Third and Fourth Annual Utllltles Conferences, 

as well as the special conference on the cost of capital in El Paso, Texas sponsored by New 

Mexico State University. In 1983 I also made a presentation on the Cost of Capital in Atlantic City, 

New Jersey, at a seminar co-sponsored by Temple University. I have also addressed the Public 

Utility Law Section of the American Bar Association's Third Institute on Fundamentals of 

Ratemaklng which was held In Washington, D.C. and I addressed a Conference on Cable 

Television sponsored by The University of Texas School of Law at Austin, Texas. Also, I 

addressed a meeting of the New England Water Works Association at Boxborough, 

Massachusetts, on the subject of Enterprise Financing. In addition, I was a speaker and mock 



Appendix A 
Page 5 of 6 

witness In three different Utility Workshops for Attorneys sponsored by the Financial Accounting 

lnstttute held In Boston and Washington, D.C. I also was on a panel at the 23rd Financial Forum 

sponsored by the National Society of Rate of Return Analysts. The topic was Rate of Return 

Determination In the Diversified and/or Partially Deregulated Environment. I addressed the 83rd 

Annual Meeting of the Pennsylvania Gas Association in Hershey, PA. My topic was the Cost of 

Capital Implications of Demand Side Management. In June 1993, I lectured on the cost of capital 

at the American Gas Association's Gas Rate Fundamentals Course. In October 1993, I was a 

guest speaker at the University of Wisconsin's Center for Public Utilities -- my topic was 

"Diversification and Corporate Restructuring in the Electric Utility Industry - Trends and Cost of 

Capital Implications." In October 1994, I was a guest speaker on a panel at the Fourteenth Annual 

Electric & Natural Gas Conference In Atlanta, Ga., sponsored by the Bonbright Utilities Center of 

the University of Georgia and the Georgia Public Service Commission. The panel topic was 

"Responses to Competition and Incentive Rates." In October 1994, I was a guest speaker on a 

panel at a conference and workshop called "Navigating the Shoals of Cable Rate Regulation" 

sponsored by EXNET In Washington, D.C. The panel topic was "Rate of Return." Also, In March 

1995, I was a guest speaker on a panel at a conference entttled, 'Current Issues Challenging the 

Regulatory Process' sponsored by New Mexico State University - Center for Public Utilities. My 

panel topic concerned the electric industry and was titled, 'Impact of a Competitive Structure on 

the Financial Markets'. In May 1995, I was a guest speaker at the 87th Annual Meeting of the 

Pennsylvania Gas Association In Hershey, PA. My topic was "The Pennsylvania Economy and 

Utility Regulation: Impact on Industry, Consumers and Investors." In May 1996, I was on a panel 

at the 281h Financial Forum of the Society of Utility and Regulatory Financial Analysts. The panel's 

topic was 'Revisiting the Risk Premium Approach' and was held In Richmond, Virginia. Also In 

May and September 1996 respectively, I participated as an instructor in seminars on the basics 

of regulation and the ratemaking process in a changing environment. They were sponsored by 

New Mexico State University's Center for Public Utilltles and the National Association of Regulatory 
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Utility Commissioners (NARUC) and were held In Baltimore, Maryland and Albuquerque, New 

Mexico, respectively. 
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(4) From page 1 of SCHEDULE FJH-15. 
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Arl<ansas Western has greater relative risk than the seven LDCs as evidenced by the Company's likely 
Baa2 Moody's bond rating. The<efoce, an indication of the magnitude of the investment risk 
adjustment is based upon the yield spread between A1/A2. and Baa2 rated public utility bonds. The 
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0.18%) + (0.41%) = ( 0.030% + 0.410%) = 0.440%, rounded to 0.4%). 

(6) The 11.3% indicated common equity cost rate based upon the proxy group of twenty Value Line LDCs is 
applicable to the average A2. Moody's bond rating of the group. As explained in Mr. Hanley's direct testimon! 
Arl<ansas Western has greater relative risk than the twenty Value Line LOCs as evidenced by the Company', 
likely Baa2 Moody's bond rating. Therafore, an indication of the magnitude of the investment risk adjustment 
Is based upon the yield spread between A2. and Baa2 rated public utility bonds. The investment risk 
adjustment of 0.4% equsls the average spread between A and Baa rated public utility bonds of 41 basis 
points (from page 5 of SCHEDULE FJH-14), rounded to 0.4%. 

(7) Based upon the midpoint of the range of indicated common equity cost rate after investment risk adjustment 
As discussed in Mr. Henley's direct testimony, the indicated common equity cost rate results foc the proxy 
group of seven LDCs is counterintuitive vis-a-vis the indicated common equity cost rate results foc the twenty 
Value Line LDCs, which, on average, are significantly larger than the seven LDCs, on average. 

(8) From page 2 of SCHEDULE FJH-16. 
(9) From page 4 of SCHEDULE FJH-16. 
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Utilities 
The utilities rating methodology encompasses two basic 

components: business risk analysis and financial analysis. 
Evaluation of Industry characteristics, the utlllty's position 
within that industry, Its regulation, and Its management 
provides the context for assessing a firm's financial condl­
tlon. 

Historical analysis ls a tool for ldentlfyfng strengths and 
weaknesses, and provides a starting point for evaluatlng 
financial condltlon. Business position assessment Is the 
qualftatlve measure of a utility's fundamental credltwor­
thlness. lt focuses on the forces that will shape the utilitles' 
future. 

The aedlt analysis of utllities Is quickly evolving, as 
utillties are treated less as regulated monopolies and more 
as entitles faced with a host of challengers In a competltlve 
envlronment Marketplace dynamics are supplantlng the 
power of regulatlon, making It crltlcally Important to re­
duce costs and/or market new services In order to thwart 
competitors' inroads. 

Markets and service area economy 
Assessing service territory begins with the economic and 

demographic evaluation of the area In which the utility has 
Its franchise. Strength oflong,term demand for the product 
ts examined from a macroeconomic perspective. This en­
ables Standard & Poor's to evaluate the alTordabllfty of 
rates and the staying power of demand. 

Standard & Poor's tries to discern any secular consump­
tion trends and, more Importantly, the reasons for them. 
Specific Items examined Include the size and growth rate 
of the market, strength of the franchise, historical and 
projected sales growth, Income levels and trends In popu­
lation, employment, and per capita Income. A utillty with 
a healthy economy and customer base-as illustrated by 
diverse employment opportunities, average or above-av­
erage wealth and Income statistics, and low unemploy-

ment-wfll have a greater capacity to support Its opera­
tions. 

For electric and gas utllftles, dlstrlbutlon by customer 
class Is sautlnlzed to assess the depth and diversity of the 
utillty's customer mix. For example, heavy Industrial con­
centratlon ls viewed cautlously, since a utillty may have 
significant exposure to cyclical volatillty. Alternatlvely, a 
large resldentlal component yields a stable and more pre­
dictable revenue stream. The largest utillty customers are 
ldentlfled to determine their Importance to the bottom line 
and assess the risk of thelr loss and potentlal adverse effect 
on the utillty's financial position. Credit concerns arise 
when Individual customers represent more than 5% of 
revenues. The company or Industry may play a significant 
role In the overall economic base of the service area More­
over, large customers may turn to cogeneratlon or alterna­
tlve power supplies to meet their energy needs, potentlally 
leading to reduced cash flow for the utlllty (even In cases 
where a large customer pays discounted rates and Is not a 
profitable account for the utility). Customer concentration 
Is less significant for water and telecommunication utill­
Ues. 

Competitive position 
As competltive pressures have Intensified In the utllltles 

industry, Standard & Poor's analysis has deepened to In­
clude a more thorough review of competitlve position. 

Electric utility competition 
For electric utillties. competltlve factors examined In­

clude: percentage affirm wholesale revenues that are most 
vulnerable to competition: industrial load concentration; 
exposure of key customers to alternative suppllers; com­
mercial concentrations; rates for various customer classes; 
rate design and flexibility; productlon costs, both marginal 
and fixed; the regional capacity sltuatlon; and transmission 
constraints. A regional focus Is evident, but high costs and 
rates relative to national averages are also of significant 
concern because of the potential for electricity substltutes 
over time. 

Mountlng competltion In the electric utillty Industry 
derives from excess generating capacity, lower barriers to 
entering the electric generating business, and marginal 
costs that are below embedded costs. Standard & Poor's 
has already witnessed decllnlng prices In wholesale mar­
kets, as de facto retall competitlon Is already being seen In 
several parts of the country. Standard & Poor's believes 
that over the coming years more and more customers will 
want and demand lower prices. lnltlal concerns focus on 
the largest industrial loads, but other customer classes will 
be Increasingly vulnerable. Competition will not necessar-
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Uy be driven by legJslaUon. Other pressures will arise from 
global compeUUon and Improving technologies, whether 
it be the decllnJng cost of Incremental generation or ad­
vances in transmission capacJty or subsUtute energy 
sources like the fuel cell. It ls Impossible to say precisely 
when wide-open retail competition will occur; this will be 
evoluUonary. However, slgnlllcanUy greater compeUUon 
In retail markets Is Inevitable. 

a·as utility compernlon 

Similarly, gas uUUUes are analyzed with regard to their 
compeUUve standing In the three major areas of demand: 
resldenUal, commercial, and Industrial. Although regu­
lated as holders of monopoly power, natural gas uUUUes 
have for some Ume been acUvely compeUng for energy 
markets hare with fuel oil, electricity, coal, solar, wood, etc. 
The long-term staying power of market demand for natu­
ral gas cannot be taken for granted. In facL as the electric 
uUUty Industry restructures and reduces costs, electric 
power will become more cost competlUve and threaten 
certain gas markets. In addlUon, independent gas market­
ers have made greater Inroads behind the city gate and are 
compeUng for large gas users. Moreover, the recent trend 
by state regulators to unbundle uUUty services Is creaUng 
opportunitles for outsiders to market niche products. Dis­
tributors sUU have the upper hand, but those who do not 
reduce and control costs, and thus rates, could find com­
peUUon even more difficult. 

Natural gas plpeUnes are Judged to carry a somewhat 
higher business risk than distribution companies because 
they face compeUtlon In every one of their markets. To the 
extent a pipeline serves uUUUes versus Industrial end users, 
Its stablUty Is greater. Over the next five years. plpeUne 
competition will heat up since many service contracts with 
customers are expiring. Most distributor or end•use rus­
tomers are looking to reduce pipeline costs and are work­
Ing to Improve their load factor to do so. Thus. plpeUnes 
wlU likely find It difficult to recontract all capacity In 
comlng years. Being the plpeUne of choice Is a funcUon of 
attracUve transportatlon rates, diversity and quality of 
services provided, and capacity available In each parUcular 
market. In all cases though, periodic discounting of rates 
to retain customers wm occur and put pressure on proflt­
ablllty. 

Water utility competition 

As the last true utility monopoly, water uUUUesface very 
Uttle competition and there ls currently no challenge to the 
conUnuaUon of franchise areas. The only exceptlons have 
been cases where investor-owned water companies have 
been subject to condemnation and municlpallzatlon be­
cause of poor service or poUUcal motlvatlons. In that re­
gard, Standard & Poor's pays close attentlon to costs and 
rates In relaUon to neighboring uUllUes and natlonal aver­
ages. (In contrast, the privatlzaUon of pubUc water facilities 
has begun, albeit at a slower pace than anUclpated. This Is 
occurring mostly In the form of operating contracts and 
public/private partnerships, and not In asset transfers. 
This trend should continue as cities look for ways to bal-
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ance their Ught budgets.) Also, water uUUUes are not fully 
Immune to the forces of competltlon; In a few instances 
wholesale customers can access more than one supplier. 

Telephone competition 

The Telecommunlcatlons Act of 1996 accelerates the con­
Unulng challenge to the local exchange companies' (LECs) 
century-old monopoly In the local loop. Competitive ac­
cess providers (CAPs), both fadlitles-based and resellers, 
are aggressively pursuing customers, generally targetlng 
metropolitan areas, and promlslng lower rates and better 
service. 

Most long-distance calls are sUll orlglnated and terml­
nated on the local telephone company network. To com­
plete such a call, the long-distance provider (Including 
AT&T, MCI. Sprlnt and a host of smaller lnterexchange 
carriers or "IXCs") must pay the local telephone company 
a steep ·access• fee to compensate the local phone com• 
pany for the use of its local network. CAPs, In contrast, 
bulld or lease facilities that directly connect customers to 
their long-distance carrier, bypassing the local telephone 
company and avoiding access fees, and thereby can offer 
lower long-distance rates. But the LECs are not standing 
still; they are combating the loss of business to CAPs by 
lowering access fees, thereby reducing the economic lncen­
Uve for a high usage long-distance customer to use a CAP. 
LECs are attempting to make up for the loss of revenues 
from lower access fees by Increasing basic local service 
rates (or at least not lowering them). since bask se(V{ce Is 
far less subject to competltlon. LECs are Improving oper­
atlng efficiency and marketlng high margln, value-added 
new services. Addltlonally, In the wake of the Telecommu­
nicatlons AcL LECs will capture at least some of the Inter­
LA TA long-distance market. As a result of these lnltlatlves, 
LE Cs conUnue to rebulld themselves-from the traditlonal 
uUUty monopoly to leaner, more marketlng oriented or­
ganizations. 

While LECs, and Indeed all segments of the telecommu­
nicaUons sector, face Increasing competltlon, there are fa­
vorable Industry factors that tend to offset heightened 
business rtsk and auger for overall ratlngs stability for most 
LECs. Importantly, telecommunicatlons Is a declining-cost 
business. With Increased deployment of fiber optics, the 
cost of transport has fallen dramatically and digital switch­
Ing hardware and software have yielded more capable, 
trouble-free and cost-efficient networks. As a resulL the 
cost ofnetwork maintenance has dropped sharply, as illus­
trated by the raUo of employees per 10,000 access Unes, an 
oft died measurement of efficiency. Ratios as low as 25 
employees per I0,000 Unes are being seen, down from the 
typical 40 or more employees per 10,000 ratlo of only a few 
years ago. 

In addltlon. networks are far more capable. They are 
Increasingly digitally switched and able to accommodate 
high-speed communlcatlons. The Infrastructure needed to 
accommodate switched broadband services wlll be built 
Into telephone networks over the next few years. These 
advanced networks will enable telephone companies to 
look to a greater variety of hlgh-margJn, value-added serv-
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Ices. In addition to those current services such as call 
waiting or caller ID, the delivery of hundreds of broadcast 
and Interactive video channels will be possible. While these 
services offer the potential of new revenue streams, they 
will simultaneously present a formidable challenge. LECs 
will be entering the new (to them) arena of multimedia 
entertainment and will have to develop expertise In mar­
keting and entertainment programming acumen; such 
skills stand In sharp contrast to LECs' tradlUonal strengths 
In engineering and customer service. 

Operations 
Standard & Poor's focuses on the nature of operations 

from the perspective of cost, rellablUty, and quality of 
service. Here, emphasis Is placed on those areas that re­
quire managementattenUonJn terrnsoftlme or money and 
which, If unresolved, may lead to political, regulatory, or 
competitive problems. 

Operations of electric utilitiea 
For electrics, the status of utility plant Investment Is 

reviewed with regard to generating plant avallablllty and 
utlllzation, and also for compliance with existing and con­
templated environmental and other regulatory standards. 
The record of plant outages, equivalent avaUablUty, load 
factors, heat rates, and capacity factors are examined. Also 
Important ls efficiency, as defined by total megawatt hour 
per employee and customers per employee. Transmission 
Jnterconnectlons are evaluated in terms of the number of 
utlUties to which the utility In question has access, the cost 
structures and available generating capacity of these other 
utlllties, and the price paid for wholesale power. 

Because of mounting competition and the substantial 
escalation in decommissioning estimates, significant 
weight Is given to the operation of nuclear faclUties. Nu­
clear plants are becoming more vulnerable to high produc­
tion costs that make their rates uneconomic. Significant 
asset concentration may expose the utility to poor perform­
ance, unscheduled outages or premature shutdowns. and 
large deferrals or regulatory assets that may need to be 
written off for the utility to remain competitive. Also, 
nuclear faclUties tend to represent significant portions of 
their operators' generating capab!Uty and assets. The loss 
of a productive nuclear unit from both power supply and 
rate base can Interrupt the revenue stream and create sub­
stantial addlUonal costs for repairs and Improvements and 
replacement power. The ability to keep these stations run­
ning smoothly and economlcally directly Influences the 
ability to meet electric demand, the stability of revenues 
and costs. and, by extension, the ablllty to maintain ade­
quate creditworthiness. Thus, economic operatlon, safe 
operation, and long-term operation are examined In depth. 
Specifically, emphasis ls placed on operation and mainte­
nance costs, busbar costs, fuel costs, refueling outages, 
forced outages, plant statlstics, NRC evaluatlons. the po­
tential need for repairs, operatlng licenses, decommission­
ing estimates and amounts held In external trusts, spent 
fuel storage capacity, and management's nuclear expert-

ence. In essence, favorable nuclear operations offer slgnifl­
cant opportunities but, if a nuclear unit runs poorly or not 
at all, the attendant risks can be great. 

Operetiona of gas utilities 

For gas pipeline and distribution companies, the degree 
of plant utilization, the physical condition of the mains and 
Unes, adequacy of storage to meet seasonal needs, ·tost and 
unaccounted for" gas levels, and per-unit nongas operat­
ing and construction costs are Important factors. Efficiency 
statlstlcs such as load factor, operatlng costs per customer, 
and operating Income per employee are also evaluated In 
comparison to other utlllties and the Industry as a whole. 

Operations of water utilities 

As a group, water utlUUes are continually upgrading 
their physical plant to satisfy regulations and to develop 
addlUonal supply. Over the next decade, water systems 
will Increasingly face the task of maintaining compliance, 
as drink.Jog water regulaUons change and Infrastructure 
ages. Given that the Safe Drinking Water Act was author­
ized In 197 4, the first generation of treatment plants built 
to conform with these rules are almost 20 years old. Addi­
tionally, because the focus during this period was on sat­
isfying environmental standards, deferred maintenance of 
distribution systems has been common, especially In older 
urban areas. The increasing cost of supplying treated water 
argues against the high level of unaccounted for water 
witnessed In the Industry. Consequently, Standard & 
Poor's antlclpates capital plans for rebuilding distribution 
lines and major renewal and replacement efforts aimed at 
treatment plants. 

Operations of telephone companies 

For telephone companies, cost-of-service analysis fa. 
cuses on plant capablllty and measures of efficiency and 
quality of service. Plant capab!Uty ls ascertained by looking 
at such parameters as percentage of digitally switched 
lines; fiber optic deployment, In particular In those por­
tions of the plant key to network survival; and the degree 
of broadband capacity fiber and coaxial deployment and 
broadband switching capacity. Efficiency measures In­
clude operating margins, the ratio of employees per 10,000 
access lines, and the extent of network and operations 
consolidation. Quality of service encompasses examlna­
Uon of quantitative measures, such as trouble reports and 
repeat service calls, as well as an assessment of qualitative 
factors, that may Include service quality goals mandated 
by regulators. 

Regulation 
Regulatory rate-setting acUons are reviewed on a case­

by-case basis with regard to the potentlal effect on credit­
worthiness. Regulators' authorizing high rates of return Is 
ofllttle value unless the returns are earnable. Furthermore, 
allowing high returns based on noncash Items does not 
benefit bondholders. Also, to be viewed positively, regula­
tory treatment should allow consistent performance from 

31 
SCHEDULE FJH-2 
Page 5 of 20 



• • • · STANDARD&llOOR'SCOAPOAATERATINGSGRITERIA •. 

period to period, given the Importance offlnanclal stability 
as a ratlng consideration. 

The utillty group meets frequently with commlsslon and 
staff members, both at Standard & Poor's offices and at 
commlsslon headquarters, demonstrating the Importance 
Standard & Poor's places on the regulatory arena for credit 
quality evaluation. Input from these meetings and from 
review of rate orders and their Impact weigh heavily In 
Standard & Poor' s analysis. 

Standard & Poor's does not •rate· regulatory commls-­
slons. State commissions typically regulate a number of 
diverse Industries, and regulatory approaches to different 
types of companies often differ within a single regulatory 
jurlsd!ctlon. This makes It all but Impossible to develop 
inclusive "ratings• for regulators. 

Standard & Poor's evaluation of regulation also encom­
passes the administrative, judicial, and legislative proc­
esses involved In state and federal regulation. These can 
affect rate-setting activities and other aspects of the busi­
ness. such as competitive entry, environmental and safety 
rules, facility siting, and securities sales. 

As the utility Industry faces an Increasingly deregulated 
environment, alternatives to traditional rate-making are 
becoming more critical to the ability of utilities to effec­
Uvely compete. maintain earnings power, and sustain 
creditor protection. Thus, Standard & Poor's focuses on 
whether regulators, both state and federal, will help or 
hinder utilltles as they are exposed to greater competition. 
There Is much that regulators can do, from allocating costs 
to more captive customers to allowing pricing flexibil­
ity-and sometimes Just stepping out of the way. 

Under traditional rate-making, rates and earnings are 
tied to the amount of Invested capital and the cost of 
capital. This can sometimes reward companies more for 
Justifying costs than for containing them. Moreover, most 
current regulatory pollcles do not permit utilities to be 
flexible when responcl!ng to competitive pressures of a 
deregulated market. Lack offlex!ble tariffs for electric utili­
ties may lure large customers towhee! cheaper power from 
other sources. 

In general, a regulatory Jurisdiction Is viewed favorably 
lf lt permits earning a return based on the ability to sustain 
rates at competitive levels. In addition to performance­
based rewards or penalties, flexible plans could include 
market-based rates, price caps, index-based prices, and 
rates premised on the value of customer service. Such rates 
more closely mlrrorthecompetltlve environment that utili­
ties are confronting. 

Electric industry regulation 
The ability to enter into long-term arrangements at ne­

gotlated rates without having to seek regulatory approval 
for each contract Is also Important In the electric Industry. 
{While contracting at reduced rates constralns financial 
performance, II lessens the potential adverse impact In the 
event of retail wheeling. Since revenue losses associated 
with thls strategy are not Ukely to be recovered from rate­
payers, utilltles must control costs well enough to remaln 
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competitive If they are to sustain current levels of bond­
holder protection.) 

Natural gaa Industry ragulatlon 

In the gas Industry, too, several state commlsslon policies 
weigh heavily In the evaluation of regulatory support. 
Examples Include stablllzatJon mechanisms to adjust reve­
nues for changes In weather or the economy, rate and 
service unbundling decisions, revenue and cost allocation 
between sales and transportation customers, flexible In­
dustrial rates, and the general supportlveness of construe• 
Uon costs and gas purchases. 

Water Industry regulatlon 
In all water utility activities, federal and state environ­

mental regulations continue to play a critical role. The 
legislative timetable to effect the 1986 amendments to the 
Safe Drinking Water Act of 197 4 was quite aggressive. But 
environmental standards-setting has actually slowed over 
the past couple of years due largely to Increasing sentiment 
that the stringent, costly standards have not beenjustlfled 
on the basis of public health. A moratorium on the prom­
ulgation of significant new environmental rules Is antici­
pated. 

Telecommunications Industry regulation 
Despite the advances in telecommunications deregula­

tion, analysis of regulation of telephone operators will 
continue to be a key raUng determinant for the foreseeable 
future. The method of regulation may be either classic 
rate-based rate of return or some form of price cap mecha­
nism. The most important factor ls to assess whether the 
regulatory framework-no matter which type-provides 
sufficient financial incentive to encourage the rated com­
pany to maintain its quality of service and to upgrade Its 
plant to accommodate new services while facing f ncreasfng 
competition from wireless operators and cable television 
companies. 

Where regulators do still set tariffs based on an author­
ized return, Standard & Poor's strives to explore with 
regulators their vlew of the rate-of-return components that 
can materially Impact reported versus regulatory earnings. 
Specifically these Include the allowable base upon which 
the authorized return can be earned, allowable expenses, 
and the authorized return. Since regulatory oversight runs 
the gamut from strict. adversarial relationships with the 
regulated operating companies to highly supportive pos­
tures. Standard & Poor's probes beyond the apparent regu­
latory environment to ascertain the actual impact of 
regulation on the rated company. 

Management 
Evaluating the management of a utillty Is of paramount 

Importance to the analytical process since management's 
abilities and decisions affect all areas of a company's op­
erations. While regulation, the economy, and other outside 
factors can influence results, it Is ultimately the quality of 
management that determines the success of a company. 
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With emerging competition, utllity management will be 
more closely sautlnlzed by Standard & Poor's and will 
become an Increasingly critical component of the credit 
evaluation. Management strategies can be the key determi­
nant In differentiating utllitles and In establishing where 
companies lie on the business position spectrum. It Is 
Imperative that managements be adaptable, aggressive, 
and proactive if their utllitles are to be viable In the future; 
this Is especially Important for utilities that are currently 
uncompetitive. 

The assessment of management Is accomplished through 
meetings, conversations, and reviews of company plans. It 
Is based on such factors as tenure, industry experience, 
grasp oflndustrylssues, knowledge of customers and their 
needs, knowledge of competitors, accounting and flnanc• 
Ing practices, and commitment to credit quaUty. Manage­
ment's ablllty and willingness to develop workable 
strategies to address their systems' needs, to deal with the 
competitive pressures of free market, to execute reasonable 
and effective long-term plans, and to be proactive In lead­
Ing their utilities Into the future are assessed. Management 
quaUty Is also Indicated by thoughtful balancing of public 
and private priorities, a record of credibility, and effective 
communication with the public, regulatory bodies, and the 
financial community. Boards of directors will receive ever 
more attention with respect to their role In setting appro­
priate management Incentives. 

With competition the watchword, Standard & Poor's 
also focuses on management's efforts to enhance flnancJaJ 
condition. Management can bolster bondholder protection 
by taking any number of discretionary actions, such as 
selling common equity, lowering the common dividend 
payout, and paying down debt Also Important for the 
electric Industry wlll be creativity In entering Into strategic 
alliances and working partnerships that Improve effi­
ciency, such as central dispatching for a number of utilities 
or locking up at-risk customers through long-term con­
tracts or expanded flexible pricing agreements. Proactive 
management teams will also seek alternatives to tradi­
tional rate-base, rate-of-return rate-making, move to adopt 
higher depreciation rates for generating faciUtles, segment 
customers by individual market preferences, and attempt 
to create superior service organizations. 

lngeneral, management's ablllty to respond to mounting 
competition and changes In the utility industry In a swift 
and appropriate manner will be necessary to malntaln 
credit health. 

Fuel, power, and water supply 
Assessment of present and prospective fuel and power 

supply Is critical to every electric utllity analysis, while 
gauging the long-term natural gas supply position for gas 
pipeline and distribution companies and the water re­
sources of a water utility Is equaUy Important. There Is no 
similar analytical category for telephone utllitles. 

Electric utilities 

For electric utilities emphasis Is placed on generating 

reserve margins, fuel mfx. fuel contract terms, demand­
side management techniques, and purchased power ar­
rangements. The adequacy of generating margins Is 
examined natlonaUy, regionally, and for each Individual 
company, However, the reserve margin picture Is mud­
died by the Imprecise nature of peak:load growth forecast­
ing, and also supply uncertalnty relating to such things as 
Canadian capacity avallablllty and potential plant shut­
downs due to age, new NRC rules, add rain remedies, fuel 
shortages, problems associated with nontradltlonal tech­
nologies, and so forth. Even apparently ample reserves 
may not be what they seem. Moreover, the quality of 
capacity Is Just as Important as the size of reserves. Com­
panies' reserve requirements differ, depending upon indi­
vidual operating characteristics. 

Fuel diversity provides flexlblllty In a changing environ­
ment Supply disruptions and price hikes can raise rates 
and Ignite political and regulatory pressures that ulti­
mately lead to erosion In financial performance. Thus, the 
ablllty to alter generating sources and take advantage of 
lower cost fuels Is viewed favorably. 

Dependence on any single fuel means exposure to that 
fuel's problems: electric utllitles that rely on oil or gas face 
the potential for shortages and rapid price Increases; utili­
ties that own nuclear generating facilities face escalating 
costs for decommissioning; and coal-fired capacity entails 
environmental problems stemming from concerns over 
acid rain and the "greenhouse effect.• 

Buying power from neighboring utllitles, quaUfying fa. 
cility projects, or Independent power producers may be the 
best choice for a utlllty that faces Increasing electricity 
demand. There has been a growing reliance on purchased 
power arrangements as an alternative to new plant con­
struction. This can be an Important advantage. since the 
purchasing uUlfty avoids potenUal construction cost over­
runs as well as risking substantial capital. Also, utilities can 
avoid the financial risks typical of a multiyear construction 
program that are caused by regulatory lag and prudence 
reviews. Furthermore, purchased power may enhance 
supply flexlbiUty, fuel resource diversity, and maximize 
load factors. Utilities that plan to meet demand projections 
with a portfolio of supply-side options also may be better 
able to adapt to future growth uncertalnties. Notwith­
standing the benefits of purchasing. such a strategy has 
risks associated with Jt By entering Into a firm long-term 
purchased power contract that contains a fixed-cost com­
ponent, utilities can Incur substantial market. operating, 
regulatory, and financial risks. Moreover, regulatory treat­
ment of purchased power removes any upside potential 
that mlght help offset the risks. Utilities are not compen­
sated through Incentive rate-making; rather, purchased 
power 1s recovered dollar-for-dollar as an operating ex­
pense. 

To analyze the financial Impact of purchased power, 
Standard & Poor's first calculates the net present value of 
future annual capacity payments (discounted at 1096). This 
represents a potential debt equivalent-the off-balance­
sheet obligation that a utllity Incurs when It enters Into a 
long-term purchased power contract. However. Standard 
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& Poor's adds to the utillty's balance sheet only a portion 
of this amount. recognizing that such a contractual ar­
rangement Is not entirely the equivalent of debt. What 
percentage ls added Is a function of Standard & Poor's 
qualitative analysis of the specific contract and the extent 
to which market. operating, and regulatory risks are borne 
by the utillty (the risk factor). For unconditional, take-or­
pay contracts, the risk factor range Is from 40%-80%, with 
the average hovering around 6096. A lower risk factor Is 
typically assigned for system purchases from coal-fired 
utillties and a higher risk factor Is usually designated for 
unit-specific nuclear purchases. The range for take-and­
pay performance obligations Is between I 0%-5096. 

Gaa utilitlea 

For gas distribution utilities, long-term supply adequacy 
obviously Is critical, but the supply role has become even 
more Important in credit analysis since the Federal Energy 
Regulatory Commission's Order 636 eliminated the Inter­
state pipeline merchant business. This thrust gas supply 
responsibilities squarely on local gas distributors. Stand­
ard & Poor's has always believed distributor management 
has the expertise and wherewithal to perform the Job well, 
but the risks are significant since gas costs are such a large 
percentage of total utility costs. In that regard, it Is impor­
tant for utillties to get preapprovals of supply plans by state 
regulators or a ti east keep the staff and commlssloners well 
informed. To minimize risks, a well-run program would 
diversify gas sources among different producers or mar­
keters, d!Jferent gas basins In the U.S. and Canada, and 
d!Jferent pipeline routes. Also, purchase contracts should 
be Orm, with minimal take-or-pay provisions, and have 
prices tied to an Industry Index. A modest percentage of 
fixed-price gas ls not unreasonable. Contracts. whether of 
gas purchases or pipeline capaclty, should be intermediate 
term. Staggering contract expirations (preferably annu­
ally) provides an opportunity to be an active market player. 
A modest degree of reliance on spot purchases provides 
flexlbillty, as does the use of market-based storage. Gas 
storage and on-property gas resources such as liquefied 
natural gas or propane air are effective peak-day and peak­
season supply management tools. 

Since pipeline companies no longer buy and sell natural 
gas and are Just common carriers, connections with varied 
reserve basins and many wells within those basins are of 
great Importance. Diversity of sources helps offset the risks 
arising from the natural production declines eventually 
experienced by all reserve basins and Individual wells. 
Moreover, such diversity can enhance a pipeline's attrac­
tiveness as a transporter of natural gas to distributors and 
end users seeking to buy the most economical gas avallable 
for their needs. 

Water utllitles 

Nearly all water systems throughout the U.S. have ample 
long-term water supplies. Yet to gain comfort, Standard & 
Poor's assesses the production capablllty of treatment 
plants and the ab!Uty to pump water from underground 
aquifers Jn relation to the usage demands from consumers. 
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Having adequate treated water storage facll!Ues has be­
come Important In recent years and has helped many 
systems meet demands during peak summer periods. Of 
Interest ls whether the resources are owned by the utility 
or purchased from other utillties or local authorities. Own­
Ing properties with water rights provides more supply 
security. This ls especially so ln states like California where 
water allocations are being reduced, particularly since re­
cent droughts and environmental Issues have created 
alarm. Since the primary cost for water companies Is treat­
ment. It makes llttle d!Jference whether raw water ls owned 
or bought. In fact, compliance with federal and state water 
regulations Is very high, and the overall cost to deliver 
treated water to consumers remains relatively affordable. 

Asset concentration in the electric 
utility industry 

In the electric Industry, Standard & Poor's follows the 
operations of major generating facilities to assess If they are 
well managed or troubled. Significant dependence on one 
generating facility or a large financial Investment In a 
single asset suggests high risk. The size or magnitude of a 
particular asset relative to total generation, net plant In 
service, and common equity ls evaluated. Where substan­
tial asset concentration exists, the financlal profile of a 
company may experience wide swings depending on the 
asset's perfonnance. Heavy asset concentration Is most 
prevalent among uW!tles with costly nuclear units. 

Earnings protection 
In this category, pretax cash Income coverage of all Inter­

est charges Is the primary ratio. For this calculation, allow­
ance for funds used during construction (AFUDC) Is 
removed from income and interest expense. AFUDC and 
other such noncash items do not provide any protection for 
bondholders. To Identify total Interest expense, the analyst 
reclassifies certain operating expenses. The Interest com­
ponent of various off-balance-sheet obligations, such as 
leases and some purchased-power contracts, Is Included In 
Interest expense. This provides the most direct Indication 
of a utility's ability to service Its debt burden. 

While considerable emphasis In assessing credit protec­
tion Is placed on coverage ratios, this measure does not 
provide the entire earnings protection picture. Also Impor­
tant are a company's earned returns on both equity and 
capital, measures that highlight a firm's earnings perform­
ance. Consideration ls given to the interaction of embed­
ded costs, financial leverage, and pretax return on capital. 

Capital structure 
Analyzing debt leverage goes beyond the balance sheet 

and covers quasi-debt Items and elements of hidden finan­
cial leverage. Noncapltallzed leases (Including sale/lease­
back obligations), debt guarantees, receivables financing, 
and purchased-power contracts are all considered debt 
equivalents and are reflected as debt in calculating capital 
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structure ratios. By making debt level adjustments, the 
analyst can compare the degree of leverage used by each 
utility company. 

Furthermore, assets are examlned to Identify underval­
ued or overvalued Items. Assets of questionable value are 
discounted to more accurately evaluate asset protectlon. 

Some firms use short-term debt as a permanent piece of 
their capital structure. Short-term debt also ls considered 
part of permanent capital when It Is used as a bridge to 
permanent financing. Seasonal, self-liquidating debt ls ex­
cluded from the permanent debt amount, but this situation 
Is rare-with the exception of certain gas utilities. Given 
the long life of almost all utility assets, short-term debt may 
expose these companies to interest-rate volatility, remar­
keting risk, bank line backup risk. and regulatory exposure 
that cannot be readily offset. The lower cost of shorter-term 
obllgations (assuming a positively sloped yield curve) ls a 
posltlve factor that partially mitigates the risk of interest­
rate varlablllty. As a rule of thumb, a level of short-term 
debt that exceeds I 0% of total capital ls cause for concern. 

Similarly. If floating-rate debt and preferred stock con­
stitute over one-third of total debt plus preferred stock, this 
level ls viewed as unusually high and may be cause for 
concern. It might also Indicate that management Is aggres­
sive in its financial policies. 

A layer of preferred stock In the capital structure Is 
usually viewed as equity-since dlvldends are discretion­
ary and the subordinated claim on assets provides a cush­
ion for providers of debt capital. A preferred component 
of up to 10% Is typically viewed as a permanent wedge In 
the capital structure of utilities. However, as rate-of-return 
regulation Is phased ou~ preferred stock may be viewed 
by utilities-as many Industrial firms would-as a tempo­
rary option for companles that are not current taxpayers 
that do not benefit from the tax deductibility of interest. 
Even now, floating-rate preferred and money market per­
petual preferred are problematic: a rise In the rate due to 
deteriorating credit quality tends to Induce a company to 
take out such preferred stock with debt. Structures that 
convey tax deductlblllty to preferred stock have become 
very popular and do generally afford such financings with 
equity treatment. 

Cash flow adequacy 
Cash flow adequacy relates to a company's ability to 

generate funds Internally relative to Its needs. It Is a basic 
component of credit analysis because it takes cash to pay 
expenses, fund capital spending, pay dividends, and make 
interest and principal payments. Since both common and 
preferred dividend payments are important to maintain 
capital market access, Standard & Poor's looks at cash flow 
measures both before and after dividends are paid. 

To determine cash flow adequacy, several quantitative 
relationships are examined. Emphasis Is placed on cash 
flow relative to deb~ debt service requirements, and capital 
spending. Cash flow adequacy Is evaluated with respect to 
a firm's ablllty to meet all fixed charges, including capacity 
payments under purchased-power contracts. Despite the 
conditional nature of some contracts, the purchaser Is ob­
ligated to pay a minimum capacity charge. The ratio used 
ls funds from operations plus Interest and capacity pay­
ments divided by interest plus capacity payments. 

Financial flexibility/capital attraction 
Financing flexlblllty Incorporates a utility's financing 

needs, plans. and alternatives, as well as its flexlblllty to 
accompllsh Its financing program under stress without 
damaging creditworthiness. External funding capablllty 
complements Internal cash flow. Especially since utilities 
are so capital intensive, a firm's ablllty to tap capital mar­
kets on an ongoing basis must be considered. Debt capacity 
reflects all the earlier elements: earnings protection, debt 
leverage, and cash flow adequacy. Market access at reason­
able rates Is restricted If a reasonable capital structure ls not 
maintained and the company's financial prospects dim. 
The analyst also reviews indenture restrictions and the 
impact of additional debt on covenant tests. 

Standard & Poor's assesses a company's capacity and 
wlllingness to issue common equity. This ls affected by 
various factors, including the market-to-book ratio, divi­
dend pollcy, and any regulatory restrictions regarding the 
composition of the capital structure. 
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INDUSTRIALS 

Funds from operations/total debt {%) 
AAA 

Wall-above-average business position .. , .•... , • • ao 
Above-average business position ..... , • , ••• , .. , . 150 
Average business position ........... , ... , ... .. 
Below-average ~siness position , •. , •••.....•.•• 
WaU-bak>w-avaraga business position ..•• , • , •• , • 

Total debt/capitallzatlon {%) 
AAA 

Well-above-average business position .•••• , • , , • • 30 
Above-average business position .•. , . , •• , •• , ••• , 20 
Average business position . , • , , •••••• , ••• , ••. , . 
Below-average position ... , ••••••••.•••. , ••••• 
Wall-below-average business position ••• , • , • , .•. 

AA 
80 
80 

105 

AA 
40 
25 
15 

TELEPHONE OPERATING COMPANIES 

Pretax interest coverage {x) . .................... 

Total debt/total capital {%) ...................... 

Net cash flow/average total debt {%) •••••••••••••• 

Funds from operations interest coverage {x) . ...... 

ELECTRIC UTILITIES 

Pretax interest coverage {x) 
Above-average business position •• ,., •• ,,,., ........... ,. 
Average business position , , • , ••••••• , ••••.... , . , , .•••••• 
Below-average busin .. s position •.•••..•••••••• , •....•... 

Total debt/total capital (%} 
Above-average business position .•••.. , ••.•..• , • , • , , •• , • , 
Average business position , ••••• , •• , , ••• , •••.•..... , ..... 
Below-average business position , ...... , ••• , , , •....... , .. 

F~!-~~~g~~::~~~~!/~~~~~~~ -~~~.r:i:~~-~~)- ..... . 
Average business position •••••••••.•••••.•..•..•.••..••. 
Below-average business position ..... , •• , •••• , ••......... 

Funds from operations/total debt {%) 
Above-average business position. , •..••.• , •••••••• , , ••. , . 
Average business position ..•..•..•...••......•• , •••• , ••. 
Below-average business position •. , .•••••••.... , ...... , •• 

Net cash flow/capital expenditures {%) 
Above-average business position •••• , ••••••• , , , , , • , ..... . 
Average business position ..•...•• , ..•.. , . , .....••• , , • , , , 
Below-average position ..•• , ••••• , • , , • , • , • , , • , .... , ••••• 

84 

AA 
3.50 
4.00 

47 
42 

4.00 
4.50 

26 
32 

90 
110 

AA 
ovar4.5 

under 42 

over32 

over 6.5 

A 
40 
50 
80 
85 

A 
50 
40 
30 
25 

A 
2.75 
3.50 
4.50 

52 
47 
41 

3.25 
4.00 
5.00 

19 
25 
34 

70 
85 

105 

A 

BBB 
25 
30 
35 
40 
65 

BBB 
80 
50 
40 
35 
25 

3.3-5.0 

40-52 

25-33 

5.0-7.0 

BBB 
1.75 
2.50 
3.50 

59 
54 
48 

2.25 
3.00 
4.00 

14 
19 
29 

45 
80 
60 

BBB 
2.3-4.0 

50-62 

20-30 

3.5-5.5 

BB 
10 
15 
20 
25 
45 

BB 
70 
80 
55 
45 
35 

BB 
1.25 
1.75 
2.50 

65 
60 
54 

1.75 
2.00 
2.75 

11 
13 
20 

30 
40 
60 
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• ·,, ,,_ STANOARO&POOR'SCORPORATERATINGSCfllTERIA • • • · . 

GAS DISTRIBUTION COMPANIES 

Pretax lntarast coverage (x) AA 
Above-average business po.siton , •••••• , •••• , •••• , •••••• , 3,75 
Average business position , ••••••••. , ••••• , •••.••• , , •• , •• 4.25 
&k>w-avarage business position .. , , • , .•. , •...••••••• , ••• 

Total debt/total capital (%) 
Above-average business position, • , • , , •.••• , ..••• , , , , , , , , 46 
Average business position • , •...••••....•••..••••••••••.. 41 
Below-average business position , , •••.. , •.. , . , • , •• , , , • , , , 

Funds from operations Interest coverage (x) 
Above-average business position •• , ••••••.•• , •••••••••••• 4.25 
Average business position . , , ....•• , •..••• , ... , •• , , , • , • , , 4.75 
Bek>w-average business position •.• , , ••.••••..•.• , •••••• , • 

F~v!-~~~~f~s~!~~~~ti~~~1. ~-~~~ .<~•! .............. 27 
Average business position., •• , ..• ,., ....• , •.... ,, ••••• ,. 33 
Below-average business position ..•.••• , . , •• , • , •....•.• , • 

Net cash flow/capital expenditures (%) 
Above-average business position, , •••. , •• , ... , , • , •• , •..•• 95 
Average business position , .......••••..•••••••. , •.••••• , 115 
Below-average business position .. , ..••••...• , • , ••• , , .••• 

GAS PIPELINE COMPANIES 

Pretax Interest coverage (x) AA 
Above-average business position •. , , •••••••..•. , ••• , , .• , . 4.00 
Average business position •• , , ••.....•••••...••••••.•••.. 4.50 
Below-average business position. , , , ••. , • , ••• , . , ••• , , •• , , 

Total debt/total capital (%) 
Above-average business position •....•••••...• , • , •• , . , ... 44 
Average business position •• ,, ••• , •. , .•••• , •..•.. ,., •• ,,. 39 
Below-average business position ......... , .• , , ....... , ... 

F~v!-~~::,1g~f~!~~~!/~~~~~~'. -~~~~-~~~- (~! ...... 4.50 
Average business position ••••• , .... , •••• , ..•• , • , , ....... 5.00 
Below-average business position. , , ...... , •..... , •• , , , , , • 

F~~!-~v~:!1g~f~~~~~~ti~~
1
. ~-~~~ .<~•! .............. 32 

Average business position •••• , , ••••..••• , •••.....• , , .... 37 
Below-average business position •• , ...... , ...... , •• , , , , •• 

Nat cash flow/capital expenditures (%) 
Above-average business position ••• , , ••••••••..•• , , •• , , •• 105 
Average business position , ••••••••• , , •••••••. , • , •• , •• , , , 125 
Below-average business position , •• , •••••• , ••. , •••••. , , •. 

A 
3.00 
3,75 
4.25 

51 
46 
42 

3.50 
4.25 
4.75 

20 
26 
32 

75 
90 

100 

A 
3.25 
4.00 
4.50 

49 
44 
41 

3.75 
4.50 
5.00 

25 
30 
34 

80 
95 

105 

888 88 
2.00 1.50 
2,75 2.00 
3.25 2.25 

58 64 
53 59 
49 55 

2.50 2.00 
3.25 2.25 
3.75 2.50 

15 12 
20 14 
27 18 

50 35 
65 45 
75 55 

BBB BB 
2.25 1.75 
3.00 2.25 
3.50 2.50 

58 82 
51 57 
48 54 

2.75 2.25 
3.50 2.50 
4.00 2.75 

19 18 
24 18 
29 20 

80 40 
70 50 
80 80 

85 
SCHEDULE FJH-2 
Page 11 of 20 



86 

STANDARD & POOH'S CORPORATE RATINGS CRITERIA , 

WATER UTILITIES 

Pretax Interest coverage (x) AA 
Above-average business position.,,, ••• ,, •••....••.. , .•• , 2.75 
Average business position ••••... , •• , ••• , ••••••. , •.. , •••• 3.25 
Below-average business position •. , ....... , .............. 

Total debt/total capital (%) 
Above-average business position •.•. , . , ... , •. , ... , ....... 52 
Average busines.s position ••. , • , , ••••• , ••• , ••.•••• , .• , • , • 48 
Below-average business po,illon ........ , ................ 

F~v!-~~~g~~!:!~~~il~~~~~~~ -~~~~-~~~-~~) ....... 3.00 
Average business position ............... , ••••....••....• 3.50 
Below-average business position . .... , .. , ..•.• , •••.•••••. 

F~~!-~~~g~~~.~!~~~ti:~1. ~-~~'. .<~•? .............. 19 
Average business position .•• , •••••••• , , ••••• , .•.•• , ••• , • 25 
Bek>w-average business position ••• , •••• , , , • , , ..• , ••• , ••. 

Net cash flow/capital expenditures (%) 
Above-average business position ..•• , •.•••....• , , • , •.•.•. 75 
Average business position • , • , •..•.• , •••••••• , ••..•...• , • 95 
Below-average business position •.. , .• , . , ... , ••.• , , .. , •.. 

A 
2.25 
3.00 
3.75 

56 
52 
48 

2.50 
3.25 
4.00 

15 
21 
27 

60 
75 
90 

BBB BB 
1.25 0.75 
2.00 1.00 
2.75 1.50 

64 70 
59 65 
54 60 

1.50 1.00 
2.25 1.25 
3.00 1.75 

10 7 
15 9 
20 12 

35 20 
50 30 
65 40 
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• SIANOARO & POOR'S CORPORATE RATINGS CRITERIA 

Formula• for key ratio• 
Pratax in1"Nst coverage • Pretax income from continuing operations+ interest expense 

Gross interest 

Pretax fixed charge coverage includng rents• Pretax income from continuing operations+ interest expense + gross rents 
Gross inlarest + gross rents 

Pretax funds flow if!lerest coverage• Pretax funds flow+ interest expense 
Gross interest 

Funds from operations as a% of total debt• Funds from operations 

Total debt 
X 100 

Free operating cash flow as a% of totaJ debt• Free operating cash flow 

Total debt 
X 100 

Pretax return on permanent capital• Pretax income from continuing operations+ interest expense 
X 100 Sum of (1) average of beginning of year and end of year current 

maturities, long-term debt, non--current deferred taxes, and equity and 
(2) average short-term borrowings during year as disclosed in 
footnotes 

Operating income as a% of saJes • Operating income 
Sales 

X 100 

Long•tarm dobt as a% ol capitalization• Long-term debt 
X 100 

Long-term + equity 

Total debt as a% ol capitalization• Total debt 
X 100 

Total debt+ oquity 

Total debt+ 8 times rents as a% of adjusted capitalization• Total debt+ 8 times gross rentals paid x 
100 

TotaJ debt+ 8 times gross rentals pa.kt+ equity 

Glo1aary 

Equity 

F-operaUng 
t:Mhffow 

Fundafrom 
opt1NJt/on• 

GroH lnt.,..t 

Gnul•fOllta 

/n-l•xp•n .. 

Lonr,-tmn debt 

Ifft.,,,.,, aow 

O~Ung lncom• 

Prewr funda ffow 

Total debt 

90 

Shareholders' equity (incluclng prelerrad stock) plus minority interest 

Funds from operations minus capital expencitures, minus (plus) the increase (decrease) in working 
capital (excluding changas in cash, marketable sacuritias, and short•term debt). 

Net income from continuing operations plus depreciation, amortization, deferred income taxes and other 
noncash items. 

Gross interest incurred before subtracting (1) capitalized interest, (2) interest income. 

Gross operating rents paid before sublease income. 

Interest Incurred minus capitalized interest, plus amortization of capitalized interest 

As roported on Iha balance shaal incluclng capitalized lease obligations. 

Funds from operations 188.9 preferred and common cividend9. 

Salas minus cost ol goods manulacturad (balore depreciation and amortization), selling, general and 
administrative, and r888arch and development costs. 

Pretax inoome from continuing operations plus depreciation, amortization, and other noncash items. 

Long-term debt plus current maturitias, commercial paper, and olher short-term bonowings. 

SCHEDULE FJH-2 
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•Ratings or rating 
olltlook changes will 
be implemented 
gradually throughout 
the nrst half of 1994 
but are anticipated to 
be minimal due 
dlrer:tly to Orr/er 636. • 

CREDIT COMMENTS 

GAS UTILITY AND PIPELINE BENCHMARKS REVISED 
S&P is revising its financial bem:hmark ratios for 
U.S. Investor-owned natural gas distributors and 
pipelines. With this modification, S&P is publish• 
ing a risk-adjusted or matrix approach to the 
financial benchmarks, which incorporates a more 
detailed comparison of financial performance 
and a company's business risk profile. Existing 
ratings have always reflected this analysis, but 
this methodology makes this linkage more ex• 
plicit. 

At the same time, S&:P is recognizing moderate 
changes in business risk for the entire gas indus­
try due to the implementation of Federal Energy 
Regulatory Commission Order 636. Only minor 
changes are being made to the financial guide­
lines, because the industry, as a whole, is well 
positioned to deal with the implications of Order 
636. In fact, S&:P does not see the need to stiffen 
the targeted finandal ratios for gas distributors, 
despite a moderate inaease in the gas supply 
risks they face. In addltion, some ratio guidelines 
were relaxed slightly for pipeline companies. 

While all the companies in S&P's ratings unJ. 
verae appear to be reasonably well prepared for 
the industry changes, S&:P nevertheless believes 
It is prudent to monitor the operating perform• 
ance of the gas industry through the 1993-1994 
winter to better evaluate individual companies' 
business risk position. A complete list of business 
position evaluations will be announced some­
time in the spring. Ratings or rating outlook 
changes will be implemented gradually through• 
out the first half of 1994 but are anticipated to be 
minimal due directly to Order 636. 

THE MATRIX SYSTEM 
The risk-adjusted ratio guidelines depict the 

role that financial ratios play in S&P's utility rat• 
lng process, since financial ratios are viewed in 
the contextofa firm's business risk profile; For a 
given rating category, expected levels of financial 
ratios vary with the business or operating risk of 
a company. A utility with a stronger competitive 
position, more favorable business prospects, and 
more predictable cash flows can afford to with• 
stand greater financial risk while maintaining the 
same cn,dlt rating. The revised benchmarks make 
explicit the linkage between financial ratios and 
levels of utility business risk as S&:P sees iL 

In establishing these new financial guidelines, 
the business risk positions of distributors and 

pipelines were compared to the business risk of 
water and electric utilities. S&P'sanalysis contin· 
ues to indicate that in !lenerai the water industry 
is less risky than the Jectric industry, because it 
has a complete natural monopoly and faces no 
competition. Likewise, electrics are less risky than 
gas distributors which are less risky than gas 
pipelines. 

KEYS TO BUSINESS POSITTON FOR GAS PIPEUNES 
Exhlblt#l 
CJJJtamn- nurrkm 
• Industrial &: utility customers' business 

prospects and demand growth 
• Market share in individual markets 
• Industrial customers as percentage of load 

and margins 
• Length of service contracts to all customers 

OmtpttiJir,t positum · . 
• Rates comparison versus competing pipe-

lines 
• Pipeline capacity into individual markets 
• Cost of operations 
• Cost of gas if appropriate 

Supply position 
• Supply basin access and diversity 
• Storage capabilities 

R.tgulatory <mJironmml 
•SupportivenessofFERC 
• Demand charges as percentage of total costs 

BUJi~ risk of unr,guhltal actiuilits 
•Marketing 
•Gathering 
•Storage 

The new benchmarks go a step further, S&P 
believes the risk differential between electric and 
gas is narrowing. The average and above average 
positioned electric utility is still less risky than gas 
distributors but not as much as before despite the 
added risks cited for gas utilities. However. a 
below average electric utility has more risk than 
a below average gas distributor and the same risk 
as a gas pipeline. This has been reflected in the 
new benchmarks. • 
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. · CIIEDff-C:OMMENlS ·. . .. . ... : 

S&PUtililyfinlndal-nw1<111ios 
Faa tnm apm1Ja6 to IDIII ti/JI (%} 
WlwUIJllty-

Positloa: MA BBB BS 
-- 19 15 10 7 A- 25 21 15 9 

-- 'll 2D 12 Eltclrt: UUll!y BmlalSI 
,_ M A BBB B8 

-- 26 19 14 11 A- 32 25 19 13 

-- 34 39 2D Gaao--Positloa: M A BBS B8 

-- 'll 2D 15 12 A- 33 26 2D 14 

-- 32 'll 11 1111 PIOllla B-
- M ABB8B8 
-- 32 25 19 18 A- 37 30 24 II 

-- 34 39 2D 
Flltllll tn,m 11tml0tll llltlt'n1 "11ng1 (1) 
Wltlt UUll!y Blllilaa 
,_ M A BBB B8 

-- 3.00 2.50 1.50 1.00 A- 3.50 3.25 2.25 1.25 
8- M1101 4.00 3.00 1.75 

Eltdrlc UUJJly -
- M AB8BB8 
-- 4.00 3.25 2.25 1,75 A- 4.50 4.00 3.00 2.00 
--,_ 5.00 4.00 2.75 11110-.-

- M ABB8B8 
.I.bow Mn91 4.25 3.50 2.50 2.00 A- 4.75 4.25 3.25 2.25 
Btlow MIIQI 4.75 3.75 2.50 1111--
- M ABB8B8 
-- 4.50 3.75 2.75 2.25 A- 5.00 4.50 3.50 2.50 
-- 5.00 4.00 2.75 ,,.,.,,_,.,.,.,,(1/ 

w"" uu111y Bmlaaa 
- M ABB8B8 

N!tM Mn91 2.75 2.25 1.25 0.75 
A- 3.25 3.00 2.00 1.00 
Below,_ 3.75 2.75 1.50 

Eltcllft UUll!y -
- M A BBS B8 

N!tM Ml19I 3.50 2.75 1.75 1.25 
A- 4.00 3.50 2.50 1.75 
Below MtlO, 4.50 3.50 2.50 

RISK AND ORDER 638 
Pipeline aeditquallty benefils greatly from the 

elimination of mercllant responsibilities as that 
•. .,.... . role is shifted to dlstributots. Pipelines also bene­

fit from better fixed cost recovery prospects given 
the straight fixed variable rate design established 
by Order 636. Yet this is not a riskless industry 
even with the mme stabilized earnings and cash 
flow stteams projected due to the new rate de­
sign. The companies must still move gas, fully 
utilize pipeline capacity, control cosls, and just 
generally be competitive lo achieve the antici• 
pated financial resu!Js. Furthermore, considering 
there have been five rate designs in the past 20 
years, it is uncertain how long this new rate de­
sign will stay in place. Nevertheless, the bench­
marks are relaxed on some of the ratios for pipe­
lines because of the positive aspects of Order 636 
on these companies. 

40 STANDARD & POOR'S CREDITWEIK 

GuDlstr1b"10rkstua 
PosJUoa: M A BBB 88 

Abovt Mt191 3.75 3.00 2.00 uo A- 4.25 3.75 2.75 2.00 
Below M/10, 4.25 3.25 2.25 

Qu Plp11Jr11 Businus 
Pas!Uoc M A BBB 88 

Abovt M/10, 4.00 3.25 2.25 1.75 
Amao, 4.50 4.00 3.00 2.25 
8dow Mff01 4.50 350 2.50 

Tml D1/JI II Tot,/ C.pltl/ (ll} 
Wmr UUll!y 8-

PosJUoo: M A 888 BB 
Abovt MRO, 52 56 84 70 
Am,o, 48 52 59 65 
Below ,mao, 48 54 60 

Ellctrfc UUllty a1111, ... 
Posltlm M A BBB 88 

Abovt M"OI 47 52 59 65 
AYlrlOI 42 47 54 60 
Below Ml1QI 41 48 54 

au Ollb'lbator am1n111 
PosJUoo: M A 888 88 

Allow ,m,o, 48 51 sa B• 
A- 41 48 53 59 
Below Ml1QI 42 49 55 

Qu Plp1lln1 Bniam 
PosJUoc M A 888 88 

Allow M1101 44 49 56 82 
A- 39 44 51 57 

-- 41 48 54 
lilt Cub Rlrl II C,,ltll Sp1nd/J:g (!I/ 
W1t1t UUll!y 811111"' 

Potffloo: M A BBB 88 
Allow M1101 75 60 35 2D 
Awnot 95 75 50 30 

-- 90 65 40 
-• UUUty Blllilla& Potffloo: M A 888 BB 

Allow ,m,o, 90 70 45 30 
AWRQt 110 65 10 40 
Below Mr.IOI 105 10 10 

au Dlltrttlutar 8autla 
Potffloa: M A BBB BB 

Al>M iMl10, 95 75 50 35 
AYltlOO 115 90 85 45 
llllow M1101 100 75 55 

8.u Plp1IIH 811Sfna1 
PolW,a: M A BBB 88 

Allow IMIIO, 105 30 10 40 
A- 12S 95 70 50 

-- 105 10 10 

· Distributors have greater overall risks to per· 
fonn the gas purchasing function. Given the pipe­
line industry's disastrous talce-<lr•pay history, 
this should not be hard to comprehend. The 
greatest concerns are not only the industry's gas 
purchasing performance but rather the regula• 
!ms' evaluation of that job. Given the relatively 
high profile Order 636 has received in the media 
and Congress, dlstributors will be under greater 
political and regulatory scrutiny to efficiently and 
economically purchase and deliver gas lo the 
ratepayer in coming years. 

Nevertheless, the distributors in S&P's ratings 
universe, which are in essence the top 60dlstribu· 
tors in the country (including electric and gas 
combination utilities), are believed to be of sig· 
nfficant size and possess the management 1alent 
to efficiently handle this responsibility. 01 course. 
S&l' will monitor every utility's performan~e, 
paying particular attention Jo how each uUl1ty 
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deals with its respective commissions. [fa man­
agement has a well thought out supply plan, and 
effectively communicates and educates its regu­
latory commission on this plan, then regulatory 
risk can and will be mitigated. 

~e rates to thec~nsumerstrongly impact com• 
petition, there are several other areas to c1n.JivZI! 

to determine whether a utility has an abo\'e, cl\:er• 
age, average, or below average business position. 

Flrst, S&:P analvzes a fiim's customer base for 
di,·ersity, growth opportunities, and susceptibil· 
ity to weather or economic volatility. Next a com• 
plete understanding of a company's ability to 
a,mpete is criticaL This includes a rates compari­
son versus a>mpetitors, projections for total cost 
of service, a study on the need for and impact ol 
discounted rates, and an evaluation of th• ad ... 
quacy and diversity of gas supplies. 

KEYS TO BUSINESS POS!TlON FOR GAS 
OlSTRlBUTORS 

Exhibit#2 
Customzr markets 
• Market share and Jocal economy 
• Customer diversity and growth prospects 
• Gas use saturation levels in service territory 
• u:iad factor 
• Industrial &: power generation customers as 

percentage of load and margins 

Cimrp,tilfrt positiun 
• Bypass risk 
• Proxim1ty of interstates to industrial &: 

power generation customers 
• All-in rates versus alternate fuels in all mar­

kets 
• All-in rates versus interstate pipelines in in-

dustrial &: power generation markets 
• Cost of operations 
• Integrity of pipeline system 
• Cost of pipeline access and transmission 
•Cost of gas 

Supply positiun 
• Oiver.!lty 
• Mix of spot and Jong term contracts 
• Access to storage 

&gulatory muiromnmt 
• Rate design and cost allocation decisions 
• Supportiveness of gas purchasing practices 
• Supportlveness of capital spending pro-

• ~tablllzation clauses for weather or 
economy 

• Ability to eam allowed returns 

THE CRITERIA 
An evaluation of business risk (Sttexhibits land 

2) is important to best understand a company's 
ability to generate cash for debt servicing. In this 
regard, S&:P is most concerned with a company's 
ability to both eam a reasonable return on invest­
ment and successfully compete in its markets; Le, 
to retain existing customeIS and attract new ones. 

STANDARD & P00R'5 CREDITWEEK 

Regulation plays a huge role in a company's 
bwiness position, because all decisions by a com• 
mission not only impact earnings but will act to 
support or not support competitive rates in all 
markets. Rate case rulings on rate base and capital 
spending, volume levels, gas costs and strategies, 
operating expenses, depreciation, rate design, 
cost allocation and rate recovery of special 
charges all have great effects on the rates to indi­
vidual customers and the company's chance to 
attract new ones. 

ustly, management's operating and competi­
tive strategies may be the most important factor 
ID evaluate. Management must cohesively link 
marketing, supply, and regulatory strategies so 
as to best provide a oompetitive product to the 
consumer. S&:P will monitor the success ol these 
plans, along with financing practices and Ji,·ersi­
fication activities. 

NEUTRAL OVERAU CREDIT IMPACT 
The investor-owned utility financial bench• 

mark ratios were revised to better elaborate the 
evaluation of business position versus financial 
performance. Order 636 has some positive as­
pects for 1¥'-5 pipelines and some negati,•e aspects 
!or gas distributors, but on the whole S&P be­
lieves all rated companies have the ability to do 
the job oorrectly and should do the job correctly. 

For the most part, the financial guidelines for 
the average gas utility are unchanged, but some 
ratios are relaxed for higher rated pipelines. S&P 
i5 not anticipating or planning major rating 
changes or rating outlook revisions due to •ither 
the new benchmarks or the implementation of 
Order 636, but whatever occurs will h,1pp•n 
gradually in the first half of 1994. 

folm Bil,mfol/a 
(212) 108• 1515 
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COMMENTARY 
NATURAL GAS: STABLE YET CHALLENGED 
Over the past few years, credit ratings in the 
natural gas industry have been relatively stable. 
Since mid-1992, there have been only 15 rating 
changes, and 75% of the companies rated cur­
rently have stable outlooks. There are no major 
revisions anticipated. Of course, the industry is 
not without its challenges. 

The financial profile of the natural gas indus­
try is still somewhat aggressive for existing 
credit quality. There is too much debt outstand­
ing. This is despite the progress made by the 
industry since early 1992 when S&P down­
graded several interstate pipeline companies as 
a result of their very weak financial perform• 
ance. At that time, all gas distributors were also 
warned by S&P not to wander from their con­
servative balance sheets. 

Since 1992, many companies refinanced high 
cost debt and/ or paid down debt with pro­
ceeds from sales of assets and common equity. 
Pipeline debt leverage declined six pen:entage 
points on average, but is stiJJ high (above 60%), 
when adding off-balance-sheet obligations. 
Modest balance sheet improvements made by 
dll,tributors were primarily from 1993 common 
stock sales by several utilities, which helped 
this segment of the industry maintain its bal­
anced capital structure. 

The major event providing new challenges 
was the Federal Energy Regulatory Commis­
sion's (FERC) Order 636. Not only did Order 
636 change the way distributors and pipelines 
operate, but it also reaffirmed the importance 
of qualitative analysis in the credit ratings proc­
ess. The unbundling of rates and services has 
encouraged the pipelines to grow unregulated 
activities, while the distributors must deal with 
the risks inherent in the gas supply role. 

S&P has always emphasized qualitative busi­
ness position as much as financial performance. 
Now, however, the combination of these analy­
ses is even more important. Consequently, S&P 
is forging ahead with separate eva'uations of 
the business position for each indiv,duaJ utility 
or pipeline. 

To determine business position, a number of 
qualitative factors are evaluated such as a com­
pany's market for growth pote.'ltial and expo­
sure to industrial risk, supply for adequacy and 
diversity, and the regula!ory environment for 
supportiveness of cost recovery and flexible 
rates. All management strategies that impact 
these areas are evaluated. 

STANDARD & POOR'S GLOBAL SECTOR REVIEW 

S&P's intent is to understand a company's 
ability to compete , i.e., to grow, retain, or lose 
customers, volumes, and/ or market share. 
Seven categories were established ranging from 
above average to below average to display 
S&P's evaluations (see charts 1 & 2). All compa­
nies are listed by rank in their respective cate­
gory. These evaluations are to be used in com­
bination with the risk-adjusted financial 
benchmark ratios established in December 1993 
(see page 108). 

NO BELOW-AVERAGE DISTRIBUTORS 
Most gas utilities share many of the same 

qualitative attributes. Yet, what stands out is 
there are no below average distributors. Nor­
mally, a bell shaped curve would be expected 
in comparisons like this one, but the gas evalu­
ations are conducted in concert with other utili­
ties. There are no distributors with business 
risks anywhere near those of the below average 
electric utilities. 

Although this may change in the future, the 
fac, remains that gas has a very high and grow­
ing market share in the U.S. Bypass of large in­
dustrial gas users continues to be a concern 
and is one of the biggest risks to distributors, 
but state regulation time and again protects the 
utility with flexible rate structures or cost real­
location. Nevertheless, ratings expect distribu­
tors to always control costs to stay competitive. 

Another area of possible concern is the 
added gas supply responsibilities placed on 
distributor shoulders by Order 636. However, 
S&P contends that all distributors in their rat­
ings universe should handle the gas supply 
role without fail because, in fact, this is not a 
new role. Pipelines have been unbundling and 
distributors have been buying their own gas 
since Order 436 came out in 1985, almost nine 
years ago. The industry, including regulators, 
should be well up the learning curve by now. 

This past winter was a good test, however, 
one winter does not constitute a complete test. 
All utilities are expected to use this experience 
to modify and improve their gas supply, stor­
age and pipeline capacity positions. But what­
ever is done, regulator approval is important. 
All states are not going to give preapprovals of 
gas supply plans, but ideally utilities should be 
striving to keep their commissions in the know, 
so that all parties are never surprised. The state 
of Michigan is a good example. Every summer • 
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the utilities present a five-year supply plan to 
the commission for approval, and every spring 
the utilities report the costs of the prior winter. 
The Michigan commission can only question 
any deviances from the plan approved the 
prior summer. 11tis is a constructive procedure 
for the utility. 

SUBTLE PIPELINE DIFFERENCES 
Focusing on the interstates, many pipelines 

also share similar attributes such as high mar­
ket share and regulation. However, there are 
only subtle differences that ultimately differen­
tiate individual pipeline business positions. 

For example, high market share, or maybe 
more importantly, having the large pipeline ca­
pacity in a region or to specific customers are 
barriers to entry for competitors. 11tis is par­
ticularly true .in the Northeast where there are 
high-cost and low-cost pipelines but pipe ca­
pacity is tight and bypass opportunities lim­
ited. In the Midwest, all pipelines are rate com­
petitive with each other, but have short-term 
contracts with customers and all have excess 
capacity to sell. Therefore, it is reasonable to as­
sume some competition for custoiners as those 
contracts expire. 

The pipelines with the best business posi­
tions are the Canadian firms, Nova Gas Toms­
mission and TransCanada Pipelines, as they 
have no competition and enjoy very supportive 
regulatory environments. The highest ranking 
U.S. pipelines have strong competitive posi­
tions, high market share, and good growth op­
portunities. The pipelines in the below-average 
categories have low market share, face substan­
tial competition, and are not low-cost or dis-

I 06 STANDARD & POOR'S GLOBAL SECTOR RIVIIW 

count very heavily to just retain load; These 
companies - NorAm Gas Transmission, f - ·, 
Gateway, and Tranwestern Pipeline - i. . , 
been working hard at improving their situ­
ations by reducing or shifting costs and thus 
lowering rates in their most competitive mar­
kets. If successful, it is reasonable to expect 
them to move up in rank. 

MORE CHANGE FDR PIPELINES? 
Cum,ntly, all five FERC commissioners have 

publicly stated no desire for further rule 
changes in the gas industry. That is good news 
since both pipelines and distributors are still di­
gesting all the past changes. However, there 
has been a lot of chatter that the straight fixed 
variable rate design is inconsistent with the un­
bundling of services and market-based sales as 
per Order 636, that the FERC commissioners 
dislike it, and that it will not be long lived. In 
S&P's opinion, all three issues are probably cor­
rect. But what is also true, is that the straight 
fixed variable is just what the pipelines need right 
now, because it quietly permits the rate recovery 
of sizable take-or-pay and Order 636 transition 
costs without impeding the flow of gas. 

Over the next few years nearly all take-or­
pay and transitions costs will be recovered and 
pipeline cost structures will include only every­
day operating expenses. At that point, S&:P is 
speculating the FERC will forego the rate de­
sign structure and forge a new trail with tru1r• 
ket-based, mileage-based transmission r<'( 
Pipelines will go toe-to-toe without the regL _. 
tory shield to hide behind. Competition will be 
the fiercest ever. Having the large pipe capacity 
into a particular market will still be very im-

... • .... 
. .. _,; :.~ 
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portant, but between now and then, all pipe­
lines must be proactive and reduce operating 
costs. Thus, S&P is keeping a close eye on each 
pipelines' business position, to be prepared if 
the situation ever develops. 

PIPELINES NEVER STAND PAT 
The gas transmission business is mature and 

offers only moderate incremental growth op­
portunities for the Industry as a whole. In gen­
eral, pipelines are strong cash generators and if 
excess cash was used for balance sheet im­
provement, ratings would trend higher. How­
ever, the industry is not expected to head in 
this direction. Instead pipeline management is 
placing increased emphasis on less regulated 
activities within the natural gas arena, Includ­
ing international ventures. Gas gathering, proc­
essing, and marketing are viewed to be earn• 
lngs growth vehicles that will supplement the 
core pipeline business. Recently, the FERC dld 
pipelines a favor by essentially deregulating 
gas gathering. Many companies have already 
flied proposals to spinoff gathering facilities 
out of the pipeline and into separate stand· 
alone entities. S&P anticipates huge dollars to 
continue to be diverted from pipelines to build 
the gathering network; So far this year, El Paso 
Natural Gas, The Williams Companies, and 
Panhandle Eastern have announced acquisi­
tions or expansions of gathering and processing 
assets costing in excess of $100 million. 

The international opportunities, particularly 
in South America, are certainly intriguing. S&P 
b<llieves the larger companies are ,going to fol­
low Enron's lead around the world. Of course, 
British Gas, TransCanada, and Nova Corp. are 

--

already big players. Analyzing international 
projects is difficult but S&P mostly tries to fo­
cus on three things: the investment outlay, po­
tential additional capital obligations, and the 
ability to dividend cash back to the U.S. 

All this may sound exciting for stock prices, but 
as far as credlt quality goes, S&P envisions sub­
stantial cash needs and greater business risk for 
pipeline companies. In fact, as nonregulated activi­
ties grow in proportion to pipeline investment, or 
put another way, as the risk profile gets riskier, 
these companies will be chaJJenged to meet even 
tougher financial targets, which of course makes 
maintaining current credlt ratings harder. 

F'mancially, pipeline performance is still be­
low what would be expected for industry's cur­
rent ratings of 'BBB'. Furthermore, when con­
sidering the industry's substantial 
off-balance-sheet obligations (primarily operat· 
ing leases and receivable sales), 1993 perform­
ance is even weaker. While some financial im­
provement was made the past two years, it was 
not enough for any pipeline to feel comfortable 
with their credit position. 

01sm1BUT0RS: WHArS NEXT? 
The average gas distributor has an 'K debt 

rating and an average business position. These 
utilities should continue to face many of the 
same challenges they have today, which are, 
controlling costs, buying gas prudently, avoid· 
Ing bypass, and maintaining good relations 
with reguiators. To do that, more publicly filed 
resource plans are llkely, just as in Michigan 
and other states. Innovative ratemaking will oc· 
cur and there are already some gems emerging, 
such as the gas cost incentives in California, • 
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unbundled services in New Jersey and Jlli­
nois, and the wide ranging changes planned 
in Georgia. All are designed to achieve the 
same goal; get the best rate to the ratepayer 
while keeping the large customers on system, 
and be margin neutral 

Financially, distributor performance is close to 
that expected for existing aedit quality. Yet in 
1994 and beyond, the industry will be challenged 
to offset the lower equity returns authorized in 
1993. Cost control and prudent rate case manage­
ment will continue to be very important 

Furthermore, gas utilities have to deal care­
fully with dividend payout pressures. Distribu­
tors, as a whole, have had a very consistent 
85% earnings payout for 10 years or more. This 
level is high and provides little cushion. Utili­
ties will be pressured to r.· t maintain 1993' s fi. 
nancial profile if capita expenditures rise in 

combination with the high earnings payout. 
Outlays may rise over concerns of pipeline in­
tegrity given the Texas Eastern explosion ( 
the large number of distributor explosi~ •. , 
around the country in the past two years. 

FACING FUTURE CHAUENGES 
Ratings stability .is still the order of the day 

but both distributors and pipelines definitely 
have challenges to stave off in order to main­
tain aedit ratings. Distributors must deal with 
greater gas supply responsibilities, low author­
ized equity returns, and high dividend pav­
outs. Pipelines which still have weak financial 
profiles, must be careful when investing in un­
regulated activities, and must anticipate further 
regulatory rule changes down the road. 

fo/m Bilardello 
(212) 208-1525 

S&P uUllty llnanclal banchmark rallos 

Funds from op1ratlon1 to total dlbt {'It) 
BBB BB watt, Utility Busmass pa.sdion: AA A 

Above averaoa 19 15 10 7 
Averaoe 25 21 15 9 
Bdow average 27 20 12 

EJectriC Utility Business position: 
AbOva averao1 26 19 14 11 
Average 32 25 19 13 
Below average 34 29 20 

Gas Oisttibutor Bustn,ss positJon: 
Above averaoe 27 20 15 12 
Averaoe 33 26 20 14 
Below averaoe 32 27 16 

Gas Pipelina Business position: 
Above averaoe 32 25 19 16 
Average 37 30 24 18 
Below averaoe 34 29 20 

F11nd1 tram op,rttloBI lntamt canrau (1) 
Wattr Utility Busmess posmon: AA A BBB 68 

Above averaoe 3.00 2.50 1.50 1.00 
Averaoe 3.50 3.25 2.25 1.25 

• Balow average 4.00 3.00 1.75 
E/4</n& Uh/ii)' Business l)OSition: 

AbOve averaoe 4.00 3.25 2.25 1.75 
Averaoe 4.50 4.00 3.00 2.00 
Below averaoe 5.00 4.00 2.75 

Gu OJstnbutor BusfMSS position: 
Above averaoe 4.25 3.50 2.50 2.00 
Aven.oe 4.75 4.25 3.25 2.25 
Below averaQe 4.75 3.75 2.50 

Gu PiPf/iM BusintsS ,mitlOn: 
Above averaoe 4.50 3.75 2.75 2.25 
Avenge 5.00 4.50 l50 2.50 
8dow averaoe 5.00 4.00 2.75 

PntH lntartrt COYll1QI (1) 
Wlttr utility Busmess l)OSltion: AA A BBB BB 

Above avenoe 2.75 2.25 1.25 0.75 
Averaoe 3.25 3.00 2.00 1.00 
Below ave:aoe l75 2.75 1.50 

EJ«tnc utility Busint.SS positiOn: 
AbOva averaoe 3.50 2.75 1.75 1.25 
Averaoe 4.00 3.50 2.50 1.75 
Below averaoa 4.50 3.50 2.50 
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Gas 0/stJtbutor Bus/MSs position: AA A BBB BB 
Above ave1101 3.75 3.00 2.00 1.50 
Aver1oe 4.25 l75 2.75 2.00 
BeJow avaraoe 4.25 3.25 2.25 

Gas Pip,iiM Busin,ss l)OSition: 
4.00 3.25 Abm--eaveraoe 2.25 1.75 

Avera,;ie 4.50 4.00 3.00 2.25 
Belowawrage 4.50 3.50 2.50 

Total dllll to 10111 capital (11) 
W.ter U/151)' Busin,ss l)OSition: AA A BBB BB 

Above ave1101 52 56 64 ,. 
Averaoe 48 52 59 (. 
BelOW Mf11J8 48 54 

E1«me Ulilil)' BuSiMSS l)OSition: 
Abow averaoe 47 52 59 65 
Averaoe 42 47 54 60 
Below avenoe 41 48 54 

Gas 0/stJtbu/Or BusiMSS l)O$it/DII: 
Above awraoe 46 51 58 64 
AvertQI 41 46 $3 59 
Belowawrage 42 49 55 

Gas Pip,iln1 Busin,ss position: 
44 49 62 Above avenoe 56 

Ave11oe 39 44 SI fi1 

Below avert91 41 48 54 

NII casl1 flow lo capital 1111ndln9 (II) 
AA A BBB BB Witer UIIHI)' Bus1n,ss l)OSition: 

Above ave1101 
A'lfflge 
Below averaoe 

Elt<t1iC Ulilil)' BUSin,ss posfl/on: 
Above aveRQII 
Avmoe 
Below Mli9" 

Gas 0/stJtbutor Busi,,... position: 
Above averaoe 
Ave1101 
Below avmoe 

Gas Pipeline Bl/siMSS l)OSition: 
Above aven.oe 
Average 
Beklw avenoa 

75 60 35 20 
95 75 50 30 

90 65 40 

90 70 45 30 
110 65 60 40 

105 80 60 

95 75 50 35 
115 90 65 ,s 

100 75 55 

105 80 60 40 
125 95 70 50 

105 80 60 
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ABK~SAS WESIEBN r~ COMeAtf'.t'. 
CAPITALIZATION AND FINANCIAi.STATISTiCS (1) 

1991-1095 INCi IJSIVF 

.1llllfi 1S2i 1993. 1992. .19ll1 
(THOUSANDS OF OOl.l.ARS) 

AMOlUiI QE cae1IA1 EMel QYEO 
TOTAL PERMANENT CAPITAL $140,715 $136,699 $149,522 $146,264 $136,370 
SHORT-TERM DEBT l)_ g Q 2llS 329 
TOTAL-CAPITAL EMPLOYED $140,715 $136,699 $149 522 $146 549 ~699 

5 YEAR AVERAGE 
CAPIIAl STRI JCTlJBf BATIQS 
BASED ON TOTAL PERMANENT CAPITAL, 
LONG-TERM DEBT 50.4 % 442 % 50.4 % 52.9 % 48.6 % 49.3 % 
PREFERRED STOCK 0.0 0.0 0.0 0.0 0.0 0.0 
COMMON EQUITY ~ = '49.!! ilJ. SU li!l.Z 

1QQJl % 1QQJl % 1ll2.!I % 1QQJl % 1QQJl % 1QQJl % 

BASED ON TOTAL CAPITAL: 
TOTAL DEBT, INCLUDING SHORT TERM 50.4 % 442 % 50.4 % 53.0 % 48.7 % 49.3 % 
PREFERRED STOCK 0.0 0.0 0.0 0.0 0.0 0,0 
COMMON EQUITY '49.!! = '49.!! il.!)_ 51.a li!l.Z 

1QQJl % 1QQJl % 1QQJl % 1QQJl % 1QQJl % 1QQJl % 

RATE OE BFillBN ON AVfBAC-.f ROOK COMMON FOlJITY 5.5 % 5.5% 7.7 % 7.5% 7.0 % 6.6 % 

CO'iEBA!'-.fS-FXCI UOING Al I AEUOC (3) 
BEFORE INCOME TAXES: ALL INTEREST CHARGES 2.3 X 2.0 X 2.5 X 2.8 X 2.3 X 2.4 X 
AFTER INCOME TAXES: ALL INTEREST CHARGES 1.8 1.6 1.9 2.1 1.8 1.8 
OVERALL COVERAGE: ALL INTEREST+ PFD. DIV. 1.8 1.6 1.9 2.1 1.8 1.8 

QI.JAi ITV Of FABNINf'~ 
"' "' AFUDC/INCOME AVAILABLE FOR COMMON EQUITY 10.3 % 22 % 32 % 0.3 % 1.0 % 3.4 % 
" (1 

(IQ "' 
EFFECTIVE INCOME TAX RA TE 37.5 37.5 38.6 36,6 36.7 37.4 

<1) "" INTERNALLY GENERA TED FUNDS/GROSS CONSTR. (4) 0.8 52.8 83.8 23.1 144.9 57.1 0 
~ C: GROSS CASH FLOW/PERMANENT CAPITAL (5) 7.5 7.5 72 7.1 7.8 7.4 

t"' GROSS CASH FLOW/ AVG. TOT. DEBT (6) 162 15.1 14.0 14.3 16.3 152 
0 "' 

"" GROSS CASH FLOW INTEREST COVERAGE (7) 3.3 X 2.6 X 2.8 X 32 X 2.8 X 2.9 X .,, 
COMMON DIVIDEND COVERAGE (8) 1.0 5.1 NMF 1.6 NMF 2.6 (9) NC... 

"' I 
w 

SEE PAGE 2 FOR NOTES. 



Notes: 

Arkansas Western Gas Company 
Capitalization and Financial Statistics 

1991-1995 l•cluslve 

(1) All capitalization and financial statistics are based upon financial statements as originally 
reported In each year. 

(2) Computed by relating actual long-term debt Interest or preferred stock dividends booked to 
average of beginning and ending long-term debt or preferred stock reported to be outstanding. 

(3) Coverages - excluding all AFUDC represent the number of times available earnings, excluding 
all AFUDC, cover fixed charges. 

(4) Internally-generated funds/gross construction Is the percentage of gross construction 
expenditures, excluding all AFUDC, provided by Internally-generated funds from operations, 
excluding all AFUDC, and after payment of all cash dividends. 

(5) Gross Cash Flow (sum of net Income, depreciation, amortization, net deferred Income tax and 
Investment tax credits, less total AFUDC), as a percentage of Permanent Capital (long-tem1 
debt, current maturities, preferred and preference stock and common equity). 

(6) Gross Cash Flow (as defined In Note 5) as a percentage of the average of the beginning and 
ending total debt. 

(7) Gross Cash Flow (as defined In Note 5) plus Interest charges divided by Interest charges. 

(8) Common dividend coverage Is the relationship of Internally-generated funds from operations, 
excluding all AFUDC and after payment of preferred stock dividends, to common dividends 
paid. 

(9) Three-year average. 

Source of Information: Arkansas Western Gas Company FERC Form 2 
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PROXY GROUP OF SEVEN GAS DISTRIBUTION COMPANIE~ 
CAPITALIZATION AND FINANCIAL STATISTICS (1) 

1991 • 1995 INCLUSIVE 

1995 1994 1993 1992 1991 
AMOUNT OF CAPITAL EMPLOYED (THOUSANDS OF DOLLARS) 

TOTAL PERMANENT CAPITAL S332,87D S319,540 $301,310 S269,410 $257,430 
SHORT-TERM DEBT 27 100 26,200 25,030 22,360 16,800 

TOTAL CAPITAL EMPLOYED $359,970 S345,740 $326,340 $291,TTO $274,230 
========== ========= ====;;:==== ========= ========= 

INDICATED AVERAGE CAPITAL COST RATES (2) 
LONG TERM DEBT 8.2¾ 7.9¾ 8.1X B.8¾ 8.8X 
PREFERRED STOCK 6.3 5.6 5.6 6.6 5.9 

FINANCIAL RATIOS·MARKET BASED 5 YEAR AVERAGE 
EARNINGS/PRICE RATIO 6.9¾ 7.1¾ 6.7" 6.5¾ 7.SX 6.9" 
MARKET/AVERAGE BOOI: RATIO 155.5 165.6 189.6 168.4 153.0 166.4 
DIVIDEND YIELD 5.8 5.6 5.0 5.9 6.4 5.7 
DIVIDEND PAYOUT RATIO 87.3 86.7 n.1 95.5 87.3 86.8 

CAPITAL STRUCTURE RATIOS 
BASED ON TOTAL PERMANENT CAPITAL: 

LONG· TERM DEBT 45.6% 46.SX 47.0X 45.6X 46.7" 46.3X 
PREFERRED STOCK 0.8 0.8 1.0 2.6 2.9 1 .6 
COMMON EQU !TY 53.6 52.7 52.0 51.8 50.4 52.1 

100.0X 100.0¾ 100.0X 100.0X ioo.ox ioo.ox 
BASED ON TOTAL CAPITAL: 

TOTAL DEBT, INCLUDING SHORT TERM 49.9¾ 50.4¾ 51.3X so.ox 50.4X 50.4X 
PREFERRED STOCK 0.7 0.8 0.9 2.4 2.8 1.5 
COMMON EQUITY 49.4 48.8 47.8 47.6 46.8 48. 1 

100.0X 100.0¾ 100.0X 100.0¾ 100.0X ioo.ox 

R~IE OF RETURN ON AVERAGE BOOK COMMON EQUITY 10.6% 11.7" 12.6X 10.7" 11.3X 11.4X 

COVERAGES-EXCLUDING ALL AFUDC (3) 
BEFORE INCOME TAXES: ALL INTEREST CHARGES 3.0x 3.2x 3.3x 2.7x 2.8x 3.0x 
AFTER INCOME TAXES: ALL INTEREST CHARGES 2.3 2.5 2.5 2.2 2.2 2.3 
OVERALL COVERAGE: ALL INTEREST+ PFD. DIV. 2.3 2.4 2.4 2. 1 2. 1 2.3 

"' (/l 

QUALITY OF EARNINGS 

" C"l 
AFUDC/INCOME AVAILABLE FOR COMMON EQUITY 2. 7" 1. 7" 3.6X 2.4¾ 2.0X 2.SX 

QQ :,:: EFFECTIVE INCOME TAX RATE 33.3 34.5 33.9 30.2 33. 1 33.0 (1)"' 
t:I INTERNALLY GENERATED FUNDS/CONSTRUCTION (4) 69.5 70.6 61.2 57. 1 48.6 61.4 

-c: GROSS CASH FLOII/PERMANENT CAPITAL (5) 13.6 13.0 12.3 12. 1 11.8 12.6 C" 
0 "' GROSS CASH FLOII/AVERAGE TOTAL DEBT (6) 26. 1 24.9 24.0 23.2 23.2 24.3 
'"" GROSS CASH FLOII INTEREST COVERAGE (7) 4.2x 4.2x 3.9x 3.6x 3.Sx 3.9x ..., 
we... COMMON DIVIDEND COVERAGE (8) 3.0 2.8 2.6 2.5 2.5 2.7 

:,:: 
I 

-0- SEE PAGE 2 FOR NOTES. 



Notes: 

proxy Group of Seven Gas Distribution Companies 
Capitalization and Financial Statistics 

1991-1995 loclusJve 

(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved 
results for each Individual company In the group, and are based upon financial statements as 
originally reported In each year. 

(2) Computed by relating actual long-term debt Interest or preferred stock dividends booked to 
average of beginning and ending long-term debt or preferred stock reported to be outstanding. 

(3) Coverages - excluding all AFUDC represent the number of times available earnings, excluding 
all AFUDC, cover fixed charges. 

(4) Internally-generated funds/gross construction Is the percentage of gross construction 
expenditures, excluding all AFUDC, provided by Internally-generated funds from operations, 
excluding all AFUDC, and after payment of all cash dividends. 

(5) Gross Cash Flow (sum of net Income, depreciation, amortization, net deferred Income tax and 
Investment tax credits, less total AFUDC), as a percentage of Permanent Capital (long-term debt, 
current maturities, preferred and preference stock and common equity). 

(6) Gross Cash Flow (as defined In Note 5) as a percentage of the average of the beginning and 
ending total debt. 

(7) Gross Cash Flow (as defined In Note 5) plus Interest charges divided by Interest charges. 

(8) Common dividend coverage Is the relationship of Internally-generated funds from operations, 
excluding all AFUDC and after payment of preferred stock dividends, to common dividends paid. 

Selection Criteria: 

The basis of selection was to Include those gas distribution companies which: 1) are assigned 
an S.I.C. Code of 4924 (Natural Gas Distribution) by S&P's Compustat Services, Inc.; 2) have 
coomon stock which Is actively traded; 3) had more than 90% of their 1995 operating revenues 
derived from gas operations; 4) had less than $500 million In total capital at year-end 1995; 5) 
have long-term debt which Is rated either BBB- or better by Standard and Poor's or which Is rated 
Baa3 or better by Moody's; 6) are Included In Value Una Investment survey and l/8/E/S Custom 
~; 7) have not cut or omitted their common stock dividends during the five calendar years 
ending 1995 and up to the Ume of the preparation of Mr. Hanley's direct testimony; and 8) are 
Included In S&P's Compustat Services, Inc., Utility Compustat II data base. 

Source of Information: Standard & Poor's Compustat Services, Inc., UUllty Compustat II 
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Proxy Group of Seven Gas DlstribuUon Companies 
Capitalization and Financial Statistics 

1991-1995, inclusive 

Bond Ratings 
November 1996 

Moody's S&e 

The names of the companies are: 

Bay State Gas Co. 
Cascade Natural Gas Co. 
Connecticut Energy Corp. (1) 
Connecticut Natural Gas Corp. 
Energen Corp. (2) 
Indiana Energy, Inc. (3) 
Laclede Gas Co. 

Average (4) 

A2 
Baa1 
A3 
A3 
A1 
Aa3 
Aa3 

A2 

Notes: (1) Ratings are those of Southern Connecticut Gas Company. 
(2) Ratings are those of Alabama Gas Corporation. 
(3) Ratings are those of Indiana Gas Company Inc. 
(4) From page 3 of SCHEDULE FJH-14. 

Source of Information: Standard & Poor's Bond Gulde 
Moody's Bond Survey 

A 
BBB 
A­
A­
NR 
AA­
AA-

A 
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PROXY GROUP OF TWENTY VALUE LINE GAS DISTRIBUTION COMPANIES 
CAPITALIZATION AND FINANCIAL STATISTICS (1) 

1991 - 1995 INCLUSIVE 

1995 1994 1993 1992 1221 
AMOUNT OF CAPITAL EMPLOYED (THOUSANDS OF DOLLARS) 

TOTAL PERMANENT CAPITAL $708,6DO $658,360 $608,530 $565,570 $539,240 
SHORT-TERM DEBT 5D,81D 61 340 69,370 57 140 48,890 

TOTAL CAPITAL EMPLOYED $759,410 $719,700 $677,900 $622,710 $588,130 
--------- ::::::::;;;::;;:;:: --------- --------- ========= ---------

INDICATED AVERAGE CAPITAL COST RATES (2) 
LONG TERM DEBT 7. 7'I. 7. 7'I. 8.0% 8.5% 8.5% 
PREFERRED STOCK 6.3 5.3 6.3 6.4 6. 1 

FINANCIAL RATIOS-MARKET BASED 5 YEAR AVERAGE 
EARNINGS/PRICE RATIO 6.9% 7.1% 6.7'1. 6.8% 7.0% 6.9% 
MARKET/AVERAGE BOOK RATIO 164.6 168.1 188.3 164.8 151.8 167.5 
DIVIDEND YIELD 5.6 5.6 5. 1 5.9 6.5 5.7 
DIVIDEND PAYOUT RATIO 86.2 82.8 77.3 91.9 98.2 87.3 

CAPITAL STRUCTURE RATIOS 
BASED ON TOTAL PERMANENT CAPITAL: 

LONG-TERM DEBT 46.9% 47.4% 47.1% 46.4% 47.4% 47.0% 
PREFERRED STOCK 1.6 1.8 1 .6 2.3 2.6 2.0 
COMMON EQUITY 51.5 50.8 51.3 51.3 50.0 51.0 

100.0% 100.0¾ 100.0¾ Tiio.ox Tiio.ox 100.0X 
BASED ON TOTAL CAPITAL: 

TOTAL DEBT, INCLUDING SHORT TERM 50.8% 52.0% 52.5% 51.1% 51.9% 51.7'1. 
PREFERRED STOCK 1.5 1.6 1.5 2.2 2.4 1.8 
COMMON EQU !TY 47.7 46.4 46.0 46.7 45.7 46.5 

100.0% 100.0¾ 100.0% 100.0¾ 100.0% 100.0% 

RATE OF RETURN ON A~RAGE __ BOQK COMMON EQUITY 11.4% 12.0% 12.6% 11.1% 10.5% 11.5% 

COVERAGES-EXCLUDING ALL AFUDC (3) 
BEFORE INCOME TAXES: ALL INTEREST CHARGES 3.1x 3.3x 3.3x 2.9x 2.7x 3.1x 
AFTER INCOME TAXES: ALL INTEREST CHARGES 2.4 2.5 2.5 2.2 2.1 2.3 
OVERALL COVERAGE: ALL INTEREST+ PFD. DIV. 2.3 2.4 2.4 2.2 2.1 2.3 

QUALITY OF EARNINGS 
"' CJ'.> AFUDC/INCOME AVAILABLE FOR COMMON EQUITY 2.4% 1.9% 2.7'1. 2.7'1. 3.7'1. 2.7'1. 
" C"l "" "' EFFECTIVE INCOME TAX RATE 34.0 34.2 34.6 32.4 32.2 33.5 
(1)"' INTERNALLY GENERATED FUNDS/CONSTRUCTION (4) 69.6 68.7 62.7 62.3 52.4 63.1 t, 
-c GROSS CASH FLOII/PERMANENT CAPITAL (5) 13.3 13.1 12.9 12.9 12. 1 12.9 

1:-' GROSS CASH FLOII/AVERAGE TOTAL DEBT (6) 24.8 23.9 23.5 23.6 22.6 23.7 
0 "' H, GROSS CASH FLOII INTEREST COVERAGE (7) 4.2x 4.3x 4.1x 3.9x 3.6x 4.0x 

"' COMMON DIVIDEND COVERAGE (8) 3.0 2.9 2.8 2.7 2.6 2.8 w '-< 

"' I SEE PAGE 2 FOR NOTES. V, 



Notes: 

Proxy Group of Twenty Value Una Gas PlstrlbuUon Companies 
Capitalization and Financial Statistics 

1991-1995 locluslve 

(1) All capitallzatlon and financial statistics for the group are the arithmetic average of the achieved 
results for each Individual company In the group, and are based upon financial statements as 
originally reported In each year. 

(2) Computed by relating actual long-tenn debt Interest or preferred stock dividends booked to 
average of beginning and ending long-tenn debt or preferred stock reported to be outstanding. 

(3) Coverages - excluding all AFUDC represent the number of Umes available earnings, excluding 
all AFUDC, cover fixed charges. 

(4) Internally-generated funds/gross construction Is the percentage of gross construction 
expenditures, excluding all AFUDC, provided by Internally-generated funds from operations, 
excluding all AFUDC, and after payment of all cash dividends. 

(5) Gross Cash Flow (sum of net Income, depreciation, amortization, net deferred Income tax and 
Investment tax credits, less total AFUDC), as a percentage of Pennanent Capital (long-tenn debt, 
current maturities, preferred and preference stock and common equity). 

(6) Gross Cash Flow (as defined In Note 5) as a percentage of the average of the beginning and 
ending total debt. 

(7) Gross Cash Flow (as defined In Note 5) plus Interest charges divided by Interest charges. 

(8) Common dividend coverage Is the relationship of Internally-generated funds from operations, 
excluding aH AFUDC and after payment of preferred stock dividends, to common dividends paid. 

Selection Criteria: 

The basis of selection was to Include those gas distribution companies which are Included In 
Value Una Investment Survey - Natural Gas (Distribution) Industry and have not cut or omitted 
their common stock dividends during the five calendar years ending 1995 and up to the time of 
the preparation of Mr. Hanley's direct testimony. Although UGI Corporation Is Included In Yll.(ye 
Una Investment Survey- Natural Gas (Distribution) Industry, H was excluded from the proxy group 
because H had less than 50% of 1995 operating revenues derived from gas operations. 

Source of Information: Standard & Poor's Compustat Services, Inc., Utillty Compustat II 
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Proxy Group of Twenty Vafue Una Gas Dfstrfbutlon Companies 
Capltallzallon and Financial StaUstlcs 

1991-1995. fncfusfve 

Bond Ratings 
November 1996 

Moody's S&e 

The names of the companies are: 

AGL Resources. Inc. 
Atmos Energy Corp. 
Bay State Gas Co. 
Brooklyn Union Gas Co. 
Cascade Natural Gas Co. 
Connecticut Energy Corp. (1) 
Connecticut Natural Gas Corp. 
Energen Corp. (2) 
Indiana Energy. Inc. (3) 
Laclede Gas Co. 
MCN Corporation (4) 
New Jersey Resources Corp. (5) 
NICOR. Inc. (6) 
Northwest Natural Gas Co. 
ONEOK Inc. 
Peoples Energy Corp. (7) 
Piedmont Natural Gas Co. 
South Jersey Industries. Inc. (8) 
Washington Gas Light Co. 
WICOR. Inc. (9) 

Average (10) 

A3 
NR 
A2 
A1 
Baa1 
A3 
A3 
A1 
Aa3 
Aa3 
A2 
A2 
Aa1 
A2 
A3 
Aa3 
A2 
Baa1 
Aa2 
Aa3 
A1/A2 

Notes: (1) RaUngs are those of Southern Connecticut Gas Company. 
(2) RaUngs are those of Alabama Gas Corporation. 
(3) Ratings are those of Indiana Gas Company Inc. 
(4) RaUngs are those of Michigan Consolidated Gas Company. 
(5) RaUngs are those of Elizabethtown Gas company. 

A­
NR 
A 
A 
BBB 
A-
A· 
NR 
AA­
AA­
A 
A 
AA 
A 
A­
AA­
A 
BBB+ 
AA­
AA-

A 

(6) Ratings are those of Northern Illinois Gas Company. 
(7) Ratings are a composite of those of North Shore Gas Company and Peoples 

Gas Light & Coke Company. 
(8) Ratings are those of South Jersey Gas Company. 
(9) RaUngs are those of Wisconsin Gas Company. 
(10) From page 3 of SCHEDULE FJH-14. 

Source of Information: Standard & Poor's Bond Gulde 
Moody's Bond Survey 
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UTILITY REGULATORY POLICY IN THE 
UNITED STATES AND CANADA 
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TABLE 291 • AGENCY AUTHORITY OVER RATE OF RETURN - GAS UTILITIES 

Agency capital Method Anencv favors in determinino rate of return Duration of 
deter· structure •• •• •• •• •• •• call protec-
mines is adjusted tion provision 
rate of to exclude No ONE Dis• C°""• influences 
return non•util it y method count· arabl e Earn· Mid· Capital judgment in 

AGENCY under its financing ALL ar e ed earn- ings/ point asset Risk determining 
general when it is consid - cash ings price app· pdcin g prem· rate of 
authoritv traceable ered flow test ratio roach model iun Other return 

FERC X X X X 
ALABAMA PSC 12/ X X X 
ALASKA PUC X X X Possible. 

ARIZONA CC X X X 2/ X 7/ 
ARKANSAS PSC X X X 11/ 
CALIFORNIA PUC X X 1 X 2 X X X X X Possible. 

COLORADO PUC X X X 9/ X 
CONNECTICUT OPUC X X X 
DELAWARE PSC X X 2/ X X X 

D.C. PSC X X X 
FLORIDA PSC X X 11 X 2' 
GEORGIA PSC X X X 2/ X X X 8/ 

HAWAII PUC X X X 2/ X X 

IDAHO PUC X X X 9/ X X 
ILLINOIS CC X X X 2/ X X 
INDIANA URC X X 
IO\IA UB X X 1/ X X X X 6/ 

KANSAS sec X X X 
KENTUCKY PSC X X X 2/ X X X X X 

LOUISIANA PSC X X 
HAINE PUC X 101 X 9, X 

MARYLAND PSC X X X X 6/ 

MASSACHUSETTS OPU X X X 5/ X 5/ 

MICHIGAN PSC X X 2/ X X X X X X 

MINNESOTA PUC X X X 

MISSISSIPPI PSC ·X X X X 
HI SSOUR I PSC X X X 
MONTANA PSC X X X X 
NEBRASKA PSC 4/ 
NEVADA PSC X X X X X 

NEIi HAMPSHIRE PUC X X X Yes 

NEIi JERSEY BPU 12/ X X X X X X 

NEIi MEXICO PUC X X X 2/ X X 

NEIi YORK PSC X X X X 7/ X 

NORTH CAROLINA UC X X X 2/ X X X X X 

NORTH DAKOTA PSC X X 
OHIO PUC X X X X 7/ X 7/ No decision. 

OKLAHOMA CC X X X X X X 

OREGON PUC X X 1/ X X 

PENNSYLVANIA PUC X X X 2/ X X X X X Maybe, if soon 

RHODE ISLAND PUC X X X X X X 3 

SOUTH CAROLINA PSC X X X X X X 

SOUTH DAKOTA PUC X X X X 

TENNESSEE PSC X X X 2/ X X X X X X 

TEXAS RC X X X 2/ X X 

UTAH PSC X X X 

VERMONT PSB 12/ X X X X X 

VIRGINIA sec X X X 2/ 
WASHINGTON UTC X X X 
WEST VIRGINIA PSC X X X 2/ X X X X X 

IIISCONSIN PSC X X X 2/ X X X 

IIYOMING PSC X X ,, X X X X X 

PUERTO RICO PSC 12/ X X X 

VIRGIN ISLANDS PSC X 10, X 2, X X X 

NATL ENERGY BOARD X X X 2J X X X X X 

ALBERTA EUB X X X 2/ X X X 

ONTARIO EB 12, X X X ., X X 

QUEBEC NGB X X X 2/ X 

•• For definitions of 1enns, please consult the Glossary of Tenns at the back of this book. ICB=Case-by-Case Basis 

NARUC Comoilation of Utilitv Reeulatorv Policy 1994-1995 
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FOOTNOTES· TABLE 291 
AGENCY AUTIIORITY OVER RATE OF RETURN· GAS UTILITIES 

I/ Non-utility investment dollars are always excluded from rate base. Where non-utility investment is comparatively 
small, capital ratios are not adjusted. When non-utility investment is large, we usually remove non-utility investment 
from equity. 

2/ Commission favors no single method, but rather that which produces the most reasonable results. 
3/ It may use any method it desires especially in the case of a small company. 
4/ No Commission regulation of eiectric or gas utilities. 
5/ DCF is preferred, but Depanment approves other methods which check DCF result; risk spread analysis preferred 

by a slight margin. Financial condition of utility also given serious consideration. 
6/ DCF is preferred;_ all methods are considered including econometric modeling approach. 
7/ No single method, however, discounted cash flow is frequently used. 
8/ Discounted cash flow most often used, but risk premium method used also. Determined case by case. 
9/ DCF has been the preferred method, but its results should be checked with other methods. 

10/ Never an issue before this agency. 
11/ Agency favors DCF, but any method presented is considered. 
12/ Commission did not respond to request for update information; this data may not be current. 

NARUC Compilation of Utility Regulatory Policy 1994-1995 
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Asl!l!,lated l'la!Yral Ga~ Comll!I~ 
A Ol~l~IQO of Ms1nssl1 W~st@m Ga~ Com~~ 

Stock Price Index Level, Earnings Per Share and Dividends Per Share for the 
S&P 500 Composite index and the S&P UUliUes Index - Quarterly for the 

Third Quarter 1986 lbrough the Third Quarter 1996 

S&P 500 Comf"2sile Index S&P Utilities Index 

EPS- DPS- EPS • DPS-
Adjusted to Adjusted to Adjusted to Adjusted to 

Stock Price Stock Price Stock Price Stock Price Stock Price Stock Price 
Year Quarter Index Index Index Index Index Index ---- (4 qtr. total) (4 qtr. total) (4 qtr. total) (4 qtr. total) 

1986 3rd 231.32 14.85 8.23 109.09 9.88 6.95 
4th 242.17 14.48 8.28 112.29 10.37 7.03 

1987 1st 291.70 15.10 8.34 115.63 10.41 7.13 
2nd 304.00 14.42 8.52 113.07 10.12 7.22 
3rd 321.83 15.86 8.66 117.11 10.29 7.31 
4th 247.06 17.50 8.81 102.12 10.62 7.38 

1988 1st 258.89 18.59 8.95 104.21 10.59 7.44 
2nd 271.91 21.67 9.23 110.66 10.61 7.49 
3rd 277.72 22.73 9.46 111.86 10.70 7.54 
4th 277.72 23.76 9.73 112.64 10.05 7.62 

1989 1st 294.87 24.96 9.98 117.60 10.16 7.48 
2nd 317.98 25.22 10.30 132.27 10.24 7.56 
3rd 349.15 23.69 10.67 142.35 9.72 7.69 
4th 353.40 22.90 11.05 156.34 10.42 7.89 

1990 1st 339.94 21.67 11.32 142.72 10.29 8.10 
2nd 358.02 21.26 11.67 141.39 9.86 8.18 
3rd 306.05 21.74 11.84 133.02 9.97 8.16 
4th 330.22 21.34 12.10 143.59 9.65 8.29 

1991 1st 375.22 20.87 12.12 144.82 9.50 8.24 
2nd 371.16 19.35 12.15 136.58 9.45 8.41 
3rd 387.86 17.82 12.28 145.18 9.34 8.53 
4th 417.09 15.97 12.20 155.16 8.60 8.51 

1992 1st 403.69 16.20 12.32 138.68 8.63 8.64 
2nd 408.14 17.05 12.32 147.33 9.02 8.54 
3rd 417.80 18.04 12.39 156.79 9.50 8.55 
4th 435.71 19.09 12.38 158.46 10.64 8.55 

1993 1st 451.67 19.84 12.48 173.45 10.86 8.55 
2nd 450.53 19.33 12.52 175.34 11.02 8.56 
3rd 458.93 20.41 12.52 185.39 10.75 8.61 
4th 466.45 21.88 12.58 172.58 8.62 8.66 

1994 1st 445.77 22.71 12.71 156.33 8,70 8.70 
2nd 444.27 25.20 12.84 153.99 8.88 8.87 
3rd 462.69 27.33 12.93 152.50 9.37 8.93 
4th 459.27 30.60 13.18 150.12 11.57 8.86 

1995 1st 500.71 32.60 13.18 158.38 11.89 8.90 
2nd 544.75 34.44 13.37 167.86 12.12 8.83 

3rd 584.41 35.18 13.58 184.46 12.56 8.70 
4th 615.93 33.96 13.79 202.58 12.30 8.68 

1996 1st 645.50 34.04 14.10 190.84 12.79 8.94 
2nd 670.63 34.91 14.27 198.08 13.03 9.00 

3rd 687.31 36.09 14.66 188.80 13.93 9.46 

Source of Information: Standard & Poor's Security Price Index Record 
Standard & Poor's Current Statistics 
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Associated Natural Gas Company 
A Division of Arkansas Western Gas Company 

Stock Price Index Level, Earnings Per Share and Dividends Per Share 
for the S&P Utilities Index - (3rd Qtr. 1986 - 3rd Qtr. 1996) 
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Associated Natural Gas Company 
A Division of Arkansas Western Gas Company 

Stock Price Index Level, Earnings Per Share and Dividends Per Share 
for the S&P 500 Composite Index - (3rd Qtr. 1986 - 3rd Qtr. 1996) 
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Boomers' Boom 

Big Surge in Market 
Is Largely Propelled 
By the Big Generation 

Now in 30s and 40s, They Roil 
. The Scene Again, Fearful 
Of the Financial Future 

Can Stocks Keep Going Up? 

How long can this go on? 
With the stock market vaulting ever 

higher in the second-longest bull market on 
record, investors large and small are ner­
vously asking that question even as they 
marvel at their big gains. 

Pessimists pondering statistical clues 
worry that the current run has already 
gone too far too fast. The Dow Jones 
Industrial Average surged 33.5'7c last year 
and 9.6% in just seven weeks this year; 
after a recent brief sinking spell, it re· 
bounded 57.41 points on Wednesday and 
anolher92.49 yesterday lo close at a record 
5608.46 (see articles on pages Cl and C2l. 
And the pessimists worry that it might 
plunge any day now. 

But far more experts predict that this 
bull market still has further to go, partly 

By Wall Street Journal staff re· 
porters Dare Kansas, Molly Baker 
and PaMck iltcGeehan in Neu· fork. 

because the money powering It ·is coming 
from all over the place. 

Some of It, for example, is coming from 
John Carl, the director of equilles at the 
Teacher Retirement System of Texas. 
Though Mr. Carl considers the market 
dangerous!)' high, he is reluctantly follow· 
ing the orders or the system's board lo add 
as much as S1.8 billion to its current S27 
billion stock portfolio. 

Some money Is coming from Caroline 
Levine, a 57-year-old lawyer. In the past 
few years, the divorced mother or three 
has stepped up her invesllng to 159; of her 
income .- pulling in S2,000 to S3,000 a 

· month - from 5%. "Right now,Tve got to 
save for retirement, and the best way to do 
ii is through the stock market," she says. 

Still more is coming from Jeff Dobslaw, 
who drives around in an old clunker be· 
cause he is pulling so much or his income 
into his 4011k) retirement plan, buymg 

· individual stocks through a discount bro· 
ker, and hav ,1g money deducted from his 
bank account each monlh by two mutual 
funds. Aging and worried about immi~ent 
retirement? Hardly. Mr. Dobslaw 1s a 
26-year·old certified public ,ccountant 
with Monsanto Co. in Muscatine, Iowa. 

"People my age," he explains, "are 
starling to understand !hat we'll have to 
really look after ourselves when we get 
older." 

And it is people his age-and especially 
people slightly older, the baby boomers­
who make ii unusually dltrlcult to predict 
how long stock prices can keep climbing. 
Although the rascinallon with stocks is 
growing at every age level, Crom teenagers 

· /~:~~~ef;:y~haer 
7
ta~~'l:~eoJ~ ~e;1~~~ 

1946 are pouring in most of the new money. 
They are the same people who, in previous 
decades, left their financial footprints on 
other assets. 

"We're seeing In the market today 
what we saw In real estate in the 1970s and 
early 1980s, when baby boomers' need for 
houses was driving up the real-estate mar• 

Fueling the Market 
Stock muluaHund• nllows, In billions of dollars 
$20~--------, 

kel," says Sleven Norwilz, a vice president 
at T. Rowe Price, a big mutual-fund com• . 
pany. "Baby boomers are now compellng 
for flnancial assets, and that demand 1~ 
helping to drive up the stock market." 

Despite being laid off a few weeks ago, 
even Jake Rahiman is helping push stocks 
higher. The 29-year-old professional re• 
cruller in New York plunged his S30,000 
severance pay into stocks. "I figure I'll get 
a better return on my money in the short 
term as well as the long term if I put ii in 
the market, especially since the market is 
doing so well," he says. 
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Worried about their financial futures 
naoded with advice about how and wher~ 
lo invest, and lured by the ease al investing · 
through mutual funds, people al all ages 
have abandoned the free-spending ways al 
lhe,1980s in favor of frugality - and of the . 
slack market. And with the leading edge of 
the baby-boom generation hitting the 
prime age for earnings and savings, a nood 
al money is likely to be available for 
investment for at least the next decade. 

"We are seeing the most powerful 
change ever in the composition of house­
hold wealth," says David Hale; chief econ· 
omist at Zurich Kemper Investments in 
Chicago. He notes that mtituaHund assets 
in stocks, bonds ·nnd moni~}'·markel uc­
co11111s total nearly SJ trillion, with stock 
functs alone holding ahou1 15•;; of that. 
"They've newr had sueh a largn position 
in the slack market," nc says. 

That's only partly rrue. While the abso­
lute amount al money in stock mutual 
funds is at an all-time high, according to 
the Investment Company Instllute, the 
percentage al household wealth held In 
stocks - currently about 33% - still has 

. room to grow by historical standards. 
From 1953 to· 1965, IC! ngures show, the 
percentage ran between 33% and 40%. Bu( 
Mr. Hale, like many economists, predicts 
that It will eventually set a record. · 

"Interest rates are low, inflation Isn't 
an issue, and the stock market really has 
no other competition for Investor cash," 
Mr. Hale says. · 

But don't think, he warns, that because 
all that money Is aimed at the market, 
stocks will never drop again. "The level of 
·investment raises a lot of questions about 
what happens when inflation does become 
an issue and interest rates rise again," he 
says. "That may still be some ways oil, but 
it's something that these new investors will 
eventually-have to deal with." · 
, Robert Schaefer may not be typical of 
the leading edge ol the boomer genera­
tion - he began buying stocks 31 years ago 
at age. 17 - but todty he is kicking himself 
for not putting away more money sooner •. 

"I should have forced myself to save 
more," says Mr. Schaefer, who manages a 
Texaco Inc. petroleum-sales terminal In 
Delaware City, Del. With the first ol two 
sons about to enter college, he complains 
about his wile's spending - '.'clothes, cars, 
draperies, sofas, yau name IL" While 
trying to persuade her that they should be 
stashing more money in the stock market, 
he 'also is moving to diversify the stock· 
holdings he already has. He recently sold 
75% al the Texaco stock in his retirement 
plan, after Texaco had climbed nearly 30% 
to S82.75 a share in the past lour months. 

He put a big chunk al the proceeds into 
a stock·mdex fund - not even considering 
abandoning equities, ''The stock market 
outperforms everything else " be says. 
"You pu\ your money into a ba~ and what 
do you get? Peanuts." . 

Younger boomers, determined. not to 
repeat the mistakes some al their elders 
made, are moving earlier to shore up their 
llnancial future. Mari Moorarllan, a 37· 
year-old engineer for Thermoscan, a San 
Diego maker of in!ra;ed thermometers, 
-discovered at a ·company-sponsored rlls· 
cusslon about retirement planning a few 
years ago that be wasn't saving nearly 
enough in his 40l(k) plan. "They showed 
yau how much you had to start with in 
order to retlre·with a certain amount, and 
that got my attention," be says. "We 
weren't nearly at that level." 

Now, he and his wife are socking away 
10% of their Income in mutual funds, some 
of It earmarked tor a down payment on a 
house and some aimed at financing their 
children's education. What Is left will go 
for retirement: , 

Typically Obsessive 
· The detennlnatlon with which many 

boomers approach investing Is supported 
by the proliferation of advice available 
from financial planners, magazines, books 
and newspapers and even television. And 
the boomers are acting.with an obsessive­
ness typical ol their generation. 

"Everything they.'ve done has been 
obsessive," from protesting the Vietnam 
War to indulging In material goods in the 
1980s, says Wllllam Dodge, chairman of 
the investment-policy committee at Dean· 
Witter Reynolds. "The object of their 
obsessive-compulsive behavior today Is 
saving for an. uncertain future." 

Mr. Dodge says typical baby boomers 
have lost faith la two institutions on which 
their parents relied: a corporate employer 
and the fede~ safety neL The simulta· • 
neous drives by business and ,government 
to slash spenrllng and shrink payrolls have 
sparked rampant insecurity about Jobs and 
much doubt about the viablllty of benefit 
programs, lncludlng Social Security, Merll· 
care and Medicaid. . 

"What's. really unusual Is peoP.le are 
afraid of the future even though they have· 
the means to do well," Mr. Dodge says. 
"Even ii you're making a Jot of money, 
yau're afraid yau"re not going to be making 
a lot of money tomorrow." · 

. This obsession with investing Is catch• 
ing some companies unprepared. For ex­
ample, employees al General Signal Corp., 
al Stamford, Conn., have four investment 

· .choices In their 401(kl plan. The really 

i 
\ 

conservative have a safe guaranteed •in· 
vestment contract, while stock of(erings 
include a mutual fund offered by Fidelity 
Investments, a big·stoclr index fund, and 
General Signal · stock. The mix has 
changed little since the plan began In 1976, 
except for the•incluslon of company stock, 
and employees are getting restless, says 
Robert Bach, .the rllrector of benefits and 
compensation. 
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Wanted: Diversification 
Mr. Bach says employees want more 

variety in equity funds, especially funds 
. that invest in small, fast-growing compa· 
nies as well as foreign-stock funds. Em· 
ployees also want an 800-number to check 
on their accounts daily and the right to 
change their investment mix more than 
four times a year. • 

"People are saying, 'Let me decide to 
play the market-timing game: let me de· 
cide when I want to be In international 
funds,' "Mr. Bach says. 

Just how long such investors will stick 
with their long-term investment plans In 
the face of a resurgence of inflation, a rise 
in interest rates, or some other adverse 
development remains to be seen. Some 
market veterans think history shows that 
they won't deal with it.very well. 

"Go back and look at the flow of funds 
prior to the 1987 crash,'' says Peter Ander• 
son, president and chief investment officer 

. at IDS Equity Advisors in Minr.eapolls. 
"They were very strong prior to the crash, 
and then they dried up righc after the 
crash. Heavy Inflows do not guarantee 
prosperity in the stock _market." 

Nevertheless, today's crop of Investors 
does seem unusually willlng to stay with 
stocks in time of trouble. A recent study by 
the Investment Company Institute cites the 
rash of problems in 1994 - the Mexican 
peso crash, the Orange County, Calif., 
bankruptcy filing and a series of interest­
rate increases QY the Federal Reserve­
that stock mutual-fund investors'virtually 
ignored. . 

"The failure of events ln 1994 to produce 
a run on mutual funds likely reflects the 
characteristics of the typical mutual-fund 
shareholder," the report· states, though 
conceding that a "critical test" may Ue 
ahead, But based on the recent past, 
mutual-fund shareholders seem to have 
learned from their ill-timed selling deci· 
sions in 1987 and late 1990. 

Although Kevin Sudeith wasn't an m• 
vestor when the stock market crashed in 
1987, he has learned the same lesson that 
the veterans did: buy on the dips. "If the 
market fell sharply, rd gather together 
every penny I could get my hands on and 
put ii in the; stock market," says the 
JO-year-old artist in Long Island City, N. Y. 
"History shows that, over the long term, 
the prices will recover.'' 

And that confidence ls predicated on 
something more than Hypothesis. In one of 
his early forays into the stock market, in 
1993, Mr. Sudeith bought International 
Business Machines Corp. shares for Just 
under $50 following the sharp dectine in 
their price. Yesterday, IBM stock climbed 
S3.875 to $124.125 a share. 

But just as the baby boom had a ileflnite 
beginning in 1946, so, too, will the flood of 
the boomers' money Into stocks come to an 
end. Dean Willer's Mr. Dodge likens the 
growing pool .of retirement assets held by 
boomers to a basket of fruit. The basket 
probably will continue to grow unlll the 

· boomers now turning 50 reach retirement 
age and have to choose between living off 
dividends and interest payments or liqui­
dating their portfolios. "If they start to eat 
the fruit, watch out," be warns. . 
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( 

Per Share 

DCF Cost Rate (1) 

Return In Dollars 

Dividends (2) 

Growth In Dollars 

Return on Market Value 

Associated Natural Gas company 
A Division of Arkansas Western Gas Company 

Hypothetical Example of the Inadequacy of 
a DCF Return Rate Related to Book Value 
When Market Value Exceeds Book Value 

Market Value 

$30.00 

10.60% 

$ 3.18 

$ 1.80 

$ 1.38 

Rate of Growth on Markel Value 

10.60% 

4.60%(4) 

Notes: 

(1) Comprised of 6.00% yield and 4.60% growth. 

(2) $30.00@ 6.00% yield= $1.80. 

(3) $1.59 + $30.00 market value= 5.30%. 

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

Bookl/atue 

$15.00 

10.60% 

$1.59 

$1.80 

$(0.21) 

5.30%(3) 

(0.70%)(5) 

(5) Actual rate of growth when DCF cost rate Is applied to book value ($1.59 possible 
earnings• $1.80 dividends= ($0.21) for growth + $30.00 market value = (0.70%)). 
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1. Dividend Yield (1) 

2. Dividend Growth 
Component (2) 

3. Yield 

4. Growth Rate (3) 

5. Indicated Return Rate 

Associated Natural Gas Company 
A Division of Arkansas Western Gas Company 

Single-Stage Discounted Cash Flow Model 
Summary of Concfusion 

Proxy Group 
of Seven 

Gas Distribution 
Companies 

5.6 % 

!LI. 

5.7 

4..fi 

1lU % 

Notes: (1) From SCHEDULE FJH-10. 

Proxy Group 
of Twenty 
Value Line 

Gas Distribution 
Companies 

5.1 % 

!LI. 

5.2 

5...2 

~% 

(2) This reflects a growth rate component equal to one-half the conclusion of 
growth rate (from page 1 of SCHEDULE FJH-12) x Line No. 1 to reflect the 
periodic payment of dividends (Gordon Model) as opposed to the continuous 
oavment. Thus. 5.6% x /1 / 2 x 4.6%) = 0.1%. 

(3) Conclusion of growth from page 1 of SCHEDULE FJH-12. 
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( Asaoclat!!!I tlatur.al ~ Compao~ 
A 0Msi2n ot Ac:kaMas Western Gas Compa~ 

De<ivalion ol Dividend Yield for Use in the 
Single-Stage and the Two-stage Growth 

OISco! mtAd Cash flow Model 

Dividend Yield 
Average Ave,ege Average 

ol of of Ave,ege 
Spot I.Bst3 last6 last 12 Dividend 

(11-2G-96) (1) Months (2) Months (3) Months (4) Yield (5) 

Proxy Group of Seven 
Gas Dlslribullon Companies 

Bay State Gaa Company 5.3 % 5.5 % 5.6 % 5.5 % 5.5 % 
Gascade Natural Gaa Company 5.6 5.8 6.1 6,1 5.9 
C-Oonecllcut Energy Corp. 6.1 6,3 6,6 6.5 6.4 
C-Oonecllcut Natural Gaa Corp. 6.4 6.4 6.6 6.5 6.5 
Energen Corporation 4.4 4.7 5.0 5.0 4.8 
Indiana Energy, Inc. 4.7 4.7 4.5 4.5 4.6 
Laclede Gas Company il il M 5..5 M 

Average li4 % li.li % Ii.I% il % li.fl% 

Proxy Group of Twenty Value 
Line Gas Distribution Companies 

AGL Resources, Inc. 5.1 % 5.3% 5.4% 5.5 % 5.3% 
Abnos Energy Corp. 4.1 4.1 4.0 4.1 4.1 
Bay Slate Gas Company 5.3 5.5 5.6 5.5 5.5 
Brooklyn Union Gas Company 4.5 4.8 5.1 5.2 4.9 
Gascade Natural Gas Company 5.6 5.8 6.1 6.1 5.9 
C-Oonecllcut Energy Corp. 6.1 6.3 6.6 6.5 6.4 
C-Oonecllcut Natural Gas Corp. 6.4 6.4 6.6 6.5 6.5 
Energen Corporation 4.4 4.7 5.0 5.0 4.8 
Indiana Energy, Inc. 4.7 4.7 4.5 4.5 4.6 
Laclede Gaa Company 5.3 5.3 5.4 5.5 5.4 
MCN Corporallon 3.4 3.5 3.6 3.7 3.6 
New Jersey Resources Corp. 5.3 5.5 5.5 5.5 5.5 
NICOR, Inc. 3.6 3.8 4.1 4.5 4.0 
Northwest Natural Gaa Company 4.8 4.9 5.0 5.2 5.0 
ONEOK Inc. 4.4 4.4 4.5 4.7 4.5 
Peoples Energy Corp. 5.1 5.2 5,4 5.6 5.3 
Piedmont Natural Gas Company 4.6 4.7 4.8 4.9 4.8 
Sooth Jersey Industries, Inc. 6.0 6.1 6.4 6.4 6.2 
Washlnglon Gaa Light Company 4.8 5,0 5.2 5.2 5.1 
WtCOR,lnc. il ti il ,i.a ti 

Ave,ege ~% 5.Q% li.2% li.2 % li..1% 

Notes: (1) The spot dividend The spot dividend yield Is the current annualized dividend per share divided by 
the spot market p,the spot market price et 11-2G-96. 

(2) The average !Hn<The ave,ege 3-month dividend yield was computed by relating the Indicated 
annualized dlvld8fannuallzed dividend rale and market price on the last tradlllg day of each of 
the three months ,the three months ended November 30, 1996. 

(3) The average 6-m<The ave,age 6-month dividend yield was computed by relating the indicated 
annualized dlvidefennuallzed dividend rate end market price on the last trading day of each of 
the six months en the six months ended November 30, 1996. 

(4) The 12-month dMThe 12-month dividend yield was computed by relating the Indicated 
annualized dlvidefannuallzed dividend rate and market price on the last trading day of each of 
the twelve montmthe twelve months ended Novemb8f 30, 1996. 

(5) Equal Weight has Equal Weight has been given lo the 12-month ave,ege, 6-monlh ave,ege, 3-monlh 
and spot dividend and spot dividend yield. This provides recognilion of current conditions, but does 
not place undue enot place undue emphasis thereon. 

Soorce of lnformallon: Standard & Poor's Compustat S8fVlces, Inc., Utility Compuslal II 
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Associated Natural Gas Company 
A Division of Arkansas Western Gas Company 

Current Institutional Holdings (1) and Individual Holdings (2) for 
the Proxy Group of Seven Gas Distribution Companies and the 
Proxy Group of Twenty Value Line Gas Distribution Companies 

Proxy Group of Seven 
Gas Distribution Companies 

Bay State Gas Company 
Cascade Natural Gas Company 
Connecticut Energy Corp. 
Connecticut Natural Gas Corp. 
Energen Corporation 
Indiana Energy, Inc. 
Laclede Gas Company 

Average 

Proxy Group of Twenty Value 
Line Gas Distribution Companies 

AGL Resources, Inc. 
Atmos Energy Corp. 
Bay State Gas Company 
Brooklyn Union Gas Company 
Cascade Natural Gas Company 
Connecticut Energy Corp. 
Connecticut Natural Gas Corp. 
Energen Corporation 
Indiana Energy, Inc. 
Laclede Gas Company 
MCN Corporation 
New Jersey Resources Corp. 
NICOR, Inc. 
Northwest Natural Gas Company 
ONEOK Inc. 
Peoples Energy Corp. 
Piedmont Natural Gas Company 
South Jersey Industries, Inc. 
Washington Gas Light Company 
WICOR,lnc. 

Average 

1 

October 1996 
Percentage of 
Institutional 
Holdings (1) 

20.6 % 
14.7 
20.8 
13.4 
27.5 
20.7 
1lU 
~% 

22.4 % 
20.0 
20.6 
27.4 
14.7 
20.8 
13.4 
27.5 
20.7 
18.7 
44.2 
23.9 
42.7 
29.9 
47.9 
38.5 
19.7 
15.2 
22.4 
3il.1 
2aQ % 

2 

October 1996 
Percentage of 

Individual 
Holdings (2) 

79.4 % 
85.3 
79.2 
86.6 
72.5 
79.3 
8.ll 
l!ll.li % 

77.6 % 
80.0 
79.4 
72.6 
85.3 
79.2 
86.6 
72.5 
79.3 
81.3 
55.8 
76.1 
57.3 
70.1 
52.1 
61.5 
80.3 
84.8 
77.6 
filLll. 
li.ll. % 

Notes: (1) The percentage of lnstltutlonal holdings Is calculated by dividing the 
number of shares held by Institutions by the number of shares 
outstanding. 

(2) (1 - column 1). 

Source of Information: Standard & Pear's Stock Gulde SCHEDULE F JH-11 
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~ ~ ~ ~ ~ ~ EPS 

Proxy~ ofS.wn 
GM Ollld)ulon ~ 

BeyS-.G..~ 4.5 % .. " 3.4% 4.0% a.o" 4.5%12] 5.0% !'.i.7% 
~NanilG-.~ 2.0 (• .O) ,., 1., ,., ,., 121 7.0 ,.o 
Comdrut Energy Corp. 1., 4.0 ,., 1.0 ,., ,.o (1( ,.o 4.1 
eom.etcuNanl GM Colp. 1., 2• ,, 1.0 ,., ,.o 121 ,.o ,., 
""""'"""'""'" ,., ,, ,.o ,., ,., ,.o ,,, ,.o ,.1 
ntl- Enowgy, Inc. ,o 2., '·' '·' 1., 4.7 ,~ ,.o 0.1 
Lactec»GM~y ,.. ill u 10 ... ... IZl ... ... ·- ..,_" 2.§. %(5) ... " ... ,. ... ,. ... ,. ... ,. ... ,. 

Ra'1Q1 of Growl, ~(0) 

~ at R#1Q1 (0) 

A-.ofllllGr'OWllRGIIN(O) 

Proxy~ofl'wnyV_,. -"'-l.kleO.. 0IMbJlon Co.:wi6w 

AGL~.lnc:. ~o" 3.0 % 2.7 % 3.0% 7.0 % •Ul%(10J 6.0 % ,.,. 
~Erwgyeo.p, ,.o 7.0 ,.o 10, ., 151 ,.o 7.0 
BayS-.G-.Conl)a'I)' ... ,., ,.o ,.o ,., 121 ,.o ,.1 
B~U,.,,,G-.~ 2., 2.0 ,., ,. ,.o '' '" ,.o ., 
~NanlGM~y 2.0 (4.0) .. 1., ,., ,., 01 7.0 ,.o 
eom.ctleut Enwgy Colp. 1., ,.o ,., 1.0 ,.o ,.o 111 ,.o 4.1 
Comecku!NanilO..Cofp. 1., ,, ,, 1.0 ,.o ,.o 121 ,.o •• --~ ,., ,, ,.o ,., 00 ,.o IOI ,.o 0.1 
n:1- Energy, Inc. ,.o ,., ,., ,., ,, 4.7 ,~ ,.o 0.1 ~-°""""' .. 1.0 ,., ,. ,.o ,., 01 ,., ,., 
MCN Corporallon ... 4.0 ,., ,., ,, 0.7 [101 ,.o •• tMw JerMy RM0U'OM c«p. ,., ,., ,., 2., •. , $.1 ,,, ,.o ,., 
NICOR, WW::. ,., 1.0 , .. ,., .. $.2 ,., ,.o ••• ~INlull!G-.~ 2.0 2.0 ,., 2.0 ,., ,., 171 ,.o ,.o 
ONEOKa'le. 12.0 ,.o ,. ,., 10.0 ... 121 ,.o ••• ~Enwg)'Cotp. 2., O'I 2.4 2.0 ,.o ,.1 171 ,.o ,.o 
~Nania.~ ,., ,., ,., ,.o ,.o .. 1•1 ,.o ,., 
SoullJerMyll:'\o..lniM,lnc. 1.0 (2.0) 2., 1., ,.o ,., 121 ,.o 4.2 w....._,.o-~~ 2., 2.$ 2., ,0 ,.o 4.1 I~ ,., ,., 
WICOR."'- ... ill il ,.. ... ... ,~ ... ll ·- ,..,. 2.4%(5) li" ,U% ll% ... " U% U.% 

RangaofGr'OWll~(l!I) 

~crfRa,ge(O) 
A-. of all Gr'OWll RGIIN (0) - - "'-(1) ,.,.__,ffll)aON.101Totq'1211ofNa~. HIAl9k:al ~,...-._,,_,~~ ....... 
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Associated Natural Gas company 
A DIVfslon of Arkansas Western Gas comoanv 

Calculallon ot H!stortcal BR + SV 

1 2 ~ 

s V 
BR (1) Factor (2) Factor (3) 

Proxy Group of Seven 
Gas DlstrlbuUon comeanlas 

Bay State Gas Company 1.4 % 5.2 % 39.4 % 
Cascade Natural Gas Company 1.6 7.0 39.9 
Connecticut Energy Corp. 1.6 7.4 37.4 
Connecticut Natural Gas Corp. 1.8 3.2 43.7 
Energan CorporaUon 5.1 2.6 33.0 
Indiana Energy, Inc. 3.5 1.9 44.8 
Laclede Gas Company 1A u ~ 

Average :U% !I.Z% ill!.Z % 

Proxy Group of Twenty Value 
Lina Gas DlstrlbuUon comeanlas 

AGL Resources, Inc. 0.7 % 4.4 % 44.4 % 
Atmos Energy Corp. 3.0 11.7 42.3 
Bay State Gas Company 1.4 5.2 39.4 
Brooklyn Union Gas Company 2.0 5.6 34.4 
Cascade Natural Gas Company 1.8 7.0 39.9 
Connecticut Energy Corp. 1.8 7.4 37.4 
Connecticut Natural Gas Corp. 1.8 3.2 43.7 
Energen Corporauon 5.1 2.6 33.0 
Indiana Energy, Inc. 3.5 1.9 44.8 
Laclede Gas Company 1.4 2.3 39.7 
MCN CorporaUon 5.0 6.9 50.5 
New Jersey Resources Corp. 1.8 5.8 40.9 
NICOR, Inc. 5.8 NMF 47.7 
Northwest Natural Gas Company 3.7 5.1 37.6 
ONEOK Inc. 2.7 0.3 26.6 
Peoples Energy Corp. 1.9 1.3 38.7 
Piedmont Natural Gas Company 3.1 6.2 45.7 
South Jersey Industries, Inc. 1.2 3.5 33.4 
Washington Gas Light Company 2.1 1.8 40.2 
WICOR, Inc. 2J. u ll.i 

Average 2&% U,% au.% 

SV(4) 

2.0 % 
2.6 
2.8 
1.4 
0.9 
0.9 
M 
1.Z% 

2.0 % 
4.9 
2.0 
1.9 
2.8 
2.8 
1.4 
0.9 
0.9 
0.9 
3.5 
2.4 

NMF 
1.9 
0.1 
0.5 
2.8 
1.2 
0.7 
u 
J..i% 

Notes: (1) From column 6, pages 3, 4 and 5 of this Schedule. 
(2) From column 12, page 6 of this Schedule. 
(3) From column 7, page 7 of this Schedule. 
(4) Column 2 • column 3. 
(5) Column 1 + column 4. 

~ 

BR+ 
SV(5) 

3.4 % 
4.4 
4.4 
3.2 
6.0 
4.4 
u 
~% 

2.7% 
7.9 
3.4 
3.9 
4.4 
4.4 
3.2 
6.0 
4.4 
2.3 
8.5 
4.2 
5.8 
5.6 
2.8 
2.4 
5.9 
2.4 
2.8 
~ 

U,% 

, 
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i!JH!:1:!.lill~ tiillural Gill C:Ql:rQilD)! 

( 
A Dl'll:lllon !l( Ar1cao11as Welilem Gu CQl:rQilOll! 

Hlstonc&I Internal GroYlth Rate (1), I.e., BR, for the 
PmX'J Group of Sewn G1111 Plstdbutlon Comoanlea for lhe Ye11m 1991-1995 

1 2 a i 

Proxy Group of Seven-
Gas OlslribuUon Co!!£!nles 

Ba)! Slale Gaa CgOlllln)! 
Corrmon Equity Return Rate 10.49 'lEi 11.64 % 11.-49 % 9.9-1 "' 
Retention Ralk:I 13.50 22.11 19.97 -4.-46 
Internal Growth Rate (1) 1.-42 2.57 2.29 o ... 

Ciacade Natural !'~a C21:rQi1Dll 
Corrmon Equity Return Rate 8.12 % 8.00 % 10.73 % 8.72 % 
Relentlon Ralk:I (20.98) (82.8-4) 4.96 (61.79) 
Internal Gro'Mh Rale (1) (1.10) (3.17) 0.53 (3.48) 

CQnnlli.11®1 Enewll eow 
Corrmon Equity Return Rate 10.93 % 11.39 % 11.-49 % 11.29 % 
RetenUon RaUo 18.83 18.27 14.39 11.70 
Internal G/'O'Nlh Rate {1) 2.08 1.85 1.85 1.32 

r.o:one~icul t:ra111ral Gilli Cgw 
Corrmon Equity Return Rate 11.71 % 12.79 % 13.28 % 13.-42 % 
RetenUon RaUo 13.32 19.96 17.01 17.-46 
Internal Growth Rate (1) 1.68 2.56 2.28 2.36 

( 
Emugeo C:QWQralkl:n 
Cof1YTIOn Equity Return Rate 11.33 'l6 15.-46 % 13.38 % 12.48 % 
RetenUon RaUo 36.1-4 60.53 40.66 34.68 
Internal Gl'O'l'lth Rate (1) 4.09 7.81 6.43 4.31 

lndlana Eoargy: Inc 
Cof1YTIOn Equity Return Rate 11.9-1 % 13.00 % 14.88 % 11.48 % 
RetenUon RaUo 27.12 32.97 39.12 17.78 
Internal Gl'O'l'lth Raia (1} 3.24 4.29 5.74 2.04 

L11ciede Gilli eo~an)! 
Cof1YTIOn Equity Return Rate 9.88 % 11.49 % 13.42 % 9.88 % 
Retentk:ln RaUo 1.28 13.66 24.-46 (2.89) 
Internal Growth Rate (1) 0.13 1.59 3.28 (0.29) 

Average 

Noles: (1) The Internal growth rate is cak:ulaled by rootuplylng the cof1YTIOn equity return 
rate by the retenUon ratlo (100% mnua the dividend payout raUo}. 

{2} Excludes nagaUYes. 

Source of lnformatkm: Standard & Pooni Con1>ustet Services, Inc., UUlll.y Co~ustat II 

( 

Ii a 
Flve-Year 
Average 

1991-1995 
Internal Growth 
Rate. I.e., SR 

9.79 % 
0.98 
0.10 1.-4 % 

13.38 % 
20.17 

2.70 1.8 (2) 

11.06 % 
8.13 
0.90 1.8 

11.21 % 
2.88 
0.32 1.8 

11.8-4 % 
32.63 

3.79 6.1 

11.32 % 
18.28 
2.07 3.5 

10.86 % 
8.17 
0.87 M(2) 

:U% 
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Aeooleled Nelural Gas Cormany 
A Dl~n g( Al:teOl!a!i WIUi1!1m Gn CQrroaoy ( >UslOflcal Internal Growth Rate (1), I.e., BR, for lhe 

Proxy Group of IWooty \/aNO Uno Gao P181ribulk>n Carmaoles #or tho Yeam 199H 995 

1 z a i ~ a 
Five.Year 
Awraoe 

1991-1996 
Internal Growth 
Rate.I.a., BR 

Proxy Group of Twenty Value 
Line Gaa Oistribullon Co~nles 

AG! Besouccea Inc 
Corrrnon Equity Return Rate 01% 11,63 % 11.04 % 11.80 % 11.,&1 % 
Retention Ratio (105.27) 11.12 3.92 8.83 1.n 
Internal Growth Rate (1) (5.17) 1.29 0.,&3 1.04 0.20 0.7 % (2) 

A.lrms Energy Com 
Corrm:>n Equity Return Rate 12.26 % 10.98 % 1,&,67 % 10.77 % 9.31 % 
Retention Rallo 2UO 13,26 ,&1.06 15.10 (0.01) 
Internal Gro¥r'th Rate (1) 3.04 1.•5 6.02 1.63 0.00 3.0 (2) 

Bay Sl.ela Gas CQrroany 
Corrrnon Equity Return Rate 10.•9 'JI, 11.64 % 11,,&9 % 9.9" % 9.79 % 
Retention Ratio 13.50 22.11 19.97 ,&,,&5 0.86 
Internal Gro'Mh Rate (1) 1.,&2 2.57 2.29 o.« 0.10 1.• 

Brggkbn Uak>n Gas Corroeny 
Corrrnon Equity Return Rate 11.,&3 % 11.6-4 % 11.26 % 9.32 % 10.37 % 
Retention Ratio 26.52 28.86 22.86 3.86 10.62 
Internal Growth Rate (1) 3.03 3.13 2.55 0.3• 1.10 2.0 

CBad11 tiall1ral r-.:1u1 Corroenx 
Corrrnon Equity Return Rate 8.12 % 6.00 'JI, 10.73 % 6.72 % 13.38 % 
Retention Ratio (20.86) (82.8•) •.96 (51.79) 20.17 
Internal Growth Rate (1) (1.70) (3.77) 0.53 (3.•8) 2.70 1.6 (2) 

C:Qnnill:1kiJil Em:Hg)': Com 
Common Equity Return Rate 10.93 % 11.39 % 11.49 % 11.29 % 11.05 % 
Retention Ratio 18.83 16.27 1,&.39 11.70 8.13 
Internal Growth Rate (1} 2.06 1.85 1.65 1.32 0.90 1.6 

ConolH.lk.LII ~l!ICBI r":Bll CQm 
Comroon Equity Return Rate 11.71 % 12.79 % 13.28 'JI, 13.•2 % 11.21 % 
RelenUon Ratio 13.32 19.96 17.01 17.•8 2.86 
Internal Growth Rate {1} 1.56 2.55 2.26 2.35 0.32 1.8 

Enemea carnomtkm 
Comroon Equity Return Rate 11.33 % 15.•6 % 13.38 'JI, 12.•8 % 11.8• % 
Retention Ratio 36.1• 60.63 ,&0,56 3•.56 32.53 
Internal Growth Rate (1} •.09 7.81 5.-43 •.31 3.79 5.1 

ladiene Enamx Inc 
Common Equity Return Rate 11.9• " 13.00 % 14.68 % 11.•6 % 11.32 % 
RetenUon Ratio 27.12 32.97 39.12 17.76 18.28 
Internal Growth Rate (1} 3.2• •.29 5.7• 2.04 2.07 3.6 

La!.klda Gas carroaax 
CofT'fTlOn Equity Return Rate 9.86 'JI, 11.•9 % 13.42 % 9.86 % 10.86 % 
Relenllon Ratio 1.28 13.86 24.46 (2.89) 6.17 
Internal Growth Rate (1) 0.13 1.69 3.28 (0.29) 0.61 1.• (2) 

See page 4 for notes 

( 
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~lDd liatural Gaa CO:OllaOY 
A Qlmlgo gt Aaaoaaa Wilsh1m C'>:aa C:aOllaOY 

Hletorlcal Internal Growth Rate (1), I.e., BR, for lhe 
eroxv Group o! Twenty Value Line Gan DWdbutkm Cgcooanlea for lbft Yeam 1991-1995 

1 2 a ! ~ a 
Flwt-Year 
Average 

1991-1996 
Internal Gro-Mh 
Rate. I.e., BR 

MCN Corporatk>o 
Corrm:>n Equity Return Rate 16,,45 % 15.&4 % 16.10 % 14.69 % 10.78 % 
Retention Rallo 39.88 33.79 31.96 21.32 (15.17) 
Internal Growth Rate (1} 8.56 6.35 5.16 3.11 (1.84) 5.0 (2) 

ti!lw Jae&ey Baao:ucce11 CQcp 
Corrm:>n Equity Return Rate 13.33 % 13."'3 % 11.79 % 11.44 % 8.32 % 
Retention RaUo 21.02 19.38 6.92 7.16 (82.04) 
Internal GfOYlth Rate (1) 2.80 2.60 0.82 0.82 (6.18) 1.8 (2) 

NICOR Inc 
Corrm:>n Equity Return Rate 14.60 % 15.70 % 16.32 % 15.13 % 16.55 % 
Retention RaUo 35.01 39.39 38.10 38.88 39.70 
Internal Growth Rate (1) 5.08 6.18 5.84 5.85 6.17 6.8 

Notlb'l't'flll t::k:llural ~11 Q:icooany 
Corrrnon Equity Retum Rate 11.79 % 12.19 % 13.88 % 5.IT% 5.41 % 
Retantlon Ratio 27.63 28.06 33.10 (6U2) (67.41) 
Internal Growth Rate (1) 3.28 3.,42 4.52 (3.14) (3.86) 3.7 (2) 

ONEOK Inc 
Corrrnon Equity Return Rate 11.16 % 9.76 % 10.80 % 9.18 % 10.4"' % 
RetenUon RaUo 29.02 17.18 26.71 20.24 38.81 
Internal Growth Rate (1) 3.24 1.88 2.73 1.88 4.03 2.7 

PIKIPlea enewv CQw 
Corrrnon Equity Return Rate 9.69 % 11.72 % 11.79 % 12.02 % 12.19 % 
Retention RaUo (1.09) 15.90 15.78 14.n 16.63 
Internal Grov.th Rate (1) (0.11) 1.88 1.88 1.78 2.03 1.9 (2) 

eklda:xml Nalural Gal Co!I¥!BDY 
Corrrron Equity Retum Rate 12.27 % 12.10 % 13.86 % 14.02 % 9.,46 % 
Retenllon RaUo 24.18 23.97 33.26 34.50 1.98 
Internal Growth Rale (1) 2.97 2.90 4.54 4.84 0.19 3.1 

SO:lllb JiU::HY lmhuBd!l:a lru:: 
Corrrnon Equity Return Rate 11.30 % 6.36 % 10.98 % 11.n % 9,,45 % 
Relentlon Rallo 12.51 (19.32) 7.33 12.33 (10.49) 
Internal Growth Rate (1) 1.,41 (1.62) 0.60 1.46 (0.99) 1.2 (2) 

Wi1Slllog!~:m C'":HII I }Qbl COII¥!aoy 
Corrrron Equity Return Rate 12.33 % 12.53 % 12.06 % 12.03 % 11.11 % 
RetenUon RaUo 22.53 21.60 16.82 16.60 6.23 
Internal Grov.th Rate (t) 2.78 2.71 2.03 1.88 0.91 2.1 

WICOR Joe 
Corrrron Equity Return Rate 12.42 % 11.61 % 11.69 % 6.69 % 9.25 % 
RetenUon RaUo 30.64 17.79 17.79 (6.63) 6.06 
Internal Growth Rate (1) 3.79 2.10 2.06 (0.69) 0,,47 2J. (2) 

Average 2.11 % 

Noles: (1) Tlle Internal grovM rate Is cak:ulated by m.rlUplytng the corrmon equity return 
( rate by the ratenUon raUo (100% rrinue lhe dividend payout raUo). 

' (2) Excludes negallves. 

Source ot Information: Standard & Poor's ColJ1)uetat Servlcee, Inc., lJJllty Conl>uetat II 
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~ tiltlllll r .... CSmllox 
6 CIY:ll!Qfl '1f. &:klDIII WMtllffl r-.aa Cl:!lllllox 

Cl"'lla11Qfl '1f. El!il: YtiC&:!MBQB r-mwttt ID Cgmmga Sbar.mi Q1111taas:i1og (ll I ti S Ea~tll'. 

1 2 

1000 
Convnoo ·- 00-<11 

OUtstancll!:5 (1} <Jmwth 

Proxy Group ~ Seven 
Gu Olab1butlon ComcankW 

Bay Stat• Gal Company 10,425 3.0 % 
Cascade Natural Gu ~ny ..... 1.0 
Connectleut Energy Corp. e.250 13.6 
Connectleut Natural Gas Corp. 8.498 1.3 
Energen CorporatlOn 9.872 2.4 
lndlana Enargy. Inc. 20.583 0.4 
LacledaGuCompany 15.588 0.0 

A•-

Pmxy Group of Twenty Value 
UM Gu Dlatrlbutlon Comoanloa 

AGL RNol.lrtlN, Inc. 44.320 7.3 % 
AtmoG Ene,gy Corp. 9.151 11.1 
Bay State Gu Company 10.425 3.0 
BIDOklyn Union Gu Cc>n1)eny 37.305 13.3 
Cascade Natural Gal C~ny ..... 1.0 
Connedlcut Energy Corp. 6.250 13.6 
Conneeticul Natural Gas Corp. 8.498 1.3 
Enet;en Corporation 9.872 2.4 
Indiana Enofg)', Inc. 20.583 0.4 
Laclede Gas Company 15.588 0.0 
MCN Corporation 47.eeo 10.3 
New Jorsey RNourco. Corp. 13.520 3.3 
NICOR, Inc, 57.932 (1.1) 
NorthwMt Natural Gas Coo'q)any 17.408 , .. 
ONEOK Joe. 28.627 0.0 ·--=· 32.701 0.2 
Pkldmont Natural Ga Company 21.434 15.4 
South Jersey lndusb1N, Inc. 0.020 2.3 
Wahington Ga Ughl Company 39.230 1.7 
WICOR, Inc. 13.829 ••• A-

Not•: (1) Y•r-end sha1111 outstanding. 
(2)Excl--

"" en " (") OQ :,: 

1 

1 .. 1 
Convnoo -... 0utstanc1!!!g (1 l 

10.737 
0.032 
7.097 
8.809 

10.104 
20.873 
15.588 

47.574 
10.171 
10.737 
42.27$1 

e.832 
7.097 
8.809 

10.104 
20.673 
15.588 
52.774 
13.965 
57.300 
17.677 
26.621 
32.762 
24.728 

9.238 
30.888 
14.484 

Cl) "' t::I 
Soun;e of lnfommion: Standard & POOC's Con1)Ultlt Services, Inc .• utility Compuatat II 

"' C: t"' 
0 "' H, 

'rj 
NC.. 
"° :,: 

I ..... 
N 

... ~,.,____ 

i ~ § z § 

1992 1 .. 3 
Convnoo Convnoo 

01-02 ...... ., .. 3 . ..... 93-Q( 
<Jmwth Outstandi!S (1} <Jmwth OUtstandlf!ll (1) G<owlh 

16.9 % 12.550 2.7 % 12.800 3.1 % 
14.8 7.614 12.5 ..... 4.0 
1.9 7.235 3.5 7.488 16.2 
2.1 8.792 8.5 9.S42 0.0 
0.8 10.183 1.3 10.320 5.8 
0.5 20.769 8.1 22.460 0.4 
0.0 15.586 0.0 15.586 0.5 

2.3 % -48.670 2.1 % 49.700 2.3 % 
3.0 10.478 8.8 11.375 34.5 

16.9 12.550 2.7 12.890 3.1 
2.8 43.452 e.1 46.380 2.e 

14.8 7.61" 12.5 .... 4.0 
1.0 7.235 3.5 7.488 16.2 
2.1 8.792 8.5 9.542 0.0 
0.8 10.183 1.3 10.320 5.8 
0.5 20.789 8.1 22.,eo 0.4 
0.0 15.586 0.0 15.586 0.5 

10.5 58.292 1.2 58992 1.3 
16.8 18.286 3.3 18.820 2.9 
(2.7) 55.770 (3.2) 53.959 (4.5) 

10.1 19.,(80 1.8 19.766 18 
0.0 28.629 0.0 28.834 02 
e.1 3,4.77 .. 0.1 3-4.823 0.1 
4.3 25.796 1.4 26.152 1.6 
2.6 0.500 3.2 9.805 9.3 
1.8 40.81& 2.2 "u94 1.7 
2.5 14.821 10.7 18.407 3.1 

2 1l1 11 12 
FIVe Year 

1 ... 1994 A,.,_ 
Convnoo Convnoo Convnoo -- .. ... Sham Share 

OUtl1andJ!S (1l G<owlh OUtstandlf!ll (1) Growth 

13.290 0.5 % 13.l53 5.2 % 
8.Q12 2.e 9.1« 7.0 
8.700 1.0 8.865 7.4 
9.539 4.1 9.931 3.2 

10.918 (0.1) 10.910 HI (2) 
22.557 0.0 22.562 1.0 
15.670 11.2 17.420 u 

il% 

50.8" 8.0 % 54.~6 4.4 " 
15.297 1.5 15.519 11.7 
13.~ 0.5 13.353 5.2 
47.5'10 2.5 48.788 5.e 

8.912 2.e 9.1« 7.0 
8.700 1.0 8.885 7.4 
9.539 4.1 9.931 3.2 

10.918 (0.1) 10.910 2.8 (2) 
22.557 0.0 22.562 10 
15.870 11.2 17 ... 20 2.3 
59.788 11-0 88.370 e.o 
17.303 2.8 17.793 5.e 
51.5"40 (24) 50.302 NMF (2) 
20.129 10.5 22.2 .. 4 5.1 
28.890 1.2 27.020 0.3 
34.888 0.1 34.913 1.3 
28.577 6.5 28.835 e.2 
10.715 0.1 10.722 3.5 
.. 2.180 , .. 42.932 1.• 
16.918 7.8 18.237 il 

U% 



,~-. -. 

M!Kltla!ed Natural r.._ CQmQ£11lX 
A Chd,,la!I m Actaoua W&Dlam Gall cm:DRany 

calculatlon ot th& Premlutn/Olscount of a 
Comooov'fe Stock Price Belattvi to Its Book Yeh,e I e Y factor 

1 2 a i ~ a I 

1991 1992 1993 1994 1995 Five Year 
Market Marice! Marice! Marice! Market Average 
to Book to Book to Boole to Book to Book Market to V 
Ratio (1} Ratio ,1i Ratio (1} Ratio (1) Ratio ,11 Book Ratio Fact()( (2) 

Proxy Group ot Seven 
Gas OlatrtbuUon Come!£!1es: 

Bay State Gas Company 155.9 % 165.8 % 185.3 % 160.3 % 158.4 % 165.1 % 39.4 % 
C8scade Natural Gas Company 164.8 1n.s 183.3 155.6 155.3 166.3 39.9 
Connecticut Energy Corp. 142.0 172.6 187.5 157.0 140.0 159.8 37.4 
Connecticut Natural Gas Corp. 147.5 185.9 212.9 185.5 156.4 177.8 43.7 
Energan Corporatlon 143.6 138.0 170.3 149,3 144.9 149.2 33.0 
Indiana Ena,gy, Inc. 174.7 185.8 200.9 173.6 170.8 181.1 44.8 
Laclede Gas Company 142.6 158.5 187.4 178.2 162.8 16M ilil 

Average 1l!!l.! % = % 

Proxy Group ot TWlilrlty Value 
Lina Gas Oletrlbutlon Com~nlea 

AGL Resourcae:, Inc. 183.2 % 181,1 % 195.2 % 169.2 % 171.4 % 180.0 % 44.4 % 
Atmoe: Energy Corp. 146.8 158.4 185.8 179,1 195.9 173.2 42.3 
Bay State Gas Company 155.9 165.8 185.3 160.3 158.4 165,1 39.4 
Brooklyn Union Gas Company 138.4 145.8 164.5 157.6 155.5 152.4 34.4 
Cascade Natural Gas Company 164,8 172.6 183.3 155.6 155.3 166.3 39.9 
Connecticut Energy Corp. 142.0 172.6 187.5 157.0 140.0 159.8 37.4 
Connecticut Natural Gas Corp. 147.5 185.9 212.9 185.5 156.4 177.6 43.7 
Enargen Corporation 143.6 138.0 170.3 149.3 144.9 149.2 33.0 
lndlana Energy, Inc. 174.7 185.8 200.9 173.6 170.6 181.1 44.8 
Laclede Gas Company 142.6 158.5 187.4 178.2 162.8 165.9 39.7 
MCN Corporation 170.3 187.2 212.9 224.7 214.7 202.0 50.5 
New Jersey Roaourcae: Corp. 146.0 160.6 192.1 167.4 179.3 169.1 40.9 
NICOR, Inc. 180.0 178.7 216.1 194.4 186.6 191.2 47.7 
Northwest Natural Gas Company 156.3 161.6 175.9 161.8 146.1 160.3 37.6 
ONEOK Inc. 115.0 125.5 163.0 131.3 148.6 136.7 28.8 p_,.. Energy Corp. 149.0 161.5 174.7 152.3 153.0 158.1 38.7 
Piedmont Natural Gas Company 158.5 180.1 213.5 185.9 182.2 184.0 45.7 
South Jersey lnduatrtas, Inc. 139.2 154.1 174.7 141.1 142.0 150.2 33.4 
Washington Gas Light Company 150.9 167.2 188.9 165.2 164.1 167.3 40.2 
WICOR, Inc. 131.0 156.1 180.7 172.5 164,5 lli..Q 3Z.l1 

"'"' Average .1.llI..li% all.a % 
" C, l)Q ::i: 
ro '" t:J Nol:ea: (1} Market to 800k Ratio • average of yearly hlg:Mow market poca divided by the average of beginning and ..... c:: ending year's balance ot book common equity. ,.. 
0 '" 

(2) {1 - (100 / column 6)). 
H, .., 
NC... 

Source of Information: Standard & Poor'$ Compustat Services, Inc •• Ullllty Compustat 11 '° ::i: I ,... 
N 



,._ ""111:d tilllol r ... Ct2mQ:IOX 
! Dht:lli:m ttf.&il1m1 W-.. G:11~11:X 

C1led1tioo g( Prailsllsl 68 • & 

1 2 a • • • I • a 112 11 

Conwnon Shat• 
Outatandlng (1) 

(000.000) Pr I ct d 1GIXI- 2001 (1j 

High ,_ Av«ao-
-..J 

,,,_ 
s - - Book -· V 

~ 1~2001 Fadclr(~ ~ ~ ~ Prioa(3) Fa<:101' l"l SV(5) BR(6l BR• SVQ) 

Pro:icy Gtoup of S.-n 
Ga, DiA'ibution eomo.n ... 

Bay Sta• Gu Company 13.~ 14.00 O.Q % $<0 $30 $21.10 $3000 :W.7 " 0.-1"' 5.3 " 5.7 % 
C.C.de Natural c., Company 9.14 11.SO 4.7 " 12 12.00 15.00 20.0 o., 3.1 4.0 
Connecticut en.tgy Corp. 8.87 10.80 ••• .. 20 17.00 25.00 32.0 12 ~· 4.1 
ConMCticut N•tr.iral Gu Corp. '·" 11.40 2.• .. 25 18.GO 27.50 .... 1.1 3.5 4.0 
en.to-n Corporation 10.91 14.50 '·' 40 .. .... '500 24.1 1.4 4.7 ,.1 
lndilna Energy, Inc. 22 .. 21.80 (0.Q) .. 2' 18.2& 27.SO 40.0 (0.4) 0.1 8.1 (8) 
LIIClede O..Comp.ny 17.42 18.00 Q.Z .. 25 15.35 27.50 .... ll a.§ li ·- U'-'(8l ail" Q.i"Jli(8) il,. U" 

PrOIC)' Group of Tw.nl)' Value 
LN GM Oiu'lbutioft ComoanlN 

AQL~.lnc. ... Q2 00.00 1.7 % ... 520 $11.70 522.50 48.0 % 0.8 % 4.7 " &.IS" 
Almoe En.rgy Corp. 15.52 17.50 ~4 .. 25 1lil.10 3000 .... o., a.1 7.0 
Bay Stai. Gu Company 13.~ 14.00 o., 40 "' 21.10 '5.00 ... 7 0.4 , .. 5.7 
Broot¥n Union G•• Company 48.N '4.00 2.0 " 2" 2085 3000 30.5 o., •• 4.2 
C.C.de Natl.-.lGu Company IU4 11.50 4.7 " 12 12.00 15.00 20.0 o., 3.1 4.0 
ConnKlicut En.-gy Corp. U7 10.80 , .. .. 20 17.00 2500 32.0 12 2., 4.1 
Conn.Ktieut N•tur•I Gu Corp. ... 11.40 2.a .. 2' 18,QO 27.50 ... 1.1 •• 4.8 
En«~n Corponilion 10.lil1 1-1.50 ,., 40 .. ..... 35.00 24.1 1.• •.7 0.1 
lndilna En«gy. Inc. 22 ... 21.eo (0.Q) .. 25 10.25 27.50 40.lil (O.•) 0.1 0.1 (6) 
LIIClede Ga• Compaey 17.42 18.00 0.7 30 25 15.35 27.50 .... 2 ••• •• ,., 
MCN Corpor,lion 80.!7 eo.oo , .. 40 .. 18.00 35.00 48.8 1.a 1., 0.4 
~ J.-..y RNOUrCM Carp. 17.7'1 18.25 o., 40 .. 1lil.45 '500 4• .4 02 04 •• 
NICOR.Inc. 50.30 47.00 (1.3) 40 .. 18.30 '5.00 47.7 (0.8) •• ti.Iii (8) 
Northweet NabnlGaaComf)any 22.24 24.00 1., .. 20 18.75 25.00 25.0 0.4 40 ,.o 
ONEOK'"°' 27."2 28.00 0.7 40 "' 18.75 '5.00 -18.4 o., 0.1 04 
Peop!M en.tgy Corp. .. ~1 "" 0.1 40 " 23.05 37.50 .... 0.0 ,.o ,.o 
Pilldrnont Natural Gu Comp.ny ..... "·" 3.0 .. 2' 18.M 27.50 ,40Ji 12 5.4 , .. 
South J.-..,- lndud"liN, lnc. 10.72 12.50 3.1 .. 20 17.25 25.00 31.0 1.0 32 4.2 
WIMhinglon Gu Light Company -t2.03 "·" ,. 2' 20 15.00 22.50 .. .• o., 4.0 45 
WICOR,lnc. 1024 20.00 ii " 40 26.75 47.50 <a o.i il u ·- U%18l az.o,. 12.§,%(8) ... " ..... 

NolN: (1) From paga 10 ll'lrough ~oflnill Schedula. 

"' en (2) TMS Facb' la lhafwe .,- compound Qrowth rai. batw-. lhe tlilQS and 2000 (mld•poil'lt of 

" co tOIXl-2001 proj,ldion) COl'MW)R •hat• outnanding. "" :,:: (:S) Tl'le Av•~ Sloct Prkia la !he av••o- of column• and column e. (1)"' 
t, (4) (t - (colwm e, column 7)) 

00 c:: (~ Column 3 • column 8, t"' 
0 "' (8) Worn ~ a. oolumn 14 of !hill Schedula. 

"' (7) ColuimQ •coll,HM 10 . .,, 
NC... (8) ExcudN Mgatl¥-. 
'° :,:: I SourCllofkifonmtion: Vaiu.LM~~.Sapwnb,«"ZT.1QQ& 
~ 

N 



i!J U...tNa1;1IJll!°':lll~POOY 
A QMsion d McnoNn Wftlfflm !°':Ill CoroPOOY 

Pm!rK1tK1 tnwml Grwth &u 

1 2 ~ ;_ s § z a a 12 11 12 ll li 

, ... 1999-2001 1998-2000 

""""' Com= Retlfflon 
Com= Total Common Com= T"" Com= Equily ROE Rell,l'Tlon A"""" P,ojodod 

Equily c.p ... Equily Equily ~ . ....,, G_., -- Common Com= Recention Internal 
(%)(1) ~mi!} {1) ~ {%){1) ~mil){1) {tm!): !1) Rate {4) Faetor{5) E9:!:!i!I!1l E9~(6) EPS (1) OPS(1) Rc111o m Growth (8') 

Proxy Group of Sewn 
G• Oistl'mution ComDenin 

BaySC..C.0...Compwll'I)' 51.80 % $424.00 $219.63 S.5.00 " $530 00 ffl1.50 5.83 % 103 13.00 % 13.39 % $2.80 $1.70 39.3 % 5.3 % 
Cacadt Natural Ga Company '5.00 198.50 89.33 '8.50 285.00 138.23 9.12 1.04 11.50 11.96 uo 1.04 25.7 3.1 
CoMectia.t Energy Corp. "'·"' 250,90 131.<17 53.00 3<0.00 180.20 6.51 1.03 11.00 11.33 1.85 1.38 25.4 2.9 
~ Natural GM Corp. ...80 301.40 150.10 51.50 375.00 193.13 5.17 1.03 12.50 12.88 2.15 1.57 27.0 3.5 e.,.....c........., 56.00 305.50 173.83 52.50 735.00 385.88 17.29 1.()8 9.50 10.26 2.80 '·"' '8.2 u 
lridian.l Energy. Inc. 61.40 -457.00 280.80 87.00 525.00 361.75 4.62 1.02 14.00 1-4.28 2.35 1.34 '3.0 8.1 
..--,.G•Compeny 59.30 383.50 227.42 58.00 -470.00 272.80 , ... 1.02 12.50 12.75 , ... '·"' 28.2 :l.ll 

A- il" 

ProxyG~dT-.tyValue 
Lnt GM Dlltrbutlon ComoaniN 

AGLR~lnc. •1.eo " $1,170.30 % $557.08 48.50 % $1,"60.00 $703.25 •.n" 1.02 15.50 % 15.81 % $1.80 $1.26 30.0 % 4.7 % 
At.no. E.--gy Corp. 5'.70 289.80 158.41 80.00 580.00 338.00 16.23 1.08 11.50 12.42 2.25 1.15 .... 8.1 
Bay SC..C. G• Company 5UICI 424.00 219.63 55.00 530.00 291.50 5.83 1.03 13.00 13.39 2.80 1.70 39.3 ' ' 8'ooklyn Union G• Company 53.20 1,553.80 82662 58.00 2.000.00 1,120.00 6.26 1.03 11.00 11.33 2.35 180 31.9 3.8 
CallCade Nlll:U'al G. Company '5.00 198.SO 89.33 '8.50 285.00 138.23 9.12 1.04 11.50 11.96 '·"' , ... 25.7 31 
CoMeecicu: Enorgy Corp. "'·"' 250.90 131.47 53.00 3<0.00 180.20 6.51 1.03 11.00 11.33 ,.as 1.38 25.4 2.9 
Conr..ctlw: Natural G• Corp. 49.80 301.40 150.10 51.50 375.00 1~.13 5.17 1.03 12.50 12.88 2.1S 1.57 27.0 3.5 
Enorgon Corpomlon 06.00 305.50 173.83 52.50 735.00 08588 17.29 1.08 9.50 10.26 2.50 uo 462 u 
Indiana En.rgy, Inc. 6UO -457.00 280.80 87.00 525.00 351.75 4.62 1.02 14.00 14.28 2.35 1.3' '3.0 ,., 
laclode G• Company 59.30 383.50 227.42 58.00 470.00 272.50 3.69 1.02 12.50 12.75 , ... uo 26.2 3.8 
MCN Corporation 37.510 1,754.70 685.03 <0.00 3,650.00 1,-460.00 17.03 1.08 13.SO 14.58 2.4<l 1.15 S2.1 7.6 
Now JerMy R090UtON Corp. 41.00 83220 259.20 47.00 755.00 354.85 , ... 1.03 15.00 15.-45 ,.oo 1.76 4U , .. 
NICOR, Inc. 59.00 1,165.20 687.47 59.50 1,440.00 858.80 ,.so 1.02 15.50 15.81 275 1.55 43.6 ' ' Nort'-91: Natural 0- Compwiy 50.00 "''° 323.58 50.00 000.00 '50.00 6.82 1.03 11.50 11.85 2.20 '·" 38.6 ., 
ONEOK Inc. 100.00 (9) 397.60 397.60 100.00 535.00 535.00 8.12 1.03 13.50 13.91 2.80 , ... ...2 '' PeoplN En.rgy Corp. 50.80 1.283.60 641.91 ... 00 1,645.00 808.05 '·" 1.02 14.00 14.28 ,.20 2.08 35.0 5.0 
Pi9dmorl: Natural G. Com~ ... 80 716.00 355.1-4 50.00 1,095.00 547,50 ... 1.04 11.50 11.SIS 1.00 ,. .. 28.4 3.4 
$Olih JerMy ll'ldultriM. Inc. -47.QO 328.40 157.30 51.00 420.00 214.20 8.37 1.03 12.00 12.36 2.10 '·" 26.2 3.2 
Wahington G• Light Company 58.90 870.60 512.78 69.00 1.185.00 699.15 .... 1.03 12.00 12.36 1.85 1.25 "·' ,.o 
WICOR.lnc.. "·"' 520.00 345.28 68.50 775.00 515.38 8.34 , ... 13.00 13.52 '·" 2.30 31.3 il 

A ..... il" 

,,, "' Nol•: (1) From p-o- 10 ~ 29 of thia Schldu6t. ll> C) 
()Q "' (2) Column 1 • oounn 2. 

Cl> "' (3) Column 4 • c:olunn 6. 

" <•> FhM -,..compo!Jnd growth nu In common equity f!WI 1995 lo 1S-2001 °' ((oounn 61 c:olunn 3),. .20) -1). 
"' c:, (5) 2 • ((1 + column 7) / (2 + column 7)). 

t"" (8) Column 8 • counn 9. 
0 "' (7) 1-(column 12/c:olunn 11). .... .,, (8) Column 10 • c:olunn 13. 
N '-, (9) Aaumed common equity ratio d 100% d net wor1h alnc,o Value Lnt dQM not publioh a common eQlJly ratio tot ONEOK Inc.. 
"' :,: 

I - Source d l"onnation; v.ii. Une ,~ &n.y. s.ptembef 27. 1996 
N 



AGL RESOURCES NYSE-ATG I
RECEHI 
PIIICf 20 :dno 13.7(=:romr~ 0.91 \m> 5.6% 474 

TIMELINESS 4, ...,_ 
( ~"flt.....,_ ) -
SAFETY 2 A:!:;. 
(So:alt: I -•51-J 
BETA .75 (I.C<hlwloJ 

1,,~,. 
AM'I Total 

Price Gli'n RttLm 

_,1 
LOW: I 

' 
' 
' I 

9.51 
7.01 

I 

' 

12.11 13.21 14,0/ 15.41 16,1 
9.3[ 9,7! 10.8! 11.91 13.3 

d" eel DV lfl!em1 e 

I I I 

' ~- .... , . . 
I, 

18.81 19.51 21.31 
1•.9 I 15.11 11.01 

' 
' ' I 

I 

' 
i I fGal\ 25 {+2,5%l 10" , 

Low 20 ,Nin 6" ' 1 1 

lntlder O.Cltlona I I ' 

19.4 20.01 21.1 I 
14.6 14.9/ 17.t I 

I Target Price Range 
I 199912000 12001 

' ' ,. ' • I 

I I I -. ' ,11,.11 11111 ' 
I 

i I 
so ., 

I ' 32 
I i 

" 20 

" " I ' 
10 

• H o J F w "w " J o~ : l · .... --·r. _.-···~·-···· .. l 
b&JJ I O O O O O O O O 1-,",,,~.,.~--i----+--+""~"~.+.-.,-.,-,'-,-f ,,..-,'--<f--+/ ~--",~~'f-,~+.-~.,.+~ 
o,4otll 2 0 0 0 0 0 0 0 0 .. • .. ' .. •,, · ....._ , 

i I I I 
'T " . '•.· I I ' I 

bkl O O O O O O O O O • •· i ! 
lnaututlonal De<:l1lon1 • · 

• .,, fl]l~~ .......... 0~1. I 
as.I 3" 57 35 •""" •.o 

108$9 10672 12890 tra(Md 2.0 
1980 11981 11982 1983 1984119851 1986 I 19871 1988119891 1990 119911199211993 

38.581 <S.72 SW 4$27 '5.00 37.'2 27.58 l624 22.97 21.63 22.58 2026 I 20.43 2273 
I~~~~ w 1• 1• ~ ~ 1• ~ w ~ w 
.78 ,64 .45 .78 1.13 91 .83 1.02 1.13 .95 1.01 1.04 1.13 1.00 
a• M • M fil ~ .&l • • • 1a ~ 1• 

1~ w ~ w ~~mm mm mm m M 
m w w m ~ u2 ™ w u w m w m ~ 

18.1,f 18.14 18.53 23.07 26.64 31.12 36..55 37.481 42.47 43. «.;{( I 47fJ7, 48.69 49.721 
4.8 5.9 8.3 5.7 4.7 a3 11.8 11.5 11.1 1l7 1421 15.31 155 179 

• n • • M • •/ n • ~ 1• • • ~ 
10-- 11.1% 12.0% 10.9'1. 10.1% 8.4% 7.1% 6.8% 7.1% 7.2% 6.8% 6.4% 5.9%. 5.4% 

• I ' ! 

I I I I 
Shad~ 11M r' lndlcatH 

'"'"""' 
, , Options: None 

19941 19951 1996• 19971 •VALUfl~EIIIB.IHC.199-01 
23.59 19.32 21.25 22.00) RMnonperthA 2U5 
221 2.33 2.50 160 I "tuh flow" per Ill 19:l 
1.17 1.33 1.10 I.SOIEaming1po,lh 8 l.&l 
1.04 1.04 1.06 1,121 Dlv'd1 Ood'd"" Ill"' 1.26 
2.37 2.17 t15 t.10\ Cop'I Spend;,,gpo,lh 2,10 

10.19 10.12 10.40 10.60 I Boot Value pe, 1h O 11.10 
50.86 I 55.02 55,75 57.00 I Common Shi Olltlf 6000 

15.t 12.6 &-.lc1"91nt- AvgAM'IP/ERltio 13.0 
.00 .86 ~°" RelltivtP/ER1tlo I.CO 

5.9'< 62% - AvoAm'I DIY'd ~~d 5.4% 

CAPITAL STRIJCTIJRE u ol rJ30IM 1006 3 983.5 975.6 938.7 10009 963.9 / 1194.6 1130.3 1199S I ICfil0 1115 I 12551 Rownut1 ($mUij A 1455 
Totll0.bl:$626.4mil Dueln5Yrt$12t.9mi'l 29·• 39_, "0 '!l ,. 6 9 , 55 , 7 l"Oi MO/Net-ftl"lml·'~ 110 
LTO.bl:$554.Smill LT1ntll'Ht$42.5mill. h2";+~c,•-t-,c'~'".:ci-~' "'. h-c~ai.c+-.. 4':ii.'+-c~·•;+ .. 57.C5+-c,;63~2;+-~74cc,,3+-,~•;.;,-~=;.,:.;::="=;":c""a''''c-"'--+~:ci-! 
(LT interest eam&d: 3.7x;- IOlal ilterest 46.0% 47.6% 31.8% l 27.6%. 31.7% 34.6% / 31.6% 32.9% 35.2% 36.9"/t 31.0% I 37.°" pncome Tu:Rtlt 31.°" 
co.-erage: 3Ax) 1-,2~.9'<~!-i4~.0%~-,;c4,"'7'1,;+-! .,4,::•;:%-1--,~•.6~%;.,;-~5~.1%aci-' ~'~·6%2-~•~-1%~-..;!;'·'!:3%~-,'7i'.0'1.~--,';t;:"'~lr-c'l~2%~1 Nt:,,,,I Prolit~e,• •~•M!!!'ln'.,,,--.,.~l6'.4~ 

ltaMt, UncapttaJlud Annual rerita!s $8.0 rrul. 

PtntlOC'I Uablllty None 

Pfd Stock $.S.8.5 mil Pfd Olv'd $4.4 m.U 
$14.0 mil. 4.50o/r8.32o/.cum., callable al 
$101.96-$105.25; $44.S mill 7.70%cvm. 

49.4% I '52% 49.3% 47.9'< 502% / 49.6'.4) 402% 401% I 49.0'1. 47.4% 1&5%1 41.5%1Long-T11mDtblRltio J 11.5% 
<S.9%150.3% 4a2% 49.8% 47.8% <a.8%158.1% 53.1% 45.6% 47.6% "-5111 "-0%1CommonE••""'Rlllo 41.5% 
5009 587.7 768.5 no.o 8319 918.3 81U 925.7 11315 117M 1190I 12651TolllC.pil.ll(lmil) 1450 
6Si1 757.7 866.5 979.1 1049.6 1141.6 1217.9 1l61.3 1297.4 1350.3 1150) 1550) Nt1P11nlllmU0 1100 
7.6% 9.0% 82% 7.8% 7.6% 7.6% 9.4% 8.6% 7 5% 82% ts% I la% I% Eamod Toll! Cop'I 9.5% 
9.8% 125'4 11.8% 10.5% 11.0'1. 10.7% 11.4% 10.4% 11.0'1. 12.1% 13.0% 13.5Jl%EamodNtlW01111 14.5% 
9.9% 12.8% 12.0% 10.6% 11.2% 10.8% 11.5% 10.8% 11.3% 12.5% 14.0% f4.5"i%Elm&dComEnuiN f5,5% 

CommonS1ockSS.5'6,l92sh• 1.7% 2.8% 2.7% 2% 2% 2% l.llo/, .4% 10% 4.6'.l,J 3.5% 3.Sll/%RotllnldloComEq 4.5% 
84% 79% 79% 98% 98% 98% 91% 96'.4 75% 86% 77% 76% UIDIY'd11oNtlPn>f ml 

CU,i~vosmON IW4 lM &'30r'N BUSINESS: AGL Resourou, Inc. is a holdi'lg company.11s J)(ffiUf bl'llakdcrMl. FY '95: Aesld&nba:J, 35.0% (62.4%); commenca1, 
~r 11 

26i:f 21 g:~ 24~:~ stmidia,Yi.sAl.lantaGasLightCo.,whk::hdisll'bute.snatvraJgasl-0 14.4% (20.t't.); indoslrial and ntemiPlble, 23.0% (9.8%); trans· 
Curren! Assets 271.1 220.o 247.6 abool 1.4 mil!ic.vl ~omars n Geotgi.a and southern TamaU&a. pooation and other, 27.6% (7.7%). Depr. ,a1e: 3.0%. Gas cost 
Accts Payable 57_6 72.3 70_0 Also inYOlved in natural gas and powe.- marlceti"lg. art!!.rrp manage- 53.6% cl ,evs. WI FY '95. Has about 3.3-49 emp(s., 17,250 whdls. 
Debt Duo 110.-4 st.O 71.9 ment selYice.s, aod 'M'IOlesale 8f'ld ritail Pl'~ sal&.s. Sy~em Pies. & C.E.O.: Oav.i::l A. Jooes. lne.: GA Addr.: 303 Peachtree St., 
Other t 17.9 107.6 105.0 thtOtJ9'lPU1: 262.0 8d in FY '95. Sys!im lhtoughpu! (0!)6t. margj,) N.E., Allanta,GA 30308. Tel: ~584-9-470. 
CooentUab. 285.9 230.§ 246-:§ t--,A"G"""L'"""'Re""'"so--urc--e-•"•-an-":-t,'"·c""i_p_a"'te~d'.-'=1'=9"96""'"""fi"s--.,-b-us"'"m'"· -e-s"'ses--wil""'~l-p_ro_v,.,.·d""e_w_o_rt"'h"'w-.hi"'l,..e-re---:t-u_rn_s--f 
Ax. Nvi. Cov. 250% 288% 27

0% cal fourth-quarter share--earnings and increase share earnings accordingly, 
AHHUAL RATES Put Put Elt'd 'U.'95 •-Ip«~ IOY11. SYra. .,.,._1!1 gains will be primarily attributable to We expect Atlanta Gas Light Company 
Revenues -6.5% -.5% 1.5% weather normalization of rates. to maintain its solid operating per-
"CUh Flow" 3.0% 3.0% 4.°" (Quarter ends September 30th.) This fiscal formance. Strength in Atlanta's economy 
~ 2-5% 3.0% 7•°" year, Atlanta Gas Light Company, its reg- and various infrastructural needs should 
Book Value t~ l~ j:~ ulated distribution subsidiary, adopted a provide support for about 2.5% to 3,0% an-

revised rate structure which shifts some nual customer growth through late decade. 
FJ""' OUARTIR1.YREV!Hl/£S(l11'11.)• ,'1"11 fits fro th h t' (N be Th te dd'ti' bod II ' AGL' En-r. Dee. 31 Ma,.31 Jun.30 Sep.30 v::i pro m e ea mg season ovem r ese me r a 1 ons e we J.Or s 

to March) into warmer periods. Hence, the net income in upcoming years. 
1993 334.i 448.2 197,7 l:iu.3 1130.3 weather normalization will likely boost This issue's investment merit lies 
1994 361-9 5002 1912 146·6 1199·9 fourth-quarter share net to the break-even mainly in its dividend yield, lncome-1995 328.8 4482 m.5 100~ 100lo 
1996 328.8 478.8 241.1 136.3 1185 point. Overall annual profits, however, oriented investors should note the stock's 
1997 350 505 255 145 1255 will not be affected by the new rate design. dividend yield, which is more than twice 

f!u1oe In fiscal 1997 and beyond, AGL's non• the Value Line median, The stock price "'°" EIJOOl«lSPER=.., ,•1~!!.. -·• ted I h u!d ak ' b ' I ~:~- Oec.31 Mu.31 Jun.30 Sep.30 y;' re_. ..... a operat ons s o m e s1g. has risen by a out 11% s10ce our ast 
nificant contributions to the bottom review published in June. A good part of 

1994 ·43 
.in, d09 d21 1.~ line. On August 5, 1996, in response to this rise can be attributed to growing in-

1995 :~ :: .03 d19 t~ rapidly growing gas industry deregulation, vestor speculation on mergers between 
1996 .53 .81 ,06 Hll uo the· company announced its corporate electric and gas utilities. Recent price ac-
1997 ,55 .85 ,10 NII t.50 reorganization. Three unregulated subsidi- tivity and higher long-term interest rates 
CaJ.. QUAATERLYM'lOEHOSPAIDCa Full aries-The Energy Spring, AGL Invest- both contribute to our below-average ap-

tnda, Mar.31 Jun.30 Sep.30 Dtc.31 YNr ments, and AGL Energy Services-were preciation expectations for the stock in the 
1992 .2S5 _26 .26 .26 1.04 formed to focus largely on gas marketing year ahead and the 3- to 5-year pull. Suc-
1993 .26 26 26 26 1 04 and energy management. Although such cess in non.regulated businesses, however. 
1994 .26 :26 :26 :26 1:04 efforts are somewhat riskier than AOL's should allay interest-rate concerns associ-
1995 .26 .26 .26 .265 1.05 traditional distribution activities, the com- ated with the distribution operations. 
1996 265 .265 .265. pany's know-how suggests that these Oscar L. Vu/al September 27, 1996 

(C} Next dMdend meeting earty N<,,oembet. 
Goes ex mid-N<,,oember. Approx. dVd pay­
ment dates: March 1, Juoe t, Sept t, Dec. I, 
• OMoend renvestmenl plan avai\abJe. 

li ltd. derd a,gs. '95: 556.9 mil, $1.04/sh. , Comolny'1 Fln1nd1I Stttngth 
In miffioos., adj'd for ~ock sp&u. $1oek't Pritt Stability 
Quarters may not a<kt to lotaJ ckJe IO Price Gtowth Pmlltlnct 
~ l'I shata.s OWtandng. Etmlngt PrldJNblllty 

94 
95 
60 
85 

Facual 11\lllrial • OOW'led .. an~ btiMd to bl rtiablt. tut lhl ~ • n:>I ~ kit" "'I f(T0!1 or OO'lis$ICns corui'lld h«th Fort.a coo­
Mtn!ial U!I ol ~ R~ ~. &n1 d'll~ by ptmmioCI otiy. ~ 1900 by VWII l..nl ~ Ire. eR~. TM-Va)Je U\8, "- To subscribe call 1-800·833·0046. -
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ATMOS ENERGY CORP, NYSE-ATO l~TJeHT 24 filoo 15.0(1':!1:lli)\~~ 1.00\~ 4.2% 475 
TIMELINESS 3 ,...,. High:1 11.31 11.81 10.51 11.Si 

( ~J'ft~) Low: 1 6.41 8.81 7.21 a.2; 

SAFETY 3 ,...,. 
' {S.:U: 1 ~,t,ecst t, 5 loil151) 

BETA .65 (1.CO=UatnO I 

12.01 12.5 
9.81 10.<I 

...... 

15.31 15.91 21.21 20.31 23.0i 31.01 
10.51 12.71 15.2! 15.91 16.11 20.91 

""' ' 
: 

3---fo!l.2sDl/1 I 
1 I 

.II : 

I Target Price Range 
! 19991 2000 12001 

I 

' "' I 40 ___ .. ___ , 32 

! 24 1999--01 
Ann'ITolal 1 

1 
, .. , ,, .. , ·,u ,·'~•-- ... -. 1 i 20 

Priet Gain Rel\lm I 16 
~h 35 (+45%l f3% I I 111U,,11,.i!!-r'"" I I I 12 
low 25 {+So/. 5% J I, Ill 10 
lnalder Decision• !Hui ;. 1 1 ' 1 1 8 

b&v, ~ ~ ~ ~ ~ ~ ~ ~ tf---"'-''1~~/-' --,---·:--,--_,-.-•• -.:...f-__ -_.~:..-1··---.·..-...1_1~·-·-.c·l;.·'-'•·c,•~,.=----';"'··c.··_·.--+;--,--.:.:--i-!1--,.:-• 
~ g g g g ~ ~ g ~ g •• ,. , •• ,•JI ••, .. /•',•••l,, : 4 

fnatllutlonal Decialona ~• 
1 

Shadid atN L 3 
.tm lQ.11 2!2ll I I I I I : :I I ~:. I 

bit.,- 18 21 31 Perctnt 6.0 
tos.1 24 15 14 11\aru -4 0 I ·" : ' 0 " N ne Kram 2921 2988 3134 Ira.did 2,0 puOnS! 0 

Almos Energy's history dates back to 1986 I 1987' 1988 1 1989 I 1990, 1991 , 1992 •1993 I 19941 19951 1996 i 1997 o VAJ.UEUNE PIJS. ~c. I 99-01 
1906 and the Texas Panhandle. Over the 38.88 1 37.88 1 ss.,11 37.46 I 38.46 1 33.04 ! 32.46 1 31.941 32.671 >a.Cl! 1 30.55 I 31.651 RMiluet persl,A I 3U5 
years. through vatious mergers and busi• 1.&11 2.t4i 2.571 2.'81 2.631 2.sa1 2.63i 2.39j 2.191 2.ssI WI J.001~cuhAow"pe,1h 3.10 
ness combinations, it became part of .63! .saj 1.s2I .8.9! .981 .sol .97 1.19 .971 1211 1.551 t.65/Eaming,penh" 2.25 
PioneerCorporalion,and,in1981,Pioneer .671 .671 .671 .75i .nl .801 .83 .86 881 .921 .961 I.OOIOlv'd1Ded'dper1h'"I 1.15 
named ils gas distnbulion division Energas. 2.54 ! 2.611 2.19 I 2.37 ! 2.n I 2.97 I 3.18 2.67 3291 H6 ! ,.10 ! 1.20 I C11>'I Spe,odulg per 1h •~ 
In 1983, Pioneer organized Energas as a 6.691 6.9-11 8.37i 8.501 8.71 ! 8.881 9.17 9.64 9.781 10.201 !WI IIJOIBookV~uoperlh IW 
separate subsidiary and distributed the out• 6.131 s.1s 1 9.12 ! 9.14 9.151 10.111 10 . .a 14.38 t5.3JI 1s.s21 16.201 16.601 Sh1Outar 11.50 
standing shares of Energas to Pioneer 16.2! 11.11 6.41 11.9! 11.11 14.4! t4.2 14.71 1921 1s.0I Bold'1191nt- 1AvgAnn'IP/ERat10 13.0 
shareholde,s. Energas changed its name lo 1.10 I .74 / .53 I .80 I .87 i .921 .88 i .87 I 1.26 I 1.021 '""' u. I Re/om PIE R•H• 1.00 
Almos in 1988. Atmos acquired Trans Loui• Wlo i 6!% 6•% i 7.1% 6.7% i 69% 6.0% I 4.911 I 4.7%1 5.0'!.I -r"' AvoAM'IOlv'dllold l9% 

sui~nfilya Gals98in719nd86G, Wesl temG Kenl1U9C93ky Gas 236.41 232.91 322• I 3'2.41 352.01 336.1 I 34-0.1 I 159.4 I 499•! 435.81 ffl! 5151 Rewnuet(lmYl)A 6&l 
"' m a ,eeey asm · _3.7! 5.<I 10.6i 8.11 9.0! 7.91 10.01 11.01 11.11 18.81 U.51 17.SIHl!Ptofi1tl1N/O 38.5 

CAPITAL STRUCTURE at of 613(W6 39.7% I 49.0% 1 38.0% i 3IA% I 321% i 27.5% 32.7% ! 37.7% I 35.5% I 33-8"41 31.0Y. I 31.0% /Income Tu Raia 37.0% 
Total Dtbt $167.4 milt Dut In 5 Yt1 $47.0 mill. 1.6% I 2.3% 1 3.3% I 2.4% I 2.5% j 2.4% 2.9% I 3.7% i 2.9% I 4.3% I S.OY.) 5..2% I NttProHIM.,,.ln S.6% 
LT Debt S 125.3 mill LT lntere1t $10.3 mii 
lf'ld. $6.J mtll. capaalized leases. 45.2% I 48.3% I SU% i 54.2% i 51.7% I 52.3% 49.7% i 43.3% I '8.0% I 45.3% I '4.0% I 45.0Y. ! Lor,g,TennOtbl RtHo 40.0% 
{LT inlerest earned: 3.01; total interest 54.8% I 51.7% I 48.6% : 45.8% I 43.3% I 47.7% 50.3% i 56.7% i 52.0% I 54.7% I 5S.0% I 55.0" I Common f,milv Rttlo 6d0% 
.,,.,.,.,.,,.8,) 74.81 8>51 156.91 169.71 16521 18951 190.81 2«.61 287-91 289.61 3701 3J51ToLIJC,~LIJ(SmHI) 56() 
lu1n,Uneapitallud AMualrentals$6.6mt'I. 109.5! 116.0! 18U! 194.81 194.9 2()5,7 219.4 299.3 327.41 363.31 051 -'SOJNttAtnt(Smilij 510 
Ptn1lon liability None 6.4'4 I 8.6'!. I 9.6% I 7.3% I 8.1% 6.6% 7.9% 92% 7.2% I 8.9% 9.5% i 1.5'% j % ElmtdToUI Clll'I 8.5% 
PfdSlockNone 9.0% 12.~I 13.9% 110.4% 112% 8.8% 10.4% 12.3% 9.8%1 11.9% 13.5"1 f15%!%EamedNetWorth HJ" 
commonSlock15,990,905sh.s. 9.0% 12.7%i 13.9% I 10.4% 112% 8.8% 10.4% 12.3%. 9.8%i 11.9% 115% ftSXl%EamtdComE"111"' 11.5" 

NMF 3.1%1 7.9%1 1.6% 2.4% •• 1.6'1,I 5.6'1, 1.3%1 29% 10%! i0%1%RoUlntdloComEq 55% 
104% 76%1 43%I II% 79% 100% 85%1 54% 86'/,I 76'1, 13%1 61%1%AIIOlv'd11off<tPtof 52% cuA~i'H POsmoN 1~ 19Qs &'3G'P6 

caJI, Assets 2,8 2.3 2.2 BUSINESS: Atmos Energy Colpc(alioo is engaged pmlanl'f ll Iha 39% industrial and «her. '95 depreciatioo ra1e 4.1%. Has 1,648 
Other 50.5 45.9 51.9 distooution and sale 11 natural gas through four regttla!ed nalutal employ&M. 23.625 OOtTUnOn stockhokje11, lee E. Sch!awnan 
Current Assets 53.3 48.2 ~ gas utMy <i.¼ions: Energas Co. in West Texas (310,765 cus!OOl· ov,ns aboul 6.4%. al other otfice1s and dil&ciOB about 2.0%. 
Accts Payable 22.0 24.9 30.2 ers), Western Ken1ucky Gas Utif;ty (168,529), Trans Louisiana Gas (12195 Proxy) Chaim,an: Chanes Va~an. Chiel Operaoo;J Offieer 
Debi Due 22.1 40.5 42.1 (70,570), and Greeley Gas (108,250). Ccmbbed 1995 volume and Pres(jent: Robert Stephens. 11'\C.: Texas. Aojrus: P.O. Box 
Other 20.1 22,0 37 2 handled: 140 Bet BtaakOOMI: 61"1, re.sidential and cx:mmetcial. 650205, Danas, TX 75265. Tele~e: 214•934-9227. 
Cotrenl Uab. 64.2 87.4 109.5 1,,.,,-c:-c--.s--c,,.--.---.,.---.--,-,~=--,.,.---,-.----~---.,.,-..,,--,--=,,.,..-rl 
Fix. Cho. cov. 281% 306% 297% Atmos Energy has entered a definitive Atmos. Moreover, assuming United Cities' 
ANNUAL RATES Pait Pait Elt'd •93-•95 agreement to merge with United has success with pending rate cases in two 
clCNf9!1fpe<sh) 1or,a. Hrs. toW-'01 Cities Gae Company. The transaction states, profits could get a further lift,-In 
Revenues -5.0% ·3.5% 3.5% will create one of the five largest domestic addition, the purchase broadens Atmos' 
"CashAow'' 2,0¾ •1-5% S,0% natural gas distributors and increase the geographic diversification. The company 
D
E~,.~ .. ,':'9!, -

5
1_.~ 4_,.;; 1

5
0._~ 

..,,.,."' ux, u~ ,.,,,, customer count by almost 50%. United will now operate in ten states, each with a 
Book Value 4.5% 3.0% 10.5% Cities shareholders will receive one share different economy, weather, and rate 
A1ca1 QOARTERLYREVEHUES(SINI.)" Full of Atmos for each United share in this tax- board. All told, while the combination will 
l~~~ Oee.31 Mar.31 Jun.30 Sep.30 ~~1 free, pooling of interest merger, valuing probably not add to fiscal 1997 share earn-
1993 130.6 166.2 91.2 71.4 459.4 the deal at about $340 million. A competi- ings, it might well lift Atmos' bottom line 
1994 145.5 186.9 90.0 n.4 499.8 tor is contesting the merger, and may offer by 40¢ a share during 1998 and thereafter. 
1995 117.8 157.3 84.6 76.1 435.8 a higher bid, but, for now, the deal is pro- Successful rate cases are also likely to 
1996 130.5 191.1 93.6 79.8 495 greasing on schedule. The transaction help the bottom line in the coming 
1997 145 200 90.0 80.0 515 must receive approval from a handful of years. It looks like Atmos will be granted 
Fl1eal EARHIHGSPERSHAREA Full state regulatory boards and should close a good portion of the $7.7 million rate case 
l~3~ Oee.31 Mar.31 Jun.30 Sep,30 FJ:_~1 by the end of this year or early in 1997. the utility filed for 67 cities in Texas. 
!~ .'IO .75 .IJQ o.ua U9 Note: The effects of the merger are excluded Atmos is a good selection for investors 
19S4 :47 :a1 d:08 d.29 :97 from our presentation until the deal is looking for an aggressive utility. As 
1995 .42 .90 .Ot d.11 1.22 finalized. consolidation continues in the industry fol-
1996 .59 1.15 .02 d.21 1.55 The company has done well with its lowing deregulation, Atmos is going to be a 
1997 .62 1.17 d.DI d.13 1,65 acquisition strategy in the past. likely beneficiary. As an added plus, as 
Cal- OUARTERLYOMOEHOSPAI081 Full Operating profits of the combined entity part of the terms of the merger, Atmos has 

endar Mar.31 Jun.30 Sep.30 Oec.31 Year will likely be boosted by extensive cost re- agreed to increase the annual dividend to 
1992 .207 .207 .207 .213 .83 ductions. Furthermore, by applying Atmos' $1.02 a share once the deal is completed. 
1993 .213 .213 .213 .221 .86 marketing muscle, we would not be sur- Total return prospects, mediocre for Atmos 
1994 .22 .22 .22 .23 .89 prised to see United Cities' penetration alone, might be enhance significantly as a 
1995 .23 .23 .23 .24 .93 rate climb; currently that figure is only result of the United Cities merger. 
1996 .24 .24 .24 about 37% of households, versus 61 % for Thomas A. Mulle, CFA September 27, 1998 

(A) flscal year en<is Sept. 30th, Next eamngs 10th of March, June, Sep!, Dec. • D.v. ren• qu;sitiOn usng poorng ot interest melhOd. : ~ny'1 Ananclal Strength 8++ 
report due late October. veS!m8fll pl.an avail (3% ISscount) S1oek'1 Price Stability 75 
(B) Next cfN, meetll'M] abool Nov. 10th Goes ex IC) In milfoos, ad]Usted 10< stock spSts Plict Growth P1rsltttnct 85 
aOOUl Nov. 200I Approximate 00. pml. dates: D) Pno, yeats are not compara~ due to ee- Eamlngt Prtdletablllty 65 
Factual rN.!erill 1$ obw"oed !rem S<:U'Ce:I bt!i8ved IO be ,~,able, blJI the ~ IS no! f~e I« 1/r/ el'l'OB or 0f'M5IOf\S coruit'led N!M'I. Fct 11'18 c,,n. • • I I ' 11 
Mwa! 1M ot subsctlbffl. R~. copyng. w di$~ tt, pemus-«\ ON'f Copyo,;ni t9'36 tt, vwe Lne PuNs1mg. in:.1) Reg. TM-vaue Line,~ • ' 

1 
• • ' ' 
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BAY STATE GASNYSE-BGC IRECElfl 
PRICE 27 Pi!: 12 6 (T•iii9:IU)IIREUTIYE O 84 IDIY'D 

RATIO ' M!dilre Ito 'I P,E RATIO ' ' I no 5.9% 476 
TIMELINESS 4 '"'" (~,l'ff&,...,,,,_) ...... 

High:1 
Low: I 

12.41 
9.3) 

18.31 
10.8! 

20.31 
13.21 

17.31 22.91 
13.8! 16.81 

22.5 
18.0 

23.6 
18.51 

26.5 i 
20.a 1 

32.0l 
24.41 

28.41 
22.s: 

29_51 
22.31 

29.9! 
25.4 I 

i Target Price Range 
· 19991 2000 2001 

SAFETY 2 A=-;. 
(Scale: 1 Kit,esl kl S LCM'e-SI) 
BETA .55 1100. 1.M•I 

1 .. ~, 
AM'I Total 

' . . -
divid 

I 

. ' 
i I 

' . ' 

I 

I 

100 
80 

" " ., 
Ptlct Gain Rttum 

t':!: ~ f:f8~~ 1~~ 
\ 

• 

.• -' , ... , ... 111.,,_ _ . , ... ' .. l!!l'.&ll:>J. - , :---r--- 32 

" "' ,. lntlder Oecl1lona 
' ' 

' 
I 

HDJFMAIIJJ 
1olwJ 1 0 0 0 0 0 0 0 0 
Opb'II 010100000 

! i I I ! 

i ! '• · .... · ·L .. -· · ··!- · · · •· · ~- •... _. · . 
I 

I 
12 

... • DW O I O 1 0 0 0 0 0 1,1,1• •. -1 , 
lnatJtutlonal Declalona , . : · · · 

mi W1 b _ _ I '. Relattte,Pr\ee11er,gthi J f ! ! ! _ ! 
.-r ..... .. : .... ··· ..._ : 1 , Shaded atN 

ln<!IC11H 
! reeetllon ' . lolly 23 21 20 Petctnl 3.0 ,11 '\-;hrr . ;;jiftrr 

~ 20~ 2Ji 2~ ~= ti q ' ' •- tmlil1 Options:None 
1980 11981 1 1982 i 1983 ! 1984 ! 1985 1986 I 1987 l 19881 19891 1990 l 1991 1 1992 l 1993 1 1994 1 19951 1996 i 19971 OYALUELIHEPUB~IHC. I -.,,1 

31.06 38.S.S/ 45.29 35.871 3&.501 35.311 32.31 32.34 29.761 29.« 34.49 31,481 28.72! 31.001 33.951 31.31 32.601 J2.60IRtwnueaper1h"- 39.30 
1.99 1.63 1.63 1.~ 2.14 2.36 252 2.n 2.91 2.81 3.15 2631 2.82 I 3.341 3.59 3.65 J.85) 4.05!"CUh flow" pttlh ti// 
1.15 93 .63 .59 1.16 1.38 1.49 1.61 1.n 1.81 1.78 1.32 1.411 1.751 1.85 1.11 l.001 llSIEomlng1pe,lh 8 UIJ 
.1-' .TT .79 .83 .84 .88 .91 1.00 1.01 1.16 124 1.31 I 1.:ss uo1 1.4-4 1.48 1.521 f.60JDiv'd1Dtcl'dc:oeuhc • I.TO 

2.86 3.01 2.91 1.75 2.05 2.71 2.83 315 4.26 323 1.49 198 i 5.17 \ 3591 3.75 3.93 4.401 4.10 I Ca~ISponding pe,lh 5.35 
9.42 9.74 9.53 8.82 9.00 9.63 10.02 10.66 11.33 12.81 13.<2 13.601 14.901 15.521 16.20 16.46 11.45 IUSIBookY~utpe,lh 21.10 
6.75 6.791 6.891 8.57 8.74 8.89 8.92 9.00 9.cral 1027 10.43 l0.7-'1 12-551 12.891 13.291 13.38 13.601 13.751 onSh101Jtsrcu 14.00 

6.sa.6I 73/ 9.1 12.61 a1 1.1 9-' I 10.9 s.61 10.0 112 1s211sJI 1s.11 14.31 14.1 ,__,_ ,AvgAnn'IPIERltio tio 
89 \ 1.04 1.07 .62 .63 .62 .73 .71 I .76 .83 .97 .99 .91 .94 ! .96 \-'a/ui1 Uw I Relative PIE Ratio .s,, 

9.8" 114% 1 121% 11.1% 10.8% 8.2% 6.7% I 5.7% I 7.2% j 6.4% 6.2% 6.5% 5.9". I 5.2% I 5.5%i 6.2% ~ IAvaAM'IOfv'dYiefd S.4', 

Tc~~~To,AlbtSST2R4U1C311J.RE 'o' ofl 6/30/005 y $54 1 • 288.2 / m9 I 2702 ! 30'2.4 359.5 338.0 i 360.4 I 400.4 I 4512 I 418.11 430 I 4501 Rewnuet (tmHI) A 550 
..,... · m . ui n 11 

• m . 14.1 ! \,4.8 I 15.91 182 202 15.8 I 18.41 22.8 I 2"1 l'0I ".0IN.,Profitl!$mflR 39.5 LTO.bt$209.5m'I. LTlnt1r11t$l7.0m·111. "l..i 23.1 ,;,. .w a, 
100. $2.7 mitl cap.'(aliudlease.s. 47.8'1. I 49.4% I 3U% I 32.6% 35.4% 35.5% I 33.0% I 37.6% I 39.1%: 38.7% I 3!.°" I 3!.°" I llltOffll Tu R11t 3!.0% 
(LT inlerest earned: 3.Gx; TOlal interest coverage: 4.9". I 5.1% I 5.9% i 6.0% 5.6% 4.7% i 5.1% I 5.7% / 5.4% I 5.So/ol 6.4" ! s.1,, 1 Net Proli!Munin 1.2% 
3ax) 45.8% 49.1%147.1% ~O'I, 38J%115.2%138.8%/ 46.7%1 46.4% 46.~ 46.0%1 45.0%1Long-Tenn0tb1Ratio IJO'I, 
LNut,UnupttalludAnnualreoia!s$5.4mi8. 47.9% 47.RI '9.9% 49.1% 537%/ "80%) 570%1519%. 523% 518% 53.°"i 54.0%1CommonEouih'Rldo 55.0% 
Ptn11on U1blltty None · · · · 1

1 
· • • , 530 pfdStock$5.lmi. PfdDlv'dS.amiS. 186.S 200.7 2062 267.7 200.6 304.11 328.4 3852 411.6 424.0 4551 USlTolllCapilll(SmRij 

Cumulative prel'd series: Aggreg. of 39,598shs. 2382 255.6 280.9 301.3 322.0 361.5 I 410.4 437.81 464.1 498.4 5-351 5751 NII P1IntfSmun 675 
4.70'/, 10 7.2% (Jl'l$50-IIOO); 7,125 shs. $3.80 9.2% 9.2'> 9.8% 8.6'1, 9.7% 6.6'/, I 7.4% 75% 7.7'1, 7.5% l5" / l5% 1% E11nodTolll Cop'! Id()% 
(par$50)vol.liq.valueS83.17,922shs.$32S{p.ar 14.0% 14.5% 14.6% 11.9% 12.6% 9.5% I 8.8% II.I% II.I% 10.3% 11.0% U.5"1%EamedNl!Worth 13.0% 
$50); sub}ed 10 various call prov-isions atld snk.i,g 14.8% 15.0% 15.1% 12.9% 14.4% 9.6% 8.8% 11.1% 11.2% 10.4% 11.0% I H.5% I% Eamtd Com Ecuitv 13.0% ~~~,:~~:::r~~4

-97.S2.Smit 8.1% 5.8'4 5.7% 4.6% 4.0% ,1% I .4% 2.2% 2.5% 1.4% '·°"I J.0%!%RellinedloComEq 5.0% 
' 49% 63% 63'4 Wit 73'4 99% 96'1. 81% 78'. 87% 75'.! 75"!%AIIDIY'dlloNltProf 61" 

~M,i'fi POSmON 1* 1995 Fl.m'96 BUSINESS: Bay Stata Gas Comparrj i:s a regl.l!ated natural gas gas sum. Oeptecia!ion rate: 3.So/ •. Estnla!ed planl age: 9 years. 
cash Assets 4.o 2·8 4·2 distrbutor sel'fflg parts ol Massaehusetts, Naw Hampshite, and Acquifed Northern Utifities (NH and ME) in 1979. Has 1,062 em• Other 98.3 64.1 90.1 
CWTent Asseis 102,3 ~ ~ Mane. Has 287,000 ws!omers (80% n Mass.). Fum revMUe mix: ployees, 11,on cx.mmoo sharehokiers. Insiders cootrol about 7.7% 
Aects Payable 26.7 28.7 33.4 residential, 56%; commercial and indus!ria~ -44%. Fiscal 1995 of !he common stock. (12195 Proxy) Chainnan: Charle! H. TenMy 
Debt Due 37.8 31.5 31.8 volt.me; 84.0 biltion eubia feel {77o/. to film ws1001ers). Purdlased II. Pres. & C.E.O.: Roger A Yoong. Address: 300 Friberg Pafkway, 
other 508 57 4 57.3 gas costs, 66.9¾. Spot malkel potehases ao::ovn!ed for 48.3% of westbor"'""', MA01581. Talei::nc,<le: 500·636•7000. 
Cooent Liab. 115:3 7T-f.s 122 5 f-ia~-,,.,.~-'-=---+--,---,--~-~---'=.;..:;~;c;;:·.;;;.c..:.:..:===cc,..--~~.;--~~--i 

. Cho. · Bay State Gas is planning for the try federal regulatory board. Plans for the 
Fix. · Cov. 355

% Pa:5:.i,d .:.: eventual deregulation of the natural construction of a liquid natural gas storage =~"sii"f5 
1:~:_ SYtt. to W-'01 gas industry. The company is leading the tank have been put on hold, since the com-

Revenues ·1.0% .5% 5.0% way with the largest pilot residential un- pany must evaluate other sites. The facil-
~c~ngsAow" 6.0% 3.s:'-. 7.0% bundling program in the country. Unbun- ity is expected to be completed a year later 
Di~ S.S% B.0% dling will allow customers to purchase gas than planned, probably by late 1999. 
Book Value ~:~ ~:~ ::~ from any supplier and let Bay State earn a Customer growth in core operations 
fltcal Full fee for transporting the fuel. While this remains at decent levels. The region 
y.., OOARTI:RlYREVEHUES(Smil)" FJ,eal will not directly benefit the utility. compe- where the company operates was one of 
End• Oec.31 Mar.3i Jun.30 Sep.30 Year tition between marketers should lead to the last in the country to be served with a 
1993 123.0 !71.S 61.4 44.5 400.4 greater customer growth and lower selling natural gas pipeline; as such, there ap-
1994 136·1 205·6 64·8 44·7 45 1.2 expense at Bay State. In addition to this pears to be ample opportunity to increase 1: \~} :~g ii:l ~; fil·1 

program, the company has created three the penetration rate. Although the rate of 
1997 140 190 12.0 48.0 450 distinct operating units, Local Transports- customer growth has slowed a bit, we 
fkcaJ EARHaiGSPERSHAAE ABE Full tion (regulated), Energy Products and think that gains here will continue to ex-
·vut 0ec.,31 Mar,3t Jun.30 Sep.30 Fltttl Services, and Energy Ventures (both un- ceed the industry average. 
End• Year regulated). All told, we believe Bay State These shares are an attractive selec--
1994 i.w ;·~ ~-i4 d57 ::~ will be well positioned for the changing tion for conservative investors seek-
1995 :i: 1:so dcl8 d49 1.71 mCharketplace. , h Ing solid 3- to 5-year total return 
1996 1.07 1.75 d.22 d.50 2.00 anges are com.mg to t e Energy potential. Management has taken quite a 
1997 t.09 1.18 d.2t d.51 2.15 Ventures unit. The company has few steps that should enhance long-term 
ca~ QUARTtRI.YDMOEHDSPA.KJ c• Full earmarked its investment in MASS- earnings prospects. In addition, the divi• 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year PO\VER for sale. The cogeneration facility dend remains well-covered and provides a 
1992 .335 .345 _345 .345 1.37 provided decent returns, but management hefty yield at the current quotation, Inves-
1993 .345 .345 .355 .355 t.40 wishes to focus on core operations and tors will also be attracted to the Above-
1994 .355 .355 .365 .365 1.44 plans to invest the proceeds in its develop- Average rating for Safety and the high 
1995 .366, .366 .375 .375 1.48 ing units. Separately, the company marks for Stock Price Stability. 
1996 .375 .375 .375 • received bad news from FERC, the indus- Thomas A. Mu/le, CFA September 27, 1996 

(A) f'is.cal year eMS SePL 30<h begM;r,g 
1988; priol IO lh~1 Dec. 31st. (8) Based oo 
avenge shares ootsta:n6ng. txcl. aOCO\llt'tlg 
gam: '80, tsi; '85, au. Exel nonrecurmg 

gall (charge): '85, (30e. ); '87, 7', (61). Naxt 1st of Jan., Apo!, Joly, Oct. • Dff'd. ,etivest• I Comp1ny'1 Flnantitl Stnngth 
eamngs re~ due late Oct. meol pian avat (3¾ discount). (D) ln millkxls S1ock'1 Mee Sllblllty 
(C) Next drld. mee1og about Oct 25. Goes ex adjust ad for s!odc $pl:'ts. (E) Quarters don't add Price Growth P111ltt1nce 
about Nov. 14. ON'd. payment dales alx>ut the to Iota! due to Chango in Shales outstandi'lg. Eamln91 Prldlc:tablllty 

Btt 
100 
50 
10 

F&C\lal malerill is obUi'led too, SOO'C8S be6Md lo be reizb\e, l;,JI the ptb!dhef is mt •~e JO< llrf ecrors or Otris.sktls coota.ned herffl. For he cm­
lid«nal 1M ol ~ R~, ropyr,g, an:! cfisb'bJt,on tit J)8flTl$$OO ort,. ~I 1996 tit VUJe U)(I Pubisl'ing, Ire. ~ Reg. TM-VWt Lne, "- To subscnbe call 1-800·833-0016. 
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B'KLYN UNION GAS NYSE-BU 
IRECEIIT 
!PRICE 27 Pli 12 9 (T•i"!:14.0)IIR!UTIVE Q 86; I01V1J RATIO , 1/oitn: llJI\ P,~ RATIO , ' I YlD 5.4% 477 

11(~MEUNE,"f1ss,.L-J4"'~~ High:I 14.91 19.3 19.01 ,s.9I 21.sI 21.s 20.aI 2a.41 
.~ ... m- Low: i! tt.7! 14.01 12.41 14.41 15.3(i 16.7 18.0jl 18.7!, 

~ ~1 ........ 1 f----~-~----+----;---~--,'--+--~-~-

28.51 28.61 29.61 29.91 
21.6/ 21.51 22.0\ 24.91 

I ' 
1 Target Price Range 
' 19991200012001 

I I 
80 SAFm ~ , 1 1 1 : 1 I ; 

"' (Scale: 1 H"~ b 5 ~) 

BETA .60 1100. """'I 

Ann'I Tol&I 
Prlet Glin Rtrum 

H¾lh 35 (+30Y.} 11% 
Lciw 25 (·SY.} 4% 

• 

lntlder Declaion• 
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1 ... -L•"·'' · t• . .. ·. . . I 
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8 

. bStl O O O O O O O O O • • • •, 
In1tlt11tlon11l Dtclalon, 

llll &II l<lll ! 

I,. I 

- i 

I i 
8 

i Shaded 11u I 
lndlcatH ~, 
rteffllon I 

_,..., 56 53 50 P•rctnt 4.5 
bStl 39 « 53 1hare1 3.0 ,_ , ,,. .. illlliffi O ti N 

13551 13165 13503 tradtd 1.s p ons: one 

1980 • 1981 11982 I 1983 I 1984 i 1985 i 1986 i 1987 I 1988 I 1989 1990 1 19911 1992 I 1993 I 19941 19951 19961 1997' •VALUEl.liEPUS. 1/fC. i 99--01 
32.121 33.87 I 32.22 : 30.49 I 27,121 

2.19 I 2.361 258' 2281 2.46 I 
1.51I 1.55 J 1.67 i 1.57 I 1.62 I 
.97 I 1.00 \ 1.04 I 1.08 I 1.111 

26.70: 29.59i 35.00! 25.511 26.711 26.641 23.431 24.74125.99! 28.131 24.931 21.201 27.951RavtflUHPffth 4 I 30,5() 
1.86 •, 2.08 I 2.)) I 2.ss ! 2.64 / 2.62 i 2.38 / 3.03 , 3.041 3.291 3.351 3.40 I 3.55 I PC uh Flow" !)fr 1h I 4.00 
1.20 1.35 1 1.531 l.66i 1.681 1.621 1.4Si 1.351 1.73 1.SSI 1.901 1.951 2.05iE&mir,g1pwsh 8 j 2.35 
,74- .801 .9JI 1.15: 1.191 1.231 1.27/ 1.29/ 1.32! 1.351 1.391 1.42'. USiOlv'd10td'doer1h.c · 1.60 

2.47 I 2.46 l 2.57' 2.33 I 2.84 I 

10.16 I 10.681 lf.341 11.53 \ 12.191 
2.10 · 2.12 i 2.91 I 3.46 ! 4.)) I 3.51 I 3.441 3.95 I 4.37 I 4. IS I 4.361 3.15 i 3.60 I Cap'I Sp&nd11'g pet sh J.~ 
8.66 9.121 9.711 !2.77 1 13.36i 13.681 14.37 14.551 15.54/ 16.27! 16.941 11.651 1U518ookValutP«th 0 I 20.35 

29.24 I 30.001 31.91 33.03 • 34.08 I 23.St 2,21 1 2s. 14 1 35.23 1 36.29 1 37.XI i 42.28 43.45 1 46.38 1 47.59 1 ~.791 49.I0 I sc.10: on Sh1 ouura" · 54.00 
6.S ! 6-61 7.41 1021 10.8 I 
.ss I .611 .60 I .69 ( .721 

9.8% I 9.7% I 8.4%' 6.7% I 6-3% I 

6.0 5.51 5.41 9.4( 10.11 11.91 13.1 15.11 14.31 13.71 12.11 Bcldng"'",.,.,AvgAM1PiER1Ho ! t3.0 
.8(1' .67) .~I .781 .76i .ssi .8-4 .9'21 ,841 .00! .871 ~UM :Re(ltiveP/ER1Ho i 1.00 

10.1%; 10.7% I 110% I 7.4% I 7,0'/, I 6.4% I 6.7% 6.4% 5.1%. 53'1.I 5.8%1 - 'AvgAM'IO/,'dYl~d 5.2% 
CAPITAL STRUCnJRE a, of &'J<W6 1 
Total Debt 5727.5 mii Dut In S y11 S50.0mi!l. 1007.G I 9'24.11 898.7 ! 969.21 99'3.9 I 990.5 1074.9 1205.5 / 1338.61 1216.31 f(M/ 14151 Rmnutt:(SmllJ)A \ 1650 
LTOtbtS727.Smill LTlnttmtS49.0mlJ. 58.6 ! S9.11 61.7 ! 64.3 I 63.61 61.8 S9.9 76.6, 87.41 91.8) 96.51 fOJ/NetProlttf$mllll I 126 
{totalinterestooverage:3.Sx) 42.7%: 38.0% i Xl.0% i 29.2% 26.0% I ll.2% 34.0% I 35.1% 31.8%1 32.0%1 JS.0%1 J6.0%llneom1TuR1lt 36.0% 

5.8'1.J 6.4%1 6.9%! s.s~ 6.4'ki 6.2% s.6¾'I 6.4% 6.5%1 7.6%1 6.9"1 1."'1He1ProfftMvoln 1.6% 
Ptntlon Uablllty Nooe 44.2% i 44.7% I 47.2% I 51.0,. 49.0% I 51.2% 51.6'1. ~-6'. 47.3% / 46.4% I 45.0% I «.0% J Long.Ttrm OebtRtHo I 43.5% 

48.9% I 49.1% / 47.7% i 4-4.7% 46.8% I 45.4% 47.8% 50.8% 52.2% I 53.2% I 54.5" I 55.5% I Common E11ui!vR1tio . 55.0% 

Pfd Slock $6.6 mi. Pfd Olv'd S.3 md. 
Inc. 69,000 shs. 4.60% cum. ($100 par) plaood pri• 
vate/oj. 

m.1 I 845.81 942.911084211090.0l 1337.5 1322.1 1417.9 148211 1553.81 ltfSI /61DIToOIC1pitll($mllij '1 2000 
758.81 S02.9 1 896.51 989.41IC'62.711151.3 12'28.7 13l5.5 1405.311512.61 J@I f5001NetPf1ntlSm~~ fM'J 
9.8% i 8.9% 1 8.4% I 7.7% 7.6'1. i 6.0% 6.1% I 7J/'I, 7.5%1 7.5%) 7.0%1 7.5"!%ElmldToll.lCap'/ I.OX 

13.So/, l 12.6% i 12.4% I 12.1% 11.4% I 9.5% 9.4% 10.5% 112'1, 111.0% I II.°" I II.°" I% E,mtdHtlWorth 11.Dll 

c«nmon stock 49,n3,29'2 shs. 13.4% I 13.1% I 12.8% I 12.4% 11.7% I 9.5% 9.1% 10.6% 11.2% 11.1% I II.°" 1 11.°" 1 % EtmtdCom EoullV 11.Dll 
4.1%1 4.1%1 3.9'/ol 3.6% 2A%/ 1.0% .3'1. 2.4% lO'I,[ 2.9%1 l0%1 3.0%1%RtulntdtoComEq l5% 
73'1.l 71%1 n%[ 73'1. n%1 00'/, 96'4 n% 73'1.I 74%1 73'1.I 71%1%AllDlv'dlloHt1Prol 681' 

CURRENT POSITION 1"4 1995 &31W6 
CJM!LLI BUSINESS: Br~ Union Gas Co. suppf,es natural gas to Brook• Mobi. Fuel Resoorces. an erp!otaliOn sutm1., produces 2o/, of 
~ ASsets ~J J~-~ ~·i l'fn, Oueens. artd Slateo Island boroughs (187 sq. mdes) of New BUG's gas s!JPP,y. Ov,ns 68", ot Hous!on El:plotalloo; 19% ot lro-
Currsnt Asssls 385.2 310:4 .ua:a YOik City. SaMC& area pop.: 4.0 mill PfVnal'f market is residential qoois Pipe!>M. KeySpan Enar9'/, a matketing sub., tom&d il '96, 
Accts Payable 132.5 103.7 98.8 (one-family homes, apartment bldg$. Has 1.1 mlll. aeilVe meters; btrjs and rese!!s gas S1.Jpplies. Nonunlity egs., 10% of the 1otal Has 
Debt Que • • • • • • 454,00J heating costoma,s; 76% share ot the one- and two-family 3,506 empls., 31,478 stkhldrs. Chmm.: A.B. Catell Inc.: NY. Ad-
Other 118.4 107.7 141.3 resident. markal Maje)( sl!Pf),'iers: Transco, Texas Eastern, and dtess:1MetroT&o'ICtr.,Brooklyn,NY11201.Ta!:718•40J.2COO. 
~~~~~~. ~: ~~ ~i~ 1--,-N~e-w-~Y.~o-r~k~'s---'--~p~u"b~I'"ice-.;Sc.ec.rvt::..,:. c""e=.;c"o"ID.1111.c:...:;_.cs_--,c.. ce=t~h""e.:;;:h--ote;,;_11:;cas=,". n;.o.:...;co"-1-o_n..;yc.i~n__;__,th~a-tc..,;E;..as=te::.rn-l 
ANNUALRATES Pal1 Pal1 Eat'd'93--'&S eion is letting Brooklyn Union gambling mecca, The subsidiary may need 
dcf'M;le/pen/\J 1ovri. sv11• toW-'Ol reorganize into a holding company. a few years to draw enough customers to 
Revenues -2.0% . . 2.5% Under the new corporate framework, the become a major profit contributor. 
"Cash Row" 3.0% 4.5% 3.5% company will have more latitude for Thie income stock remains top-
l~~, l.5% 2.oo/o 4·°" moving afield of re;,ftated gas distribu- quality. The marketing venture is in 
VITil,X,ilU 3.0% 2.5% 2.5% ti Th PSC' b . I Book Val1Je 4,0,. 4.0% 4.0% on. e s a ng will permit the response to regulatory moves to get uti i-

i parent, KeySpan Energy Corp., to put up ties to unbundle their traditional services 
Fv:~• QIJARltRt.YREVEMJES{SrN1-)" F)~g.1 to 50% of its capital in nonregulated and to promote competition. So KeySpan 
Ende Oec.3t Mat.3t Jun.30 Sep.30 Year businesses, up from 15% today. The hold- will have to share its turf with other gas 
1993 347.3 489.4 208-5 160·3 1205·5 ing company structure takes effect in Feb. marketers. There won't be a state-imposed 1994 311.5 549.o 240.7 ITT.4 1338·6 ruary pending a shareholder vote then. earnings ceiling, but the pending rivalry 1995 358·3 4111·6 217.7 158·7 1216·3 The company has begun to branch ou• ak K S h h Id · k b · 1996 3981 5954 2393 1722 1405 " m es ey pan a s are o er-ns usi-
1997 410 ;,5 250 /BO 1415 Into nonutillty energy services, ness, For its part, BUG still operates as a 
FJiut EARHIHGSPERSHAREAB Full KeySpan Energy Services, a marketing utility, delivering gas as a franchised dis-J~ Oec.31 Mar.31 Jun.30 Sep.30 A1ca1 venture, acts as a dealer in supplying nat- tributor through its webwork of mains, 

H'iii'i--t-o1-,-,,r--;r,rs-;ri:Jr-t-'r";;'r1 ural gas to customers primarily in and competing with suppliers of alternate 
1;;: :00 l:57 d16 d:~ rss arol'"-undl t~e Broobkl~ Uhnion service area. dfuels. It generates profits based on a PSC-
1995 .00 1.53 d.13 d.40 1.00 = roe ts to o tain t e supplies for all ecreed tariff structured to provide a fair 
1996 .91 1.51 d.09 d.38 t,95 comers and arrange for delivery via return on the gas plant. BUG typically 
1997 .!U 1.62 d.t3 d.38 2.05 pipeline into the local distribution system, earns its allowed return each year. So its 

'""'CaJ.~+-OU~IJIID!l.=~y~OMO'=-'el!OS=~pAJO~c~.--F~,~11-< which will pump the gas to the burner tip. dividend can grow a bit faster than the 
tndfll' Mar.31 Jun.30 Sep.30 OK31 Year The marketer aJso offers fuel-use manage- payouts of most other gas utilities. Though 

l-"ii1992"""+-.323='--,_323,ci'--_323""'-"".323"'""+--"1.29iiicl ment services and does equipment mainte- not a performance stock, BUG is a low-risk 
1993 .33 .33 .33 .3.l 1.32 nance. KeySpan also solicits business in income vehicle, with a current yield (on a 
1994 .338 .338 .338 .338 1.35 territories distant from BUG's local mar- growing dividend) that about equals the 
1995 .348 .348 .348 .348 1.39 ket, such as Atlantic City, where it has gas.industry average. 
1996 .355 .355 .355· joined with South Jersey Gas Co. to serv- Gerald Holtzman September 27, 1996 

(A) F'rscal year eno.s Sepuwnb&( 30th ot 
c.alendar year. (8) Based on average shares 
outstandng. Exdudes nonrecurmg chatgas: 
'86. ~: '90, 19t. Neri eamtigs rePQ11 due 

!ate Oci. (C)Next d:idend maetrlg abool Dec. deferred charges. In 1995: $172.8 mi!lion, 
18. Goes ex about Oec.24. DNid&nd payment $3.54/sh. (E) In mi'.tions, a(:\usled fo,- spto. 
dates: Feb. I, May I, Aug. 1, Nov. 1. • OM· 
dend refweslm8'1! p!an available. (0) 1/'ldUdes 

Company'1 Anancial Strength 
Stoek'I Price Stlbllfty 
Price Growth Pertl11tnce 
Earnings Predlctabllfty 

A 
100 
60 
80 

To substtibe call 1-800·833-0046. 
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CASCADE NAT'L GAS NYSE-CGC IRECEHT 
PRICE 16 IP,~ 15 5 (Tni;,g:l1.0)IIREL4TIVE 1 03 OWO 

RA110 , U!dilll: 1.0 II P~ RATIO , YLO 6.1% 478 
High:: 
Low: 

12.31 
8,6! 

12.2 
7.3 

10.8: 
9.2 I 

12.7 
10.1 

16.9i 
11.11 

16.81 19.41 
13.6 I 15.SI 

18.1. 
12.8; 

17.5, 
13.01 

16.6 ! 
13.4 I 

Target Price Range 
19991 2000 12001 

' ,o 
i I 3-f0r•2 ,p1!1 If ' I 30 
.,.,:x; e sn ,~ 

13.31 

'·'I 
13.81 
9.4 l 

I 
' ' I 

,.,, .. ~eresu e 1 , ~ 
I "- ,,.,1''1J•1 I I I - - - - - - -i 16 

Ann'f Tola! : I i '-i , l'll'
1'tr-,;rr;f

1 
t 1111111 1' ' 11 I 1 

Price Glln Retum 111111 12 
~~ 18 (• 15%\ 9" :1:•J __,.,,.- ; • T I p • : I JQ 
WW f2 (•25%\ f" , t I 1 1 8 
ln1Jder oecl1lon1 ••11

.,.,- 1 1 • 
1 1 • , •• i 6 

b~ ~ ~ t ~ ~ ~ ~ ~ g ' . .,. • .. ··,,. -~• ........... ·••••·' • .. · ;·•·• I., ...... '··.. I : 

~ 0 0 0 0 0 0 0 0 0 ,. i ·-· 1... ! : I I 
3 b$tl 000000000 '1 \\' I ' 

ln1tltU1lona1 Oecl1ton1 i 1 ' · ..... ~-- ... ,.._ I ! 1 I srn-:i::. .. L 2 
flit U Nll , I I i I! ! , ,I · n1ce11ion I 

b9'.T 12 9 13 Ptrcenl 4.5 
11tw 1s ,1 13 ,Mre• 3.o --+.1f~fi" . 11, _, ,, 1 ,,11 11. , , . Options· None 
H,f..wtll 1455 1"30 1421 traCMd 1,5~ , 

1980' 1981 I 1982 I 1983 I 1984 1985 I 198611987 I 1988 I 1989 1 1990 ; 1991 , 1992; 19931 1994; 1995; 1996 I 1997 C >AIUEUHEPUB-IHC. I 99-01 
43.891 38.361 37.99 / 35.53 1 43.76 · 37.80 25.~ I 24.07 I 24.51 1 26.87 I 24.45 2321 i 20.03 ! 21.88 21.59: 19.981 ts.101 19.051 Revem.1ttper1h 20.,s 
2.05 ! 1.671 1.49 I 1.35 I 2.35 ·. 2.18 w I 1.56 ! 1.97 I WI 2.36 1 229 / 1.56 I 2.01 1.7< I 2.07 2J0! 2.SO'"Cuh flow'' por1h 2.~ 
1.os1 .a. .s1 1 .411 1.391 <25 .16/ .61/ .611 1291 <26i 1.14/ .631 1.os .601 .60 1.001 1.1s,Elming1po,111<" 1.4a 
.65 , .71 .JS t .75 I .76 •. .81 .85 .85 .85 ! .85 ! .81 1 .90 I .93 I .94 .961 .96 .961 .981 D1v'd1 Dacl'd c,er sh<8>. 1.04 

2.61! 1.78 1.4.S/ 1.861 .97· 1.40 2.021 l.43, 1.621 1.99! 2.5-0· 2.97 U4i 3.85 3,001 4.12 3.30! 3.20lCap'ISptndingpersh 3.00 
8.291 7.n 7.571 7.211 7.83 8.25 7.60) 7.45 7.46) 7.961 8.33. 8.63 9.091 9.96 9.Sll 9.76 10.SSi HJSiBookValoepe,sh<C) 12.00 
4.011 4.99 5.00i 5.22 S.34i 5.781 5.84 1 6.361 6.431 6.491 6.56 6.63 7.611 8.57 8.911 9.14 I0.60! f0.75IC<lmmonSh10ut1rm. .. J! '1.50 
62! 6.8 10.1115.61 Mj a.SI NMFI 16.ol <1.71 8.61 891 122 23.71 16.6 25.71 1s.21,.,,._,- ,AvgAM'IP/ERl<io I u.o 
.82 I .83 1.1S 1,321 .so I .691 NMF I 1.07 .97 .65 I .66 i .781 1.4-4. .98 1.691 1.2'21 Vllloli u.,. I Rtltlive PIE R11io .as 

10.0% I 12.1% l 12.7%: 11.7% I 102%: 7.6% I 7.7% I 8.3% I 8.7% ! 7.7% ! 7.8% · 6.4% 1 6.2% I 5.4% 6.2¾; 6.6% HM«n iAvoAM'IDiv'dYitld \ 6.1% 

CAPITAL STRUCTURE II ol &'30.-W H6.4 1 153.11 157.6 i 174.S i 100.S I 154.3 i 152.51 187.5 / 192.41 182.7 t92i 205/ Rewnun(Smll) UO 
TolalOebtSllS.Smill outlnSYras2a.smrt. 1.1 (. 4.0 5.61 8.Si 8.41 7.7\ 4.8 8.9'1 5.81 7.7 10.01 13.0INetProfitlSmiID 16.5 
LT Dtbl $102.1 mll. LT lnttrntS7.8 mill 462¼ I 42.6% I 342% ! 37.91.4, 35.3% < 35.5% ! 36.8% I 37.0% i 37.8'% i 36.8% 37.5% 38.0S I lneom1Tu Rate I. 3l&% 
(ll lnlerest earned: 2.-4x; 101al in1erest .8% ! 2.6% ! 3.5% ; 4.9'% ! 5.2"1! 5.o'J. I 32% . 4.7% I 3.0%1 4.2% 5.~' 6.3" I NtlProfitM1tQln U" 
coverage: 2.2x) 55.5% I 56.2% I 55.7% i 52.-4% I 51.5% 1 46.6% I 49.2% i -48.3% I 51.3% / 51.4'1. .f6.0%, 47.0% !Long-Tenn Debt Ratio I .fU" 

41.0% i 40.7'1.. 41.3% 1 45.1% 1 .C0.311., 46.7% I 45.6% ! -H.3% I «.8%1 45.0% 5f.0%; 50.0% ICommonEouit'tR1tlo I .f&.5% 

P1n1lon Uabllfty $7.6 mil in '95 vs. $2.7 mil in 
~4. 

PfdSlock$7.1 mill. Pfd Dlv'd $.5 mill. 

Common Stock 9,249,611 sh$. 

108.3 1 116.3 116.0 I 114.7
1

, 1182, 122.5 i 151.8 I 18021 194.9 I 198.5 2201 2451 Total C,pital (SmHI) 245 
1182 1 121.2 124.0 I 129.3 137.0 1 148.11 17-4.71 197.-4 I 213.91 239.1 2501 2151 HtlPl1nl(Smlll\ 315 
-4.1% I 6.5% 7.7% I 10.1% i 9.7%: 8.7% / 5.2% 6.6% 4.9"1.I 5.9% 6.5", 7.5"I'.4ElmedTollllCap'I I 7.5" 
2.3% / 7.8% 10,8'1. IS.So/,: 14.6%. ! 11.7% , 6.3'4 9.5% 6.1% I 8.0% 8.5": 10.0% I% EamtdNtl Worth \ 11.5% 
2.1%, 7.9% 111% 16.1% I 15.0% I 13.1% I 6.1% 9.7% 5.9% 8.1% U%, f0.5"I%EamedComEnuitv I 11.5¾ 
tHJf / NMF NMF 5.4% I 4.5% 1 3.9% NMF 1.6% NMFJ NMF Hl,IFI 2.°" I '.4 Rtttlriedto Com Eq i 3.0% 
NMFI NMF 102% 67% 71%' 71% NMF 84% NMF NMF 95"1 85"1%AIIOiY'dtloHelPtof/ 15" 

CURRENT POSITION 1KC 1995 mews 
JJ.~LI BUSINESS: Cascade NatUtal Gas Co{p. ~trbutes natu,al gas to chem. ~rlffllers, oi ,erMg, & food proceu. rids. Maii connecmg 

C sets 5.4 2.2 3-8 more lha/l 151,000 cusL in 90 oommunllias in Washioglon (81'/, of pipetne: Northwest Pipeline Corp. '95 deprec. ra1a: 3.2%. Est'd 
Other ~ ~ ~ gas cf1Strib. revs.) and 0,9900. In 1995, iota! thr"'•"»pvt was 95.4 plant a"": 13 "'S. Has 47S empkoyaes, 9.249 common shm!drs. 00. Current Assels 42.5 37.9 24.8 ......,,., 'S" ,. 
Accts Payable 18.4 16.4 I0.3 bil';on ru.lt. Core cus1cmers: resident., ccmmercia~ IIIJl'I indust. in· and rn-. ovm lr.der 1% of com. (3196 proxy). Chrmn. & C.E.O.: 
Oebl Due 19.5 32.0 16.5 terruptible (69% of ()pet. margtl, 24% d gas deWeries); non-core: W.8. Matsuyama. Pres. & C.0.0.: Ralph Boyd. Inc.: WA. Addreu: 
Other 10.3 _Jli 13.0 Ml. lransPQ(I. svce. (31%, 76%). Se,ves pulp & paper, WWo<)d. 222 Fairview Ave. N., Seattle, WA98109. Tel.: 20&624·3900. 
~':,~~~~. ,:!~ 

1
g~ 

1
~=~ 1--,C""a'"s'-c-a"d""e"'••--'r'"e-'c-e-n'"t-r.:..a_te__;c.:..a.:..s"e'""'s:..:e::,t:ctl:,.:e..:.m=e=n-t--=sp=e.:..n=d=c.,;lo.cs;..e.:..toc..:.;,:$.,.35"'"1Ill...,;.l.,;li~o-n_o;...n_v_an~·o-u_s_c_a_p~i,...j• 

should contribute to profits in 1997 tal pro1·ects and, over the next five years, 
ANNUAL RATES Patt Patt Ett'd '93-'95 $ d~(.oeoh) f0Yra. SYn. to'W-'Ot and beyond. In July, the Washington expenditures may well exceed 150 mil-
Reveoues ·6.0% -3.5% Nil Utility and Transportation Commission lion. ill3 a result, we would expect the com­
"Cash Flow" .5% -2.0% 7.0% authorized the company to increase its gas pany to use the capital markets more fre­
Eamings •,5% -4.0% 9.5% rates by $3.8 million, on an annualized quently to help finance the ambitious 
~~ ~j~ ~:~ 11: basis, effective August 1st. This is its first spending program. Last month, Cascade 

general rate increase in Washington State completed a 1.35 million-share common 
CaJ.. OUARTIRLYREVEHUES(Srril~U Full in the last 10 years. Moreover, Cascade stock offering, raising more than $19 mil-

1nd11 Mar.31 Jun.30 Seo.30 Oec.31 Year will raise its monthly service charge to lion from the sale. 
1993 61.7 37.t 29.4 59.l 187-5 residential, commercial, and core industri- We have reduced our calendar 1996 
1994 64.7 36.3 28-9 62·5 192·4 al customers by one dollar a month, start- and 1997 earnings estimates by lOe 1995 64·6 34.7 26·5 56-9 182·7 ing August 1, 1997, and once again the fol- and 6e a share, respectively. (Cascade 
1996 67.6 33.5 2&0 62.9 192 l . R d . ed fro h s b 6 I · 1997 69.0 38.0 31.0 61.0 205 0W1ng year. evenues env m t e is converting to a eptem er sea year m 

added charges will be offset by a cut in 1996, which will conform more closely with 
c,; EAJIHIMGSPERSHARE<•> Full , • · d h · · ) M h'l 

lndll Mar.31 Jun.30 Sep.30 Oec.31 Year rates 1or its transportation customers. A - ot er gas utiht1es. eanw 1 e, our es-
ditionally. Cascade's core customers will timates remain on a calendar-year basis 

1993 ·84 d. 13 d.2S ·59 I.OS receive credit for deferred gas-cost reduc- pending the changeover. Our lowered ex• ~= :~ ~~~ ~~1 :: :~ tions, totaling about $1.4 million a year pectations reflect recent declines in indus-
1996 .72 d.12 d.25 ,65 1.00 over the next four years. Finally, the com- trial margins, increased availability of 
1997 .75 d.10 d.25 .15 1.15 pany has agreed not to request general competing hydro power, and some dilution 

Ou•=RLy-•osp·•n ,,,. rate increases for the next three years. In from the recent common stock offering. c,; =>< un=n ~ Full 
tnd!I Mar.31 Jun.30 Sep.30 Dec.31 Yeu all, the new gas rates should benefit Cas- This issue should appeal to investors 

33 93 cade's annual share earnings to the tune seeking current income, But the heavy 1992 ·227 ·233 ·233 ·2 · of nearly 15¢ a share. capital spending and financing require­J: :~ :~f :W :~7 :t Capital spending levels will likely ments will likely limit dividend growth 
1~ .24 .24 ,;24 24 .96 remain high through the end of the prospects in the coming 3 to 6 years. " 
1996 .24 24 .24 decade. This year, the company will Maurice Levenson September 27, 1996 

(A) Primary eamings. Excludes noorecuuing 
gam: '91, 19e; '93, 3e; '96, 8e. Otn,r egs per 
$hate in '95 do llOI sum 10 total doe lo change 
il s/o. Amorul'ng FASS 106 iabafy CNer 20 

years, b&gan 1993. Next eam·r195 report due • o;'VXferid reWWestment plan available. compan'I'• Flnandal Strength S 
late Oct (8) Ne:d &iidencl meetng mid-Dec. (C) Incl. deferred charges. In '95: $16.6 mill, Stock's Pritt Stsbl:llty 90 
Next IIX date abt. ()ct. 9. Dlvd. payment dates: $1.82/sh. (D) In mi!fiMs, ~ let Sloek $plit. Prict GrowthPartltt,nct 55 
abt Feb. 15, May 15, Aug. 15, N<N. IS. (E) 1993 qtrs. do not sum due lo r0tl'Mmg. Eamlngl Prt<lldlblllty 50 

To subscnbe call 1-800-833·0016. . 
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CONN. ENERGY NYSE-CNE IREC!/1! 
PRICE 20 P~ 10 9 (Taii,g:lts) REUTIYE 0 73 OIV1J RATIO , ll«IM:NIIF P~ RATIO , no 6.7% 479 

TIMELINESS 3 (mP'i'£Ptoom-) ,...,. 
atlClt ad l,ljs. ~ 

High:! 
Low:! 

13.31 18.0 I 18.61 15.31 18.9! 18.0 I 20.4 ! 24.81 26.51 25.0 I 22.51 22.31 
10.71 12.11 12.5/ 13.51 14.0! 14.5 14.31 18.9! 22.51 18.61 18.51 18.6! 

. Target Price Range 
' 199912000 12001 

' SAFETY 2 ,_,. 
' l&:alo: I Hq,o< • 5 '"-'I 

' i l.241x OMdend1 o !hi 
I di't'lded by trteresl R!1el ' . 

' 

I ; I 5-0 

' ' ., i I 
BETA .65 (1.00 = J.wkell : 

1999--01 
- - - :- - - -1 32 

" 
I I \ I 

3- Of• Sp/4 

i i," ! 

" J't 20 
Price Gain ~J':n!JI 1 1 ' 1 ! 1& 

H)3h 30 {+SOf.) 15" 't' I ...,..,,r 1 1 111•1'" .. • ... ••• .. ••' i •r1,TI" i 1 ! I I 
12 Low 20 (NII} 6% 1 ' ' • ' 
10 

lnalder Dec/a Iona ' 1 •· · •. -·· · · • · : 1 
8 

HDJFUAUJJ .1, .• : .•. ·· .. 1,. ;•- ... , .-l- ..• _ •• •··• : i,."•• 1 • •• l J i 
8 b&., o a o o a a , a a .. - .- 1 r 1 • , " 

1 
! 

1 
1 ! I • - I 

1 1 ~ ggggggggg• I : I I ; • 

ln1Ulutlona1 Oecla/ona 
1 

:, I · -
1
•-"• · --~- -~ I I I I ! I sr::,:~ ... J_ 3 

,Wi Wf. Z!illl ·I • I ,I ' ,-eu1lon I 
b...., 19 17 14 P1tc.nt 3.0 . , , , 

18$8 1806 1821 lradld .1.0 , 1 ~~~ , ,, ,,. 11U,.. 2.0 • , , , . .1 , , , • wHID , Options· None 

1980 I 1981 I 1982 11983 I 1984 I 1985 I 1986 I 19871 1988 ! 19891 1990 I 1991 I 1992 I 1993 I 19941 19951 19961 1997' CVIJ.UELmE PUB-IHC. I 99-01 

25.541 31.07 37.62 37.08 36.281 31.451 29.561 29.521 25.79127.73127.00I 25251 28.08! 28.411 27.691 26.181 2UO! 2,00lll<l'lnU<tp,rthA 21.15 
I.Ill I 2.34 2.22 2.61 3.06 I 2.54 I 2.341 2.79 2.83 2.93 2.81 I 2.751 3.06 I 3.08 I 2.97 ! 3.171 JJOI J.2WC1o/\ Flo•'' p,rth 3.55 
.991 1.11 .9"' 1.36 1.35i 1.211 1.161 1.39 1.491 1.281 1.121 1.381 1.431 1.so1 t.581 1.001 usi 1.101Eaming1persh 8 1,&S 
.831 .87 .00 .93 1.011 1.07! 1.12! 1.12 1.17! 1.201 1231 1.241 t.26i 1.28i t.3) 1.3'.ll 1.JZi f.3JIOiv'dsOed'dpushc. 1.31 

2.02 2.46 rn 2.37 3.001 3.331 3.901 3.34 3.301 3.861 3.741 2.871 3.151 3.491 3.071 3.121 2,!01 U-OICap'ISp,ndingp,<o/1 l. 2,Sj) 
9.43 9.661 9.65 10.04 10.38110.671 11.0JI 11.44 12.041 12.1.f ll.91i 12.491 12.801 13.3.31 1-4.451 14.841 15.601 16.10l8ook:V&lutptrsh0 17.00 
422 423 4.3.3 4.43 4.52 5.211 S.281 5.35 6.001 6.181 6.25! 7.101 7141 7.491 8.701 8.871 9.001 IO.OOICfflml)f!Sh10ut1f11E 1 10.60 
7.11 6,117.4162 7.5 9.91 13.4111.4 9.71 lt4'11t4112.II 14.7j 16.11 1421 122!"°""""'~1Av9Ann'IP/ER1tio 113.0 
jl ·"I .82 .52 .70 .soj .91 .76 .811 .~ .~ .nl ,891 .951 .931 .821 "'"'"" IR1lltivtPIER1tio 1.00 

11.8% 12.9"4 12.9"'ft I 11.0% 10.0% 8.9% I 72~ 7.1% 8.1%. 7.6% ! 7.6% ! 7.4% I 6.0% I 5.3¼ I 5.8%1 6.6'%1 "~ iAvd.M'I0iv'd'tield 1 5.7% 
CAPITAL STRUCTURE II of l5l30M I I A 
Total Debi s139_Smi1 ou, In 5 Yr• $41.8 mtll. 156.0 15J.9 157.0 I 171.31 174.4 I 179.2 J 203.0 I 212.8 I 240.9 I 232.11 2601 26a Rtvenoet(Smill) 296 
LTOtbt$119.2mlll LTlntimtS10.3mMI. 6.11 7.3 9.4 1 7.8! 6.9! 9.01 10.31 11.1! 12.81 14.11 15.01 17.0INttProfit(Smill\ 19.5 
(l T Vl!e1es1 eame<I: 3.2x; IO!a1 l\tt1es1 46.4% I 46.3% 35.0'!. I 535% I 41.6% I 38.9¾ I 23.9'% I 25.7% I 29.6'% I 34.6% I 35.5" I 36.0% I lli¢0ffll Tu Alie 36.0% 
OO'/e1age:2.9x) 3.9'!. i 4.6% 6.0'!. I 4.6% I 4.0% i 5.0% I 5.1% I 5.2% l 5.3%1 6.1%1 6.0%1 6.5" INe1ProfitU11oin 6."' 
lulff, Unc.aplllltlud Annual rentals $3.1 milt 

Pentlon Uabnlty $24.9md. in '95vs. $17.6 mil. in ~•. 
Pfd Stock NOM 

Common Stock 8,979,462 shs. 
atol815/i8 

47.0% I 48.5% I 46.4% ; 51.2% 54.9% I 49.4% I S02'1t I 5-4.5% I 48.8% I 47.6% I 47.0% I 46.0% 1 long,Tfflll Otbl Ratio 41.0% 
46.5% i 46.0% I 49.2% i 48.2% 44.6% i 50.1¾ I 49.4% I 45.2% I 51.2%) 52.4% I 510% I SUI%: Common EQuitvRatlo 510% 
125.01 132.9 148.9! 155.5 166.7! 176.71 187.41 221.0I 245.61 250.91 2651 2901Tota1Ca~ta/($mill) 340 
147.11 157.3 168.91 1822 189.91199.41 210.51 221.8! 237.01 250.tl 260! 2701Ne!Pllnt(Smi!l) 296 
7.3'1. ! 7.3'1, I 8.7> '. 7.5% I 6.6% I 7.7% I 7~% 7.3% I 7.5% I 7.7'!, I 7..5% I 7.5% I% Eam,d Toll/ Cap'l 1~% 
9~ I 10,7'!, Ill% I 10.3% 9~ I 10.1% i 11.0% 11.o':<o j 10~1 IO.llli 1~5% 1~5%1%EamtdNe1Wort/t 11.0ll 
8-3% I 10.6% 1 LS'% ! 10.4% 9.3% I 10.2% I 11.0% 11.0% i 10.2o/o I 10.7% I 10.5" 10.5" I% Eamtd Com E11uitv U.0% 
Nl.'il .9%1 2.5%1 .7% NMFi .9'%1 1.3% 1.6".I 1.7%1 2.0%1 2.0% 2.5"1%RttainedloComEq 3.0% 

117%1 92%i 81%1 93'/, 110%1 92%1 88% &;%i 84%1 81%! 6"" 78"l%ADDiv'dlloNelProl 75% 
CURRENT POSITION 1904 1095 613cm 

011u.1 BUSINESS: CoMaCOCUt Enerw Corp:xation, through its pnocipal commercia~ 203/.; in<lustria~ 8%; inte1TI1ptb!a (incl. tr8J\SP0(1atlon), 
CaSh Assets 

1
-6 4

-6 4
.4 sOOSidia,y, the Southam Connactict.it Gas Co., is pfimaW)I engaged 14%. In FY '9S purchased gas costs equa~ 49.8¾ of revenues. 

OlhC 'en1' •- 4
47
9'~ 

4
4
4
9·

5
1 ;~-5

1 
in the distnbulion o/ natural n-"s to abool 157,COO cvstome1s in 22 FY '95 "'""'ec. rate: 3.9%. Has 532 empi,,,•ees, 11,688 sharehldrs. urr ,..,,,sels . . ..,.,_ 'S" ,.,.,.,, ...,, 

Acels Payable 10.9 9.6 12.6 Conn. communities. The oompany has lliO'/ed away fcom bet)Q a 8rin$00 Partne,s owos5.6%ot common stock; Off. & 0'1., !us than 
Debi Ou& 19.4 24.8 20.3 pu1e pl.ay in gas distrib. by foonl\9 subs. to compete in noo1agu- 1% {121'35 Proxy~ ChaW., Pres., and C.E.O.: J.R. Crespo. Inc.: CT. 
Other 18.2 16.8 35.3 !atedenergy businesses. Revenue m« for FY '95: residential, 58¾; Addr. 855 M!W\St1ee1, Bridgeport, CT00604. Tel: 203-579-1732. 
Cu11eot Uab, 48.5 sf] ~ Hm~===:::,=:;c,:.::==1::,·:::..:.:....:::;E~=:=:.::::::__.....:;d::::.=.:;d;:::.:::.::::.::::::,b=:::..::;..,al.;:l,=;..b:.:::.==...:;;f::;l:_tc.J 

. f'.M ne expec,., onnec 1cut nergy to eman rose su stantt y ecause o as 
Fix. · Cov. 

2
63% 

27
9% 

294°" report modeetly higher ehare ne• m" · t ' 't "' uld h ANNUAL RATES Put Put £It'd '93-'H " wm er s seven y. ne wo I owever, ex• """"'°"""'i ,oy,. IYIL ~,,._,01 fiscal 1996 (ends September 30th). pect CE to derive benefits from the WNA 
Revenues •2.5% . . .5% CE's south-central Connecticut service ter- in fiscal 1997, assuming that climatic con-
·cash Row" 1.0% 1.5% 2.5% ritory (including Bridgeport) has exhibited ditions in the Northeast this coming 
Earnings 2.o% -1.0% 3.o% some positive economic signs recently, winter prove less ferocious than those ex-
Divid&rids 2·5% 

1·5% t.O" h · ' all b · . ed ' fi al 1996 If CE' BookValue 3.0% 3.5% 3.0% sue as a nse m sm usmess startups penenc m sc . so, s cus-
and increased sales-tax collections. More- tomers' bills will be adi·usted to offset any F11ca1 QIJAJITIRI.Y REVERUES (I n,1,) A '"" 

Yur F11ea1 over, new home construction appears more shortfall from average monthly demand. 
End, Oec.

3
t Mar.31 Jun.30 Sep.30 Year stable versus this time last year. And, be- CE is moving forward with its plans 

1993 64.2 91,6 33.8 23.2 212-8 cause CE provides gas-heating services to to widen the scope of its nonregulated 1994 66
-
7 11 

t.
9 36

·
8 25

.5 
240

·
9 only about half the residences located ad- businesses. CE's two newly created sub-1995 65.5 103.3 39.8 23~ 232.1 . t to 'ts , h . 'di , c · E D I 1m 69.8 120.2 44.0 26.0 2~ Jacen 1 gas mams, t e company 1s s1 anes, onnecticut nergy eve op-

1997 72.0 113 45.0 30.0 260 placing added emphasis on converting ment and CNE Energy Services Group, 
FTical EARMHGSPERSHAREAB FIF!'!. alternate fuel users to gas. In fiscal 1996, are, in fact, seeking joint-venture and 
l:3, Dec.31 Mar.31 Jun.30 Sep.30 v:rr:' the company likely added about 2,400 new marketing-alliance opportunities with 

residential accounts, which is comparable regional operators, including other utili-
1~ ·

79 
1.

59 
e1.

31 
e1.

57 
1.

50 to last year's new account growth; we ex- ties. Their goal is to provide a full range of 1994 .61 1.69 d16 d56 1.56 t · .
1 

· 
1995 .57 1.79 d.23 d.53 1.eo pee a sum ar mcrease next year. customized energy services to commercial 
1m .57 1.64 d.08 d.48 1.65 We look for fiscal 1997 earnings to and industrial companies, located primari-
1997 .60 1.80 d.20 d.50 I.TO riee elightly, to $1.70 a ehare. Con- ly in the New England region. 
Cal- QUARltRtYDIVlOEHOSPAJDC. Full necticut Energy's Weather Normalization This good•quality stock should appeal 

,nc1., Mar,31 Jun.30 Sep.30 Oto.31 Yea, Adjustment (WNA} allows it to smooth out to income•oriented investors, because 
1992 .312 .32 .32 .32 1.27 year-to-year distortions in customers' of its good yield from a well-supported div-
1993 .32 .32 .32 .32 1.28 heating biHs that are attributable to sig- idend and prospects for modest dividend 
1994 .32 .325 .325 .325 1.30 nificant variations in monthly tempera- growth out to 1999·2001. The shares are 
1995 .325 .325 .325 .325 1.30 tures from an historic average. CE's cus• an Average selection for the year ahead. 
1996 .325 .33 .. tomers benefited this year, when heating Maurice Leuenson September 27, 1996 

1A) Fls¢al yr. sods S&pl, 30th.; eaWldat year ee1r, Novembet, (C) Nex! <!Nd m!g. about No- • ON'd reffl8sun&rn pl.an ave.table. 
,)OOl lo 1990. {B) Based on weig\!ed average vemter 26. Goes ex. about December 4. 0.Yd (0) lnci. deferred ci"H;ls. In '95: $70.8 miJI., 
shares. !nci. unll$ual item: '89, d4e. Exel extra. payment dat&.s: abovl Mar, 31, June 30, Sept, $7.99/sh. (E) In millions., a~usled fot splits. 
i!ems; '86, 37'; '89, 21e. Next egs. report du& 30, O&c. 30. 
Factual mattri&I IS obt&hw tam $Olt'CtS beli&wd to bt f&Ub!I, b.11 IN~ !.S 00( ,~. for any elfO<S ct OtTIISSl¢OS eonta«'l8d MfM. Fot fie~ 
66Mul uw of SUl:$::nbtt1,. R~. eov,,-,g, ard dis"1b.Mo by peflm$0n Offy. C);Jf\9'\t 1996 by vwe 1.r.e Pubbhitlg. Jr,:. ~ Reg. TM-Vwt lnt, ~ 

Company'1 Flnsnclal Stt•ngth 
Stock's Price Stability 
Prlee Growth Pertlllence 
Eamlng1 Prldlctablllty 

•• 95 
50 
65 

To subscribe call 1·800·833·0046. 
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CONN, NATURAL GAS NYSE-<:TG I
RECEHT 
PIOCE 23 /P,E 12 g (Tnilog:12.6)\IRtLATil'E Q 86 lowo 

[ RATIO , Medlin: 12.0 I/ P,, RATIO , YlD 6.6% 480 
TIMELINESS 3 ,,..., High:: 18.01 24,51 22.0 18.31 19.01 18.6 21.5 I 28,41 32,4 31.6 25.3" 24,6, Target Price Range 
(~J'f1~) low: i 12.01 17.01 15.8 16.01 15.1 ! 16.0 16.3! 20.0i 26.3 21.9 21.3: 21.81 1999; 2000 , 2001 

SAFID 2,.= I NoM ,oiit I 
15<:a>o: 1 """" • l t.o.e.) ' ' 

.• ,, 
50 

" BETA .55 /I.CO= Ma.1-.e() : T ' 
, I 

,,., , 1•1 I 

,,IIJr,i';;,;Ttt"°'J,,..---

32 -------- - " '"""' Ann'I Toi.II 
P11et Glln Rttum 

High 30 (+30%! 13" 
Low 25 {+10% 8" ,.,, " 

'" 
.__.,...,.,., 

,1,, U,1,.111,, 
.. ' 

il'"tlll • 
2-0 

" 12 

,,'••· 
10 

ln1lder O&el1ion1 ,· '· 1 1 

HO J F .. A .. J J .L,, .. ··1 . ... ······ ........ 1···.. . .. ! '·,.•~·- ••. =- ggJgJggggt---+j~-~,-~i----,!~-A.---t----c-,----c,-------~-----------, 
8 

6 

bW O O O O O O O O O I , 
ln1Ututlon11 O.CJ1lon1 , 

ml la ID I ! · j i 'D..., 16 19 15 hrcent 3.0 
bW 12 13 13 lhlfff 2.0 --,-ttr. .• .. -:fl~ 
-..- IU2 129'2 1323 ttlllckd 1.0....::Illll tllll1lliIIIlll 
1980 I 1981 '1982 '1983 119841 1985 i 1988 i 1987' 1988 I 1989 0 1990 1 1991 ' 1992: 1993 

=i= - ~ =1•1=1=!=1=1-1~1=1= 
m ™ w ,n wj m w/ m' ~1 ~I m 1 ml m1 ~. 
Im 18 t• 1.16 t~I 19119 tal !Ml ~I tJI! ~I 1•11~ 
.15 .9l 1.10 1.1S t.roi 1251 1.301 t.33! t.361 1.36) t.37! 1.401 1.4'1 1.16 
~ m •· ,n ~I U91 w1 rn, ~1 m1 m, w, w w 
8.97 9.61 9.32 9.33 9.531 10.041 10.52) II.SO! 11.901 12.49! 12.nr 12.nl 13.261 U.29 
w, w mm, mm, w, ~. m, m, ~, u11 ~' ~ 
6.81 (9 7.0 8.7 8.1 9,11 13.11 11.91 11.6'. to,71 11.3'112.3\ 12.41 15.9, 
Ml • n R • RI al ., ~1 ~I • ni •I • -'== ,~ ,~ ml=im =lmim =i='= 

CAPITALSTRUCTURE11of&"JCIIIM 195<11913' 197.9,' 2230' 223", 21411 236'' =•3 TOlllDtbt$153.1mi!l OutlnSYr1$-49.0mi'l . . t • I ;;JI . -'• '=· 
LTDtbtS149.2mil LTln1erutSl2.5mil 10.8! 11.5 1 1l.3i 12.7\ 12.8. 12.31 15.31 16.9 
(Total Vlterest oovarage: 3.7x) 49.8% I 42.9¾ 1 .c-0.3'/o I 46.8% ! 46.9% I 47.3% 1 4-4.7% ! 45.4'!. 

5.5% : 6.0%, 1 5.7';4 : SJ% ' 5}% ! 5.8% I 6.5% I 6.4% 

Ptn1lon U1blllty None. 

Pfd Slock S.90 ma. Pfd Dlv'd $.06 m~l 

Common Stock 10,630.480 Shs. 
uof7~ 

49.2% i 50.1% I 48.5% i 532% ! 50.6% I 50.0% I 50.9% i 50.1% 
49.5% i 48.8% I 50.5% I 46.1% i 48.7% I 49.5% 1 48.7% ; 49.5% 
147.31 177.7. 182.1 I 225.5 I 222.91 222.0 1 239.11 275.3 
173.1 I 189.0 207.5: 223.4 I 232.61 2492' 2$9.2 1 296.6 
9.6% I 8.7%, 8.4% i 7.4% i 8.1% I 8.0% I 8.8%. 7.9% 

14.4% I 13.0%: 12.0% i 12.1% ! 11.6% I 11.1% I 13.0% I 12.3% 
14.7% I 132%, 12.2% I 12.2%) 11.7% i 112% I 13.0%; 12.3% 
2.5% i 3.4% 1 .9% I 1.8%: 1.1% I .3% I 2.3¼, 2.1% 
ml 7<%1 931'! 85%1 9t%i 97%1 m; 83% 

CURRf/G POSITION 1K4 
lJW I BUSINESS: CoMec6cot Natural Gas Co<poration is er.gaged pri-

CaShi els 1.1 manlyinthecfi.stribu!ionandsaleolnaturalg.asto 145,000cus!om• 

1996 =• 
3.0 31.2 

Other 60.3 ro.--- I Curren! Assets """sT:4 ers fl 22 municip,a!i(ies n '-"-''"aciievl. tis also invo.Vad in Ostrict 
Accts Payable 37.9 healnQ and coorog opetalions in ~s selVice area 'r1J provmig 
Debt Due 22.3 steam for haaling and chilled water for OOOOl'lg lo a number ol Hact• 

52.7 53.7 
55.7 84:D 
46.3 35.9 

8.1 3.9 
Other 7.8 lord otflee buil<Mgs. 1995 revenue b<eakdovm: regulated, 92%; 8.9 17.9 

63.3 --m 

1994 
30.47: 
3.47; 
,as 
1.'8 
292 

14.62 
9.51 
14.4 
.94 i 

5.6'/, I 

29:J.7· 
17.7 

43.2'1, 

6.1% 
52.3'/, 
47.3'1'k 
2'1.6• 
311.7 · 
7.9%, 

12.6'.4' 
12,6'1,, 
2.5% i 
80%1 

s:::i::~N ;_ J 
l'IIUHlon I 

1995 
·, ~

1996 
Options: None 

1997 • VALUE UHE Pl/8., IHC. 99-01 
27.71 ! J0.20; 28.10: Revenues per sh A 30.10 
3.23 i 3.50: J.60' "Cnh Flow~ per sh 4.00 
1.52 ! 
1.481 
2.701 

1.85, 1.ss·e11nin9sp,Hsh 8 2.15 
1.so: 1.51 Oiv'dsOed'dpershCa 1.51 
2.35, 2.40' Cap'I Spending per sh 2.35 

15.121 l6.66i 16.SS BookVahJtpersh 0 16.90 
9.9:J I 10.60, 10.80' CommonShsOutsl' IU0 
15.01 Scldng<.n•an · AvgAnn'IP/E Ratio 13.0 
1.011 Yllut Uw , Re111ivt PIE Ratio 1.00 

6.S'ft i utl.tNfM Avg AM'I Oiv'd Yield 5.6% 

275.21 3201 
1521 19.5, 

42.6%1 "°" S.5':t. I 6.fS 
49.9%1 46.0% 
49.8'1.I 53.8'. 
301.41 325, 
322.1 i 325t 
7.1%: l0% 

10.1'.4< 11.0% 
10.1%1 ''·°" 3'/o! 2.5% 

97%1 80% 

310: ReYanUH(SmUijA 
20.01 Nel Profil !Smiffi 

49.0% : lnc.oml Tu Rate 
U" 1 NelProfilMucin 

47.0% . long-Term Oebl Ratio 
52.8% · Common E<luiw Ratio 

MO; Total Ca pill! ($mill) 
335 ! Net Pllnl (SmiH) 

8.0% '% Earned Total Cap'l 
I 1.0% ! % Ea med Nel Worth 
11.0% '% Earned Com Eovit't 
2.0% : % Retained lo Com Eq 
80% I% All Oiv'd1 to Nel Prof 

350 
25.0 

5~0% 
1.0% 

,us 
51.5% 

375 
350 

!5% 
12.sr. 
12.5% 
3.5% 
13% 

noo-r&gvlated, 8%. P1e-1ax operat,og income: regul.atad, 86%; Mn­
regutaled, 143/,. Gas costs: 57¾ of regulated menues. '95 
de0teciati0n ,ate: 3.7¾. Has about 610 empio.,.ees, t0.180 stock• 
ho!.de1s. Chaitman, P1esjdenL and Chief Executf'o'e Officer: Victor H. 
FrauMhder. lrlC.: Coonactictlt. Address: 100 Columbus Boulevard, 
Hartforo. CoMecticut06144·1500. Te~phone: 860-727-3000. 

CurrentLiab. ~ Connecticut Natural Gas is looking to 
~Fic,"e:.·!'.!O "Mt.·"'Co,evc_. __ 33:0,,1%~~"'-"'--~~ strengthen its commercial and indus--

AHHUAL RATES Put Put Elfd '93-'95 trial revenue bBBe. Gas utilities face in• 
268% 320% share net in fiscal 1997. Our earnings 

estimate for fiscal 1997 is $1.85 per share, 
the same as for fiscal 1996. In the year 
just ending, operating margins benefited 
from the colder-than-normal temperatures 
experienced during the winter heating sea­
son. The extended winter cold contributed 
about 53¢ a share to first-half profits. 'Ibo, 
1996 earnings were enhanced by an Octo­
ber, 1995 rate case settlement, which au­
thorized $8.9 million in higher gas rates. 
Moreover, this year's performance com­
pares with a weak fiscal 19951 which fea­
tured above-average temperatures. 

dchvq,f,Petsh) 10Yrt. SY11. to'W-'Of 
Revenues •.5% 2.0% 1.0,. creasing competition because of the un• 
"Gash Flow'' 4.5% 5.0% 3.5% bundling of natural gas purchasing, trans-
t~~. 2,5% 2.5% 4.0,. portation, and ancillary services that be-
u,..,..,°'"' 2.o% 1.S% t.0% A ·1 1 t Th ' . h Book Value 4.5% 3.5% 2.5% gan on pn s . e · company 1s m t e 

process of forming a holding company, 
F.}::1 OUARTIRLYREVEHUES(Smil)" l,~J1.1 which will enable it to effectively separate 
Ends Dec.3I Mar.3t Jun.30 Sep.3o Vaar its regulated and nonregulated operations. 
1993 76.6 106.4 42.3 40.0 265.3 And, over time, we expect nonregulated 
1994 80.2 122.6 50.0 37.9 200.7 businesses to represent 20%, or more, of 
1995 76.S lOS.S S0.2 43.o 2752 the bottom line, especially as economic 
1996 90.5 130.6 54.0 44.9 320 ·ta1· h h c 
1997 90.0 120 54.0 46.0 310 vi 1ty returns to t e nort em on• 
FIICI.I ~GSPERSHAREAB Full necticut service area. Though the region is 
l~3, Oec.31 Mar.31 Jun.30 Sep.30 ~:,~1 still lagging, several recent signposts, in-

cluding rising non-manufacturing employ-
;~ :70 \:57 d.~0 d33 F ~:~ ment and disposable personal income, sug-
1995 .61 1.30 d.06 d.33 1.52 gest that the area may be experiencing a 
1996 .82 1..CO d.06 d.31 1.85 gradual economic recovery. And, with gas 
1997 .80 1.35 d.05 d.25 us priced competitively with alternative fuels 
Ct). QUARTERlYOMOEHOSPAH>CII Full and given its more environmentally friend-

tndu Mar.31 Jun.30 Sep.30 Dec.31 Yur ly attributes, we expect CNG's strategies 
1= 36 36 36 36 1 u to enhance operating profits over the next 
m · · · · .~ 3 to 5 years. 

1993 .36 .37 .37 .37 W B lik 1 
1994 .37 .37 .37 .37 1.48 ecause of its e y strong fiscal 1996 
1995 .37 .37 .37 .37 ua performance (ends September 30th), 
1996 .37 .38 .38 CNG will have difficulty improving its 

Fiscal 1997 capital spending will like­
ly remain at the $23-$24 million level. 
CNG raised $15.6 miUion in June from the 
sale of 700,000 common shares, and will 
apply the funds to its current construction 
program. We don't expect any additional 
equity offerings in the next two years. 
This stock should appeal to investors 
seeking current income. \Ve consider 
the dividend, which provides a high yield, 
to be secure, based on our projections. 
Moreover, we look for modest increases out 
to 1999-2001. 
Maurice Levenson September 27, 1996 

(A} Fisc. yr. ends Sept. 30; cal yr. pool 10 
1991. (B) Prinary egs. Exel extta;kems: '82, 
St: '86, d2e; '87, ~ d1Ge; '88, 11e.: '91, 27e. 
Excl ga:n from disoont. ops.: '90, Se. Exel. nel 

oon·rec. gain: '95, 1~. Next eg.s. 1eport due 
la!e Nov, (C) Next d;'V'd m!g. abt NOY. 27. 
Goes ex abou1 Dec. 4. Wd payment dates 
about March 29, Juna 28, Sept. 27, Dec. 27. • 

mid reinvest. pl.an available. (D) Incl def'd 
chg$. In '95: $25.3 mill, 52.55/Sh. (E} In md­
lion$, ad(d for stack spM:. (F) Ofrs. don't add 
due to changes in shs. ovtstanotlg. I 

Company's Financial Slrength 
Stock's Pllce Stablltly 
Price Growth P•rsi11ence 
Earnings Predietablltly 

8• 
90 
35 
65 

To subscribe call 1-800.83J.ll046. 
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ENERGEN CORP, NYSE-EGN 
I RECENT 
/PRICE 24 IP/E 121(T•iillg:12~)\/RfLAlli!0811111Vll 

RATIO , Mm.i: 12A // PIE RATIO , l1.1l 5.0% 481 
TIMELINESS 4 ,!':':;, 
(~"11r )2 -

High· 1 10.81 
Low: 8,21 

14.41 
9.11 

16.51 
11.41 

17.21 24.41 
12,3) 15.41 '°·'I 16.0 

18.91 19.31 
16.0! 15.0! 

26.8! 
18.11 

23.9 
19.3 

25.11 
20.1 i 

25.4 I 

21.8 I I 
I I Target Price Range 

19991 2000 2001 
sAFm A.,.,.;. 
(&ale: 1 Hif,est b 5 l.offll) 

BETA .65 11.00, ••••<1 
" ' 

. 

' 
' : 

' 
! .. , 

!50 ! ., 
! 1------- 32 

" 1mo1 
Ann'I Toltl 2-for- t •"-'it ~ " 

1 

20 
Ptiet Gain RIIUm 1-"=,,~"'--------c.-,, ,.,,--.,~,_ ! 16 

,1,. ! ,, 
'" ''1tl'''f1I " ...... ·~ !{lgh 40 (• 65o/•) fl% .LI ,I. ,mll1, I 11,,I' ! ' ! 12 

low 30 {+25%) 10% .. inf : .' 10 
i ' ' ' 
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"..., 27 17 23 P•tc1nt 3.0 .tlllltnrr.-
~~ 3B~ 31:: ~ r:;t;::- tg Ullll1llll11 , Options: None 

~1~9~8~0!..1~1~98!,'!1J..1~1.;9:!!8~2~1 ~19,:,!83:1;1.J~1;.;9;.;84=;._I ~19~8;.,5,.JJI 1986 I 1987' 1988 1 1989 1 1990 1 1991 ! 1992 1 1993 1 19941 1995i 1996 1 1997 r CVALUE LINE PUB-INC. I 99-01 

~:: 1 5!:~ I s;:: ~:: ~:: 
.9'2 : .97 1.15 1.os un 
.50 i .53 .53 .56 .59 

59.nl 57.071 50.12! 45.491 31.831 32.91' 32231 32.601 34.601 34.541 29.'41 3.f.801 3UOIRevtmnspershA 11.95 
3.161 3.191 4.031 4241 3.461 3.67: 3.781 4.121 4.20; 4.561 4.481 5.201 5.fOl"Cuhflow"peuh us 
.95i .81! 1.41: 1.67: 1.191 1.35i u2: 1.54 1.n, 2.01 1.nl f.901 2.101Earning1perlh 8 2.60 
.ss1 .101 .n, .131 .a.ti .91: ooi 1.011 1.osl 1.09! 1.131 ,.m ,.2,lol't"d10eci'dDEnhc. uo 

t.94 I 1.90 ! 2.n 2.51 2.97 
7.4 I I 7.35 I 8.46 8.95 9.3,S I 

5.43i 6.631 6.651 5.161 6.141 4.251 4.64! 2.211 4.231 4.171 6.321 12.951 9.SOJCap'ISpenoi~p«lh l.30 
9.66 I 9.30 J l0.C4 1 11.19 I 11.69 I 1221 · 12.07 1 12.75 I 13.00 i 15.33 I 15.941 17.80 I 20.6$ l Book Value pee 1h O 26.65 

5.92 ! 5.92 I 5.92 I 5.92 6.00 I 625 I 6.47 i 6.54 , 7.5!3 i 9.69 i 9.87 ! 10.101 10.18 1 10.32 1 10.9'2 I 10.91; 11.20! 13,70! Common Shi CMtt' 14.50 
5.41 511 111 SB 7.41 
.12 I .63 I .461 .49 .oo 

10.3% I 10.5% I 11.1% 9.1% 7!1% 

9.5! 12.81 10.li 8.31 16.11 13.3: 12.6j 11.01 12.4! 11.11 12.31 Bold'J'l9'n•-iAvgAnn'IPllRa11o 13.0 
.771 .871 .sa: .69i 1121 .991 .SOI .671 .731 .731 .841 •"'""" l

1RtlltivtPitlllilo f.00 
7~ 6.7% 1 5.2% I 5.6% i 4.41i'. I 5.1% i 5.4% I 6.0% I 4.8% I 4.9%1 5.2%1 ~ AvaAoo'IO!(dYlefd 4.2% 

CAPITAL smUCT\JRE n of U3CW6 
ToWOebtS151.5md. Du1fnSVr1S33.6mi't 369,I I 328.0 I 363.4 I 308.61 324.9 i 325.6 ! 332.0 I 3:57.11 3n.11 321.21 3901 430j RtVIOU$1($milijA 550 

5.31 9.3r 12.9! 112! 13.31 14.21 15.81 18.21 21.81 19.31 21.01 25.0lNetProfitlSmiln JT.O LT Dtbt $130.7 mill LT lnltttlt $8.8 mtO. 
(Total inter&SI ccmage: 2.Sx) 39.1% I 31.3% I 15,9% I 8.6% ! 8.9'1. : 2.5% I 2.4% ! 15.8% i 22.7% I 16.0% ! 21.0% I ,s.o,rnncom, Tu:R.Ue 20.°" 

1.4% i 2.8%; 3.5% I 3.6% I 4.1% ; U't. I 4.8% I 5.1% I 5.8% i 6.0% I 5.4%; 5.8% i NetProfitM--in 6.1% 

LulH, Uncapllallud Mnual renta!S $2.2 mil. 
40.1% I 44.3% I 36.7¼ I 42.7% I 40.4% , 38.6% I 40.8% I 38.0% I 41.5% I -43.t'fo I 48.0% I 50.5'. I Long-Tenn OeblRldo 47.5% 
57.0% I 53.4%: 61.6% 1 56.t'fo I 58.1% I 00.6% i 58.4% l 62.0% 1 58.5% i 56.9% I 5.2.0% I 49.5% I CommonE"'""' Rttlo 52.5% 

Pension Uablllty None 

Pfd Stock Nooe 

Common Stock 11,059,576 Shs. 

105.41 12311 145.01 201.91 2051i 201.51 222.3
1 

22611 285.31 :l'.>5.51 3$51 S701ToSICa~Ol(lmOQ 735 
176.5 i 198.4 1 215.6 I 246.6 1 262.2 : 273.5 I 25-4.6 273.1 i 287 .2 I 327.31 430 I 550 I Net Plant '$mill\ 645 
7.1% I 9.5%; 10.5% I 72'!. 1 8-3% 1 8.8% I 9.1% 10,1% ! 9.5% 8.3% I 7.0% 1 6.0% 1% Eamtd TolalCap'I "" 
85% I 13.6% i 14.0% i 9.7% I 10.9% 1 11.5% I 12.0% 12.9% I 111% 11.1%i 10.5%1 9.0%/%EemedffetWorth u" 
8.6% 13.9% I 14.3% ! 9.8% I 10.9%. : 11.6% j 12.1% 12.9% I 111% 11.1% i 10.5": 1.5% I% EemedCom E"'•11" "" 

12%1 6.7%1 7.7%1 2.9'%! 17¾! 3-8%142% 5.2%1 6.0% 4.01!.J 4.0%1 J.5"1%P.ttalnedloComEq 4.5" 
87'4 [ 53% I 47% j 70'1, I 67% I 68% 66% 60'1, i 54% 84% I 62% I 58" I UI Div'dllo Ntl Prof 51~ 

CURRENT POSmON 151 1995 6t.1<W& 
UWIU-) BUSINESS: Energen Corporation IS a hOk:£ng compatrf, Its pond- engage, J)(manly in ex~atiM and produClion ol natural gas. 

CaShAssets 27•5 36.7 12•1 pal sub.sidialy, lha Alabama Gas Corporaticn, seh to m0f8 lhan 1995 gas rese,ves: coaJbed methane; 25.0 bd; cooventionat 70.2 Other 81.6 82.3 93.7 
Current Assels 109.1 119,0 105.8 450,000 customers in central Alabama /pop,: t.2 mllion), inclO<t,ng bd. Estinated present value: $63.6 mil. Has about 1,430 empk)-/· 
Accts Payable 27.5 32.2 42.5 Bimlingham and Montgomesy. 1995 ututy revenue.,: residential, ee.s. Chairman & C.E.O.: Rex J. Lysilger. President & C.0,0.: Wm. 
Debt Due 16.1 34.1 20.8 65.6%; commercial and industrial, 23.2%; lransp:xt and other, Michael Warren, Jr. lnc.: AL Address: 2101 Sooh Avenue North, 
Other 67.1 72.0 86.0 11.2%, 1995delive08s: 101.4 bcf. Taurus Expbratioo, a subsxfwy, Birmingham, Alabama 35203. TelelX'IOOe: 205·326-2700. 
Current Liab. 11o.7 136·3 149·3 hE=:==':'-'-'-i,c,;'::'...:..c..,:.:,t"•=-c, ..::.::ct,===;;fi;:=.cal-,-i,11':co::.n~,.c.:n:,fi.-s.;;c:::al:;;;,l"9""9°=7::.. =c..c----'--'-"----j ,.. .. _ nergen orpora 1On s s rong sc 
Fix. · Cov. 

317
% 

274
% 

264
% 1996 first half should allow for some We eTTiect Taurus to make a eig-

AHNUAL RATES Put Put Ett'd 'i3-'05 -r 
d~f.P!'$hl l0Yn. 5Yrt. toW-'01 rebound in full-year share net. (Year nificant contribution to fiscal 1997 
Revenues ·ti.5% ·2.0% 2.5% ends September 30th.) Alagasco, bottom.line growth ... So far in fiscal 
~cash Row" 4.0% 3.0% 5.5% Energen's gas utility subsidiary, benefited 1996, Taurus has invested more than $102 
Earrings 6.5% 5.5% 6,0% from colder-than-normal weather this past million, resulting in an additional 165 bil-
~~~e i:~ ~:~ ,b:g winter heating season. The company has lion cubic feet equivalent (Bcfe) of oil and 
Flaeal OIJARTERlYREVEHUES($milJA Full also been able to receive its allowed rate of gas reserves. Production from these 
Eyn",', Oec.31 Mar, 31 Jun.30 Sep.30 F{:.~ return on a larger investment base. We ex- properties should provide a considerable 

pect share earnings of about $1.90 for the boost to share net in fiscal 1997 and 
1993 84.1 149.7 75.3 48.0 357.t year, given the strong first half and beyond, Also, effective income-tax rates 
1994 87

,
9 1682 73

·
1 47

·
9 3n.1 Energen's typical fourth-quarter loss. should fall, largely due to Nonconventional 1995 73

-
5 140

·
8 61

·
5 45

.4 
32

1.
2 

ETnloration and production (E&P) ef- Fuels Tax Credits associated with Taurus' 1996 78.8 171.0 87.1 53.1 390 -y 

1997 ~.O 190 95.0 55.0 430 forts continue, Taurus Exploration Inc., purchase of 100 Bcf of coalbed methane 
FlKII EARHV(GSPERSHAREA& Full Energen's primary E&P subsidiary, is in reserves last July. 
Y,ar Oec.31 Ma 31 J 30 Se 30 Fiscal the first year of its aggressive, five-year ••. which should complement stability 
Ends '· un. P. Year growth plan. Over that period, this strat- at Alagasco. The- utility ought to be able 

·26 
l.~l ·

11 
u.;);I I.Ii egy calls for about a $400 million invest- to provide its usual income contribution, 

1994 .22 205 .17 d43 2.01 t . d · · d h h h I f d h 1995 .2S 1,99 , 10 d.57 1,n men m pro ucmg properties an anot er on t e ee s o stea y customer growt . 
1996 .21 2.13 .10 d,54 1,90 $100 million in offshore exploration and These meter additions will likely be large-
1997 .25 2.16 .15 d.48 2.10 development. Due to this program's ex- ly driven by continued municipal gas sys-
C.tl- QUARTERlYOMDEHDSPAIOC. Full tensive capital needs, the company recent- tem purchases. 

,ooar 1,1,r,31 Jun.30 Sep.30 Oec.31 Year ly filed a shelf registration for $250 million This issue is best suited for income in-
1992 .25 .25 .26 .26 1.02 of debt and equity. We anticipate borrow- vestors. This stock's worthwhile dividend 
1993 26 .26 .27 .27 1.06 ings from this shelf of approximately $40 yield offsets its below-average appreciation 
1994 .27 .27 .28 .28 1.10 million this fiscal year, foUowed by an prospects in the year ahead and over the 
1995 ·.28 .28 .29 , .29 1.14 equity offering of $50 million to $75 mil- 3- to 5-year pull. 
1996 .29 .29 .30 lion and debt offerings of about $135 mil- Oscar L. Vidal 

!~
fiscal yw eodS September 30th. 

B Pmtary eamngs. Exel nomecunir,g items: 
<!.SOe; '92, 10t; '94, 18t. Ex:cl. loss lrom 

diso:aL operatOOS: '89, 27f.. 

Next eam~s report due late Oct, 
{Cl Next Ortidend meet-ng about Oct. 25. Goes 
ex about New. 13, Approx. dividend payment 
dales: Mardi 1, June 1, Sept 1, Dec. I. 

September 27, 1996 

• lx-tiderld relwe.stment plan ava1lab!e. I ~nv'• flnancf1I S1reng1h B++ 
(D) lnciodes inlang. ble assets. In '95: $9.7 mill., Stock'• Price S1ablllty 85 
89t/sh. Ptfct Growth Perel11,nee ro 
(E) In ml'iions, adiusted fot stoek splits. .E.lmlngt. P,wlctt~ll1y 60 . 

FICUII maleNJ is ootantd •an w.rces be&&Wd to bt ,euNt. brJt lh9 ~ is noi ,~ lor Inf enors or~ cont&i"t&d MCM\. For fl& eon­
~ 1.aa o! ~ R~. C09'(1')1, aM GI$~ tit p«m:$$>00 ody. Ccw'91t 1996 by Valua U'I& ~. lo:.® R913. TM-VU Lint. In:. To subsciibe ca111·800·833·0016. 
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INDIANA ENERGY NYSE-!EI 
IRECEI/I 25 p~ 13 7 (1•foglll )IREUTIVE O 91 lorro 4.6% . 482 PR!Cf RATIO , 1loiwi: lM P,c RATIO , Y\O 

TIMELINESS 4 ...,. Highil 9.91 12.5. 11.8 10.81 14.6, 16.5 20.51 20.0 24.8 23.4, 24.1 29.41 · Target Price Range 
( ~'11&."""' ) Mn .. Low: 7.31 9.0· 7.9: 8.2i 10.5, 12.5 14.01 17.7' 18.8 17.5 17.6' 22.91 1999 I 2000 12001 

SAFETY 2 ,::::;_ I -· ··" 
50 

(S:a:,1 I K.,,.. b S "-'I ' . ., 
' 32 BETA ,65 (1.00: I.M.el) ~-ror-1. ;1.urx., 9 p Sn 

'2-for-1 1 :lllt,h. 
' -- - .. - -_, 

1999-01, ., ..................... " ., !...Jit " I lfrnTTiftr,ihfllT 20 Ann'l Total \ :• ··n1,,..,,, ,.,. .... Gon Rtlum \; I 1,1u11,,1111t1 ' 
... - -- . " w 30 c+2ti1il 9% 12 

25 5% "' lq 1• "' 10 
ln1lder Oeclalon1 'tu •" ' 8 

H D J F M A M J J ,tl'1' .YT I ' ·- ,. 
.. .. .- ..... -.. ... ,,,'.•. .r·.: 

' 
,. 6 . .., 0 0 0 0 0 0 0 1 0 -- ' 

.. .---·-· 
' I .. . 

~ 0 0 0 0 0 0 0 0 0 . , .. __ .... _. ., ,1·- ••••• -1 •••• •· RmliVe P~ Strt!~h • 0 0 0 0 0 0 0 0 0 .. .. , : I I ' Shadid., .. 
lnalltutlonal Declalona 3 

I ii I 
I i i i ; lndlutH 

ml li'.11 mi I ' • rec.11lon . .., ,. 32 28 Puotnt 3.0 
' . ~- . ~ 16 ,. 32 ...... 2.0 Options: None 

''°' "" '581 ,,. ... t.O 
1980 I 1981 i 1982 11983 i 1984 i 1985 1986 I 1987119881198911990: 199111992' 1993 1994! 1995i 1996: 1997' •VAJ.UELliEPI/UIC. ~1 

19-35i 2327 21;7 26.21 28.23 I 25.72 22.58 : 18.4-41 19.55 I 20,871 17.15 I 18.84 i 19.S0 1 22.23 21.07[ 17.901 21.001 23.15 J RMnUH pit sh A 21.80 
1271 1.« 1.13 1.SS 2.13 2,05 1.891 1.91 I 2381 2.ss I 2.15 I 2261 2.36 I rn 2.821 2.SS I 3£01 3.40 j "Cuh Flow" per 1h 

' 
4.20 

.63 .75 ;7 ,Tl 1.29 1.16 ,921 
861 

1.22 1.291 
1271 1.11 1.16 i 128: 1.531 1.46 I 1.901 UO! Eaminglpet lhB 135 

.43 .46 .51 .52 .57 .54 .69 i .71 .74 I 81 J1 I .92' .00 i .w 1.CO/ 1.071 1.11, t.16! Drt'dt Ded'd perlhc• 1.JI 
1.60 1J7 1.92 1.31 1.49 1.97 2,!Si 1.SS I 2.161 2.361 2.091 2,32 I 2.8-41 2$4 2531 2.4'1 2.651 2.65 ! Cap'I Spending pe1 ah 3.05 
5.46 5.74 5.48 5.72 6,44 6,99 723' 7.541 7.99 8.47 i 9.78 I WI 10.22. 11.52 12.031 12.« I 13.151 13.10 I Boole Value per sh o ft/5 

12.97 : 13.02 15.591 15.88 16.12 16.32 16.42 i 16.451 16.52 I 16.52 ! 20.59 I t'0.6] I 20,n' 22.46 22.561 22,561 22.JO, 22.101 Common Shs Outst'n t 21.60 

721 SJ 7J I 6.1 u 7,1 I 11.1 I 12JI 7J I 9,1 I 10.7 1,., l 16.0i 16.5: !351 13.2 ! B4'd IJgutu,... . Avg AM'I PIE Ralio 12.0 
.96 .54 .80 .52 .« 58 .751 ,82 I .65 ,69 I .79 .90 .97 ! .97 I &9 i .881 VMufUV I Relative PIE Rtllo ! ,00 

9.6% 11.5% I 12.3'1, I 10.9% I 9.3%. 7.8% I 6.7% i 6.7% I 7,8'1. I 6.9'1, i 6.4'4 5.8% I 52% i 4.7% 4.9"4i 5.6%1 
..,, ...... 

I Avo Ann'I Olv'd Yield 1.1% 
CA.Pfl'AL STRUC'JURE II of 6l3(W5 370.7 i :"m.4! 322.91 34-4.71 353.1 3896i 411.3 I 499.3 475.31 403.81 5351 5251 Rtvtnutt (Smilij,. ' 600 

' 
Total Otbt $182.0mill. Due ln5 Yu $30.4 mtl 16.2 ! 14.41 21.5 22.91 235 24.8 I 25.7 · 28.S 34.4! 33.01 45.0i Ida I Net Profit f$mll0 5d0 

LT Debt $178.2 mi. LT lnttrHI $13.0 mill. 45.5% I 41.6'1, I 33.1\1, I 33.2'1, I 32B\I, 32.3%1 35,1% ! 35.7% 36.1'!.i 36.8%1 31.°"' 37.0% I lneomt Tu RN : 31.°" 
(long.term i'll:erMt earned: 4.5,x: 4.4% I 4.8% I 6.7% 6.6% i 6.6'1. 6.4%1 6.2'!. i 5.7':I':, 7.2%1 82'.I U%! 7.6% I Net Profit Marnin I.J% 
Total inlerasi coverage: 4.3x) 44.2'1, I 43.8% I 410'4 T '11% I 31.8% 41.6%! 39.3'/,' 3a9% 36.9'1,, 38.6'1.I 37.5"; 36.5" i Long,T11m Oebl Ratio 33.0,. 
LNIH, Uncapffallud AMual rentals $1.7 mi!. 52.3% I 56.2'1, I 495% I 49,7" i 82.1% 53.2% i 55.5% I 61.1'4 63.1%! 61.4%1 &2J%1 63.5" i Common Eouitv Ratio 67.°" 

P1n1lon UabHtty None 2272 i 220.71 266.7 211J 1 3242 3872 I 382.6: 423.6 430.01 457.0! 4701 11D I ToUI CapiUI (Smilll 
I 

52S 
29tl6, :msl 319.6 336.7 ! 391.3 j 417.91 476.6' 505.6 533.0: 555.31 SIDI 600 I Ne! ~Int flmilll 675 

Pfd Stock Nooe 9.2% : 8.8% I 10,0'4 10.2'1, 8.4% I 82% I 8.3'1. I 8.4% 9,5%1 8,9'1.I HJ%, 10.0% I % Earned Total Cap1 11,0,. 

IV'!; I 11.6% I 14.2'1, 14,3'/, 10.6% ''-°" I 11.1%: 11.0%, 12.7%1 11.7%1 f5J%1 11°" I % Earned Nel Wotlh 11,°" 
Common Stock 22,474,402 Uls. 1t7% I 11.4% I 15.2'1, 15.3% 10.9'1, l!fi If.Jo/, I 10.9:f. 12.r,; I 11.7%1 15.5%! 13.0% 1 'It Earned Com E-J"' 14.0% 

l3'1ol 2.0'4 I a0'4 5.8'/, 3.4% 2.0,.1 ~I 2.8'1,. 4.2'1, I 3.2'ftl '·°" I l.5'/, I % Rellined lo Com fq t°" 
CURll,}1} POSITION 1094 ,m !13M8 76% I 82% I 63'/, 54% 71'1. 83'lo I 75% · 67% 73'/, ! 59% 64% I % All OiV'd1 to Net Prof , 58% 

cei/i '" 10.2 .1 36.2 BUSINESS: looaM Enerw, Inc. is tho hokfi'lg oomparrJ for lndi- handle Eastern Pipe U\e Co., Texas Gas Transminion Corp. Gas 
Olher 90.4 84.4 65.3 
Cooenl Asse1s 100.6 au 7of3 ana Gas Company, a natllfal gas di.slli>ution utity with 454,817 costs: 61o/. of rev's; labor, 10%. '95 depc&e. ,a1e: 3.7%. Esrd pl.ant 

custom&rs (at !}'3(\.95) in 48 lrd.ana counti!s. lnciudas Terre HaU!e age: 9yrs. Has 1,150 employees; 9,421 shareholde1s. OlfCtS. & cfir. 

Accls Payable 34.6 48.1 30.8 Gas Corp. and Ri1vnoncl Gas Corp. (both acquired 7/9-0). Flsea! OYl'Tl 7% of common (1196 Proxy). Chairman and C.E.O.: Lawrence 
Debi Due 34.6 6,3 3.8 1995 volume: 109.5 bill cu. feet Residential, 37%: o::mmereia~ A. Fa~r. lncorp.: Indiana. Address: 1630 North Mericf.an St., In• 
Olher 81.5 57.9 74.8 15%; industrial (sold and t1ansported) 48%. Mail suppliers: Pan- d!Mlap(XIS, IN 46202. Tel.: 317·926-3351. 
Cunent Uab. 150.7 7T2"J 109.4 Indiana Energy's utility is delivering cretionary spending on projects to Fix. Cho. Cov. 420% 421% 435% 
ANNUAL RATES Pad Pad E1t'd '93-'95 

record gas volumes in fiscal 1996 (ends maintain and strengthen the distribution 

rl"""' "" "' 10Yn. SY11. ..... '01 September 30th). The primary variable in system. The company will likely earn a 
Revenues •2.5% 1.0% 5.5% determining gas demand is the weather, record $1.90 a share for fiscal 1996 and 
'"Cash Flow'' 3.5% 3.0% 7.5% and Indiana Gas has enjoyed tempera• show a return on equity of about 15%, the 
Eamngs 3.0% 2.5% 7.5% turea 8% colder than normal (in utility highest level seen in the '90s. Share earn-
IJMderid$ 6.0% 5.0% 4.5% 
8ool( Value 6.5% 6.5% 5.0% degree-days) and some 24% colder than ings will probably fall back by 10¢ in '97. 
F1KII OOAATERlY REVENUES 11 nv1.1 • Full the previous year, In addition, the utility Indiana Energy is moving to keep up 
Ytar Fl1cal has maintained steady growth across all with trends In the Industry. The gas 
End1 Dec.31 MarJ1 Ju~30 S.~30 Year customer classes, Indiana Gas should fin• distribution business has been opened to 
1993 155.5 178.3 101.2 64.3 499,3 
1994 151.9 195.7 77.8 49.9 475,3 ish the fiscal year with almost 470,000 more competition with the loosening of 
1995 113.1 15(1.4 83.1 572 403.8 customers, marking system growth of regulations. Indiana Energy has formed 
1996 154,3 222.6 91.2 6$.9 535 more than 3% and the largest number of ProLiance Energy in partnership with 
1997 160 200 95.0 70.0 525 new additions (excluding mergers} in the Citizens Gas and Coke of Indianapolis to 
Flte1I EARIIIHGS PfR SHARE A • Full decade. Consequently, the utility managed obtain gas supplies for themselves and to 
You Dec.31 MarJ1 Jun.30 S.~30 Fiscal to break its full-year record for gas market to other utilities in Indiana and 
Enda Year 

;;;. .65 .85 .03 d.19 1.28 throughput (sales plus gas transported for the surrounding states. However, the ven• 
.67 .96 .11 d21 1.53 industrial customers) just nine months ture is currently being challenged before 

1995 ,46 .98 ,19 d.19 1.46 into fiscal 1996 and should deliver more the Indiana Utility Regulatory Comm.is• 
1996 .85 1.16 .13 d.24 1.90 than 128 billion cubic feet for the full year. sion by several large-volume industrial 
1997 . 82 1.12 .14 d.21 1.80 The company's earnings are surging . customers. It is uncertain what degree of 

Cl~ OOARTERtYDIVIIENOSPAI> •• Full Indiana Gas does not have a weather regulation will ultimately be imposed. 
tndlt M11.31 Jun.30 S.~30 Dec.31 Yaar normalization rider in its rates, so the in• This stock is suitable for income• 
1992 .237 .237 .247 ,247 .97 creased volumes are flowing directly to the oriented accounts. Indiana Energy has 
1993 247 247 .m .255 1.00 bottom line. Utility income should be up raised the dividend for the 24th straight 
1994 255 .2SS .265 .265 1.04 more than 25% for the year. In fact, Indi- year, giving this quality issue a healthy 
1995 .265 .265 ·:ill . 275 1.00 ana Energy is trying to contain the ad• yield . 
1996 .275 .275 vance, to some extent, by accelerating dis- Ben Sharau, CFA September 27, 1996 

ti FlS(:81 y&ar ends Sept 30. Next earnings repo,rdue late October. Dec. 1. • llMdend reffles,1tenl p>.an avada"'· 1 ~nf,t Flnandtl Slrtngth A 
a Based on average shares. Excludu r,cw,- ~ Next dividend meetng about OciOber 24. (Dl._lncludes cieleued Charges. In '95: $16.4 St I rice Stability 85 

recutMQ ga:ns: '87, 1Se; '93, 34t. '93 quartets sex abOut NoYember 18. DMdend pay• m , 13tlsh. Price Growth P1r1lstence 85 
doo't st.m due 10 Change n shl. outstandrng. meot dales: Aoout March 1, June 1, Sept. 1, (E) In mi!foos, adj-ust&d fo, stock sp«s. Eamlnga Prtdlttablltty 75 
F..cllii ma.WW is ®i'lid tom w.rc;,s b&lieved to bl «1~. WI th9 ~ b not r~a for arrf e;:ors Ol oms.siMs corutl&d hil&n Fr, t.a C(Jn­

F,j.W;&J use of Sl..bsatiers. Repriulo, ~. &00 6snrut(JO by pecms$.'Ol1 orly. ~ 1996 by Value Line ~ Ire. t Reg. TM-Vwt U'le. In:. 
To subscribe call 1·800·833'0046. -

SCHEDULE FJH-12 
Page 18 of 29 

( 

I 



LACLEDE GAS NYSE-LG ,~~HT 251~0013.7(::l~)lt'~ 0.91 ~ 5.1% 483 
TIMELJNESS 3 Av11n99 High:/ 15.0 I 19.91 20.3: 15.91 11.01 18.0 18.71 20.s 1 24.9 25.61 23.11 24.81 if· Target Price Range (~:ru~ '1 Low: I 10.a1 14.01 13.01 13.51 14.0! 14.2 14.9i 16.9! 20.0 18.3 18.41 20.0j : 1999 2000 12001 

SAFErt ~ I I ! I I I I - I l so 
{S:al9:l~k15~) 1 ----:- :--:;-.. ___ ., , i : 

BETA .55 (1.00 = l,M;e!} 1 
, a:e. 1 1 , ~ 

199S-01 , ......... v,,v,,v 1----''--+--~------;---'--4---..!.' --J--l---..!'--l--'--+'------~~~~'~32 
Ann'ITolll i i I I I I .: :---~---1 

Prlct Gain RelUm , 1 , 1, --· ---, --- 24 
High 30 (+2pt~ 9" I I I .,11•·11,n"'I I ' 1 r i , ~~ 
Low 25 NI 5% .. I ii''..,, '"" _ •r.i• j 1 
ln1lderH0~1:1~n: A M J J 1 , : :~ 

ti&.-, 0 0 0 0 0 0 2 0 0 ]TJ;;;t ,__......., 1 1 I •·• I 8 
Oi;,totll O O O O O O O O O • .:-_ .l•·· ;-.. ,•,.. . ,. L.. • , •• •·~···· ·1. ",, • •'·• 1 ! 1 I S 
... 0 0 0 0 0 0 0 0 0 .•. ; 1 •. I .. , I ·····, I I I L 
ln11ltutlonal Decl,lon, ' I i i ' I I I j Shi.dee! ., .. f"----'---i----'--i---+-,,.,..;..,,,.,:.;,.,__i---+-+--+--1..J-J--i---+--+ lncllea1H .f 

Jg]1 1Qll 2:'2ll 1 1 I I I 1 1 1 l"kfltlon r 
b..,. 17 20 2.f Perc.nt 3.~ ~ ,. 

~5:1,..... 2J: 311: 3~ :::i::. u~ I I - 'Options: None 
1980 I 1981 I 1982 I 1983 I 19841 1985 I 1986 I 1987 1988 1989 I 1990 I 1991 I 1992 I 19931 19941 1995 i 19961 19971 •VALUEU/lE roa,IHC. i ~I 

2m12us[ 34.07/ 37.29 38.&41 35,36! 34.891 28.381 ~.82 31.57! ))21! 28.IOI 26.83132.33 3H31 24.79 JJJ.951 29.641Revtnueapersh" ! J2.00 
1.s2 1.46 1.19 1.97 2.111 2.82 I 2]5 /. 2.4-11 rn 2.471 2.13 1 2.37 ! 232 2.81 2.&1 I 2.55 3JO) 3.151 •cuh Aow" per1h I 3.50 
.sal .791 1.oel .95 1.10 1.&11 wj 1.«1 1.s1 1.451 1.oa1 1281 1.11 1.s1 1.,2 121 1.901 1.1slEaming1per111• 1.95 
.471 .541 .00 .65 .7S .851 .95 I I.C-S 1 1.10 1.1S I 1.181 120 I 1.20 1.2'2 1.22 1.24 1.26/ l.30101v'd10ed'dperthc•: UO 
.921 l.'31 1231 1.01 I.IOI 1.31 I 1.561 1.531 1.92 1.821 Wi 2.46/ 2.87 2.62 2..IO 2.63 2.151 2.251C19'ISpendlngpe,lh i 2.50 

7.121 7.381 7.56 8.17 9.121 9.921 10..541 10.931 11.44 11.741 11.7Si II.S31 11.79 12.19 12.44 13.05/ 13.601 14.00IBoolcV&IUlpe,shO ) 15.JS 
17.4S1 17.451 17.451 17.45 17.451 17.451 15.741 15.74: 15.€8 15.591 15.591 15.591 15.59 1s.ss 15.67 17.42 11.601 11.1S1CommonSh10Ullr .. 1: • 18.00 

5.51 6.3) 4.61 6.7 s.01 1.11 8.8111.01 9.2110.31 14.61 12.Sj 15.8 13.S 16.4 15.S SOldl!gjn•-!AYgAnn'IP/ERttlo , ,J.O 
.73 .n I .s1 .57 .,1 I .56 I .60 .1, i .76 .78 I 1.oa I .so I .95 .so 1.oe 1.00 .,.....,. I Ro111lv1P/E R1tio 1.00 

9.7% I IOU, 12.2% 10.1'1. 8.8% 7.3% 1 5..8'4 I 6.7%: 7.6% I 7.7% I 7.5% I 7.5% I 6.5% 5.6'c. 5.3% 6.3% ~ 1AvaAM'I0lv'dYleld 5.6% 
CAPITAL STRUCTURE u of 6l3(W6 I A 

54-9.0 I 446.6 i 483.1 492.21 470.8 I 438.11 418.21 504.0 523.9 431.91 545 5251 Revt1"10$1(Smilij 515 
Total Dtbl $191.Jmlll. Du• In 5 Yfl $12.0 mill. 
LT Debi $179.3milt LTlnt1t1tt $13.S mtll. 
(LT 1\(111~1 earned: 4.!h; !otal i'IIII/IISI 
coverage: 3.9x) 

Lu'", Uneapttallltd None 
Ptntlon Uablllly None 

Pfd Stock $2.0 mill. Pfd Olv'd $.1 mill. 

Common Stock 17,557,540 shs. 
Hofe/1:W! 

29.91 22.91 24.8 I 22.11 16.9 i 21l.O I 18.3 252 222 20.9 33.S JI.OiNotPIOfilflmi!li JS.a 
37.4111 '2.3111 302'1,I 27.<III 29.5111 35.1111312'/, 37.3% 36.0% 32.10,I 35.0% Jt0%!lncom1TuR1~ 3t0% 
5.4% I 5.1% / 5.1% I -4.6% I 3.6% I 4.6% I U'I, 5.0% ta 4.8% j 6.1'' 5.9% ! Ntl Profit Marcin 6.~ 

38.5% I 37.111 I 38.711 I 38.7% I '12% 'I 46.9'4 I 44.1% 46.311 '3.9'4 «,.2'1, 4J.0% 4151' I Long-Tonn Dtbl Ratio m11 
59.1% I 61.5'1. I 5-9.3'1. J 60.6% I S.S.1% 52.5% I 55.3% 53.1% 55.5% 59.3% 5&.5% 57.~lCommonE ·""·R1tlo 58.0" 
280.6 I 281.0 I ms I 302.0 I 314.91 351.1 ! 3.32.4 357.6 351.1 3.!3.5 ,2a 4301 Tol&IC1~lll(Smill) 410 
282.8 I 211.s I m.s I 302.41 316.31 339.3 I 387.3 380.8 ,11.1 43<.J #5 4;o1 Ntrn,n1r1mw" sro 

12.0'%i 9.7%i 9..8%j 9.3%i 7.3%1 7.8%! 7.6% 9.1% 8.1%1 7.1% 9.5%1 9.~1 11.HamedTotalCap'I 9.~ 
17.3% I 12.9'1. I 13.6'1, I 12.3% I 9.111 I 10.8111 9.811 13.111 11.3%1 9.1'1, 14.0% I 12.511 ill Euned NII Worth 12.511 
17.8%113.1%) 13.7%112.4%/ 92%110.8%1 9.9%1132% 11.3%! 9.2% 14,a,(,I l2.S"/%E1mtdComE"ui"' I 12.5" 
MIi/ 3.5111 42'1,I 2.6'1,I NJ.If! -1111 NJ.If[ 3.3'/, 1.6'1,1 .,11 4.5111 l0%1l1Ro!llned!OC.,,,Eq 1.511 

1005 613 ... 51111 73'1,I 70%1 19'41110%1 93'1./ IC!r.l 75'1. WJ.I 96'/o ml 751'1llARDlv'd110NIIProl ml CURRENT POSITION 1994 
caJI,"&.,, 1.6 1.6 5.2 
Other 113.6 106.2 106.5 BUSlNESS:L.aciedeGasCompanyisategulal&duti'itylhallflStrb- 3%; other, 1%. Purchased gas accounts for 51% of rev.; la.bot 

vtes natural gas ii eas1em Missouri (p:,putab:io. 2 mi!li<:n; gro\lMg costs, 25%. Ope1a1as l.nderground gas storage field$. Est'd. ptan1 Cuneni Assels 715-2 
about 1o/. per year), includi'lg tha city of SL Louis, St. Louis Cooory, aga: 18 yrs. Has 2, 151 ernpk,/ees; 11,564 shareholders. Office1s & 

Accts Payable 20.1 21.1 24.7 and parts of 8 otruir counties. Had 603,975 customers al !WS. cfll8Ctocs control 14ss than 1% of common (12/95 Proxy). Chairman, 

107.8 7Tu 

Oebtoue 53.5 59.5 12.0 Therms sold and transported ii '95: 978.1 mil. Revenue mix: C.E.O. and Presmot: Robert C. Jal.Ides. Inc.: Missouri. Addtess: 
Other ~ 47.2 41.6 f'llSideotiai 70¾; commercial and industrial, 26o/,; transportation, 720CY.NeSlreel,Stlouis,M063101. Telephone:31-4-3-42--0500. 
Cun~ Uab. 144.2 127.8 ,,;;;a].3. f--iLF=1;::::,..:.:c:;,=::::;c;=.=c::::::::;:::..::::::..;::::::::;::::::::..._.;:::.=,::::.;:=::.:::..::::::;::.::::::::.:::;.:.:;::::::::::.::.:..:,:.;:..:::::::...--1 
Fix.rtv..Cov. 302% 258% 331% ac ede Gae ompany's profits have Laclede recently reached a settlement, 
ANNUAL RATES Pait Pait Ett'd '"-'VS rebounded this year thanks to the which we expect will be approved shortly 
«cmrqe1peuh1 10Yn. SY11.. toW.'01 weather. In the first three quarters of fis• in substantially its current form by the 
Revenues •2.0% -.5¾ 1.0% cal 1996 (year ends September 30th), Missouri Public Service Commission, that 
·Cash Flow" 1.0% 2.5% 4.0% Laclede's service area was 22% colder than calls for a $9.5 million annual rate in-
~~!- · · l.Oo/o 4

.0% last year and 3% colder than normal. The crease effective September 1, 1996. The Vl'OI.IUI~ 5.0% 1.So/o 1.5% l 
Book Value 3.5% 1.5% 3.0% resu ting pickup in natural gas demand, settlement also includes incentive regu-
~ 1 OU'" ES(I ) F 11 as well as an increase in other income due lation allowing the company and its cus• ntca MTERI.YREVEHIJ lril. A Fl~-• 
~~~ Oec.31 Mar.31 Jun.30 Sep.30 v:rr:' to some off-system gas sales, led to a very tomers to share savings realized in limited 

solid earnings improvement ($2.25 a share areas, such as gas supply and off-system 1993 
t60.0 

214
·
1 76

·
0 53

·
9 504

.o versus $1.58 per share in the year•earlier gas sales. The modest rate increase would, 1991 167.2 233.1 RS 49.0 52l9 pen"od). f b · · , b · · 
1995 122.2 191.6 67.6 50.5 431.9 o course, e a positive 1actor, ut 1t 1s un• 
1996 154.9 246.6 86.0 51.5 545 The impressive earnings gain removes likely to be sufficient to offset the earnings 
1997 155.0 240 78,5 5t.5 525 any doubt about the security of the shortfall that would occur if the weather is 
Aaeal EARHIHGSPERSHARE AB Full dividend. In fiscal 1995, the company's less favorable next year, which appears to 
ln~~ Oec.31 Mar.31 Jun.30 Sep.30 ~=• dividend payout ratio was a lofty 96%. In be a reasonable assumption. 
lWJ .87 t.30 11. ,.. u.-., l.bJ contrast, even with a 2¢-per•share annual Conservative, income•oriented invea. 
1994 .n 1.19 d.18 d.36 1,42 increase in the dividend, the payout ratio ton should consider these high• 
1995 .58 I.IS dl2 d25 1.27 appears likely to fall below 70% this year. quality shares. The yield is above aver-
1996 .90 1.37 d.02 d.35 1.90 Dividend coverage hasn't been this age for a natural gas utility, it appears 
1997 .90 t.30 d.15 d.30 t.75 healthy since 1988, and the company's well covered by both earnings and 
CaJ. QUJJITTRlYOM?EHDSPAXJ c, Full finances are also strong. Consequently, we Laclede's good finances, and the company 

endar Mar,31 Jun.JO Sep.30 Oec.31 Year would not be surprised to see a larger- is committed to moderate annual in-
1992 .30 .30 .30 .30 1.20 than•normal dividend increase (of 4¢ a creases. The company's growth prospects 
1993 .30 .305 .305 .305 1.22 share on an annual basis) announced by are modest, but the stock's 3- to 5•year to-
1994 .305 .305 .305 .305 1.22 the end of calendar 1996. tal return potential is respectable on a 
1995 .31 .31 .31 .31 1.24 In fiscal 1997, the company is likely to risk-adjusted basis. 
1996 .315 .315 .315 .. benefit from modest rate relief. Cranston Paull September 27, 1996 

{A) flscal yMr ends Sept. 30!h. 
(B) Based on average shares out.slancMg. '95 
qua11erly eami,gs do not add lo !Ola/ due to 
changH in sha1es outslaooi"tg. Next eamilgs 

report due early Nov. (C) Next divideod meet• 
irtg about Nov. 23. Goes ex about Dec. 6. J.{>­
p<ox. dividend payment dales: 1st ol Janua,y, 
April, Ju~. October.• O.\idend rel'wes1men1 

plan available. (0) Ind. de/erred Charges. In 
'95: $71.8 mil., $4.12/sh. 
(E) In milbns, adjusl&d fOf Sloek spfts. 

Comolny'1 Flnancfal Strength 
Stock'a Price StabHtty 
Price Gtowth P1ral1tenet 
Eamlngt Predictability 

A 
90 
35 
60 

To subscribe call 1-800-833-0046. 
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f=M=C=N~C~O.!..!.RR,..,,_,!!!NY.=SE"""~Ce.:...N __ ----,.Jl_'~-::r-::--,-2,'-,J11'-:ro,.,...,,;....:15.,:.,:,9,...:.(~....,,-~..,...iLl-c~:.L)l~_~TIV!=ATI0~1~,0.,.J61~~,----3_,6_o/o-484 
TIMELINESS 3 A~fn9e High: 9.8 11_91 11.9 12.3 1s.s 18.3 20.J 23.5 27.6 Targel Price Range 
{~~'ft~) Low:, a.a a.s· 9.1 9.8 10.a 14.5 16.9 16.5· 21.6 1999 2000 2001 

SAFETY 2 A~ 50 

(s:al&: I Hi;ne-Sl:b5U7-ll'!SI) '================1========~~;;;;:=======:::;;:;;;;:;;;:::··32•0 BETA.70 1100,....,.,f- 1 "·'( -------r-~1i9m-0miT1~1lJ!:cri~t.:j:===============::±• =======.;;;;::~:::;;;;-:-;11111,,1:'•==::========~ 

~~~p~'t"J.~G~••~·-•~a~il~~~:•l~~§§§§.~§§~~i~~~~iT~~~~~•~• ~,,u~•~-•~••1~w•~•1~"•~,,.~••~"•~•~· ~~~~~~~;~~~~~-- -----· 16 ~ 40 (+so•;•! 13% I _ -~-· ___ 12 
...,.. 30 {• 10% 6% ""'lll,,(1 II ,..--.--,• II · -- -- ---· \0 
Insider Oeelalona - - ~ ~~- a 

HDJFUAMJJl __ ~·~•·-"'~"~•~~-••"~•~P~'",....:-:::cc,._,.L./. _ _:_--,j----.,--c~~-"'-'':.:.C.C•,~·~"~·~~·~ .. ~--------
b&.,f 1 0 0 0 0 1 0 0 I I / ,• . , .. · .. ---: -

6 

Cpli:fl O O O O O O O O O • • • • ••• _.··- •• 
bSII 000000000 ., 
ln1UtuUonal Oeclaiona 

ml WI lllll 
I I 

Shadid atN 
lndlcatll 
,1cn1ion 

bM 68 67 59 Ptrc.nt 9.0 
»W ss 64 s. 11\1.rn e.o O t' N ~ 32306 31191 30685 1raMd 3.o P ions: one ~ T ~ 

' 

- ' 
3 

MCN ColJ)Orallon was established on Jan• f--"=--'=~==-=~="'--==-'--'-'=-"=--'='-'==-=~~19~9"'7-•~VA~l~UE~l~~""E PIJ=B-~.IN~C~, ="-, 
uary 3, 1989, as a holding company for 29.80 Revenue,~rth 

1986 1987 1988 1989 1990 1991 1992 1993 1994 
31.29' 27.91 · 2527 2-4.18 24.67 2t91 25.85 

1995 1996 
23.88, 30.60 

9!Hll 
38.50 .. " 

M~hig,n Consolidated Gas Company and 3.55 "Cuh F~w" pmh .. .. 2.76 2.58 • 220 2.18 2.40 2.73 3.03 
.. .. 1.16 1.10 I .69 .71 1.00 1.24 1.31 

329; 3,85 
1,49: 1.70 

5.00 
2.<-0 for MCN Investment Corporation, which is uo Eeming, per 1h" 

developing several businesses outside the e------'--.~'--~,C....~,;..........,c~-~-~'---c'';'.;---~:.....,,; ;.-.;.·9;:-S~Di:..v·•::-•~0."ci~·•"'p,=rs'"h,;'"--~-
utility area. MichCon was a wholly owned 9.25 Cap'I Spendir,g per th 

.. ... .40' .79: .82 .82 .83 85 .87 
1.n· 1.67 3.04 2.42 2.9' 3.S4 5.96 

.oo: .9' 
8.()l . 1120 

1.15 
us .. .. 

subsidiary of Primark for several years prior e-------.i~-.~-~.;....._;;;;.......;;~ .... ,;;;;~_;;;;.......;;~,...;;; 13.25 Book Value per sn 
to May 31, 1988. On thal date, Primark spun 73.00 common-"'s•"1°'0°'~'-,1•~a~,--i.iiT--l 
off MichCon to its stockholders. Public otfer• l-------,---',i,.-,-~-~.;.....~~~c'i-~ci'c--'"7.;.;.-~1c:c3.;.o ,~,.,,,~~..,,,~.~.~~.c...;•'°vg=Ai'n'in,i'1 P"IE'iR<"',i'uo=--c.;'ii-1 

.. .. 6.03 ; 6.43: 6.31 6.61 7.« 7.97 · 8.56 

.. .. <-0,95 46.'6 47.86 52.78 5629 56.99 59.79 
10.02' lo.95 
66.37 67.00 

raoo 
SdOO 

14.0 .. .. : 8.1 ' 92 I 152. 15.3 11,8 I 13.4, 14.4 
.. .. .67 i .70 I 1.13 I 98 .72 I ,79 ,9': 1.10 ing of 2.8 million shares at $17.38 per share .891 v,lof u,.., Relative PIE Ratio 

took place in March, 1989. MichCon's finan• '-============'==============4.="'='==...,.,,=·="==•=""c'=M='=' o="=•=~="="===~ cial record before 1989 corresponds pertecl• 1-

.. .. 42'1, 7.9% 7,8'!, 7.5% 6.6% 5.1% 4.6% 3.4. 

ly to lherecord of MCN. 1450.5 12'2.9 1281.3 1296.6: 1209.3 1276.3 1438.3 1%9.6 1545.8 
so.o 47.0 · 47.7 ! 49.S 1 32.3 35.t s1.1 12.a, n.s 

CAPITAL STRUCTURE II of &'3<W6 55.6% 37.rto. 33.6% 33.8% 34.9% , 352% 33.J'h 33.1% 27.<J>/o 
ToWDebtSl2102mrll.Ou11n5YttS500mill. 3.4% 3-8% · 3.7=:; 3.8%. 2.7% 2.7% 4.0% 5.0% S.Cf,'.,, 
LTOtbtS1048.3mill LTlnttrttt$57.0miU. '".8" so.=, ,11,1u: 49-w -1 SO....,, 47.6" ,o= 51= 52= 
Incl. S 18.5 mill. capitalized leases. w ,. ''° w ,. ~,,. ..,,. ,,. '00-',,. .vn •',. 
(LTinteres1eamed:J.8x;totalinli!restoovera98: 48.7% · 45.4% 1 48.1% I 47.9'\ I 47.4%' 50.6% 52.7% 48.4%, 39.4% - ~ =:= =:= = ~ _,1~ 

830.7' 853.5: 8,53,S 1 873.71 964.]: 1023.2 1115.1 1236.6 I 149'C?,4 
P,nslonUabllltyNone 12.3%: 10.6%! 11.2% 1 9.6%j 7J.fl, 1 7.f/"Jo 8.8% 9.01.1 7.5%, 
Pld1tockol11ubaldL1ryS100.0mi1 t8t',4/ 17.7% ', 17.9% '. 15.7% i 10.2%. 9.7% 129% 15...,; 12= 
~:oo:>shs.9:ll83/.cum.,liqu.val$2Sper 19;: 18.5%, 19.3%: 16.7%; 10.7% 10.1% 132%,: 15;~: 15~· 
CommonSlock67.027,931 shares. 2% NMF 1 3.9'1t · 4.8%; NMF; NMF 2.8% 4.9%: 5.1% 

1534.91 
96.81 

282'1,, 
6.1%1 

56.6%1 
37.9% I 
1754.7\ 
1897.21 

6.8%1 
13.6'1.' 
14.6%i 
5.8%1 

2050 
115: 

2!5% 
5.5% 

5&0% 
32.0%' 
2300· 
2310' 
6.5• 

r2.s,. 
15,()%· 
7,0%, 

2115 Revenoet(SmOij 2925 
125 Nl1 ProfilflmHn r9i! 

29.0,. lneome Tu Rite 3d0% 
5.8% Ntl Profit Mualn as, 

54.0% Long-Tenn Debi R1Uo 52.0% 
35.0% C¢mmon e ... ,ut., Ratio 4d0% 

27S0 · Total Capital (SmHI) 3850 
2850 Ne! Plant tSm~II 3l50 
6.0% % Elmtd Toll! C&p'I 7.0% 

10.5% % EemtdNtl Worth "·°" 13.0% 'I.ElmedComEm1jhl t3s• 
6.0% 'I. Retained to Com Eq 7,0% 

m. 1C6%: 80%1 711;4! 116%- 115% m· &1%: 66%, CURti\tf!, POSITION 1994 1"95 UJM6 ...,,c:;'=c:'-,',,"""--,--"-,...C'---'-"--'-'-.,-.:.:C'-"""-"--"""'-,--.:..:.C_---',,'-.,--'-----:c--,,-..,~ 
ca~ Assets 11.5 19.3 57.8 BUSINESS: MCN Corpo,atlCtl is a holdng comoany; tts pmcipal DistributJOn 69'¼ of revenues, 8.J~;, Of ~ratng V'ICOffle; Diversified 

60%! 56"1 S6'% % Aff 0iv'd1 lo Ntl Prof 50% 

Other 532.0 596.2 469.5 subsidiary is Miehig.an Consolidated Gas Coolpany (MichCoo), a Gas Se~ (25½, 12%1: Computer Serviees (6%. 5%}. 1995 
Current Assets 543.5 615.5 527 .3 natural gas distnbUtion company seM"tg 1.1 mil-lion customers il Mici'ICoo gas del.venes 730 b-::1. C1J. ft Office1s & d11ect01s own . 7¾ 
ACds Payable 142.6 217.2 192.3 500 Midligan communilie.s. one-third in DelIOit. Other activities in- of common (3196 Proxy). Chairman & Chief ExecutNe Officer: 
Debi Due 236.1 252.6 161.9 ciU6e e,:plcwatioo and p<oduction, gas storage, C(98neration, gas Alfred A. Glancy m. tnrorporated: ML Add1es.s: 500 Griswold 
Other !86.0 182,5 246,7 maotefng, ecmpo1er services. and natural gas lechnologf. Gas Street Detro.t Michigan 48226. Tetet)he)ne: 313·256·6324. 
Curren! Uab. 564.7 652.3 600.9 h,.,,.,,...,"'=,....;--~-',,'----'-,""-'-''-'-'-':.,....-"-====="'-~~-'-C....,~~~--~~,-1 
Fix. Nv,_ Cov. 316% 342% 284% MCN Corporation's earnings continue capital outlays of about $3 billion, primari-
ANNUAL RATES Put Put Elt'd '93-'i5 to rise at an impressive rate. Excluding ly targeted at exploration and production 
d~/pec$h) 1ovri. Hrs. to'W-'01 the contribution from MCN's recently sold and· gathering and processing operations. 
Revenues • • •2.0% 6.5% computer services company (a 54¢-per- MCN reduces the risks inherent in such 
MCash Flow'' • • 2.5% 9.0% share gain from the sale and 3~ per share an aggressive strategy by investing in 
~~], ·· 4.0% 9.5% ·) • hfir I Ill 'k 'h viy,vu,..., • • 6.5% 4.5% from operations , net mcome in t e st sma I, re ative y ow-ns ventures wit es-
Book Value •· 5.0% 11.5% half of 1996 was up 28% over year-ago tablished partners who operate the project 
CIJ. QIJARTtRLYREVENUES(Smil) Full levels. Part of the increase came from nat- and assume the capital equipment costs. 

endar Mar.31 Jun.30 Seo.30 Dec.31 Ytar ural gas (and oil) production volumes that The company also has an extensive price-
1993 5567 2876 1805 4448 14696 are on a pace to more than double this hedging program that covers the majority 
1994 656:7 212:s 204:,4 ,412:1 1545:a year to about 70 billion cubic feet of natu- of its planned production for the next ten 
1995 548.0 283.1 213.2 540.6 1584.9 ral gas equivalent. Most of the remaining years (with prices rising about 3% a year). 
1996 793.2 356.9 250 649.9 2050 increase came from the company's distri- These conservative strategies increase the 
1997 815 310 215 715 2115 bution utility, thanks largely to colder likelihood that our 3- to 5-year projections 
CIJ. EAAHINGSPERSHARE" Full weather in the utility's service area. will be attained. Still, a significant amount 

endar Mar.31 Jun.30 Sep,30 Dec.31 Year But the stock price has risen even of external funding will be required1 in-
1993 .93 .03 d.19 .47 1.24 more rapidly. It has appreciated about eluding the issuance of about 12 million 
1994 1.16 .00 d.26 .35 1.31 50% since its lows last September. This is shares of common stock through the year 
1995 l.02 .Q.4 d.13 .63 1.49 an unusually strong performance for the 2000, we estimate. So share-earnings dilu-
1996 1.18 .08 d.11 .55 1.10 stock of a company dependent on regu- tion is likely to be a significant factor. In 
1997 f.11 .10 d.08 .60 1.80 lated operations for over 80% of its earn- any case ... 
c,i,. QUAATERLYOM0EHOSPAl08'1 Full ings. We think this appraisal is essentially 

ffldar Mar.31 Jun.30 Sep.30 Oec.31 YNr Apparently, investors believe that correct. But in view of the stock's strong 
1992 .205 .20S .205 .21 .83 MCN's aggressive expansion of its recent price performance and the difficult 
1993 .21 .21 .21 .215 .85 less-regulated natural gas businesses weather comparisons facing MCN this 
199-4 '.215 .215 .215 .. .223 .87 will lead to an acceleration in earn• winter, investors may want to wait for ,.a 
1995 .223 .223 .223 .233 .90 ings growth. MCN plans to double its as- pullback to purchase these shares. 
1996 23.J .233 .233 set base by the year 2000 through total Cranston Paull September 27, 1996 

(A} Based on average snares outstandng. Ex· 
ciud&.s extraordna,y Cllarge: ·ss, 15c. Ex• 
clod&.s non•reet1mng ga111s: 1H'96, 57c. 1995 
quartort,- egs. do not add due 10 eh!nQe il 

Shares outstanding. Next earnngs report due 
mid October.(B) Next_ dNide:nd meeltlg about 
Oct. 26th. Goes ex-dividend N<wember 6th. 
Divodend paymenl dates: about 25th of Feb., 

available. (C) In mul!ooS; adJUSted for stoek Stock'• Price Stability 
Ma.y. Aug., Nw. • _DMdend rerwestment plan I Company', Flnancl11 S1r1ngth 

split. Ptfct GrOWlh Per1l1tence 
Eamlngt Predlctablllty 

A 
95 
75 
60 

To subscribe call 1·B00·833·0046 .. 
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NEW JERSEY RES, NYSE.NJA 28 IP/i 12 8 ( Toi,g: 13.6 )11RElA11YE Q 85 IDNll RATIO , ll<diln:14.0 I\PIRATIO , YlD 5.7% 486 
TIMELINESS 4 a.io-. High:. 14.S, 16.9: 23.61 20.61 21.s 20.9 21.1 , 25. 1 29.5, 27.4 30.5 29.9 ! Target Price Range 
(~rn~) •~~ low:, 12.4, 12.81 14.8! 18.8! 17.1: 17.1 17.0: 18.3 24.01 19.8: 21.S 26.6, 19991200012001 

SAFETY 2 •=:. f------,.,_---•-,-
0

-,h---------+---------------.---------SO 
(&ali!:l~stt:>5l.cfrest) ~ 

rB"ET"'Ami.65W!~lmlli.OOii•rn'""~·"'-t=:='.:==·s::=:'.:===:::::'.====i:========::"'.::===='.=:=========" 19'99-01 •••. ,,, •• , \ . • 1 ------- 32 
Prict Gain "'1R1tu,; . ' \ ' • ·-· _. 1 

,, J 1111 '111•• oi!o4 
• , ,l'I t l •l•'I"'' - - • 

H}gh 40 f-t;45%1 14% ,.1, 1 1,, • ,,-,hllll'll'•II 11\t,Trt 20 
Low 30 1+5% 7% t6 

ln1ider Oecl110n1 hn[;l••~•••;";;'~"'~"'~' ~.,.,:~,•• '="=' ="=•• ··====='====t=====::::;:;:;_:;:±' ==:=========:==::!===" H O J F M A M J J fll ..• , . , . , 10 
blvf O O O O O O O O O - .,.. ''•,•···, •• .... •;,, , · .•• ,. •• ·' 8 
~ 0 0 0 0 3 I O O O •••• · 1,, ,•, •, ·•.. ... ......_, 
1:>Stl O O O O O O O O O . , 6 
ln1tltutlona1 Oeclalona ! I 1 [ ! i ' I i I i 

b &.,- 30 30 29 P'trc.nt 3.0 --;r-;1-

Shldt<j atN 
/ndlea1H 
rlOH• ion 

- . 
WI l2ll mt -I , I , · I .I 1 

~ 47~ 48~ 4J: :1:::J tg 1 
' - , · Options: None 

1980 I 1981 I 1982 I 1983 I 1984 · 1985 , 1986 I 1987' 1988 I 1989, 1990 \ 1991 1992 1993 t 1994, 1995 1996 I 1997 •VALUElmE PUS. IHC.: 99-01 
30.751 29.ni 39.481 41.481 41.33 1 (0.15• 35.12; 30.05: 27.031 2S.02! 24.02: 23,991 25.32· 27.041 28.82' 2s.ss 30.JO/ 3J.45iR1venuuper1h'- 38.35 
2.071 159 2.191 2.20j 2.961 2.901 2.341 2.70! 2.631 2.46

1

1 2.311 2.36! 2.93! 3201 3.46j 320: JJ0I H0!''C11/\Flow"pmh <.JO 
1.201 1.01 1.2111.101 I.S9i 1.351 .691 1.2711.591 1.45 .971 .831 1.64: 1.7211.89( 1.93' 2.051 2.f5iE1rning1penh 8 3.00 
.751 .81 .85 .891 .97i I.~! 1.131 1.20 L2ai t.361 1.4-41 1.50! 1.52: 1.52 1.52! 1.52 t.551 f.60I0iv'd10eCl'dpe11hct 1,76 

2.43 ! 2.78 4.33 ! 4.SS I 6.03 I 5.86 1 6.93 i 7.1)4 I 7.1)4 ! 6.56 ! 6.55 i 4.36 ! 2.9'9 1 3.46 i 3.151 2.66 · 3.15 I 3.'5 I Cap'I Spending ptr 1h 1 4.00 
8.26 I 8.00 8.33 l 8.521 9.261 8.78: 8.61 ! 10.73: 12.40 I 13.641 13.27: 12..85: 14.16 i 14.72 ! 14.461 14.55 15.201 15.451 BookValuapetshO , 19.45 
5.091 6.37 6.SSI 6.75: 6.S9 7.~I 721' 8.96· 10.931 13.181 13.521 13.971 1629' 16.821 17.301. 17.79 18.ISi 17.S0ICommonShaOvtlr 18.25 
a4I 7.6 s.11 7.51 72i 9.8: 20,41 14.71 11.61 13.01 24.01 22.31 12.4; 1s.11 13.01 11.8. Boklf/9'n•u, 1AvgAnn'IP/ER1Ho : 11.0 
..85 .92 .631 .63 I .67 / .SO I 1.38 / .98 ) .96 I .98 1.78 I 1.42 i .75 I .89 .85 i .79, valLIII u,, I R611tive PIE Ratio .90 

9.7%1 10.6'1. 12.3% 10.7'%! 8.5% 8.0%i 8.0%: 6.4%; 6.9%i 7.2%1 6.2%1 8.1%i 7.5'41 5.8%i 6.2%1 6.7%: ~,. IAvgAnn'IOiv'dYMld i OS 

CAPITAL STRUCTURE II of 6l»'i& 2532: 269.2 ! 295.41 329.9 i 32U i 334.9 i 412.3' 45-4.7 i 498.71 454.6' 5501 585i Revenuea(SmUIJA 
1

• 

TotaJO.bt$3l8.lmill. Dueln5Yrl$l51.2mi!. 5.9i 11.21 16.2 17.41 13.9i 12.4: 25.91 30.51 33.9i 35.6! 39.01 40.0INt!ProfillSmiffl 
10/J 

55.0 
LT Debt $303.Smill. LT ln1ffl11$22.0mi1. 30.7% : 34.6% I 34.2% I 31.3% i 31.4% I 31.1%: 30.4% ! 29.3% I lJ.4'4 I 31.0%. 32.0% i 32.~ I Income Tu Rate 
Incl $.2 m~. caprtalizedleases. 2.3% I 4.2% i 5.5% I 5.3"4 1 4.3% I 3.1:4 I 6.3% I 6.7% ·1 6.8%\ 7.8\'. 1 7.1" I 6.8" I Hel ProfitMtrain 
(LTinltre.slsamtd:3.lx; 56.2%; 56.8%i 51.0%1 51.9%1 542%155.3%1 48.9'4; 53.5%1 5-4.3%1 55.7%• 51.5"! 53.S"llong-TennOeblRatio 
totalinte<eSI ccuerage: 2-9:c) 38.1% : 37.8% 1 «.5% i «.7% I 42.7% 37.8% i 4-4.8% i 42.6% i 42.0% I 41.0% · 45.0%1 43.5"1 Common Eauitv Ratio 

Penelon Uablllty Nooe 162.7 1 254.6 ! »l.5 j 402.0 1 420.4 ; 475.0 I 515.2 : 580.9 I 595.8 i 632.2, 610 ! 620 ! Total C1pilal ($mill) 
2652! 321.Si 391.41 ~63.11 533.31 567.0' 592.2, 632.61 640.4'1 596.1: 6201 6-f0lNetPlantfSmilll 

Pfd Stock S21.0mil Pfd Dlv'dSl.5 mdl 

32&% 
I 7,9% 

SM% 
'1.&% 

! 755 
, 725 

' 9.&% 

Common Stock 18,117,156 shs. 
u of 8117/VS 

6.2% ! 6.3% / 7.3'% I 6.1% i 5.8% I 5.3'4 ! 7.4'4 ! 7.3% I 7.5% 7.6%. 8.5" 1 8.5" / %Eemed Toll1Cap1 
8.3".\I 10.2%, 10.8%1 9.0%1 7.2%1 5.8%1 9.8%111.3% 12.5% 12.7%' 13.0%/ 1'.0%:~EamedNtlWorth 
8.0% 1 10.7% I 11.2% i 9.1% I 7.2% i 6.3% I 10.2% 1 11.5% I 12.9% 13.1% 13.5" 1'.S"\%E1medComE1uiN i 

15.0% 
15.&% 

cuR,'IP'I PosmoN 1ixw 
NMFi .6%1 1.6%/ .9'/,·1 NMFI NMFI .8%1 1.6%1 2.6% 2.8%; J.5%1 J,5"1%11,llinedlOComEq, 

\OQ5 6f.l<W6 NMF i 95% I Slo/o I 91% . NMF I NMF I m. I 87% i 81% 79'1,, 76" 7S% I % All Ditdllo N<I Pro! I 
cas'/, 'Xtse1, 2.0 
Other 101.2 BUSINESS: New Jersey Re.sources Colp. is !he hokMg company Enetgf and Paradigm Power does oj and gas expl. atld prod.; and 1.1 14.0 

~:;:: ~~:: Current Assets "'l'o'3] for New Jersey Natural Gas Co., a na1u1al gas utility (352,3n cus-- Commercial Realry and Aesoutoes. ·95 depcec. rate: 2.8%. Esfd 
1001ers at 9/30,'95) in Monmouth, Ocean, and parts ol other N.J. plant age: 8 yeafS .. Has 814 utiftty emplO'jees. 16.300 slockh.'dts. 

Ac,cts Payable 36.2 33.8 46.1 counties. Ascal 1995 volume {383/. Mn, 10% inlerl\lptble lndustri.al Offets. & dir. O'MI abool 8% ot common stock (1196 Proxy). Chair• 
Debi Dus 46.3 18.8 14.6 and electric utility, 52% off-system and cap.acity re~ase): 120.8 bill man and President: Laurence M. Oov,nes. Inc.: N.J. Addr.: 1415 
Othsr 32.5 53.6 61.4 cu. ft Also O'MlS Paradigm Aesourotis Colp .• 'nflich through NJR Wyci«)ff Road. Wall, NJ on19. Tel: 908·938-1480. 
Current Liab. 7Ts.o 106.2 722.f h,N.,---,----;;Re;-----..-, ..c.,-,.ili"'-:---,-. -'---~..,h-'---~-....,..~--....,.---,--d,--.,-.,,..,----1 
Rx. Cho. eov. 245% 251% 254% ew Jersey sources ut ty 1s well aa allowed large-volume in ustrial cus-
AHNUAL RATES p111 Put Eat'd'93-'9S situated. New Jersey Natural Gas distrib- tomers to use the utility as a transporter 
clehai'qll/,petsh) IOYrt. SYn. toW.'01 utes in a central and southern New Jersey of independently-purchased gas. The main 
Revenues -4.0% 1.5% 4.5% territory that is being transformed from a advantage of the shift is that it avoids a 
"Cash Flow" 2.0% 6.0% 4.5% rural to a suburban character, drawing gross receipts and franchise tax, which is 
~t~- 3.o% s.5% B.S% population and business from New York imposed when gas is bought directly from 
L.flYIUOU"" 4.5% 2.5% 2.5% I 
Book Valua 5.0% 2.0% 5.5% City and Phi adelphia, The construction a utility; the utility earns its normal mar• 
Flical OUARTERLYREVEHUES(Smil.) A Full market is fairly strong there and the vast gin on gas transported. Now, the advent of 
l~3~ Oec.31 Mar.31 Jun.30 sep.30 F{::1 majority of new houses use gas ·-ror energy. gas marketing companies is enabling 

In addition, there is a steady stream of smaller industrial and commercial custom• 1993 132·6 189
·5 7:;.7 56·9 454·7 conversions from oil to gas heating, ers to obtain gas in a similar manner. NJR 

1994 136.1 222.8 75.6 642 498.7 ed . art b . .d h bl h · k · b ·di 
1995 126.0 197.2 74.4 57.0 454.6 spurr m p Y msurance cons1 era- as esta is ed its own mar etmg su s1 -
1996 159.7 233.9 94.5 61.9 550 tions. Over the past decade, NJNG has ary, New Jersey Natural Energy, which 
1997 165 245 100 75.0 585 been adding customers at a 3%-3.5% an- enables the company to offer these options 
Flical EARHIHGSPt:RSHARE u Full nual clip, close to double the national aver- to many of its utility customers and to 
Year Oec.31 Mar.31 Jun 30 Sep 30 Flical agej conversions represent some 40% of earn additional profits on those who 
End1 • • Yur the increase. The utility has added more switch over. NJNE expanded rapidly in 
l:JN ·

01 
, . ..,, .w u.~ 1.1.z than 11,000 customers in fiscal 1996 (ends fiscal '96 and should become a bigger fac• 1994 .62 1.37 .19 d.29 1.89 S h 

1995 .65 1.46 .07 d.25 1.93 eptember 30t ), fewer than in the pre- tor in '97, helping raise New Jersey Re-
1996 .69 1.50 .12 d.26 2,05 vious year but enough to add about 1.9 bcf sources' earnings to $2.15 a share. 
1997 .72 1.6() .10 d.21 2.15 to annual throughput. Spurred too by cold This stock is suitable for conservative 
Cal- OllARTERLYOMOEHOSPAID ct Full weather, volumes were up more than 10% accounts. It offers a healthy dividend 

enda, Mar.31 Jun.30 Sep.30 Dec.31 Year in fl.Beal '96. New Jersey Resources is set yield. While NJR is earmarking some of its 
1992 .38 .38 .38 .38 1.52 to report record earnings of $2.05 a share recently generated excess cash to a stock 
1993 .38 .38 .38 .38 1.52 for the twelve months. buyback, rather than to a larger-than• 
1994 .38 .38 .38 .38 1.52 The company is moving to take ad- normal dividend hike, this should give 
1995 .38° .38 .38 .38 1.52 vantage of structural changes in the support to the share price. 
1996 .38 .39 .39 gas distribution business, Deregulation Ben Sharav, CFA September 27, 1996 
,) Fiscal year ends Sept. 30th. 

tB) PM\ary eamngs. Nekt eamirlQS report due 
la.ta Octobef. Exclude.$ oo,1ac. gain (k)ss): '86, 
(18eJ; '88, Se; '94, sc. 

(C)Nextdri'd meetng about NOYember 10. 
Goes ex about December 14. ¾,ptox. ON'd 
payment dates: 1St of Jan., A(,(., Ju~. Oct.• 
Dividend reinvestment pl.an available. 

{D) Ir.elude .. s defe<.red Charges. In 1995: $44.3 , Company's Fll"llncial Strength 
milf;on, $2.49/shaie. S1oek't Prlc. Stabllfty 
(E) In milfiOns, ad;usted lot sloek spll. Price o,owth Ptr1l1l1nc. 

Earnings Prldlctablllty 

. .. 
95 
'5 
60 

To subsc1ibe call 1-800·833·0046. 
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NICOR. INC, NYSE--OAS IRECEITT 
PRICE 34 IP,E 14 2 (T•i•g:lll)1IRELATIYE O 95· lorro 

JRATIO , Mofw,: 11.0 IIP,ERATIO , 'JYLD 4.0% 487 
TIMELINESS 3 """' 
(~'li'J'ff~) """" Low;, 

16.91 
9.5! 

15.81 
10.8: 

16.6i 
10.0i 

16.1 I 
11.6' 

23.o, 
14.8 

23.51 23.7' 25.81 31.61 
17.4 19.4; 19.01 24.11 

29.3 · 28.5' 33.6; 
21.9, 21.8' 25.4: 

I Target Price Range 
19991 2000 12001 

SAFETY 1 ...,.., ,'•,Of• S Ii I 

• , 50 

(Sca:e: I H'9'1i?st b 5 LCll'&SI) 
BETA .70 1100,,.,..., 

., 

••· l!l1il•w•!.- -· 

I 40 

- - - .. - - -: 32 

1999-01 
Ann'I Tottl \ , 

Prie• Gain Relum ,,,1'1, · • 
l.il9h 40 (+20o/ol 8% J1,1u,1•hl' 111 1 11 1 

,, ,. 

low 30 (-10Y. 2¾ 1114 
Insider Decisions .... _.·.. .• c · 
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0 fcccccccc_:;--ccc~cccc:cccccccccc~:.:·:: ·\·"'· .. ~"~:.:'~"~'~ 0":.:'~':.:"'~'~".::-ccccccccccccccccccccccccccc-~--.,.... • 1 lnatllutlonal Oeclaiona ~ s:;:::!t:~M r 3 
bSYy ~ ~ ~ p.,«nl 6.0 : i ... ~ .. Ion 

=.rS:m 231~ 243~: 24,~ :,':;:: ti · i; Options: PACE 
1980 1981 , 1982 . 1983 1984 i 1985 i 1986 t 1987: 1988 • 1989 1990' 1991 : 1992 ! 1993 I 1994, 1995, 19961 1997' OVALUEll/lE Pl/8. ~- ~1 

42.69 ! 46.83 / 4321 i 42.80 I «.17 i 37.74 I 30.48 I 24.25 l 25.46 I 27.37 - 26.52 ! 26.461 28.90 / 31.02 I 31.231 29.42: 35.251 31.45 i Rtwnws persh u.,s 
4.16 5.42 ; 4.51 I 3.00 I 4.07 i 3.34 , 3. IS i 3.03 ! 3.72 ; 3.79 3.86 1 3.92 ! 4.14 i 3.80 I 4.11 : 4.19 i uo I 5.10 I ''Cash FJow" per th 5.85 
2.50, 2.76' 1.65:, .83', t.04i t.36: 1.48) 1.341 1.74' 1.99 1.93: 1.861 1.921 1.971 2.07\ 1.961 2.351 2.45iEarning1pe,1h-' 2.15 
1.34, l.42i 1.481 1.52! 1.521 1.54· .901 .901 .9'4 1 1.00 1.00! 1.121 1.18) 1.22) 1.25: 1.23· 1.311 t.371Dlv'dt0od'doar1hs- 1.55 

8.59--r 13.391 6.961 175i 3.20/ 3231 2.331 2.441 2.98! 2.53 3.001 3.651 3.12 1 2.621 3.341 3.121 1.651 2.5SiCap'ISptndingpttth 2.55 
16.66i 17.631 16.731 15.91 i 10.761 6.58, 8.861 9.30: 10.091 11.05 11.67' 12.281 12.761 13.051 13.26i 13.67! 14.651 15.SO!BooiValutptllh i 11.30 
40.77' 43.311 50.131 52.26i M.ni 56.40 1 59.29! 59.191 59.28 1 59.24- 57.93: 57_301 55.771 51961 5f.54i 50.lli 49.SOI U.751CommonSh10ut1r 47.00 

6.8: 6.61 8.7/ 17.8, 13.lj 10.8 9.21 1021 8.41 9.2. 10.11 11.5! 11.61 14.1/ 12.51 13.11 &«1~•- 1AvgAM'IPJERtlio I 13.0 
.90 1 .80 j .96 I 1.50 I 1.22 .88 .62 I .68 i .70 I .70: .79 I .73 I .70 j .831 .82 I .881 .,.. '-"' I RtlttiYOP/E Rall<> I.IX/ 

7.9% I 7.9% I 10.3'1. I 10.3% i 11.2% I 10.4% 6.6% i 6.6% i 6.4%; 5.5%, 5.1% I 5.2% I 5.3'.4 I 4.4% i 4.8%: 5.0o/i! ~ -AvnAM'IDlv'dYield 1 4.4" 
CAPITAL STRUCT\JRE at of 6l3CW6 
TotalDabt$587.3 mrt ou,lnSYrsS26S.7 milf. 1806.911435.Si 1509.3i 1621.1· 1536.1 ! 1516.l 11611.611673.9/ 1603.41 2015 1480.t' 11451 1825\ Rewnuet(Smill) 
LT DebtS443.9 mtll. LT fnlerHl $30.6 mil 93.0 I -83.7 i 106.1 1 119.9 ' 113.5 i 1Ce.6 I 108.3 I 109.4 I 1C'3.S: 130 99.8 ! 1151 1201 Net Profit (Smim· 
(Total in1eres1 cwerage: 5.1x) 40.0¾ I 37.9'1. i 33.1% , 3.5.9% , 29.7% I 31.1'!. I 31.3"% I 33.1% ! 31.8% I 35.0. 

l1s:m1= = =,=1=:mim1 m 
35.3% i 35.5%1 35.5" 1 tneom, Tax Rat, 

6.6%1 6.7%: 6.6% I Net Pcofil M11nin 
40.2% i 41.5% I MBi-i~&,--i=j-!_l_i i= 

49.1% I 54.9% I 55.8¼ I 61.1¼ . 60.3% i 59.4% , 62.1% I 59.7% l 59.3% I I 59.5" Pen1!on Uabitlty None 
41.5" I Long.Tenn Debi RtliO 

59.0%1 56.0l<i 56.0% : Common E,. .. :.u Rtlio ,ow.,, 1002.7: 10121 I 1011.3 i 1121.7 ! 118<.1 I 1146.1 i 1179.5 I 1151.1: r«o 11652i '2401 1285 I Toll\ Capilll ($mill) 
Pfd Slock SS.7 mil. Pfd Olv'd S.4 mJII. IM5.5 I !Sn.I I 1622.0 I 1582.6: 1641.8; 1732.11 1762.71 1656.2 i 1717.0 ! 1950 tn9.31 18001 1350 I NOi ~1nlflmiO 
lnci. 120,746 and5S,972 Sham of 4.48¾ & 5.0¾ 
cum. ($50.00 pa,), resp&W,'efy. 

10.4% / 10.1% I II.So/. I 13.0% i 11.8% I 10.4% ! 11.4% i 10.8% 111.0%1 10.5" 
~-

1

an 1m11=1=1=1- = -1 = 10.\%1 11.0%1 , '·°" I% Eamtd Tolal Cap'I 
14.3%1 rt0%1 lt0%1%EamedNelW0/1h 

Common S1ock 50,073,401 sha1es 
11011mm 

16.6'1, 14.1'1, 172'~ I 18.0% i 16.611 I 152'1, i IS.I'!, IS.<% I 15.9% I 15J% 14.4%1 16.5" I f6.o,:; I% Etmed Com £t1uitv 
mi= ~IU%1=1us1m m1m1 m 
63111 6ft 5511 I 50% i 55% : 60% ! 6211 6211 I 61% i 56% 

5.0% I 1.0%1 7.0% I% Retained lo Com Eq 
65%1 56%1 56" /%All O!v'da to Ntl Prof 

CURR.El/TL\ POSITION 1~ 1;95 &'3Ml8 
u 11u BUSINESS: NICOR, Inc. operates one of the nation's largest gas N<lltrnlm Natural Cutten! operations inCl TroS)ieal Shlpping subsidi· 

Cash Assets 42·3 26·4 17·8 uti!it~. No/them IHinois Gas Ccmpany. Se,ves aoo..( 1.84 miffioo aN, Quested inland bafgM, 7/86; contract driB""', 9186; Oil and Other 375.7 363.4 253.5 ·, ~.,, •o;:, 

Curren! Assets 418.0 389.8 271.3 customers in northern and wes1em llloois. '95 gas de:live1ed: 530.8 gas E&P, 6.93. Has about 3,400 empk,/ees. "3,765 st~rs. 
Accts Payable 258.4 308.4 242.4 bd, inci. 229.6 td from uansportatlOl'I. '95 gas was (301.2 bcf): Off. and dit. O'Ml about 2.9% of common: F1tst Union Corp., 5.3% 
Debt Due 298.7 248.8 143.4 residential, 76.8%; commercial 19.7¾; in<iuSlnal, 3.5%. Pritj)al {3"00 Proxy). Chrmn., Pres. & C.E.O.: Thomas L Asher. Inc.: IL 
Olher 45.3 68.S 65.1 supp,ying pipelines: Natural Gas P'ipefne, Midwestern Gas, and Addr.: 184-4 Ferry Road, NapelVl!hl, II. 60563. Tel: 630-305·9500. 
Cuuenl Uab. 600.4 625.7 450.9 h,..,~'-'"'--'-~--~.~d,....c~b,i,1-'-'c.:.;-'--.:.c::.::,:......c=:..:.:;.;..:.==:;:.====,i,.-"-=== . .;,,;,;,;;.....,.j 

~ho. ne expect a cons1 era e advance in ny to keep tight reins on its operating and 
Fix. c · Cov. 450% 432% 490% NICOR'• 1996 share net over laet · C t' d tr ANNUAL RATES Put Put Ett'd •93-•os mamtenance expenses. on mue s ong 
dd-angelpeuh) tOYrs. SYn. to'gg.'OI year's level. The bottom-line gains can be economic conditions in the eastern Carib-
Revenues -3.0% 3.0% 6.5% primarily attributed to the $33.7 million bean ought to allow Tropical Shipping to 
"Cash Flow" 0.5% 1.0% 6.5% general rate increase granted by the II- make its usual income contribution. 
Earnings 6-5% LO% 5·5" linois Commerce Commission earlier this NICOR's stock price has risen more Dividends •2.0% 4.5% 3.5% ffi 
BookValue 2.0% 4.0% 5.5% year, e ective April 11, 1996. Third· than 20% since our June report. The 

Ca> 
OUARTERlYRfYEHtn:S(Smil) Full quarter income comparisons, in particular, jump likely stems from strong operating 

tndat 
1993 
1994 
1995 
1996 
1997 

Mar.31 Jun.30 Seo.30 Dec.31 Year stand to benefit from weather-adjustment performance throughout the company and 
~;;-+':=,~-'c,"7c...:;~c--~~b=:- of rates, which were also part of the April growing investor speculation on gas and 

672-6 278,0 185·5 537·8 1673·9 ruling. This adjustment shifts revenues electric utility mergers. Both gas and elec~ 780·3 267·6 IS6.0 395.5 1609·4 from the cold heating months to warmer tric utilities face increasingly deregulated m:: ~:~ ~i1·1 m~ ~:.·1 
periods. Tropical Shipping's contribution environments, and mergers serve as one 

740 350 195 540 1825 to share earnings should improve as means of dealing with the resulting 
=,~""E"'ARll""'~"Gs"P"'ER"'SIIARE""""',.."'"-t=Fu~II-; Caribbean hurricane-recovery supply ship- growth in competition. NICOR's solid op• Ca> 

endar 
1993 

Mar.31 Jun.30 Sep.30 Oec.31 Year ments are replaced by traditional, higher- erations and balance sheet make it a 
riiii:rl-,,i,'-.c..c.-,,30,-=,i,'-...c.c-ici-+'i'ii7;-J margin cargoes of tourist-related goods. noteworthy candidate for such a combina-

·83 · ·16 ·68 1.9 This subsidiary already provides $15 mil- tion. 1994 
1995 
1996 

·
95 

·
30 

· 1
4 

·
68 2

·
07 

l1'on to $20 m1'll1'on of ~-. cash flow, wh1'ch Thi · · 11 't d • in .80 .34 .12 .70 1.96 11~ s issue 1s we sw e 1.or come-
.90 .50 .25 ,70 2.35 equates to approximately one-fourth of oriented investors. Due, in part, to the 

1997 

Ca> 

.95 .50 .25 .75 2.45 NICOR's dividend. aforementioned price activity, 3- to 5-year 
=c..+....;;Q\Jc:AIITE=~Rl"Y:;.DMO=Ell=osc.,P~Al~D;c'""-!-'Fu"l'-II In 1997 and beyond, share-earnings appreciation potential is below average. 

Mar.31 Jun.30 Sep.30 Dec.31 Year growth should occur at a slower, NICOR's healthy cash flows and financial endar 
1992 fiiii:rl-,_25s.--."2S"s~°".2S=s-"'.2S"s+":1_'f17;; more-normal pace. Such bottom-line ad- strength, however, indicate that· the com-

.295 .305 .305 .305 1.21 vances will likely be driven by the utility's pany should be able to maintain an above• 1993 
1994 .305 .315 .315 .315 1.25 sustained customer growth, as well as by average dividend yield. The stock also 

.315 .32 .32 .32 1.28 its market-share dominance in the space- holds our highest rank (1} for Safety. 1995 
1996 .32 .33 .33 heating market. We also expect the compa- Oscar L. Vidal September 27, 1996.-

(A) Based on prima,y eam~s. El:ciudes non• 
rewrnng items: '84, d$4.56, 85, dS-3-43; 
'86, S1.53; '89, S.07. ExC:•Jdes items from OIS• 
cootflued ope,atioo$; '85, d78t; '93, 4t. 

Next earnings rePort doe la!e October. 
(8) Next dr-ld meetng aboul Dec. 15. Goos ex 
approx. Dec. 22. Appcox. Ort'd payment dates: 
Februa,y 1, May t, August 1, November 1. 

• OMdend reiwestmeot plan available. 
(C) In millions, adjusted for S!oek sp!j. 
(D) Ouarters may not add due to d1ange-s in 
shacas OUIStandV\g. 

Companv't AMnel1I S!rtngth 
S1ock.'1 i>rlce Stability 
Pelee Growth Peral1t1nce 
Eamfnge Predlctablllty 

A+ 
100 
65 
95 

Faciu_al mal9rial is ootah)d ltom_ ~ ~ to~ rtuble. bul lhs ~ is OOl r8.S!)OOSlble I« uiy em:..-s o, om:s.siCns C(l(!l.&An&d hectin. Fet tie coo-
lldenul use ol sobscnoffl. R~. COfl'(t'lg, ard dis~ by pet!'l\$$IOI\ «t,. ~ng,'111996 by v~ line ~. ~. ~ Reg. TM-Va.w UM, Inc. _ To subscribe call 1·800-833-0046. 
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N,W, NAT'L GAS NDO-NWNG 
IRECEHT 
I PIIICf 24 IP/E 12 6 (T•iog: 1a)\IRELA11YE Q 84 IOIV'D RATIO , 11,di.is ltO 11 P/E RATIO , YLD 5.0% 488 

High:: 
Low:• 

13.51 
10.7' 

16.8: 
12.41 

16.81 
11.21 

I 

14.51 
12.81 

1;.<r.MII I I \ I 

17.9i 
12.Si 

17.9 
13,9 

22.31 22,7 L 

16.51 17.21 

: 

25.81 24.3, 22.81 
19.01 18.8, 18.31 

I . 

' 
' 
I 

24.5 i 
20.8 f 

3-fof-t ,olil 

.. ---

i Target Price Range 
1999 t 2000 12001 

. i .. .. 
50 

•• 
: ___ ...... -; 32 -- , . Priot G&ln Rttum , .. 1 24 

Hlgl, 30 (+25%l 10% 1 I J 
1111 

20 
low 20 (-15% 1% I 1 111 

.. '. I 16 
ln1lder Oecl1lon1 ,,, --"i111 1111 • ' 1 ;_,,,, .. , .. •,· 111 ' 1 1 i I I _ 12 

.,..., -~ ~ ~ ~ ~ ~ ~ 1 ; l,u' ! , : I .• • . __ '•• .,. : .. I " ! ' l~ 

1""" ,~;,,.,·~·i.j,' J0.,,
0w·~·w0..c2!.t~::1· ""'··~:-;,'-· ·i·•...,,:-:-:t--tc:c-"-'-·,··_·_· ·"· t:-::-::-:--:::-:::··:::· ·:--:-::t'· -·-· ·,··_·__c··_c·.c_··:·~-~-·-· ,--;---;.;;;;;;;..~T= • h"w o o o o 1 o o o o ...•. - i •• ,

1 
•- ••• 1-.· , ...., , 1 1 , : , sMc11<1 ., .. 1 

lnaUtutlonal O&el1lon1 ! I I r,..._ R.lllr..'11 PriC-a Str.lYtlt\ ! 1 lndlcatu ! 4 
~J,g,]li!llf I I i,i I I ! r1ce111onl 

b~ 37 33 30 P1rctnt 11.0 1 , 

~~-- 2a 26 26 ,M,., ,.o 7ttr.fllr . 7n[ 1., , 11 1 • 
,...._ 6187 6376 6515 trao.d 3.0 ~ lgIIIll Oplions: None 
198-0 1981 1198211983 119841 19851 19861 1987 ! 1988 I 1989 I 1990 I 19911 19921 19931 19941 19951 1996 i 1997 •VALUEl~EPUB.IHC. i W-01' 

2826 29.50 29.61 27.54 29.95 27.871 20.591 19.691 17.39 IS.22i 17.021 16.741 14.10118.15 1UJI 16.02 11.201 11.SOiRtvenuetperth 1 21.00 
1.79 2.00 2.05 2.07 226 2.451 2271 2.381 2.79 2.85! 3.22 2.57 .. i 3.74 lSOi 3.41 J.60 J.75l"Cnhflow"persh ! 4.50 
.93 l.l I 1.15 1.07 123 1.4-0 I 1.16 i 1.20' 1.33 1.581 1.62 .67 .741 1.74 1.631 1.61 1.35 f.90! Eaming,per 1h A ' 2.20 
.73 .83 .85 .87 .92 .97 t.021 1.04 1.05 1.071 1.10 1.13 1.15 1.17 1.17! 1.18 t.20 f.21\Div'd10ecl'dper1h 8• i 1.35 

2.75 2.62 2.(11 1.811 2.46 2.54 I 2.19 I 2.11 2.82 3.361 3!5 3.58 3.131 161 4.23 ! 3.02 3.50 1101 C1p'I Spending per sh i 3.10 
8.63 9.02 9.25 9.42 9.75 1023! 10.441 10.9'2 11.25 12.04! 12.61 1223 12.41113.08 13.6.31 14.55 25.25 f6JOIBoolcVafueperthC 11.15 

11.87 12.18 12.69 13.22 ! 13.94 14.79 I 1529 I 15.69 I 15.96 I 17.14 • 17.41 17.68 1 19.461 19.n 20.13: 22.241 22.65 23.05, CommonShs Outsr 24.00 
9.9 6.8 6.6 7.9 7.6 8.6[ 12.31 11.81 102 9.81 10.21 28.1 27.01 12.9 13.01 12.9! Bold1SgU"1•111 iAvgAnn'IP/cR1tio 10.5 

1.31 .83 .73 .67 .71 .70 .83 .79 I .85 .74 I .76 1.79 1.641 .76 .SSI .861 v.iwii11 I Rel1tiveP/ER11io .$0 
7!1'1. 10.9'% 11.3% 10.3% 9.8% 8.0% 1 7.1% I 7.3'% I 7.7% 6.9% I 6.7'1. I 5.9% 5.7% 5.2% 5.5%: 5.7¼i ~ IAvgAM'IOiv'dY.e!d 5.3" 

¥:rr~'tl=~~:.E ~!~~ St04.0 mitt. 314.9 / 308.9 I 277.6 200.9 I 296.3 I 295.9 ! 274.4 3.58.7 363.3 I 3&6.3 3901 4101 Revenoes(Smilij 500 
LTD1bt$253.Smil LT lntirnt $21.0mill 19.6 I 20.5 I 23.7 28.4 I 30.7 I 1U I 15.8 37.7 3.5.5 i 38.1 44.0 (6.01 Net ProfltlSmilll 55.0 
Ind. $11.9 mil 71/.'t. dehs. dt!al'l/12, aach COffl. 47.7% 1 41.9% I 3.5.4'!. I 35.7% I :):).7% / 13.911. ! ll6% 37.0% 36.6% i 36.8%. 36.0% I 36.0% I lneom1 Tu Rite 36.0% 
i"ilo33.5 com. shs. al $29.85. 6.2% I 6.6% 8.5% I 10.911. I 10.4% 4.9'% I 5.8% 10.5% 9.6% ! 10.7'1. 11.3% I 11..2'% I Net ProfitMuciin H.O" 
(1.Tnl.1re.s1 eam&d: -4. Ix; !Ola! interast 44.3'.4 I 45.5% I 45.8% ! -47.9% I 46.1% I 50.6% 1 46.1% 47.5% 47.9'% 1 43.5% 44.S" ! 44.5" I Long-Term Debi Ratio 46.0% 
OOY11rage: 3.9x) 47.9% I 48.1% i 45.1% ' 44.8% i 47.0'f. ! 432%. i 43.9"4 45.0% 45.1%) 50.3% 50.0% I 50.5" I Common EourtvR1tio I 50.0% 
Ptnslon Uablllty None 333.3 ! 556.3 I 39-8.0 I 400.8 ! 466.8 I 500.3 I 550.3 575.2 007.7 ·1 6'3.3 690 I 7451 Total Ctpil.ll f$mil0 ! 900 

358.21 374.61 439.3 1 505.41 545.6 I 553.0 I 575.0 606.9 654.3 697.2 7201 7651 NetP11nl/Smill} I 900 
PfdStock$38.7mi1. PfdOlv'dS2.7mlll 8.3% i 8.1% 8.1% i 8.3% I 9.0':f. I 5.1% ·1 5.0'4 8.5% 7.6'% 7.7%/ 1.0% ttl'%l'I.ElmedTolalC1p"I ! 40% 
lrd. 65,323 shs. $2.38 {Red. Val $27.38) ea. Ci. 10.6% 10.6'% 11.0% 11.8% / 122'1. I 5.8% 5.3% 12.S'ft 11.2% 10.5%/ 11.SX 11.0% I% EamedNtt Worth i H.5" 
inlo2.4&shs.al$10.t0ash. 11.0% 10.911. 11.8% 12.4%, 12.8%1 5.5% 5.5% 13.2% 11.8%. 10.9%1 12.0% 11.5"l%EamedComEnuitv 11.5" 
Common Stock 22,315,022 shs. ,.._ 
{adj.for 3-for,2 aplfl M-H.) 1.3% 1.5% 2.6% 4.0% ! 4.l'lt I NMF I NI.If U\ 3.3% 3.0,.1 4.0% 4.0% !% Rel.linldlo...v<u Eq f 4.5% 

89% 8S'4 81% 11% I 11% I tlMF tlMF /(fl, 14% 74% 68% 68%l%Allotl'dsloffolProf 65% 
CURREIIT POSITION 1~ 1ggs 6'36'96 1-::-===----c~--:~--:-::--::-~,-;-~-~-~..,...,....---:-'---,;--,---,--,-,..,---,.,.,~-,-,--; JJ;t.;I BUSINESS: Northwest Natural Gas Co. <iStnbules natUlal gas at lion rights on Northwest Pipe&-.e system to bring gas to ma/XII. 
Othef els 8J·l 5~·X J·: retai to 90 oommooitias, o4t&,005 eustetners, in Oregon (96% of Has loeal uodergroood storage $'/Stem. Revenue mo:: resldential A 
Current Assets ~ 55:5 '57.6 revenues) and in southW&st Wash~on stale. Pmcipal cities oommerci&I 76%; ndusUia~ Wt,; ttansportatoo and other, 8%. 
Acds Payable 48.5 30.2 36.2 se,v&O: Portland and Eugene, OR; Vancouver, WA. Service arsa Employs 1.288. Has 12,293 commoo Shlhldts. Chief Exec. Off.: 
Debt Dua 5-4.7 44.2 53.3 population: 2.4 mifm (77% in OR). C«npany btrjs nearly aw of its R.L Ridgley. President A.G. Reiten. Ir.corp.: Oregon. Address: 220 
Othet 22.9 24.2 23.8 gas supply lfom Ganadian a!ld U.S. producets; has firm transport a- N.W. Seomd Ave., Portland, OR 97209. Telephone: 503·226-421 t. 
Cumiot Uab. 126.1 ~ 113·3 Northwest Natural Gas is running its vehicle. NNG hasn't had a formal rate in-
FIX. r.oo. Cov. 23

7% 
275% 32

0% business on a smooth course. The Pa- crease since 1989 to recover investment in 
ANNUAL RATES Pait Pait EE•l'd 'Q:3-'tS cific Northwest economy is humming along gas plant. In a practical sense, the utility d~toenh) 10Yn. SYrs. toW-'01 
Revenues ·5.0% 1.0% 3.0% nicely as high-tech industrial development hasn't needed higher tariffs. Back then, 
MCash Flow" 4.5% 4.0% 4.0% in the region increases employment and regulators set a 13.25% return on equity. =ue li~ t! !:!~ i:.~~=~!:ng~~ti!1~:n~1!:re

1d~~n:;~ rh~t ~aj~;h p\~t r:d~it~~~r !~d~n'\nco;;:~ 
high rate of construction activity, which is ensuing years, the fast-growing customer 

1
~ u:.3f~!:~;i1s~31 ~:~~ the foundation for utility growth. During base (plus a strong assist this year from 

the past several years, with natural gas in colder weather) has generated enough rev-
1993 128.7 61.8 47.5 120.7 358-7 the region priced more competitively vis a enue to cover fixed costs adequately, leav-
1994 128·5 66·5 48-5 124·8 368·3 vis the cost of electricity and fuel oil, NNG ing a satisfactory profit for shareholders, 
1995 125.4 11.0 48.6 111.3 356.3 h b ti ·ts · to t f Th ·i·ty' all t ·ty · 1996 137.6 71.9 51.0 129.5 390 as een connee ng 1 roams mos o e ut1 1 s over re urn on eqm m 
1997 145 75.0 55.0 135 410 the new construction. This year, it is get- 1996 may be only a little more than 11.f,%. 

ting 90% of the newly built homes and But that would exceed today's industry 
C11- EARH~GSPERSKAJlEA Full f 

tnd1t Mar.31 Jun.30 Sep.30 Dec.31 Yu, commercial/industrial facilities in the norm, which is in a range o 11.0%-11.5%. 
service area. Notably, construction activity In effect, NNG is slightly better off at this 1993 1.21 .to d27 .7o 1.14 is contributing only about two-thirds of juncture without a rate order and can ~= :~ :~ ~~ :~ ,t~ NNG's customer additions in the high- maintain a growing dividend. The current 

1996 1.02 .21 d.11 ,73 1.85 margin, space-heating category; the rest is yield matches the gas-equity average. 
1997 1.08 .11 d.12 ,71 t.90 coming from the conversion of fuel•hurning NNG has modified its accounting to shift 
CtJ. QUARTIRLYOO'IOEffOSPAl)B• Full facilities to gas heat. In all, the customer more of the pipeline's fixed demand 

tndar Mar.31 Jun.30 Sep.30 Dec.31 Year roll continues to grow very fast at more charges to the coldest months of the year 
f-'ii1992cii'-+_""286cr-'i_28,,7,c.-c._"'286cr-'-i_28" 7i-'--l-'i1.'i'15i--l than 5% a year. And this distributor still when revenues are highest; this change has 

1993 .287 .293 .293 .293 1.17 sells to only 40%-45% of the local space- no impact on annual earnings. Also, all 
1994 .293 .293 .m .293 1.17 heating market, leaving it ample room for per-share data are adjusted for the 3-for-2 
1995 .293 .293 .m .l> 1.18 further market penetration. split on September 6th. 
1996 .30 .l> ·,30 The stock is a good-quality income Gerald Holtzman September 27, 1996 

(A) Based on ave,age shares outstantmg. Ex• Drv'd payment dates: aboUI the 15th of FebnJ. lions. (E} Assumes full dilution 3 10 5 years ; ~ompany'• FIMndal Strength 8++ 
dudes non,ecurring gain: '87, 27e.. Next aam• ary, May, August, NOYember. • Divider.d rein-- hence. (F) Ouarte":( eamngs do not sum to Stock's Price Sttblllty 90 
ings report due late Oct. (B) Ne.rt dMdend vestmenl plan avaiable. (Cl lndudes intangi>1.e year's lotal due lo issuance CX adcWonal Pdet Growth P111l1ttn01 55 
m&etng aboul Oct. 3. Goes ex atxxrt Oct. 18. asset,. In '95: $43.5 mi!., $1.95/sh. (0) In mil- sham.. Earning, Prtdlctablllty 20 
F~ malarial it ob!uled tcm. sou:t:M btiri'td lo bl rtiablt, t:ut the ~ is nol r~ IOf 'Inf I/TOtl Cf OITilsicns CClfDlh&d hertn f(,t f')f coo- ' I • ' I I ; I I 
6dn.&I use ol $Ul::isui)erl. Rep,-i'tn9, COj)'(rl'jl, ud oisttiution by pemiMlon ortf. ~ 19915 b'f VUJI line P\bbhing. ~ e RIQ. TM-VWI I.roe. Ire. ' ' ' ' 

SCHEDULE FJH-12 
Page 23 of 29 



ONEOK INC, NYSE-OKE 1REC!IIT 
PR~E 2alioo 14.1 (=m)l~f~ 0.94l~l 4.4% 489 

TIMELINESS 3 ,...,. 
(~~11&.-)3 
SAFETY ,,..,. 

High:: 
Low: 

(Seu: 1 tt¢e~ 10 5 ~~) 

BETA .8-0 1100. '"""' 

16.91 
13.91 

17.91 
13.6i 

22.0i 
7.J! 

-:c,h 
' \ 

1999--01 

Priet Gain Rttvm ~,,.,, , 1'Ti';f1 111" 

. 
Ann'I Total ,1'\ill· 

9.91 
4.8! 

\ 

High 40 (+45%} 13% ""1 

Low 30 (+5%) 6% --:-;; 1 

lnalder O&cialon• . • 111• llj.,1 
"HOJFMAMJJ •• ···• •• • .. • ••• I.I' 

11.0; 
9.3! 

16.51 
11,9 

• 
• 11111 

. . : ·. 
~ gg~JgggJg : / \II" i •••• •• 

16.91 18.9 i 26.31 
12.s 1 1,.0 I t7.6! 

' 
' 

; 

1lf II· 

.·. . ... 
•'' l 

20.3 I 24.8 I 28.9 I 
15.81 17.11 20.01 

' 

·- 1•1 
•I!! ,,, ...... 

' 

. '., ... ·• ... ·· 

Target Price Range 
19991 2000 12001 

I 
50 

"' ' 32 
- - - :-- - - -1 

' 24 

; 
20 

I : 16 

12 
10 

I ' • ' 
H"r,;'"iTI,iiiO~O;;iOro;O;;Oi'i.;O;;;O;-"Oc.,oq_ __ _':' c~••"_:'~"''._'' "'.'.:'':'"9"S"""._"_:__• ,;._;·_:·_:__ ___ __j __ :___c...._ _ __;_ _ _,l __ '---______ Shldtd ., .. 

lnaUtullonal O&cialona i !ndlcat11 

I • 

f-- 3 

I tl]1~~ 11;: iii I ACHlion 
ae,,,, 57 55 65 Ptrc.nt 12.0 

~~-- !24~ 123~ 1~ ~::::: ::g 1 
,I ,. 

1 
- - - r I OpUons: PHLE 

1980 t 1981 : 1982 11983 1 1984, 1-985 : 1986 1 1987 I 1988 : 1989, 1990 i 1991 1 1992 I 1993 i 1994 i 19951 1996 i 1997 ~ YALUELIHE PUSR IHC.: 99-01 
41.10 i 51.73 I 47.27 I 42.76 I 44.91 , 38.88 ! 26.68 I 20.93 I 20.37 I 22.43 I 25.09 I 25.90 I 25.43 l 29.631 29.69 \ 35.161 43,50 I U.35 I R1venue1 per sl'I A 5U0 
2.941 3.35i 3.861 2.791 3.58) 321i 2.56i 2.181 2.48! 2.-451 2.51! 2.nl 2.97! 3.231 3.25! 3."31 4.251 HOl"Cnhflow~pe,th 5.50 
1.91 2211 2.441 1.261 1.731 1.5-0i 124/ .681 .761 1.291 1.211 1.33! 1.211 1.431 1.34! 1.58! 2.001 2.051Eamingtperth 8 2.60 
.95: 1.051 1.151 l.20i 1.24• 1.28 1.28! l.281 .64i .481 .761 .821 .961 1.00i 1.111 1.121 1.181 l.2210iv'd10aci'dper1h°' US 

3.091 5.021 7.657 3.101 2.-4-31 2.811 2.661 l.171 .87. 1.5Si 2.64i 4.321 2.621 3.241 2.m 2.nl 2.001 2.20iCap'ISp,uldingpenh i' 3.50 
11.11: 12281 14.27114.2S1 lUO! 14.811 12.361 11.221 11.341 12.111 12.s1i 13.031 13281 13.631 13.881 14.381 15.25i 15.90!BoolcValue~sh 0 11.15 
20.92 i 20.98 1 23.68 2-4.76 I 26.02 ~ 26.99 I 27.62 i 2$.04 I 28.05 I 27.57 i 26.63 : 26.62 i 26.63 I 26.63 I 26.691 27.02 I 27.251 21.40 I Common Shi Oullt'n c ' 21.00 

6.1. 8.01 5.8 10.Sl 8.Si 10.01 12.21 25.81 12.71 8.5i 12.01 10.81 12.91 14.31 14.01 11.9! 12.1: .AvgAnn'IP/cR1tio ! 13.5 
.81 .97i .64 .691 .791 .811 .831 1.731 1.1)51 .641 691 .691 .781 .641 .921 .811 .751 :Rtl1tivoPIER11~ 

1
1 1.115 

8.1% i 5.9'4 I 82% 9.1% 1 8.4%: 85% I 8.5% I 7.3% I 6.~ I 4.3% i 52% i 5.7% I 62% 52% I 5.9%1 5.9%1 4.9¾1 !AvgAM'IOiv'dYle!d -4.1" 
CAPiTAL STRUCTIJRE III of 5/Jf/96 
Total Debt $392.l mill. Due Ins y,1 Sl 2t.O mill. 736.8 l 587.0 I 571.4 i 618.31 668.0 i 689.S i 6IT.1 I 789.11 792.4 j 949.91 ,;_~II 
LTOebtS336.8mli. LTlnt,rutS30.Smrll. 19.1% i 20.4%: 22.l¼ I 18.7% I 16.8% 1 17.8% i 19.3% I 18% i t8.0%i 16.4%1 q,..,,.. 

12151 RavenUIS(SmilijA 
16.0% 'o.-&,,1; ..... 1,1.,oin 

65.0 I D,j>roetation (lmij) 
56.0 I Nit Plofii1$1NIO 

1150 
IU% 
~o 
13.0 

(total i11e1es1 oo.'etage: 4.5x} 36.S i 42.1 i 48.3 1 312 I 34.3 I 382 I 4-6.8 I 48.0 I 5').91 5-0.41 62.0 I 
(«% Gt Cap'!) 34.S i 19.4 I 21.7 I 36.6 i 33.0 t 35.91 32.6 I 38.41 3621 42.8 I 55.01 

Pen,ion Uebitlly $42.3 in '95 vs. $48.6 in '94 
46.8% 1 492% I 13.9% i 39.1% ! 38.0%, I 37.8% I 36.7% I 3.5,1% I 36.8% I 37.2% I 31.0% I 
=i=1=,=1-i=1=l=1 =1=1 =i 38.0% : Income Tu Rate 

4.6% : Net Profit Marnin 
J&O% 
t0% 

Pfd Stock S9.0 mill. PfdOlv'dS.43mi!t. 73.01 68.Si d.56.61 d.56.91 d12.71 ~-81 56.SI 42.41 20.81 20.11 '5.01 
(1% ol Cap'! 313.7 i 287.0 I 2322 I 14'.5 ! 2162 i 282.9 I 31!I.0 I 375.9 I 36291 350.91 :U0I 

50.0 I Woroll<j Cap'( (SrNIO 
3601 Long-Term Otbt($milij 
4'51 Nol Worth 11,,;m 

&5.0 
450 
535 350.3 I 323.7 327 2 I 342.8 I :U22 I 355.8 I 362.6 372.1 I 379.51 397.61 1251 

CommonStock27,218,343shs. (55¾o/Capl) 8.1% I 5.8% I 6.9% I 10.1% I 7.9% I 7.7% I 6.6% I 7.5% I 7.1% I 7.8'1.I 9.0% I 
9.8% I 6.0'1, I 6.6'1, I 10.i''I, i 9.6% i 10.1% I 9.0% i 10.3'1, 9.5% I 10.8% i 13.0% I 

9.0% I% Eun&d Total Cap'I 
12.5% I% EamtdNet Wortl'I 
5.0% I% Retained lo Com Eq 
60% I 'Ii All Oiv'dt lo Net Prof 

9.5% 
13J% 
5.5% 
5611 

NMF i NMF i 1.0% i 6.9% I 3.8'1. l 4.0% 1 1.9% I 2.7% I 1.7% I 3.2% I 5.5" I , ... , ... 5131/96 CURREIIT POSITION 103'/, i NMF I 85% I 38% I 62'/, I 62'/, I 80% i 75% I 83'/, I 71% I 59% I 
~~:,i; BUSINESS: ONEOK Inc. &ngages ti the transmission and distnbu• 4.5 12.5 36.0 

49.1 81.8 103.3 
94.5 82.1 63.9 
21.2 17.7 41.5 

Inventory (Avg Cs!) tiM of natural gas (87¾ of assets. 86o/o ol net operatiig iocome in 
Other 199S) lo 724,000 customers in 294 communities ii Oklahoma. Also 

169.3 194.1 244.7 Current Asse1s produces od and gas tor Cs OYITl account (esrd Pf8lax present value 
44.2 58.2 91.7 
64.1 68.2 55.3 
40.2 47.6 44.8 

148.5 174.0 191.8 

Acds Payable ol 1eserves Sl'Jl/95: S64.2 milioo) and natlJtal gas ~uids. Utilil'f 
~,oue revenue mix: 1esidenli.ll and comme1eta1. 67%; ilduslrial. HI¾; gas 

Cuneot Uab. More responsive regulation seems to 
~AN=N.:U.:AL.:RA=TE-S--P,-t1.:.:.::::_P_a.:,t1:..:::Et1:..,'_d...:,.,_.:::,,::.J5 have given ONEOK's utility an operat. 
ctctangelpeuh) tOYrL SYra. toW-'01 ing upgrade. The company likely lifted 
Revenues -3.0% 7.0% 8.5% share earnings for fiscal 1996 (ended Au-
~cash Aow" .5% 6.0% 8.5% gust 31st) off the long plateau they had 
~~.""' .. , ':',·.~ G.0% ro.0% been trending along since 1989. The vmu u,o 12.0% 4.5% h 
Book Value --0.5% 3.0% 5.0% c ange of pace was propelled by an im-
Flsul QUARTERlYREVEMJES($d.)A Full proved rate design accorded the Oklahoma 
l~~ Nov.30 Feb.28 May31 Aug.31 F.}::' gas utility in June 1995. Lower tariffs for 
1993 159.5 313.9 1a7.5 1282 789.1 industrial users give the gas system a pric-
1994 1n.2 295.4 190.5 129.3 792.4 ing advantage, enabling it to hold on to 
1995 166.3 287.4 304.5 191.7 949.9 these high-volume customers and to sign 
1996 238.5 464.7 289.7 192.1 1185 up new ones in the face of competition 
1997 240 455 310 210 t2t5 from other gas marketers. ONEOK may 
Fltc1I EARHIHGSPERSKAREAS Full reeover its fixed investment in gas plant 
l:f. Nov.30 Feb.28 May 31 Aug.31 F.}=:I through an increase in residential tariffs. 
1m .22 rn .10 a.~ 1.-4:: This increase, however, has been balanced 
1994 .29 .98 .21 d.14 1.34 by lower charges for gas supply, an adjuat--
1995 .29 1.05 .33 d09 t.58 ment on which the utility records no gain 
1996 .31 1.42 .42 d.15 2.00 or loss. Regulators, in the most reeent rate 
1997 .34 1.31 .45 d.12 1.05 order, haven't stipulated an allowed re-
Ca~ QUARTERLYDMOEHOSPAJO°' Full turn on shareholder capital. But state 

,ndar Mar.31 Jun.30 Sep.30 Ote.31 veer oversight will make certain that system 
1992 .25 .25 .25 .25 1.00 earnings are fair to its captive customers. 
1993 .27 .27 .27 .27 t.08 Nonregulated activities have gained 
1994 .28 .28 .28 .28 1.12 more profit potential, ONEOK has de-
1995 .28 .28 .28 .29 1.13 veloped a marketing operation that gives 
1996 .29 .30 .30 it the opportunity to turn a profit as a non-

transportation secvice and otM,. 14'',, Has frie IJOOergrouod 
storage faciliUes. Est'd labof costs. 13% « reveri~s. Has 2,001 
employeas., 11,563 common shareholdars. Office1s and clitedou 
O'Ml 2¾ ol lhe oommoo shares; instrtution.s, 12.So/, (1m5 proxy). 
Chtmn. & C.E.O.: LW. Brummell !ncorp.: Delaware. Aodreu: 100 
West Fifth St., TU:sa, OK 74103. Te1ef)hroe: 918·588·7000. 

utility dealer in gas supplies. The company 
buys gas from producers in the field and 
resells it to customers in local or interstate 
markets at a markup for profit. Prices are 
set by the marketplace in a competitive 
environment. In fiscal '96, earnings from 
gas marketing rose sharply, helped by a 
jump in prices at the wellhead. The vola­
tility of field prices, often influenced by 
weather, fogs the outlook for gas market­
ing in fiscal 1997. Still, ONEOK is work­
ing to maximize its long-term earnings 
potential from this business by turning it 
into an integrated operation, that is, by ac­
quiring gas reseives situated near its own 
pipeline system. 
ONEOK's ambitions in the nonutility 
arena accord this stock, traditionally 
an income vehicle, some speculative 
appeal. The issue, now valued at a record 
high, is apt to perform as well as the year­
ahead market. Its 3R to 5Ryear appreciation 
potential is hard to call. But with the utili­
ty serving as ONEOK's earnings mainR 
stay, dividend growth should help to un­
derpin the price of the shares, thus balanc~ 
ing the risk of holding the issue long term. 
Gerald Holtzman September 27, 1996 

(A) Ft.SCal year e. nos AoQ. 31.st. (8) Bised oo Goes ex about Oct. 23. OMdend paymoot del'As. In '95: $168.9 mill, $6.2~sh. (E) In mt-;~nv'• FIMnelal Slttngth 8+ 
average Sharas 01.1.stancfog. Exel non1ecu1mg dates.: ab:>ut the 15th ol Febnmy, May, Au• fions adi,lsted for stock spfd. Sloek't Prlct Sllblltty 80 
charge: '85, 10:. Next eam-ngs report due late gust, November.• OMdend 1einvestm&nl p(an Prlc. Growth P1rtll11nce ,40 
Dec. (C) Next divldeod meeting about Oct. 17. avaJ\abltJ. (0) lnciodes inlang.bles anddel1ried Eamlngs P11dlct.ablllty 70 
Faci.lltl IN!tnal ii obtli"led frOOI ~ blZit'l'ld to bl flWill, blJl thl ~ ii mt I~ lo( lffl tn'M Ct omiMions ooruir,ed hertn Fet flt WI- , , • 11 • 11, 
~ use oi ~ Resmtn!I, oov,i"'i9. am dilrixltiM by penn;s.siOO cd'f. Cop'),vit 1m by vu. ...... ~ ire.~ Reg. tM-vrut l.klt.1ne. ' ' • • • ' 
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PEOPLES ENERGY NYSE-PGL IREC!/il 
PRICE 351P~ 13 2 (T••"'l:12.!)JRELATI\'E O 88 /0lrO fRATIO , Uedil~l2.0 If P,~RATIO , YLO 5.4% 491 

TIMELINESS 3 Av~ High:: 20.41 23.a· 26.81 21.5: 26.8, 26.51 28.3i 31.6 35.0: 32.1, 32.0, 36.1 Target Price Range 
( Re!a'.u&Pn:t.?e.i:wm-) Low;; 14.51 18.6, 14.3: 15.41 18.91 20.01 21.8: 24.S 27.5' 23.4' 24.31 29.6 

aticeN!rt11M:is. 1 '------'----------'------+'----------'--'-----------'----'--SAFETY H,j',ut 1.22 x D.vdem, p sh 

{Seal!: 1 H'ql"iestto5 la~) t============~§it,~~~·-~~c====================== 
1999 I 2000 i 2001 

' 80 
I 

BETA .80 11 Oh"·"''" ' 
1999-01 

Price Gain 
ftlgh 40 (+15%1 
low 35 (NII 
Insider Decisions 

Ann'I Total 
Rol\lm 

8% 
5" 

-;111_7 
--------..--i1f'lflJ•1 1 

I•- > 

,m 

,. I ' 

:,,11,1 ,, I 

.. 

60 
50 

,, ; 1!,ltJtli1•• ,1 ... ,,., ,,,,,.,,.,,1, - - - - • 
'° ·-------· 32 

I " 20 

" 
,,•• 

---- " 10 HOJFMAllJJ ·•.•/' ····'· •• l>&IJ . 0 0 0 0 1 0 1 0 0 ·--~"-'cc...c.:.:..c. _ __c~~~~c_,_,=~...:......jl __ -'--_____ _:_c_-'-'.,L...:..c__ __________ ~ 
Optior'11 000500000 

... .... . . .. , ... ... . • 
bStl o O O O 1 0 0 0 0 .• , , ,' ,, 'R&lalMtPrkestre.....,th 
ln1UtullonaI Decisions . .,., 

!ill ~ ID! I I Ill 
10&.,' 49 63 69 Ptteent e.o 

11\ll'H 4.0 ' ., 
' I I 

Shld~ IIN 
lndlca1H 
1'9Cffllon 

-. Oplions: None bSlil 1 t 11~ 1 ,.J: 12J! 

1980 1981' 1982, 1983 
ltldt<l 2,0 

1984, 1985 1986 1!1 1988 1989 1990• 1991 , 1992 19931 1994: 1995: 1996· 1997 o VALUE lll/E PUB, ll/C. 
42.70 
2.48 
123 

44.80 ' 50.73 I 47.TT 52.71 · 50.80 
2.97 ! 2.87 I 2.62 3.37 ' 3.71 
1.66' 1.54 ! 1.25 2.07' 2.34 , 

·• 1.00 I 1.00 1.03 ! 1.17' 
1.96 1.92 ! 2.20 I 2.14 t 2.11: 2.33' 

4620 
3.65 
227 
1.29 
2.78 

36.13: 3429 
3.04 ! 3.75 . 
1.66: 2.31 ' 
1.41 ' 1.50 · 
2.83 i 2.66 · 

36.42 35.63 33.691 31.5-4 36.091 
3.92 3.7<4. 3.731 3.67' 3.85 i 
2.39 i 2.07 2.05: 2.06, 2.111 
1.58; 1.65 ; 1.71 I 1.76 1.78i 
4.15; 3.15 i 3.10: 3.40 J.n1 

10.os_.010::;.30:i---' ~1"'0".1"'1 ~' ,1.co."'93"'"' .;1,i1.;;sa:-;1-;<13;c.0;;1~"'....,~<T.~~:i-----ii~--.~"'"~~~-;<~c---.;;::;; 
- 28.18 29.37 : 30.40 i 31.02 : 32.03: 32.31 

14.02' 14-27 ! 15.00 ' 16201 16.61 I 16.95 ! 17.72 I 18.02 I 

32.43: 32.51' 3257 32.62: 32.70 : 32.76' 34.n · 34.88 I 
•• 1 5.3! 7-51 4.81 6.9 
.. , .58! .631 .45i .56 
· · I 12.2% I 10.T-f. ' 10.3% : 7.'s1. 

CAPITAL STRUCTURE Hof F/3M6 

Total Otbt $531.1 milt Due In 5 Yrt 520.9 mdl. 

LT Debt $527.1 mil. LTlnt1rut $48.0 mttl. 
(lT inle1es1 earned: 3. b:: 
total interest ca,erage: 3.0x) 

Pension Uabll!ty None 

Pld Sloek None 

Common Stock 34.951,938 shs. 
HOf71J1/'96 

CURRENT POSITION 199-4 1995 &'3CW6 

9.0: 
.61 I 

6.3%' 

1498.1 
n.8; 

<a.7% 
52%, 

41.9%: 
53.!1'4 ' 
8"-2• 
913.3 I 

10.9% i 

15.!1'4 I 
(62%' 
7.0'I,: 

13.0 : 7.8 I 7.91 11.2 ; 11.8 I 13.1 ' 15.0 I 
.87 i .65 i .60 I .83 i .75 i .79 I .89 i 

6.5% I 8.3'1, : 8.4% I 7.1%' 7.0%: 6.5%: 5.6% I 

1174.611116.811188.01 11652; 1103.7; 1006.8 · 1258.91 
56.8 I 78.0 I BO.Si 69.7' 68.5: 71.6 , 74.11 

45.8% i 37.5% , 34.0% I 34.9% I 33.8% ; 31.9% • 33.6% I 
4.8% I 7.0%. 6.8% i 6.0% ! 6.2% I 6.5% · 5.!1'4 I 

45.2". I 48.9'% , 45.0% I 47.1%; 46.l=t. i 43.8% I 45.7% I 

51.2% I 50.l¾ 52,5% i 51.0%: 52.1%: 55.1% , 54.3% I 
006.61 980.9 ! 1007.01 106S.1 ; 1065.0 l 1118.7 I 1156.5 i 
960.2 ! lCOO.O I 1085.1 ! 1134.0 I 1181.21 1243.6 ! 1318.0 I 
8.Cff. I 9.8% I 9.!1'41 8.5% i 8.S'i, i 8.4% I 8.1% I 

11.-0; i 15.0% / 14.5% I 12.0f: 12.0% I 11.4%: 11.8% I 
11.6% I 15.3% I 14.8% I 12.4% , 12.1% I 11.4% I 11.7%1 
1.7% I 5.5% i 5.1%1 2.6% ! 2.1%1 1.9% I l.!1'41 

36.70 i 29.WI 34.35: 36.301 Rtvtnues per sh A 
3.991 3.691 4.85i 4.60 1 ~cull flow~ pe, sh 
2.131 1.781 2.801 2.50 I E11ning1 pe, sh a 
l.801 1.801 1.82' f,U I OiY'dl Oeel'd per th c" 
2.50i 2.751 2.SSr 3.30 I Cap'! Spending pet sh 

I 18.391 18.381 19.35' 20.0IJ! Book Value per sho 
34.87, 34.91, 34.95! 35.0IJ I ~mmon Shi Ouurn"' , 

13.31 14.71 Seid ti91n• an I Avg Ann'I PIE Ratio I 
.87! 531 VlluilU'lf Relrtivt PIE R1Ho ' 

6.3%1 6.9"%1 - Avn AM'/ Olv'd Yield i 

1279.5! lro.3.41 12001 1210! Rewnoes(SmftijA I 

74.41 62.21 1001 00.0 I Nit Profit llmiln I 
30.1%1 34.4%< 34.<1%, Jf.0% i lncomt Tax Ritt I 
5.8%1 6.0%1 8~%1 1. 1'(j: Htl Ptolil M1min 

49.4%1 4-9.2%1 51.0%1 51.0% i Long-Tinn Oebt Ratio I 
50.6%1 50.8%1 49.0%! 49.0" I Common E1iuft11 Rltio 
1267.Si 1263.61 13801 1435 i Total C1pit.al ($mill) I 
1341.91 1373.11 f(MI filli Net PlantlSmilll i 

7.8%1 7.0'/,I 9.5"; l5% i % Earned Tot.II C1p1 I 
11.6%1 9.7% I 15.0%1 13.0%, % Earned Net Worth 

! 11.6%1 9.7% I ts.a,.: 13.0%1 %Earned Com E-~ ... 
1.9%1 NMFI 5.5%1 3.5%: % Retained to Com Eq i 

• 
-- • 

99--01 
42.lil 
5.55 
3.20 
tOI 
3JO 

2105 
35.05 

12.0 
.8(/ 

s.,~ 
IS(J() 
115 

"·°" 7.7" 
5(.0% 
(9.0% 
,us 
158() 

9.0% 
11.0% 

"·°" 5.0% 
59%i 86'1, I 65%1 WI,' 80'/, : m1 84%: 84%1 84%1 101%1 65%1 75%: % All Oiv'ds lo Ntl Prof l 65% 

ca8i"ls's.k1s 78.3 1n.3 82.0 l-•-u-s1_N_E_SS_:_P_eop',es--En-,-,.,,-'-eo,p,,,a...:..._""";_;_c"" ___ nb....:.~..:.,.:.n_a..:,"'.:.~.:.,-,-,-=,,.--'-'-,.-',-00-'-,-1S-and-'-,'-.,-,.-,-'-,'--1'-.,-.,-,-'cco...:...oo_t_ed_l_o,_63_o/._,_of_ga_u_av_,o~,,.-,-'~~ 

Ole he< As ~ 205
·
6 ~~~-j its vt~ity subsidiariM. People$ Gas l.igll & Coke Co. (840,000 cus· Ii.seal '95. 1995 depreNtOO rate: 3.2" •. Esl'd pl.ant age: 10yr,. Hu urrenl sets v~, ., 382.9 .,,.,.,. 

lomers at mcw.5) and North Sho<e Gas Co. (132,700), rl Chicago 3,233 ~ees. 34,165 shareho-kiers. DitectO<S ov.n 1% of eom• 
Accts Payable 109.1 102.4 120.5 and northeas!em IM<XS. Fiseal 1995 volume: 264.1 bdl. cu. ft.: mon s!odc (1196 Pcoxy). Chailman and C.E.O.: Richard E. Terry. 
Debt Dua 4.9 4.9 4.0 tesdentia~ 50%; CO'llmercial, 8%; mustrial. 2o/o: transport. 40%. Pres.: J. Broce Haseh. lncotp()(ate<I; IUi'IOis. Address: 122 South 
Other 154.0 176.7 179.0 Marl stJWier is Natural Gas Pipefne Co. of Atnerii.:a. Purchased Michigan Avenue. Chicago, IL 6060l Te~phooe: 312-431-400:.l 
~~~~~~~~~. ;~ ;:~ ~~ haThin~~-"'g-'--s~h~a_v_e_b~ee-"n--'-g"o~in.:.....g.c..:.:.n;:·g;_h,..c.t=i;:o.:.r_~th.:.e...::;in~d"'u-•"'~_;_;_.-an=d;;....t7h_e_y.c.wi~-n--'-t~h-e_o_v-erw-7h-e7lm----l• 

ANNUAL RATES Put Past Ett'd ,93-•;s Peoples Energy in fiscal 1996 (ends ing share of residential and commercial 
dc:t'il/'qe!persh) 10Yn. SYn. to'W-'01 September 30th). The utilities both won heating business. Peoples Gas is also 
Revenues •4.0% -1.0% 4.0% rate increases-3.3%, or $30.8% (annual• retaining its industrial business by offer• 
ucash Row" 1.5% · • 6.0% ized), for Peoples Gas and 3.7%, or $5.6 ing gas transportation options. These fa. 
Earnings .5% •2·5% B.O% million, for the smaller North Shore Gas- vorable factors should enable Peoples En• Dividends 5.5% 2.5% 2.0% 
Book Value 4.5% 2.5% 4.0% which took effect last November. In addi• ergy to earn $2.50 a share in the new fig. 
fl I F tion, the utilities benefited from cold cal year 
v:: ,..~ARTE~_YREVEJHUES($~~.) A Fl~~J weather in their Chicago and adJ·acent People~• growth rate, however, is low. 
Ends 1.m,.31 MGt,31 un.30 ;xp,30 Year k 

service territories, Temperatures (in utili- Peoples Gas serves a mature mar e~. And 1993 376
-
1 522·5 224·3 l3G.O 1258

·
9 ty degree-days) were 26% colder than its huge market share means that it has 1994 379

·
3 574

·
6 206

·
8 118

·
8 1279

·
5 

normal in the third quarter and 20% little opportunity to gain business through 1995 307.1 424.4 187.2 114.7 1033.4 ld , h . fr h 
1996 317.6 498.6 248.5 135.3 1200 co er ,or t e rune months. Consequently, conversions om ot er energy sources. 
1997 340 540 250 140 1210 systemwide gas volumes were up about North Shore Gas is enjoying growth in its 
Flseal EARHIHGSPERSKAREAS Full 17%. And because the utilities' rates are suburban territory, but that barely 
l~3~ Oec.31 Mar.31 Jun.30 Sep.30 F~~I not adjusted for weather, the increased cowiters declines in the much larger flag-
1~ .89 1.45 .14 o.Jt 2.11 margin flows through to the bottom line. ship utility. Peoples Energy is making 
1994 1.12 1.39 .07 d.45 2.13 Finally, the company benefited by 4¢ a some inroads outside its core utility 
1995 .72 1.31 .13 d38 1.78 share from the termination of certain gas- businesses, but in related fields. For exam-
1996 1.03 1.n .41 d.41 2.80 storage contracts. All told, Peoples Energy pie, a subsidiary is offering energy-
1997 1.05 1.60 .25 d.40 2.50 may have to try hard to avoid earning management services to large customers, 
Cal- QUAAJ'ERlYOMOEHOSP.00 Ci Full more than $2.80 a share for the year. and Peoples is also involved in marketing 

endar Mar.31 Jun.30 Sep.30 Oec.31 Yur The company has key strengths. natural gas•powered vehicles. 
1992 .44 .44 .44 .44 1.76 Peoples Gas' Chicago territory is strategi- This stock ie a good choice for 
1993 .44 .445 .445 .445 1.78 cally situated with access to five interstate income-oriented accounts. It ranks 
1994 .445 .45 .45 .45 1.80 pipelines. The utility, as well as North Highest for Safety and offers a healthy, 
1995 .45 .45 .45 .45 1.80 Shore, obtains gas at low cost. Hence, the secure dividend yield. 
1996 .45 .46 .46 utilities' prices are among the lowest in Ben Sharau, CFA September 27, 1996 

!A) Fr.seal yMr ends &,pl. 30th. ~ 
8) Based on average Shales outstarong. Ex• 

crudes accl'g gan: '89, 30t. Nert eam.ngs 
repoit due late October. 

(C) Nert <fMdend meetng aboul November 4. 
Goes ex abool Decembet 18. Dividend pay­
ment dales: about 15th of Jan., Apr., Ju¥, Oct. 
• OMdefKI remestmenl plan avat!ab!.e. 

(D) Include. s deferred Charges. tn '95: S 16.5 I Company'• FIMncf•I Strength 
md, 47t/sh. Stoek'1 Price Stablllty 

!E) In mt!lions. Prict Growth Ptrtllltnt• 
f) Fii3ures lor 1980 and 1981 are pro foona. Earnings Predlctablllty 

A ., ., ., 
To subscnbe call 1-800-833-0016, 
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PIEDMONT NAT'L. NYSE-Plfl 
IRECEI/T 
PRICf 25 PI 15 5 ( lra••9 136 )IREIJTIVE 1 03 lorro RATIO , U«lian: 12.0 P~ RATIO , l1.0 4.8%-492 

llMEUNESS 4 ,..,., High:1 9.2 11.6, 13.1 I 12.61 14.8 14.9 16.91 20.4, 26.4: 23.4 24.91 25.8 I , Target Price Range 
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II I I I ' I I I I I lndleatu 3 
ml WI I I r1-ee11lon u ~i,, ... 38 39 35 P•rcent 3.0 

~ ·•· · • Oplions:None ~ 27 33 30 ,na,u 2.0 ,, 

"" 5833 5698 lr1dld 1.0 

1980 11981 11982 1983 11984 1985 I 198611987 ! 1988 i 1989' 1990119911199211993• 1994119951199611997 1 •VII.UEUIIEPUB.~C.199--01 
18,3 2527 I 24.8:9 25.93 27.0I 28.15. 24.011 210!1 19,621 20.25 i IS.Ml 16.64 I 17!3 21.111 21.65 ! 17.52 2"01 23,951 Rtvenutl per 1h A ' II.JS ' 1.18 1.19 1.(6 1.38 1.53 w I 1.31 I 1.74 ! 1.751 1.92 I 1.94 i 1.56 i 2.15 22a I 2.26: 2.51 us 2.90i uCaih flow" per th 3.20 

!3 .70 .ss .91 1.0I 60 I .nl 1.101 1.19 1.21 i 1.22 .89 I 1.40 1.45 1.351 1.45 1.651 1.701 Eunlng1 peclh' 1.00 
.39 .13 .46 .46 .5' .58' .60 I .65 I .n .79 I .83 I .81 I · .91 .95 1.01 I 1.09 1.161 f.221 0iv'd10ed'dperlhca 1.36 

I.IS 2.02 1.57 1.18 1.44 2.131 2.39 2.ss I 371 3. II I 3211 2./Si 2.81 3.16 1001 3.44 3.101 115 I CIJ)'I Spending p1< 111 3.15 
4.14 5.70 5.42 5.80 Ul Ml I 6.99 7.491 825 8.731 9.15 9.651 1021 10.9:> 11.361 12.31 13201 14.to I Book Value r,e, 1h o IUS 
ltC6 12.16 12.69 13.36 1196 14.37 · 17.401 17.87 I 20.3.31 20.78 ! 21.43 I 24.73 I 25.80 26.15 i 26.58 I 23.841 29.50 I 3025 l Coll\fflon Sh1 OWt' 33.50 

5.7 7.4 7.4 5.7 6.3 132 ,2.1! l 1021 9.1 I 10.31 11.31 16.31 12.3 15.41 ,s.11 13.81 8°'df%vNIJ'I iAvgAM'IP~Raijo 1(0 
.76 .00 .82 .46 .59 1.07 .82 ;s I .76 I .781 .84 1.04 .15 _91 I 1.03 .941 v.,.u,, I RllllivePIER1il<I 1.10 

8- 8.3% 10.8% I 9.1% 82'1, 7.4% 6.1% I 5.8% I 6.7%. •3% M'.11 6.0% I 5.3% 1.3% I 4.8%i 5.4% I _,_ I Avg AM'I DiY'd ~~d S,1% 
CAPITAL STRUCTURE a, of 7/31,W 417.9 i 411.7 ! 399.01 420.8 i 403.8 I 411.61 459.9 i 552.8 I 575.1 i 50521 6851 7251 Ravenun(SmUij" I 115 Total Dtbt $397.0 mil. Du1ln 5 Yrt $n.oma. 

12.2 f 19.31 22.4 24.91 25.7 i 20.6, 35.31 3751 3551 4031 Ital Sf.0 I Ntl Pro HI lSmilll 63.0 LTOtbt $357.0 mil LT lnttrett $26.8 miil. 
(Total l"lteres1 COYerage: 3.6x) 46.3% l 42.7% I 342% i 33.7% i 33.2% 1 32.2'ft \ 35.0% 38.4% I 37.6'1. I 38.7'> 38.5%1 JU" J lneome Tu Rtlt I 3l5% 

2~% I 4.7% I 5,6'1, I 5.9% I 6.4% I 5,0'/, 7.7% 6.8% I 6.2%i 8.0% 7.0% I 7.0% I Hel Ptofit ltl1t1Jin 1,7'1, 
SL0'/, 1 452% I 45!% I so.1% 47.0'/, I 46.0% I 46.6% 49.4'4 5-0.9%1 So.4% 51.5%1 51.0% ,long,,TennOeblRlih1 i 500% 

Pt. ·.lion Uablllty None 49.0% 54.8% I 543 I 49.3'.4 53.0% I 52.0'/, 1 53.4% 50.6% 49. 1% I 19.6'/, 1&5%1 '9.0% I Common e ... .:.... Ratio I 5d0% 
217~ 2442 m.11 3fr/.7 369.81 459.3 I ,00.2 I 563.0 61M 71M 

:1 
170 ! Tool Ca~W (Smlll) I 1119! 

2852 323.8 403.1 I 452.4 507.9 537.9 I 592.8 6515 730 !01.3 935 i Net Plant 1$milll ' 1100 
Pld Stock Non& 7.1% 10.l'h 9.1% I 9.5% 1 l0.o% 6]% \ 9.1% I 8.6'/, I 7.7'1, 1.5% la% I "°" I% Etmed Total Ctp'I ' 

1.5% 
13.1% I 13.1% 

! 
10.0'/, 14.4% 13.4% 8.6'1. I 13.3% 133 11.8% 11.4% 1151'1 110% I 'I, Elmtd Hal Wo<1h ' 11J% 
10,0'/, 14.4% 13.4% 13.7'1, i 13.1% 8.6'1. I 13.3% I 13.2% 11.6'1, 11.4% 12..5" ! 12.0% I 'It EtmedCom Enuitv I IU% 

Common Stock 29,421,010 shs. 11 of 914nt 2.3% ~I 52'1, 4.8% I 42'1, ~I 4.6% 4.4% 2.8'1. 2.7'1, "'" 3.5% I% Rel.lined to Com Eq f la% 
77'1, 61% 65%: 68% 66% 67% 76'/, 76'/, 70%j 72% ! 'I, All Oi'tda to Nat Piaf 72ll 3 POSffiON 1904 1m 7131/N 

BUSINESS: Pie<rnonl Natural Gas C<imparry is pcinanly a regu- age; IOyears. Noo-1egula!ed operatiMS: we ol gas-powered heal• ,, 6.5 5.8 5.9 lated natu1al gas distooutor, servilg ova1 54-0,0CO custcxntfl Wl ing equipment; natural gas brokering; propane sales. Shue eam-Olller 110.9 111.5 110.1 
Cunent Assets ---rm 7iTI 116.0 NOAA CarOON, South caroma, and Tennessee. 1995 revenu& mtc ilgscontnbulion: '95, 14t '94, 15:; '93, 10:. Has abotA 1,980 em-
Accis Payable 35.9 38.3 55.8 resdential (45%), comm&rcial (27%), iicksstrial (26•!.), other (2%). ployees, 12,440 shareholders. Chrrnn., Pres. & C.E.O.: John H. 
o.b<OU. 68.5 20.5 40.0 Ptoopal suppSers: Transco and Tennessee P~fm. Gas costs: Maxheffl. lncorpofated: t-.'Orth Caro-ma. AdoYess: 1915 Rexloni 
00,,, 59.6 64.9 19.4 49.0% of revenues. '95 deprecial>On raie: 3.0%. Esti'nated plant Road. Chetlotte, North Carof:tia 28211. Te1ephone: 704-364-3120. 
Current Uab. ,WI -m:, --;m 

Piedmont's stock price has risen near- ice areas. The company is also benefiting Fix. r".hn, Cov. 292'1, 287% 343% 
ANNUAt. RATES Put Pait Est'd '$3-'95 

ly 22% from its May, 1996 lows. We at- from a favorable South Carolina regu-
• .....,.i,,,sll) 10Yrt. SYrt. toW-'01 tribute this climb to continued strength in latory ruling, which provided a $7 .8 
Revenues ·3.0% 0.5% 3.0% the company's gas distribution business million-a-year rate increase effective No-
~Gash Flow" 5.5% 4.5% 5.5% and increased speculation on mergers be- vember, 1995. Favorable economic condi-E . 5.5% 3.5% 5.0% tween gas and electric utilities. However, tions in the Southeast should allow for ~s 6.5% 5.5% 5.0% 
Book Value 6.5% 6.0% 6.0% due in good part to this recent price move- sustained customer growth in the 5% to ,...., OOAJITTRLY REVEHIIES (I nv1) A Full ment and a probable rise in long-term in- 6% range. These meter additions will like-

l.:f. Jan. 31 Apr.30 Jul.31 Ocl31 Flaeal terest rates, we envision below-average 3- ly account for a significant portion of the v,ar to 5-year total return potential. Hence ... increase in net income. 

"""' 202.5 ,v,2 74.7 70.4 552.8 This issue is best suited for conserva- Earnings growth should continue in 
1194 233.1 204.9 10.6 66.8 575.4 tive, income-oriented investors. In the fiscal 1997 and beyond, albeit at a 1996 202.5 179.4 61.6 61.7 505.2 
1996 2392 259.5 95.7 90.6 &5 past, the company had exhibited steady slower, more normal pace. Last winter 
1997 255 215 100 95.0 725 dividend growth, a trend that we expect to heating season's unusually cold weather 
Fltca1 EIJOOHGS PER SHARE ,.. Full continue through late decade. The yield may well lead to reduced. volumes of gas 
Yw Jan.31 Apr.38 Jul.31 Ocl31 Fltcal currently holds at about twice the Value sold in the first half of fiscal 1997, Aside 
End• "" Line median. Risk is limited due to regu- from the aforementioned customer addi-,_ 1.U:, ·" '·"' ~" ,.., 

lation of the distribution business and tions, much of next year's bottom-line 1194 1.06 .87 d27 d31 1.35 
1995 1.13 .87 d31 d18 Fl.45 weather-normalization of rates, which al- gains will likely come from relief in penda 
1996 1.18 1.12 d.28 d.31 1.65 low for better predictability of earnings. ing utility rate cases. In North Carolina, a 
1997 1.22 1.06 d.25 d.33 1.10 We expect a solid rise in fiscal 1996 rate increase of $9.9 million annually and 
Cal- OOAJITTR\YOMOENOSPAI>"' Full 

share net. (Year ends October 31st.) The return on equity of 13%, versus 11.9%, - Mar.31 Jun,30 S.p.30 Oto.31 y,., fiscal fourth quarter, typically a loss peri- currently is sought, In Tennessee, Pied-
11192 .22 .23 .23 .23 .91 od, ought to provide little bottom-line sur- mont has requested increases in rates of 
1993 .23 245 .245 .245 .97 prise. The anticipated fullayear gains $9.3 million and in return on equity to 
1194 .245 .26 .26 .26 1.03 would be primarily the result of a strong 13%, from today's 11.8%, We expect a good 
1995 .26 .275 .275 .275 1.09 first half, stemming from colder-than- portion of these requests to be granted. 
1996 .275 .29 ~ normal temperatures in Piedmont's serv• Oscar L. Vuial Sept<mber 27, 1~96 

~\ f"aseal yea, ends October 31. (C) Next div'd mtg. about Dec. 5. Goos ex tf ncl dol'd dvgs. In •95, $3.1 mil, lltlsh. , ~•{,• flnandll Str1ngth s .. 
Ful.y 611.A.&d eam'ngs. Excludt,g extia· abOut Dee. 20. Approx. d«idend prML dates: E In mil, adj. for stx. s,xits. SI I rice StlbUlty 95 

ocdiW'f, ilem: '85, 11e. Next egs. report doe 15th of Jan.,~. July, Oct Otrs. doo't add due to change ii shs. oot'g. Price Growth Ptralsttnc1 85 
iate November. • ON'd reiwesL plan avatable; 5% disoounl. Earnings PrldlellbllitV 85 
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SOUTH JERSEY INDS. NYSE-SJ! 
I RECENT 23 IP,E 13 9 crai01 IJ.! )!RELATIVE O 93 OffO 6.3% . 494 PR~E RATIO , Medials 13.0 P,~ RATIO , YID 

TIMELINESS 4 ""• High: 15.0 21.0, 22.4, 18.7, 22.9 20.61 20.3 23.2 27.51 24.0i 23.51 23.9! , Target Price Range ( ~~~r l ,,~ .. Low:, 12.6 13.9; 15.7, 16.31 17.6 16.4 17.4 19.1 21.81 16.6, 17.91 20.t i 199912000 12001 
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SAFETY 2A=-;. . ; ' 
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{Seu: 1 ttif,,st to 5 LoweSI) . 1. 1[ ... . . "" 60 

BETA .55 (f.Ol,,MaM_) 2if0l•1 SNit dr.-.ded by lr&et" "'"' ' 
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"' ,.,,.. > m=sv uvno • i ' I ' 
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.. .. , .. .. ... ... . ·.• .. .. 8 - 0 0 0 0 0 0 0 0 0 ...... . . . . . . . . . ' . . , •• , , ••• r ·" i .... 0 0 0 0 0 0 0 0 0 . / . I I i • 
ln1tltutlonal Decision, I Relative Prke Strength I' i Shadid IIN 

lndlutH I- • 
Ill! lil lllll • I I I ' I ' [T I ' t1«s1ion ' . .., " 8 " Ptrctnl ' 

~ 13 " 10 11\al'H 2,0 '·" . Options: Nona 
tradtd 1.0 

3.0-3lnllfi 
1'53 ,,,, 

"" 1980 I 1981 ! 1982 11983 i 198411985 ' 1986 I 1987 i 1988 I 1989 1 1990 I 1991 1 1992 ! 19931 19941 19951 19961 19971 •YALUEli/E PUS,IIIC. i 99--01 

42.18 S1.69 51.M 55.32 I 4-450 33.56: 
32681 

32.59 ig_56 30.54 i 28.80: 30.191 33.33 3'08 3'.90 33.00 35.351 35.80 ! Rewnott per sh 36.00 

326 3.15 2.68 2.95 I 2.68 2.331 255 2.79 3.03 3.00 I 2.68 
2751 

3.12 3.08 2.70 3.30 3.151 
UO ! "Cuh Flow" per sh 160 

1.91 1.68 1.17 1.41 I 1.41 1.191 128 1.57 1.88 1.68 I 1.33 127 1.61 1.51 121 1.51 1.65 1.80 ! Earnings ptt th A ~,o 
.91 .98 1.08 1.14 I 1.20 1.22 i 124 126 129 1.36 ! 1.40 1.41 i 1.41 1.43 1.4-4 1.4-4 I.« '·" j Div'dl Dtc:l'd ptr sh B. 1.55 

3.79 3.90 2.97 2.42 ! 2.3' I - J,74 426 I 4.25 4.41 4.551 421 4.34 ! 3.39 i 3.74 3.88 4.16 4.601 4.60 [ C1p'I Spending pet Ill 4.20 

10M 1153 11.55 11.72 i 11.60 11.74 12.02 j 12.42 13.24 13.49 i 13.58 13531 13.90 I 14.33 14.46 14.67 14.901 15.1518ooi Yllut pe,111• 11.25 

520 521 5.33 I 5.65 i rn 7.69 7.711 7.84 8.47 , 8.48 i 9.03 924; 9.50: 9.80 10.72, 10.7'2 t0.15i 10.15T Common Shi Ou\lt' 12.50 

5.6 5.5 7.9 7.7 I 8.4 11.5 13.5 l 12.7 9.31 11.91 13.61 14.5 \ 
132 I 15.8 16.1 12.21 1c1t11Jgurt,.,. 1AvgAM'IP/ERatio 

I 
12.5 

.74 .67 .87 .65 I .18 .93 .92 .85 n[ .90 1.01 .93 sol .93 1.08 .831 vuw Uw I Relative PIE Ratio .95 

8.4% 10.7'1, 11.6'1, 8.9% 7.1% I 6.3% 7.4% 6.9% I 7.7% 7.6% 6.6% I 5.9'1. 7.4% "'""'M '°" 10.4%, 10.1% 7.2% 1AV"AM'IOlv'dYl~d ' 
CAPITAL STRUCTURE 11 of 6l'JO,'g,6 251.1 i 251.4 251.3 259.o I Wl.O[ 278.9 I 316.7 i 3319 37<01 353.8 3801 385 I Rewnott (SmUI) 450 
Tota! Dtbl $263.8 mi. Dua In 5 Yra S100.0 milL 

10.2 I 12.4 15.6 1421 11.8 I 11.9 ! 15.31 152 12.6 17.8 1MI 19.51 Ntt Profit (SmHO 2&0 
LT Debi $150.7 mil LT lnttrHI $13.0 mil 
(LT i\lerest earned: 3.2x; total inte1est 22.9'/o I 35.1% 24.3%. I 26.5% I 3:1.0% I 31.4% i 31.6'/i I 31.8% 35.1%1 34.4% 35,0,. I 35.0% I lneoma Tu Alli 34.0% 
w,,e1age: 2.3x) 4.0% I 4.9'1. 62% i 5.5% i 4.6% \ 4.l'f. : 4.8%. i 4.5% 3.4% I 5.0% 4.7": 5. '" i Net Profit Uero!n 5.8% 

442% i 35.8'1, 38.9% I 38.3'1. i 47.0% I 45.5% 1 46.9% , 502% I 49.3'1. I 51.4% 41.0% i 51.°" ! Long-Tlfffl OeblRltio 445% 
Ptntlon Uablllty $2.1 mill. in '95 vs. S 1.5 mill. in 53.5% 61.9% 59.2% i 62.0% I 51.7% I 53.l'f. I 52.1% I 48.9% I 49.9%1 47.9% 51.0% i 410% I Common Eouitv Ratio 51.0% 
'94 173.2 157.4 189.3 I 184.6! 23721 234.4 ! 253.6 I 287.4 31Mi 328.4 315i 3'0 ! Total Capit,I ($mHI) 420 

P1d Stock $23 mil. P1dDlv'd$.17m~l 2212 244.6 270.0 i 301.1 I 325.3: 351.1 l 354.8 i 375.4 402.11 422.7 4201 445 I Nri Pl1nl llmill 515 
3,900 shs 4.7% eum. (5100 par) ca!!able 101.5; 8.3'1, 10.4% 102% 9.8% ! 72% I 7.4'>, 8.3% i 7.4% 6.1'4 7.8% 40%1 '-°"I% Elmtd Tot.II Cap'! 40% 
19,242 shs. 8.0%eum. (SIOOpar) callable 106.7. 10.5% 12.3% 13.5% 12.1% I 9.4% j 9.3'1. 11.4% i 10.6% 8.0% 112% 11.0% I 11.5% I% Elmed Ntl Worth 12.0% 

10.7% I 12.5% 13.7% 122% 9.S'I, I 9.4% 11.5%, 10.5% 8.0% 112% "·"": 12.0% i '!. Earned Com EouilY 12.0% 
Common Stock 10,730,832 shs. .4% I 2.5% ~I 2..2'4 i tlMF I ll~F 1.4% I .6% llMF 1.4% 1~%1 2.5% I% Retained to Com Eq 3.0% 

96% I 81'1, mi !OS%, 110% 88% I 3'% 11gj, 88% 17%1 10% I% AU Div'do to Ntt Prof 75% 

~ilVOSITIOH 1094 1005 &WO< BUSINESS: Sooth Jarsey lndustnes. lne. is a hold-rig company. Its off-system, 8%, cogen and othe1, 7%. Nonutility revs. {sand m'nng 
IS 14.2 5.6 ,., 

sl!Oskiiary, South Jersay Gas Co., distributes natural gas to & processing. ututy ccnstrucoon contracting, and nooregulatedgas• 
00,,r 63.4 98.3 103.3 
Current Ass.els --.n 103.9 105.5 248.022 eustome1s in 112 mvntj)a@ies, inciodrtg Atlantic City, in s~ mafketi'lg), 25¾: oper. egs., 11%. Has 1005 empts., 12,900 

Accis Payable 35.2 44.5 25.5 New Jersey's southem counties. Service area ewe1s 2,500 sq. shrhldts. O'.tectors ent1l 23/. ol com. shs.; COleStates Bank. 14% 

OeblOue 89.7 90.6 113.1 miles. P~I svppliels: Transco. ARCO, and Amerada Hess. (3"96 J)(oxy). Pres. & C.E.O.: W.F. Ryan. Inc.: NJ. Addce»: 1 South 
00,,r 23.3 24.2 24.5 Gas revs.: resident., 54%; comm1 a/'ld M., 25%; transport., 6%; Jersey Plaza, Route 54, Folsom, NJ 00037. Tel.: 600-561·9000. 
Curren! Liab. 148.2 759.5 163.1 South Jersey· Industries has the fl.nan- pipeline systems. 'lb further this market-
Fix. rhn. Cov. 230% 244% 226"' 
ANNUAL RATES Est'd'93-'9S 

cial incentives to run its businesses ing effort, SJ Fuel has partnered up with 
Put Put more aggressively. The parent company Union Pacific Fuels, which is contributing 

d """°' (po< sh) 10Yrt. SYn. lo'9'3-\11 
Revenues ·2.5% 3.0% 1.0% is responding to new regulatory policies compatible know-how in energy manage-
"Cash Flow" 1.5% 1.0% 4.0% that encourage competition in the energy ment services. Separately, SJI has joined 
E . 1.0% ·2.0% 6.0% field. The new rules let the gas utility and with Brooklyn Union to sell other energy-
~ 2.0% 1.0% 1.5% 
Book Value 2.0% 1.5% 3.0% other subsidiaries market gas as a non- management services, including gas-

CtJ. OUARl!RlY RMHUES (I IML) Full 
regulated broker/dealer and sell associated equipment maintenance, to large regional 

tndll Mar.31 Jun.30 Sen.30 Dee.31 Yaar 
services separately from the traditional users, especially the Atlantic City casinos. 

1993 113.4 65.2 60.5 94.8 333.9 
utility business. The utility itself may Earnings from these nonregulated activ-
market gas in locales far from its fran- ities should develop gradually. 

1994 138.9 67.3 68.1 99.7 374.0 chised market. While there is no state- Thia untimely utility stock may be 
1995 110.5 68.8 60.3 114.2 353.8 
1996 153.1 63.3 60.0 103.6 380 ordered cap on off-system profits, competi- held for its generous yield. SJI is sell-

1997 145 65.0 65.0 110 385 tion from other marketers is the equalizer, ing its sand mining and construction sub-

EA!lll~GS PER SHARE A 
and some of the profits above a certain sidiaries. It will use the proceeds (which 

Ct, Full limit will have to be paid to customers on may top $30 million) as equity capital for 
tndll MarJ1 Jun.30 Sep.30 O.c.31 Year the utility system as billing credits. But the utility in lieu of a stock offering, Regu-
1993 1.00 .. d.08 .57 1.55 
1994 .99 .05 d15 .32 1.21 the gas company hasn't yet reached the lators in the coming weeks are apt to allow 

1995 1.23 d01 d.27 .70 1.65 sharing threshold and is keeping all of the the gas company a full return (perhaps 

1996 1.47 d18 d.21 . 63 1.65 off-system earnings it generates. In all, in- 11.0%-11.5%) on its expanded equity base . 

1997 1.48 d.11 d.25 .68 I.BO centive profits covered by New Jersey's The dividend should thus get better cover-

Ct, QUARl!RLY DMOEHOS PAJO • • Full 
sharing formula may be 15~-25~ a sha=-~. age, though it may not be raised until the 

tndll Mar.31 Jun.30 Sep.30 0.~31 Year The business plan includes pa.rc:1er• payout ratio falls below 75%. The static 

1992 .708 .353 .353 .. 1.41 ships. SJI has reorganized its South Jer- payout, secured by an ample cash flow, is 

1993 .708 .36 .36 .. 1.43 sey Fuel subsidiary to serve as a non- balanced by the stock's lofty yield, And the 

1994 .72 .36 .36 .. 1.4-4 regulated middleman to provide large- developing shareholder-risk ventures don't 
, 1995 .72 .36 .36 .. 1.4-4 volume users with gas-storage services impair this stock's investment quality. 

1996 .72 .36 . .36 and transport capacity on the major Gerald Holtzman September 27,-1996 

t) Based on ave,age shat&s outstancftlg. due late Oct. (B) Next d.videod meeting abOut milab'o (o"'°"" • 3%). (C) Incl da1euod I eomr,nt,• Flnandal Strtngth 8++ 
crud6s nonre,curMg p(OfilS (losses): '85, 9t; Nov. 22. Goes ex about Dec. I. Dividend pay- cha1~s. In '95: 74.6 mil, $6.96-'sh. {D) In mil- Sloe , rice StabUlty 100 

'86, 22c: '88, (4e); '89, (Se). Excludes gain due men! dales: Jan. 2, Mar. 29, June 28. Sept. 30. tions, ad;vsted !or stock spft and dividend. Prlct Growth P1r1!1ttnce 25 
to acct'g change: '93, 4C. Next eam'ngs reJX)fl Plus stock: '93, 2%. • mid rernvestment pl,an Eamlng1 Prtclletlblllty 75 

To subscribe call 1-800·833·0046. 
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WASHINGTON GAS NYSE-WGL 
R!CEHT 22 JP~ 13 5(1"""911.1 )IRELATI'lt O 901wo 5.3% • 498 PR~E RATIO • Mm,: Ito P,E RAr.o • YLO 

TIMELINESS 3 ,-,. High:1 11.8 I 15.2 14.4 i 13.31 15.9: 16.3 17.3 19.6 22.91 21.3, 22.4, 22.9 Target Price Range 
(~ '""""") Low:: 8.6! 10.11 ..,. w.... 1 9.8i 10.61 11.8' 13.3 13.7 15.6 18.1 ! 16.Q I 16.1 i 19.1 1999: 2000 : 2001 
SAFETY """" "'·'-··· 50 
!Scalo: 1 - • 5 """'I 

,., •• • 
• 32 ( BETA .70 (I.Oh Markel\ I i ' ' ' ' 1n7V1,nvw"''"'""'"" ' l! "" ' 

,. 
Ann'I Tot.II \I 

' ' 
,,. 

' "' Price Gain Rttum 
' " 16 

~ 2s (+1s'tl s" t, ' 
' 

' i i Low 20 (-10% 3% .,,, 12 
10 lntlder Oecl1ion1 ' ' ; 

' ,·, 8 ' I ··· .. ···. HOJFYAMJJ 
' '••' 

..... , 
" ; .. "' 8 . .., 0 0 0 0 0 0 0 0 0 +.•·····t·· 1•, .• .... ·(······r· .... ··: 

' ' - 0 0 0 0 O O O O 0 .... ' ' ' ' .... 0 0 0 0 0 0 0 0 0 ..._ Re'5!Ne Pri¢e ~11m t, • ln1tllutlonal D&cl1lon1 Shldtd atH ' ' I l, 'i lndlutH I 
3 

ml WI m ' 
I i I ' I ' .-.«t• lon . .., 50 .. 51 Perc.nt 4.5 ,~ " 39 " ...... 3.0 
"' r. ' ·"' Oplions: None 9535 9900 ., .. ..... ,., 

1980 I 198111982 11983 11984119851 1986 I 1987 I 1988 11989 I 1990 11991 I 1992, 1993 I 1994 1 1995· 1996 1997 I O VALIJHWE P\/8., IHC. 99-01 
16.36 25.SI 25.91 25.81 20) 2320! 21.62 i 20.11 I 18.17 

1.88 1.91 I 203i 
19.52 18.75 17.50 l 18.37 j 21.SSi 21.63 I 19.3' I 22.15: 21.25 I Rtvenut1 ~r sh" 2410 

1.63 1.52 1.76 1.92 1.97 1.00 2.03 2.17 2.04 I 2.17 l 2.25 I 2.43 I 2.51 i 2.95! 2.80 I "Cuh flow" ~r sh ' J.00 
.88 1.23 i 1.151 .84 .85 1.07 1.23 1.14 l 1.16 1.22 116 l.141 1.27 i 1.311 1.421 1.451 1.851 1.651 E&mlngs per 1h a 

I 
I.IS 

.63 .66 .69 .n .78 .83 I .sa I .00 .91 .97 1.01 1.os I 1.07 ! 1.00 1.111 1.12 ! '·" i 1.16! 0lv'd10ecl'doer1hC. 1.25 
3.23 322 I.SI 1.05 1.26 1..541 1.771 2.32 i 2.19 3.00 I 2j8 2.05 l 2.17 i 2.431 2.841 2.631 w, 2.15 i C1p'I Spendillg per 1h 3.00 
821 8.14 w 8.11 8.55 8.96 i 9.12 9.40 I 9.96 9.881 10.17 9.63 I 10.66) 11.0< I 11.51 i 11.95 ! 12.35 i 13.00 i Book Value pe, 1h o 15.00 

17.60 2W 2a32 31.60 32.30 32.91 33.391 33.StT 38.42 38.70 I 39.23 39!9 • 40.62 i 41,50 I 42.19 i 42.9:Ji '3.15, 44.50 I Common Shs Outsf mo 
a, I 9.6, 8.0 6.S Ml 831 

11.51 11.0 I 9.6 10.6 i 11.71 12.81 13.61 1561 14.0 i 12.71 lklldtipn- 1AvgAM'IP/ERt60 
' 

12.5 

II~ 
1.17 .88 .55 .61 .67 .781 .1•1 .60 .60 I !7 82 I .82 .92 .921 .871 ~ u,. i Rtlativt PIE Ratio i .95 

8.2% 10.1% 10.3% 9,6'1, 5.6'1. I 6.1%I ~ iAvaAM'IOiv'dYleld 8.1%, 6.7% 71'!, 7.8% 7.5'4 I 6-9'1. ' 71'!, ' 61'!, ' 5.3% I I 5.3% 
CAPITAL STRUCTURE II of~ 
Total Dtbt361.9 mill Out In 5 Yrt 151.0 milt 722.1 ! Ml9 I 698.0 755.6 I 735.51 697.9: 74$.2 i 894.31 
LTDtbt$353.9mil. LTlnltfH1$25.0md 39.31 39.51 45.1 .C7.31 5021 46..CI 52.2' 55.li 

914.9 I 828.71 9701 9451 Rmnuet ($mill) A 1125 
62.9 i 74.0 I Net Profil 1$mi1n' 00.5 i ID.Di 86.0 

{totalinlere.steove,age:5.6x) «.3% I 40.9% ! 35.0% 36.2% I 36.9% 135.71.4; 37.6%, 38.6%, 
5.4% I 5~% I 6.5'1, 6.3% I 6'% 6.6'1. i 7JJ'lo I 61'!, I 

Ptn1lon UabUlty Nona 40.0% I 39.5% I 38.0% 42.0% I 39.5'!. I 38.9% 1 38.9% I 41.7% , 

P1dStock$28.Smil. P1dDlv'd$1.3 mil 54.8%155.5%157.6% 54.0%i 56.4%156.9%157.3'-'i 54.9%1 

3.3.1%1 37.4%1 3&0%; 38.0% i Income Tax Rlla 3&11% 
6.6'1. I 7.G<f.! &2%' 7.8% J Net Profit Mato.in I 1.6% 

40.0'4 I 37.8%; Jlll% 38.5" I Long,Ttm'I Debi Ralio l 39.5" 
56.7% I 58.9% i 5&5%, 58.°" I Common E···"'· Ratio ! 59.°" 
856.3 i 870.6 I 920, IOCO I Tool c,~111 (l<niQ 1185 ,_ 635 w $< 80 ( !!able 1100) 555.71 574.4 663.7 706~ I 707.0 I 675.8 j 75SJ I 834.3 

· · CUTI. ea 
8 

' ea. 553.9 I 000.2 676.2 729.0 I 783.3 821.1 1 864.5 I 9'21.1 et:m.nto7.4oommoosh5.;2,348shs..$4.36rom. !--'o,;,c+-7""+...;c~-"""'-'--'"""'+-~"-'--"'"'-'--"""-l-'""''-i-'""'"'--"=---'= 
(caflable a1 tOO), ea. rniv. nto 5.6 oommoo shs. 8.7%: I 8.4% 8.2% 8.5'1. j 8.8% 8.5% ! 8.6'ft 8.1% 

i 
995.01 1()5$.11 11201 1200 I Ne! Pltnl'Smill\ 13ro 
8.7% 8.7'1. i 10.o,i; I 9.o,i; I% Ea med Tolal Cap'I 

11.8% 11.4'1. 11.0% 11.5% I 11.7% 11.2% j 11.3% 11.3%. 
CommonStock43.572,858shs. 12.5% 12.0% 11.4% 12.0% I 12.3'!. 11.7%, 11.7% 11.7% 

CURRE!i\ POSmON 19SI , ... -ca3,"~. 3.5 13.9 12.1 
Other 172.0 145.1 172.5 
Cumtnt Assett 175.5 759.o 7iiTI 
Aeds Payable 85,0 80.5 107.9 
O&bt Due 61.5 52.5 8.0 
Other 54.< 89.4 69.2 
Curren! Uab. 200.9 222.4 185.1 
Ax. f"_hn, Cov. 372" 375% 514% 
ANNUAL RATES Put Put Elt'd 'il-'95 
d"""°'l/,er"'I fOYrL rn,. ,..,.., 
AeV6nUM -1.5% 2.0% 2.5" 
"Cash Flow" 2.5% 3.5% 4.5" 

~~ 1.5% 2.5% 5.0% 
3.5% 2.5% 2.0% 

Book Value 3.0'I. 3.0'I. 5.0% 
A,..I OUARmllr REVEIIIJES (I nd) • Full v .. , A,ea/ 

"'"' Dec.31 llar.31 Ju~3-0 S.p.3-0 Ytar 
1993 273,1 383.8 139.8 97.6 894.3 
19SI 271.2 410.2 13-0.9 1111.6 914.9 
1996 242.9 353.7 131.9 100.2 828.7 
1996 274.3 431.8 157.8 1()6, 1 970 
1997 215 415 145 110 945 - EIJIHIHGS PER SHARE • • Full y.., 

Deo.31 Mar.31 Jun.3-0 S.p.3-0 Ft,eal 

"''' v .. , , .... .68 1.20 d.16 ... , 1,J 
19SI .n 1.31 d.25 d.38 1.42 
1996 .65 1.25 d.14 d.31 1.45 
1996 .88 1.54 d13 d.44 1.85 
1997 ,77 1.43 ~16 d.39 1.65 
c.i- OUARTERlr DMll!Ji!IS PAI> • • Full 

,nd,r llar.31 Jun.30 S.p.30 Dec.31 Yw 
1992 263 .l68 .l68 .l68 1.07 
111i3 268 .273 .273 .273 1.09 
19SI .273 .278 .278 278 I.II 
1996 278 .28 .28 .28 1.12 

,1996 .28 .285 ... 285 

2-9'1. I 2.4% 2.8% 2.6% I 2.5% 1.1% ! 1.9% 22".4 
78%. m 76'1. 79'!. m 91% I 14% 81% 

SUS/NESS: WashW\gtoo Gas Light Company i5 a retail dlstrb.Jto, 
of nahnal gas n Washngton, D.C. and ad}acent at&as ol Vi1g-nia 
and Ma,yland, and n Martnsburg, W. Va. (768,000 meters). Gas 
,avenue mix: residential, 55%: oommercial and industrial, 45%. 
Priocipal supp5ers: various independenl prodocers; Colombi.a Gas 
System is the oompany's pmcipaJ gas transporter. Hampsh',re Gas 

Washington Gas Light's earnings in 
fiscal 1996 (ends September 30th) 
were primed by colder weather. This 
gas distributor's customer rolls have been 
growing by 2.5%-3.0% a year, compared to 
the industry average of 1.5%-2.0%. WGL 
more than compensates for the lag in new 
business in the urban setting of the Dis­
trict of Columbia by its easier marketing 
effort in the adjacent ·counties of Virginia 
and Maryland. Building activity in these 
suburban areas is running at a high level, 
with WGL attaching its mains to most of 
the new construction. The company is also 
getting new space-heating business by con­
verting existing homes and businesses 
from electric heat pumps to gas-fired 
furnaces. Since conversions often don't re• 
quire major outlays for gas plant, \VGL is 
able to earn its allowed return more easily. 
The utility in fiscal 1996 has likely ex­
ceeded its allowed return by a wide mar• 
gin because, on top of the new meter addi­
tions, it got the benefit of unusually cold 
weather throughout the heating season. 
But don't count on a big jump in the 
dividend. With no promise of long spells 
of cold temperatures this winter, the com• 

$145.0 milflon, $3.3&'$h. 

! &0% 
11.8% 11.6%1 "·°": 12.0% I% EamtdNel Worth i IIJ% 
122% 12.0'4 I 14J%1 12.5" I% Earned Com Enujtv l!.,qJt 
2.61' 2.8%1 5.5"1 4.0,. I% Rtllirltd to Com Eq ·,;\ 
79'/, m.1 63%1 71% I %Al Dlv'do lo Ntl Prol i '!'' 

Co., a fe<iera!i/ regulated subsJdia,y, operates an underground gas 
s10,age laeittf in W. Va. Est'd. labor oosts, 21% ol revenues. Has 
2,405 employees, 21,501 sharehold81s. Officers and di1eeto,s ov,,i 
les.s lhan 1% ol lhe common stock (1/96 ptro.y). Chnnn. & C.E.O.: 
P.J. Mahar lnrorp.: District of Columbia and Vilgt\ia. Address: 1100 
HSI., N.W., Washington, D.C. 20080. Tele{)l',QM: 202-624-6410. 

pany is apt to keep the dividend growing 
at a slow pace. It may rise by less than 2% 
in fiscal 1997 so that WGL can maintain a 
prudent payout ratio in order to continue 
attracting low-cost borrowings. In addi­
tion, with the company gearing up to oper­
ate in a much more competitive market­
place than it has been accustomed to, 
management is following a cautious divi­
dend policy, which helps to reinforce this 
stock's top quality, Given the low invest­
ment risk, this equity offers income ac­
counts a satisfactory year-ahead return. 
WGL is putting emphasis on market­
ing customized services. Under new 
regulatory ground rules, the utility is un• 
bundling its package of traditional serv­
ices. It is moving to sell services to 
ratepayers that are tailored to their 
specific needs, such as gas storage, 
delivery, and equipment maintenance. 
This marketing activity gives the company 
a better chance of earning its allowed re­
turn. Competition could snare some cus• 
tomers, but WGL will still have the right 
to tum a profit on the delivery of gas sup­
plies to all users on its system. 
Gerald Holtzman September 27,.1996 

(A) Be(J.Mi'tg 1989, fiscal yevs ef'ld Se,p<e,n. 
be< 30th. (8) Basad oo avara~ sharu. Next 
,amng.s 1eport due late Oct (C) Next dMdend 
m&etno aoovt Dec. 11. Goes ax aboot Jan. 2. 

Approxinate ooidend pa}fflent dates: February 
1, May 1, Augosl 1, N<'Nember 1. • Drooend 
renvestment inn avaM.ble. (O) lncludas 
delerred charges and ntangt,1es. In '95: 

(E) In miffions, ad;ust&d fOf stock sp[cs. 

I 
Company's Ftnandol Strongth 
Stock's Price Stablllty 

A 
95 
80 
70 

Price Growth P,r11,1,nce 
Earnings Prtdlellblllty 

To subscnbe call l·B00-833-0046. -
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WICOR. INC, NYSE-\\1C 1mm 
351~0013.7(=rlli)l~,r~ o.91 I~· 4.7% 

• 499 PRICf 
TIMELINESS 3 ,,..,. High:! 15.81 23.01 21.91 20.91 25.51 25.3 24.51 27.41 32.91 32.61 32.91 37.81 

i 
I Target Price Range 

( ~.,i;w~ l - Low: 13.01 14.71 13.4 ! 15.7 19.41 18.3 1s.•1 22.9 I 25.6 25.S I 26.61 30.1 / 1999 2000 /2001 I 
' 

i 
' SAFETY 2 ,_;, tl.2!1xO.\klend1 olm I ' : i ' ! I so 

(&al,1 1 Hg•,rn 5 lom) --- --- :g d . od lr'ltlrH1 • ' ' BETA .60 (1.00 • Marn0 ,, -fm•I sntlt ' ' ' ' ,~,. I . \ ' ; 
' 

I ,,r11•1 ' "' 32 AM'I To!J.I ! ' I 
. 1,1111 , ,.-1- - I Prie, Gon Rotum 

' ' " H~h 55 ,.,. ; 20 
low 40 +10o/. 

I ' i ' i I ' ' 
f•";:l "" " ln1lder Oecitiona ,,h ,,..Jl.l,,,,oll I I'! ! i i I i I i I 12 -···· HOJFWAWJJ 

"' ., .. I 10 I ... -~ • .... ..... ·. i'"' I : ·•,,• ' I ... 0 0 0 0 0 0 0 0 0 -- " . 
' s 

~ 112000010 ., .. ·········-· I ·-,.,:I. I 1 I i I 0 0 0 0 0 0 0 1 0 I i I • lnaututlonal Declalona I Rel~ p~ Srer,gth I i I Shldld UN 
lndlettH '- ' WI lilll lilll I : I ' I ' I I rK:etllon ... « il8 39 Pereent e.o 

. ~!"~ " 31 32 1MrH , .. 
" '" ' Options: Nont 5473 '803 '927 tndod 2.0 

1980 1198111982 1 1983 I 19841 1985 I 1986 I 1987' 1988119891 19901199111992119931 19941 19951 19961 19971 •VALUEUHEPIJB-IHC.I 99--01 
SS.09 SS.06 I 58.52 69291 11.ro r 70.61 I ;a~, 5-0.961 SS.691 SL92 I 47.71 I 47.13 

47MI 51.781 51.291 47.19 52.101 55.601 Rtwnot1per1h 61.$0 
3.42 3.18 I 2.52 3.191 031 <Ml 3.68 11s I 1.70 ! 4.78 1 3.55 3,97 4.03 HS 4.84 I rn 5.501 iB-0 I •Cull Flow" pmh us 
i.<0 1.35 I 1.01 1.18 2.00 I 2.01) 1.59 1.43 I 2.46 ! 2.40 I 1.04 I IS. 1.40 i.82 I 2091 227 2.651 2.80 Earnings penh" 3.35 
1.02 1.05 I 1.07 1.07 I 1.11 1.18 I 128 1.:xl I 1.32 1.37 l.•2 j 1.16 I.SO 1.5' I 1.581 1.62 1.661 1.72 Dlv'd1 Otel'd...., 1h B • 2.34 
3~ 3.071 rn 2.01 I 2.72 2.72 2.691 2s11 3.52 2.90 I 2.641 3.02 I rn 3161 3251 

3~1 
320[ 190 C&p'I Spending~ 1h AOO 

13.55 tJ.aa 12.28 12.60 1352 14.38 15.11 i 15.23 I 16.34 17.391 16.64 I 1628 I 15..91 16.47 17.23 I 18.93 20.201 21.45 Book Vafut pet 1h c 2!15 
8.17 8.171 11.10 11.40 I 11.58 11.78 13.151 13.301 135' 13.69 I 13.8.1 14.461 1U2 16.411 16.921 18.241 fU01 IUO Common Sh1 Outat' 2~00 
~9 731 M 7.0 j 5.8 6B 12.0 12.91 7.6 921 202! 14.11 17.7 163! 13.9/ 12.81 &>111~- iAvgAnn'IP/ERttlo 11.0 
,92 .89. .98 591 ;, .ss I .81 .86 .63 I .701 1.so: .90 1.07 .961 .91 i .87 v..w u-. I Reletin PIE Ratio 1,10 

10.5% 10.6'1. I 12.0'1, 10.3% 9.3% 8.3% 6.7% 7.1% 7.1% 62% i 6.8% 6.7% 6.1% s2o/. I 5.5%1 5.6% ~ Ava AM'I OiY'd Yield 4"11 
CAPfTAL STRUCTURE II of 6t'3aM 740.1 677.61 75'2 710.61 5S9B I 681.7 701.9 849.S I 867.81 860.61 9151 10/SIRownun(lmiln 1350 
Total Dtbt $239.Bmil Out In 5 Yrt $170 mlD. 21.1 20.5 33.8 32.71 14.31 m 20.S 23.31 31!1 38.71 ,ul 52.5 I Ntt Profitllmll" 65.0 

.U,\% 14.9'1. I 38.0% 39.1% I 402'. I 36.1% 37 2o/, 37.4% I 34.S'hl 36.3%1 36.5%1 J6.SX!lneomeTuR1i. 3&5" 
LTDtbt $182.9 mil LT1n1trllt $16.0mill. 29'1. 3.0'/, I '-''> 4.~I 22% i 3.2% 2.9'1. 3.5% i ,_O'l,j •b'>I i0%1 i0%lllolProfil"·-ln (~ 

40.2% 37.S'> I 37.1'> 34.0% I 35.7'11, I 11.7'1, 41.0% 37.9'1. I 35.7% 1 33.6'1o 33.Sll I 3J.5" long-TennDtblRttio 33,5" (l T inleresl earned: 6.2x; total interest 55.8% eJ.1% I 62.6'-'. 66.0% I 64.3% I 58.3% 59.0% 62.1'!. ! 64.3% I 66.4% 66.5"1 6t5" Common€ ·""·Rltlo 66.5" OO'o'tlllg&: 4.2:c) 
356.2 337.0 353.5 300b I 3573 I "'16 399.8 435.S 453,11 520.0 

::1 
610 Toll! CepiOI (~ii) T1S 

Ptnllon Uablllty Nooe 27a& 285.0 ll1.I 300bl 33621 347.8 3882 400.7 m~i 436.0 165 Nol Plant llmlll 590 
7.7% 7.8% 11.3% 

"·""' I 5.8% 7.0% 6.6'1, 7.S'h a8%1 8.6'-'. ld0%1 ld0% 'II, Eamod To1'1 Clp'l ld0% 
Pfd S1oek None 9.9'1. 9B% 152% 137'1, 6.2% 9.1%, 8.7% 10.8% 12.0% 11.2% f/.0%1 110% 'II, Eamod Nit Wortt, 110% 
Common S1ock 18,389,279 sharss 

9.6'1, 9.3% I 14.9'1. 13.7% I 62% 9.1'!. 8.7% 10.8% 12.0'1,I 11.2% 110%1 110% 'I. Eamld Com E"ui"' "·°" Hof7/15M 1.9'1. .8'> I 6.9'1. 5.9'1. I NMJ' .5'11, .... 2.9'1, 
40'/, I 13'1, 10%1 10% '!.RetalntdtoComEq '·°" 82'/, mj Wli 57'> 1 NMF 91'11, 95% 73'/, 67'1, 71% ~1 61'11, If. Al Olv'da to Ntt Prof 69ll 

CURRffi POSmON 1~ 1m - BUSINESS: WICOR, Inc. is a hoking company. Its Wl.SC()(lSin Ga.s prusure d&ani.ng, mame, & fire J:(01:ection mids. Purchased gas c.Jl/'Mie1, 35.1 20.4 51.8 
Olher 277.2 308.6 283.2 Co. slbsidwy <istroules natultl gas IO <Ner 500,0IXl residentiai costs: 62% of utity revenue; labor: est'd 15% of revt.. '95 dopree. 
Coo"entAssels 312.3 :iffii -= cc,mmerciaJ, & indu-suial customers. Sia-Rile lndustriss manulac- rate: S.5%. Est'd pl.an! age: 10 yrs. Has 3,360 em~ee1, 27,380 
A.eds Payable 65.6 63.9 60.6 lures pumps & water prooeu equJ(Mnt wondvr'ide. Shurflo Pump shareooklors. Offbe~ OYrn 3% ol stk. (m6 prcxqi). Pr~ 
OebtDue 116.5 113.2 58.9 Mfg. Co. se,ves beverage, recrealictl veh~, mame, & purdicatlon & C.E.O.: G.E. Wardeberg. lnoorp.: WISCOI\SV\. Address: 626 East 
Olher 57.3 77.3 107.1 m&/Xats. Hyp(o Corp., acquif&d 7/95, makes PLmi» lor agiculura~ WIS«minAve., Milwaukee, WI 53201. Tel: 414-291•7028. 
Cooent Uab. 239.4 254.4 224.6 The best 1996 news for WICOR ie effect on foreign demand, Apart from the Ax. ('.nn. Cov. 399'4 '10% •92% 
ANNUAL RATES .... Put Elfd '93-'05 probably already out. Following an ex- seasonal decline in domestic sales of pool 
d<h>'l'IP«"'l 10YrL SYtt. 14'19,"1 cellent March quarter, earnings of 31it a and spa water systems, some profit pres-
Revenues -3.5% -.5% 5.0% share nearly doubled the 1995 June-period sure is due from a consolidation at Hypro. 
"Cash Row" .5% ., 8.0% result. The manufacturing and energy seg- The Detroit plant of this subsidiary is 
~ 1.0% 1.0% 8.5% ments both contributed to the impressive being closed and its operations are being 3.5% 3.0% '·"" Book Value 2.5% 1.0% 6.5% year-to-year increase. For the current assumed at a Minneapolis facility. 
CAI- OUIJ1TDII. Y REVEJ«/ES II mil) Full 

quarter1 a loss is customary due to mini- A winter no colder than normal would - MtrJ1 Jun.30 Seo.30 Dec.31 YI# mal gas deliveries and the seasonal falloff adversely affect utility comparisons. 
1993 272.7 100.2 152.8 233.8 8•9.5 for pump and water control products. On that assumption, we estimate some-
1994 320.6 186,1 151.1 210.0 867.8 The gas utility division escaped its thing less than the 99¢ a share netted in 
1995 269.3 1792 162.7 2•8.4 860.6 umal June-quarter loss. Uncommonly 1995's fourth quarter. Even so, the strong 
1996 328.7 227.6 114.7 244 915 large heating requirements enabled Wis- first-half result supports hopes for a record 
1897 :us 230 190 2M 10/5 consin Gas to more than cover second- 1996 outcome of possibly $2.65 a share, 
CAI- WHliGS PER SIW!E • Full quarter expenses this year. Tumperatures The stock offers income plus an op .. ·- MarJ1 Jun.30 Sep,30 Dec.31 VIII in the period were 28% colder than normal portunity for 3. to 5-year gains, The 
1993 1.•8 .OI d.53 .62 1.82 and provided an 11 % increase in firm cus- dividend, which is nudged upward yearly, 
1994 1.80 .00 d.•8 .71 too tomer volume. Holding costs and expenses brovides a decent return. Additionally, 
1995 rn .16 d.29 .99 2.27 down brought an upswing to net utility in- otter-than-typical utility earnings growth 
1996 1.69 .31 d,21 .93 2,65 come of $39,000, from a year-earlier is in prospect as a result of the consistent 
1997 1.61 -34 d.22 t,05 2.80 $570,000 loss. expansion of manufacturing operations via 
CAI- QUARTERLY DIVIOEHOS PAO•, Full Weakening foreign markets cun-ently reinvestment and acquisitions. ·- MarJ1 Jun.3-0 Sep,30 Dec.31 Year provide less lift to pump-related sales, Edmund B Sworl, CFA September 27, 1996 
1992 .37 .37 .38 .38 I.SO Much of the 73% June.quarter gain in ~S.(N~lilr9ftlll'lf~ 

1993 .38 ,38 .39 .39 1.5' pump business results came from overseas "" 10! "" 
,., 

1994 .39 .39 .40 .40 1.58 sales that rose 19%. Recent indications, '"""""' ~Jlltl'J.) 522.l(IU'II Si'G/11.flJ Sll(ff.llJ 
1995 .40 .40 ·" .41 1.62 however, are that a broadening slowdown .......... lll.2(1.l'lil lJ7JftO'II G(1.BJ '44(1.IIJ 
1m ·" ·" ,42 in European markets is having an adverse ""'"'1 .. li57.lf11'!,) aso.1112') ln(U\I IOU(lft} 

~ BaS6d on av&rage shares outstandr\g. 
rt~ &mOU'IIS adjusted to sum t<TIMUal 

'92, (5 .. ); ~• 01, (10,); '95 01, S<. (BJ N"'1 
dMdeod meeting about Oct 24. Goes ex abo!A 

30. • Oividertd reffiestm&nl ~a.n 1va118.b'6. ~ Al'\IOdtl Strtngth 8++ l 
~) IOOudes intangibles. ln '95: $90.0 m1Klon, f9\ns, ext eamr,g:s rep)(t due late October. Nov. 8. App(oxi'nate difidend ~ent date~ .9Yshare. 

Eiciude, ''"""'lm'JOail (lou<s)i '90, 140<): Fet:roaiy 28, Ma.y 31, August , November (D) In mlltions, adjusted lor stcd< ~. 

St co St.o~IHy 95 
Price Gtowth Pffl.lmnce 70 
&mlngs ~lettblllty 55 

To subscnbe call "800·833·0016. 
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Associated Natural Gas Company 
A Division of Arkansas Western Gas Company 

Two-Stage Growth Discounted Cash Flow Model 
Summary of Conclusion 

Proxy Group 
of Seven 

Gas Distribution 
Companies 

Proxy Group 
of Twenty 
Value Line 

Gas Distribution 
Companies 

Using 1/B/E/S Projected Five-Year Growth In Earnings per Share and 
Annual Growth In Gross Domestic Product 

1. Dividend Yield (1) 5.6 % 5.1 % 

2. Dividend Growth 
Component (2) Q.1 Q.1 

3. Yield 5.7 5.2 

4. Growth Rate il (3) .5..1 (3) 

5. Indicated Return Rate .1ll.ll % .lil.J % 

Using 1/B/E/S Projected Five-Year Growth In Earnings per Share and 
Annual Gas PlstrlbuUon Industry Revenue Growth 

6. Dividend Yield (1) 5.6 % 5.1 % 

7. Dividend Growth 
Component (2) Q.1 Q.1 

8. Yield 5.7 5.2 

9. Growth Rate ~ (4) 4.1 (4) 

10. Indicated Return Rate ll.Z% a.a% 

11. Average Indicated Return Rate (5) 10..2. % l!.ll % 

Notes: (1) From Exhibit FJH-10. 

(2) This reflects a growth rate component equal to one-ha~ the conclusion of 
growth rate (from pages 4 and 1 0 of this Exhibit) x Line No. 1 to reflect the 
periodic payment of dividends (Gordon Model) as opposed to the continuous 
r>avment. Thus. 5.6% x /1 / 2 x 4.9%) = 0.1 %. 

(3) Conclusion of growth from page 4 of this Exhibit. 

(4) 

(5) 

Conclusion of growth from page 10 of this Exhibit. 

Average of Line No. 5 and Line No. 10. SCHEDULE FJH-13 
Page 1 of 14 
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Indicated Annual Dividend per 
Shafe at November 30. 1996 

Dividends per Share 1996 (1) 
1997 
1998 
1999 
2000 
2001 
2002 (2) 
2003 
2004 
2005 
2000 
2007 
2008 
2009 
2010 
2011 
2012 
2013 
2014 
2015 
2016 

Average Annual 
Growth Rate (3) 

-·--" 

AnoclfftAd Natural Gas Company 
A PMnlon of Mensa, Westftm Gas Comoaov 

Two-Stage GtOINlh Discounted Cash Flow Model Using I/8/E/S Projected Five-Year Growth 
In Eam/oQI PftC Share end Annual Growth lo GCO$$ l)ornft:rtk;; Prod1pct 

Proxy Group of Twenty Value line Gas Companies 

Brooklyn cascadO Connectleut 
AGL Almos Bay Union Natural Coonoctlcut Natural 

Rosoun:es, Eneigy Stat• Gos Gas Gos Energy Gos 
In<. = ~ ~ COmoam< = = 
$1.080 $1.000 $1.540 $1.•20 $0.960 $1.320 $1.520 

1.084 1.008 1.546 1.427 0.96-1 1.326 1.525 
1,137 1.101 1.616 1.505 1.015 1.392 1.586 
1,193 1.202 1.689 1.588 1.069 1.462 1.849 
1.251 1.313 1.765 1.675 1.128 1.535 1.715 
1,312 1,•34 1.844 1.767 1.166 1.812 1.784 
1.376 1.566 1.927 1.864 1.2•9 1.893 1.855 
1,,145 1.844 2.023 1.957 1.311 1.778 1.948 
1.518 1.725 2.122 2.053 1.375 1.865 2.043 
1.590 1.810 2.228 2.154 1.-«2 1.956 2.1•3 
1.668 1.899 2.335 2.260 1.513 2.052 2.248 
1.748 1.990 2.-«7 2.368 1.586 2.150 2.356 
1.834 2.088 2.567 2.484 1.664 2.255 2.47~ 
1.922 2.188 2.690 2.603 1.744 2.363 2.590 
2.014 2.293 2.819 2.728 1.828 2.476 2.714 
2,113 2.405 2.957 2.862 1.918 2.597 2.847 
2.217 2.523 3.102 3.002 2.012 2.724 2.987 
2.326 2.647 3.254 3.149 2.111 2.857 3.133 
2.440 2.777 3,413 3.303 2.214 2.997 3.287 
2.560 2.913 3.580 3.465 2.322 3,144 3.448 
2.685 3.056 3.755 3.635 2.436 3.298 3.617 
2.817 3.206 3.939 3.813 2.555 3,..,., 3.794 

4.9% 6.0% 4.8% 5.~Ai 5.0% 4.9% 4.7% 

Noles: (1) Dividends per share for the yGara 1996-2001 are developed using 1/B/E/S prtjected five-year growth In 
earnings per share as shOwn on page 5 ofthla Exhibit. 

(2) otvldends per share for the yaars 2002-2018 are developed using the annual growth In Gross Domestic 
Product as shown on paoe 5 of this Exhibit. 

(3) Average annual gl'OM.h rate Is the compound annual growth rate from the Indicated annual dividend per 
share at November 30, 1996 to the proiected dividend per share for the year 2016. FOC' example, AGL 
Resources, lnc.'s average annual growth rate of 4.9% Is dertved as follows: ,i..9% • ( ( $2.817 / $1.080) A 

( 1120.083) ·1 ). 

Source or Information: Standard & Poor's Compuatat Servk:es, Inc., Lltlllly Compustat 11 
l/8/E/S Custom Report, November 14, 1996 
The WE.FA Group 

--~-
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Indicated Annual Dividend per 
Share at November 30, 1996 

Dividends per Share 1996 (1) 
1997 
1998 
1999 
2000 
2001 
2002 (2) 
2003 
2004 
2005 
2006 
2007 
2006 
2009 
2010 
2011 
2012 
2013 
2014 
2015 
2016 

Average Annual 
Growth Rate (3) 

M@1819<1 Na!uml ("-,as Company 
A Ptvlnloo of ArkaonAfl Western Gn ComPODY 

Two-Staoe Growth Discounted Cesh Flow Model Using I/8/E/S Projeclad Five-Year Growth 
lo femlooa Pee Shem eocl Annual GCCM1b In G©M (}on:)Mtki Product 

Proxy Group of Twenty Value line Gas Companl~ 

Northwest 
lndlana Laclede NowJGr>ey Natural 

Energen Ene,gy, Gas MCN Roeouroec NICOR, Gas = In<.. = = = !no. == 
$1.200 $1,140 $1.260 $0,970 $1.560 $1.320 $1,200 

1.208 1.1« 1.264 0.977 1.567 1.326 1.205 
1.305 1.198 1.312 1.062 1.647 1.395 1.264 
1.<09 1.254 1.362 1.154 1.731 1.468 1.328 
1.522 1.313 1.41,4 1.254 1.819 1.54< 1,391 
1.64< 1.375 1.468 1.363 1.912 1.62-4 1.459 
1,776 1.«o 1.524 1.482 2.010 1.708 1.530 
1.865 1.512 1.600 1.556 2.111 1.793 1.607 
1.958 1.088 1.678 1.632 2.214 1.681 1.886 
2.052 1.684 1.760 1.712 2.322 1.973 1.769 
2.153 1.748 1.846 1.796 2.436 2.070 1.856 
2.256 1.830 1.935 1.882 2.553 2.169 1.945 
2.367 1.920 2.030 1.974 2.678 2.275 2.040 
2.481 2.012 2.127 2.069 2.807 2.384 2.138 
2.600 2.109 2.229 2,168 2.942 2.498 2.241 
2.727 2.212 2.338 2.274 3.086 2.620 2.351 
2.881 2.320 2.453 2.385 3.237 2.748 2.468 
3.001 2.434 2.573 2.502 3.396 2.683 2.587 
3.148 2.553 2.699 2.625 3.562 3.024 2.714 
3.302 2.678 2.831 2.754 3.737 3.172 2.847 
3.464 2.809 2.970 2.889 3.920 3.327 2.987 
3.63-1 2.947 3.116 3,031 4.112 3.490 3.133 

5.7% 4.8% 4.6% 5.8% 4.0% 5.0% 4.0% 

Notes: (1) Dividends per there for the years 1996-2001 are developed using 1/8/E/S projected five-year gro.vth In 
ea.mines per a hare as ahOwn on page 6 of this Exhibit. 

(2) Dividends per share for the years 2002-2016 are developed using the annual groiNl.h In Gross Domestic 
Product as shown on page 6 or this Exhibit. 

(3) Average annual growth rate II the compound annual gro.vth rate from the Indicated annual dividend per 
share at November 30, 1996 to Iha projected dlvldaod per share for the year 2016. For example, 
Energan Corp.'s average annual gro.vth rate of 5.7% Is derived as follOws: 5.7% • ( ( $3.634 
/ $1,200) A ( 1 / 20.083) •1 ). 

Source of Information: Standard & Poot"8 Compuatat SeNlces. Inc .• Utlllty Compustat 11 
1/BJE/S Custom Report, November 14, 1996 
Tho WEFA Gt0up 
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heoc'etftd Natural Gu Company 
A Pfvl:tlon of AdreOMtl Wa:ftpm \-.a:, @oony 

Two-Stage Growth Discounted Cssh Fla# Model Using 1/B/E/S Profecied Five-Year Growth 
In Eemtorm Pftr: Sbnm and Annual G!IMrtb ln Gross Dommrtlc: Product 

Proxy Group of TWQnty Value line Gas Companies 

Average for the 
South Proxy Group 

Pooples Pkldmont Jo- Washlnaton of Seven 
ONEOK, Ene,gy Natural Gas Industries, Gas Light WICOR Gas Distribution 

Ylla[ In<. = ~ In<. ~ In<. Comoan!M: 

Indicated Annual Dividend per 
Share at November 30, 1996 $1.200 $1.840 $1,160 $1.440 $1.140 $1.680 

Dlvldanda par Share 1996 (1) 1.207 1.846 1.166 1,444 1.144 1.693 
1997 1.285 1.914 1.2,41 1.-495 1.191 1.849 
1998 1.369 1.985 1.320 1.547 1.240 2.019 
1999 1.458 2.058 1.404 1,801 1.291 2.205 
2000 1.553 2.134 1.494 1.657 1.34< 2.408 
2001 1.654 2.213 1.!590 1.715 1.399 2.630 
2002 (2) 1.737 2.324 1.670 1.801 1.'69 2.762 
2003 1.822 2.438 1,752 1.889 1,541 2.897 
2004 1.911 2.557 1.838 1.982 1.617 3.039 
2005 2.005 2.682 1.928 2.079 1.696 3.188 
2006 2.101 2.811 2.021 2.179 1.777 3.341 
2007 2.204 2.949 2.120 2.286 1.864 3.505 
2008 2.310 3.091 2.222 2.396 1.953 3.673 
2009 2.-421 3.239 2.329 2.511 2.047 3,849 
2010 2.540 3.398 2.«3 2.634 2.1•7 •.038 
2011 2.864 3.565 2.583 2.763 2.252 4.236 
2012 2.795 3.740 2.689 2.898 2.362 ..... 
2013 2.932 3.923 2.821 3.040 2.478 •.662 
2014 3.076 4.115 2.959 3.189 2.599 4.890 
2015 3.227 4.317 3.104 3.345 2.ns 5.130 
2016 3.365 4.529 3.256 3.509 2.860 5.381 

Average Annual 
Growth Raio (3) 5.3% "4.6% 5.3% •.5% "4.7% 6.0% !.si. 

Notes: (1) DlvldClndo per share for the yeara 1996-2001 aro dCl\loJopCld ualng I/BJE/S projClcted five-year growth In 
eamlnga per share ea shc:Mn on page 7 of this Exhibit. 

(2) Dividends per share for Iha years 2002-2016 are developed ualng the annual growth In Gross Domestic 
Product as shown on page 7 of this Exhibit. 

(3) Average annual growth rate la the compound annual growth rate from the Indicated annual dividend per 
share at November 30, 1996 to the pr~ed dividend per share for Iha yaar 2016. For example, ONEOK, Inc. 'a 
average annual growth rate of 5.3% Is dertved as follows: 5.3% • ( ( $3.385/ $1.200) ~ ( 1 / 20.083) -1 ). 

Soorce ot Information: standard & POOl"a Compustat Setvk:N, Inc., utlllly Compuatat II 
l/8JE/S Custom Report, November 1-4, 1996 
The WEFA Group 

Average for the 
Proxy Group of 
Twenty Value 

Line Gas Olatrtbutlon 
Cooiooolftn 

lll> 
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ASS'Xiiated Natural Gas Company 
A Division of Arkansas Western C"'ffl Comoanv 

Development of Growth Rates Based on UB/E/S Projected Five-Year Grow1h in Earnings per Share 
and Annual Growth in Gross Domestic Product for Use in the Two-Stage Growth Discounted Cash Flow Model 

Proxy Group ofTweniy Value Line Gas Companies 

Brooklyn Cascade Connecticut 
AGL Atmos Bay Union Natural Connecticut Natural 

Resources, Energy State Gas Gas Gas Energy Gas 
Yl!ac lrn.. C2!ll. Company Comoanv Company C2!ll. C2!ll. 

1996 (1) 4.9% 9.2% 4.5% 5.5% 5.3% 5.0% 4.0% 
1997 4.9% 9.2% 4.5% 5.5% 5.3% 5.0% 4.0% 
1998 4.9% 9.2% 4.5% 5.5% 5.3% 5.0% 4.0% 
1999 4.9% 9.2% 4.5% 5.5% 5.3% 5.0% 4.0% 
2000 4.9% 9.2% 4.5% 5.5% 5.3% 5.0% 4.0% 
2001 4.9% 9.2% 4.5% 5.5% 5.3% 5.0% 4.0% 
2002 (2) 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 
2003 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2004 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2005 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2006 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 
2007 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2008 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 
2009 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 
2010 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2011 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2012 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2013 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2014 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2015 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2016 (3) 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 

'tl Cll 
"'c-, 

()Q ::c 
Cl>"' Notes: (1) 1/B/E/S Projected Five-Year Grow1h in Earnings per Share. t, 
V, c:: (2) Projected Annual Grow1h in Gross Domestic Product from The WEFA Group. 

t'"' (3) Growth rate for the year 2016 assumed to be equal to grow1h rate for the year 2015. 
0 "' ..,, 

'rj 
.... c.. .,,. ::c Sourt:e of Information: UB/E/S Custom Report, November 14, 1996 I .... The WEFA Group w 
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Assx:-iated Natural Gas Company 
A Division of Arkansas Westero Gas Company 

Development of Growth Rates Based on UBIE/S Projected Five-Year Growth in Earnings per Share 
and Annual Growth in Gross Domestic Product for Use in the Two-Stage Growth Discounted Cash Flow Model 

Proxy Group of Twenty Value Line Gas Companies 

Nonhwest 
Indiana Laclede New Jersey Natural 

Energen Energy, Gas MCN Resources NICOR, Gas 
Y.!!ar QQ!i!. Iru;. Comoanv QQ!i!. QQ!i!. Iru;. Company 

1996 (1) 8.0% 4.7% 3.8% 8.7% 5.1% 5.2% 4.9% 
1997 8.0% 4.7% 3.8% 8.7% 5.1% 5.2% 4.9% 
1998 8.0% 4.7% 3.8% 8.7% 5.1% 5.2% 4.9% 
1999 8.0% 4.7% 3.8% 8.7% 5.1% 5.2% 4.9% 
2000 8.0% 4.7% 3.8% 8.7% 5.1% 5.2% 4.9% 
2001 8.0% 4.7% 3.8% 8.7% 5.1% 5.2% 4.9% 
2002 (2) 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 
2003 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2004 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2005 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2006 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 
2007 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2008 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 
2009 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 
2010 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2011 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2012 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2013 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2014 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2015 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2016 (3) 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 

"'"' " C') 
OQ "' Notes: (1) 118/E/S Projected Five-Year Growth in Earnings per Share. "'"" "' (2) Projected Annual Growth in Gross Domestic Product from The WEFA Group. o-.C ,.. 

(3) Growth rate for the year 2016 assumed to be equal to growth rate for the year 2015. 0"" H, 

"" ,-.c.., ,,_"' Soun:e of lnfonnation: UB/E/S Custom Report. November 14, 1996 I ,... The WEFA Group w 



ASfiOC:iated Natural Gas Company 
A rnvision of Arkansas Western Gas Company 

Development of Growth Rates Based on I/8/EIS Projected Five-Year Growth in Earnings per Share 
and Annual Growth in Gross Domestic Product for Use in the Tw0::Staoe Growth Discounted Cash Flow Model 

Proxy Group ofTwenty Value Line Gas Companies 

South 
Peoples Piedmont Jersey Washington 

ONEOK, Energy Nalural Gas Industries, Gas Light WICOR 
Yl!llr In!.. QQm. Company In!.. Company In!.. 

1996 (1) 6.5% 3.7% 6.4% 3.5% 4.1% 92% 
1997 6.5% 3.7% 6.4% 3.5% 4.1% 9.2% 
1998 6.5% 3.7% 6.4% 3.5% 4.1% 9.2% 
1999 6.5% 3.7% 6.4% 3.5% 4.1% 9.2% 
2000 6.5% 3.7% 6.4% 3.5% 4.1% 9.2% 
2001 6.5% 3.7% 6.4% 3.5% 4.1% 9.2% 
2002 (2) 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 
2003 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2004 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2005 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2006 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 
2007 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2008 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 
2009 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 
2010 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2011 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2012 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2013 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2014 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2015 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 
2016 (3) 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 

""en 
" 0 "" :,:: 
<1) "' Notes: (1) VS/EIS Projected Five-Year Growth in Earnings per Share. 

0 __, c:: (2) Projected Annual Growth in Gross Domestic Product from The WEFA Group. 
t"' (3) Growth rate for the year 2016 assumed to be equal to growth rate for the year 2015. 

0 "" rn 
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"'"' Soun:e of Information: V8/E/S Custom Report, November 14, 1996 I .... The WEFA Group w 
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Indicated Annual Dividend per 
Shara at November 30, 1996 

Dividends per Share 1996 (1) 
1997 
1998 
1999 
2000 
2001 
2002 (2) 
2003 
2004 
2005 
2008 
2007 
2008 
2009 
2010 
2011 
2012 
2013 
2014 
2015 
2016 

Averaoe Annual 
Growth Rat• (3) 

--

Meoc\a1fld Natural G.afl: ComPftnv 
A Pl:'t'ltlon of Aricaonas WMtiCD Gas Company 

Two-Stage Growth Discounted C8sh FIOw Madel Using 1/8/E/S Projected Flve-.Year Growth 
In earnings em:snam and Annual Growth In Nah1ral Gas Be:vemJAA 

Proxy Group of Twenty Value Line Gas Companies 

Brooklyn Cescade Connoctlcul 
AGL Almos Bay Union Natural Connecticut Natural 

Resouroes, Enorgy State Gas Gas Gas Energy Gas 
Ill<. = -= l&ml!illlY == = = 
$1.080 $1,000 $1.540 $1.420 $0.960 $1.320 $1,520 

1.084 1.008 1.546 1.427 0.964 1,326 1.525 
1.137 1.101 1.616 1.505 1.015 1.392 1.588 
1.193 1.202 1.689 1.588 1.069 1."62 1.649 
1.251 1.313 1.765 1.675 1.126 1.535 1.715 
1.312 1.434 1 ..... 1.767 1.186 1.612 1.784 
1.376 1.588 1.927 1.864 1,249 1.693 1.855 
1.437 1.635 2.012 1.946 1.304 1.767 1.937 
1.502 1,709 2.103 2.034 1.363 1.847 2.024 
1.571 1.788 2.200 2.128 1.426 1.932 2.117 
1.640 1.867 2.297 2.222 1.489 2.017 2.210 
1.701 1.936 2.382 2.304 1.544 2.092 2.292 
1.762 2.006 2,,168 2.387 1.600 2.167 2.375 
1.824 2.076 2.554 2.471 1.656 2.243 2.458 
1.686 2,147 2.641 2.555 1.712 2.319 2.542 
1.941 2.209 2.718 2.629 1.762 2.368 2.616 
2.005 2.282 2.808 2.716 1.820 2.465 2.702 
2.067 2.353 2.895 2.800 1.876 2.541 2.786 
2.135 2.431 2.991 2.892 1.938 2.625 2.878 
2.203 2.009 3.087 2.985 2.000 2.709 2.970 
2.273 2.589 3.186 3.081 2.064 2.796 3.065 
2.346 2.672 3,288 3.180 2.130 2.885 3.163 

3.9% 5.0% 3.8% 4.1% 4.0% 4.0% 3.7% 

Notes: (1) Dividends P'N' share ror the yeata 1996-2001 are developed using 1/8/E/S pro,lected five-year growth In 
eamhlQS per share aa shown on page 11 of this Exhibit. 

(2) Dividends per share tor the years 2002-2016 aro developed using the annual growth In natural gas 
revenues aa shown on page 11 of this Exhibit. 

(3) Average annual growth rato Is the compound annual growth rate from the Indicated aMual dividend per 
share at November 30, 1996 to the projected dividend per share for the year 2016. For example, AGL 
Resources, lnc.'a average annual growth rata of 3.9% Is derived as follows: 3.9% • ( ( $2.346 / $1.080}" 
( 1 /20.083) -1 ). 

Source of lnfoonatlon: Standard & Poor'll Compustat Services, Inc., utlllty Compustat II 
1/8/EJS Custom Report, November 14, 1996 
The WEFA Group 
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Indicated Annual Dividend per 
Share at November 30, 1996 

Dividends per Share 1996 (1) 
1997 
1998 
1999 
2000 
2001 
2002 (2) 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 
2011 
2012 
2013 
201• 
2015 
2016 

Average Annual 
Growth Rat• (3) 

Asspclatftd Natural Gan CQmpaov 
A ()lybdoo of AricBOIUt, Wen!ACD Gas Comoony 

Two-Stage Growth Discounted Cash Flow' Model Using 1/BJE/S Projected Flve-Y881' Growth 
In eamtnga PM $bare and Anntl8[ Growth In Nfflvral GM BRV@•Uftff 

Proxy Group of Twenty Value Una Gas Companies 

Northwest 
lndlana Laclede NewJe;uy Natural 

Eno,gen Eno,gy, Gas MCN ""'"""'°" NICOR, Gas = !no. = = = !no. = 
$1.200 $1.1-40 $1.260 $0.970 $1.560 $1.320 $1.200 

1.208 1.144 1.264 0.977 1.1567 1.326 1.205 
1.305 1.198 1.312 1.062 1.647 1.395 1.264 
1.409 1.254 1.362 1.154 1.731 1.468 1.326 
1.522 1.313 1.414 1.254 1.819 1.54-4 1.391 
1.644 1.375 1.468 1.363 1.912 1.624 1.459 
1.776 1.4<0 1.524 1.482 2.010 1,708 1.530 
1.854 1.503 1,591 1.547 2.098 1,783 1.597 
1.937 1.571 1.663 1.617 2.192 1.863 1.689 
2.026 1.643 1.739 1.691 2.293 1.949 1.746 
2.115 1.715 1.818 1.765 2.0S, 2.035 1.823 
2.193 1.778 1.883 1.830 2.483 2.110 1.890 
2.272 1.642 1.951 1.696 2.572 2.186 1.958 
2.352 1.906 2.019 1.962 2.662 2.263 2.027 
2.432 1.971 2.066 2.029 2.753 2.34-0 2.096 
2.503 2.028 2.149 2.066 2.833 2.4-08 2.157 
2.586 2.095 2.220 2.157 2.928 2.487 2.228 
2.686 2.160 2.289 2.224 3.017 2.564 2.297 
2.754 2.231 2.365 2.297 3.117 2.649 2.373 
2.642 2.302 2.441 2.371 3.217 2.734 2.449 
2.933 2.376 2.519 2.447 3.320 2.821 2.527 
3.027 2.452 2.600 2.525 3 .• 26 2.911 2.606 

4.7% 3.9% 3.7% 4.9% ··°" 4.0% 3.9% 

Notes: (1) Dividends per sha1'9 for the years 1996-2001 are developed using IIB1E1S projected nve-year growth In 
earnings per share as 11hown on page 12 of this Exhibit. 

(2) Dividends per share for the years 2002•2018 are developed using the annual growth In natural gas 
revenues as shown on page 12 of this Exhibit. 

(3) Average annual growth rate Is the compound annual groi,,,1h rate from the Indicated annual dividend per 
share at November 30, 1996 to the projected dividend per share for the year 2018. FOi' example, 
Energen Corp.'s average annual growth rate of-4.7% Is dertved as follows: -4.7% • ( ( $3.027 
/ $1.200) • ( 1 / 20.063) -1 ). 

Source of Information: Standard & Poor's Compustat Services, Inc., Ullllty Compuslat ii 
1/8/E/S Custom Rapod, Novembet 1•, 1996 
The WEFA Group 
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ONEOK, 
Yl!w: !no. 

Indicated Annual Dividend per 
Shara at November 30, 1996 $1.200 

Olvklends per Share 1996 (1) 1.207 
1997 1.285 
1998 1.369 
1999 1.458 
2000 1.553 
2001 1.654 
2002 (2) 1.727 
2003 1.805 
2004 1.888 
2005 1.971 
2006 2.044 
2007 2.118 
2008 2,192 
2009 2.267 
2010 2.333 
2011 2.410 
2012 2.485 
2013 2.567 
2014 2.649 
2015 2.734 
2016 2.821 

Avarago Annual 
Growth Rate (3) 4.3% 

Assrx:;IAtftd Natural Gas Company 
A PMn-loo of Mamsaa Westaro G88 Comooov 

Two-Stago Growth Discounted Cash Flow Model Using 1/8/EJS Projected Flve-.Yoar Growth 
In Famlnqn Pftr Sham and Annual Growth In Natural r..an BftYftOt!N 

P~ GrouQ of Twe~ Value Lina Gas Com~nles 

Average for the 
South Proxy Group 

Pooples Piedmont J•- Washington of Saven 
Eno,gy Natural Gas Industries, Gas L~hl WICOR Gas Olstrtbutlon = l.omll!llr£ !no. Coml>am< !no. Coropenkffl 

$1,840 $1.160 $1,440 $1.140 $1,680 

1.948 1.166 1.4« 1.144 1.693 
1.914 1.241 1.495 1.191 1.849 
1,985 1,320 1.547 1.240 2.019 
2.058 1.4°' 1,601 1.291 2.205 
2.134 1.494 1.657 1.344 2.408 
2.213 1,590 1.715 1.399 2.630 
2.310 1.660 1.790 1.461 2.746 
2.414 1.735 1.871 1.527 2.870 
2.525 1,815 1.957 1.597 3.002 
2.636 1.895 2.043 1.667 3.134 
2.734 1.965 2.119 1.729 3.250 
2.832 2.036 2.195 1.791 3.367 
2.931 2.107 2.272 1.854 3.485 
3.031 2.179 2.349 1,917 3.603 
3.119 2.242 2.417 1.973 3.707 
3.222 2.316 2.497 2.038 3.829 
3.322 2.388 2.574 2.101 3948 
3.432 2.467 2.659 2.170 4.078 
3.542 2.546 2.744 2.239 4.208 
3.655 2.627 2.832 2.311 4.343 
3.772 2.711 2.923 2.385 4.482 

3.6% 4.3% 3.6% 3.7% 5.0% ~ 

Notes: (1) Dividends per share for the years 1996-2001 are dev910pad using 1/BIEJS projected five-year growth In 
earnings per share as shown on page 13 ofthla Exhibit. 

(2) Dividends per share for the years 2002-2016 are developed uslllQ the annual growth In natural gas 
revenues as shown on page 13 ofthla Exhibit. 

(3) Average annual growth rate la the compound annual growth rate from the Indicated annual dividend per 
share at Novembef 30, 1996 to the projected dividend per share for the year 2016. For example, ONEOK, Inc. 'a 
average aMual growth rate of 4.3% Is derived as follows: 4.3% • ( ( $2.821 / $1.200) " ( 1 / 20.083 ) - 1 ). 

Source of Information: Standard & Poor'a Compostat Services, Inc •• Ullllty Compustat II 
118/E/S Cuatom Report, November 14, 1996 
The WEFA Group 

Avaraoe for the 
Proxy Group of 
Twenty Value 

Line Gas Distribution 
CQmpaole:! 
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~~iated ~alural Gas COOl~OY 
A Oi:ifaiQD Qf Arkansas Western G~ CQIIlpa!J~ 

Development of Growth Rates Based on 1/BIE/S Projected Five-Year Growth in Earnings per Share 
and Annual GrowttJ in Natural Gas Revenues for Use in the Two:Staae Growth OiSCQl 1nted Cash Flow Model 

Proxy Group ofT wenty Value Line Gas Companies 

Brooklyn Cascade Connecticut 
AGL Almos Bay Union Natural Connecticut Natural 

Resources, Energy State Gas Gas Gas Energy Gas 
YHr ]I]!;. ~ Company Company Company !&!11.. !&!11.. 
1996 (1) 4.9% 9.2% 4.5% 5.5% 5.3% 5.0% 4.0% 
1997 4.9% 9.2% 4.5% 5.5% 5.3% 5.0% 4.0% 
1998 4.9% 9.2% 4.5% 5.5% 5.3% 5.0% 4.0% 
1999 4.9% 9.2% 4.5% 5.5% 5.3% 5.0% 4.0% 
2000 4.9% 9.2% 4.5% 5.5% 5.3% 5.0% 4.0% 
2001 4.9% 9.2% 4.5% 5.5% 5.3% 5.0% 4.0% 
2002 (2) 4.4% 4.4% 4.4% 4.4% 4.4% 4.4% 4.4% 
2003 4.5% 4.5% 4.5% 4.5% 4.5% 4.5% 4.5% 
2004 4.6% 4.6% 4.6% 4.6% 4.6% 4.6% 4.6% 
2005 4.4% 4.4% 4.4% 4.4% 4.4% 4.4% 4.4% 
2006 3.7% 3.7% 3.7% 3.7% 3.7% 3.7% 3.7% 
2007 3.6% 3.6% 3.6% 3.6% 3.6% 3.6% 3.6% 
2008 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 
2009 3.4% 3.4% 3.4% 3.4% 3.4% 3.4% 3.4% 
2010 2.9% 2.9% 2.9% 2.9% 2.9% 2.9% 2.9% 
2011 3.3% 3.3% 3.3% 3.3% 3.3% 3.3% 3.3% 
2012 3.1% 3.1% 3.1% 3.1% 3.1% 3.1% 3.1% 
2013 3.3% 3.3% 3.3% 3.3% 3.3% 3.3% 3.3% 
2014 3.2% 3.2% 3.2% 3.2% 3.2% 3.2% 3.2% 
2015 3.2% 3.2% 3.2% 3.2% 3.2% 3.2% 3.2% 
2016 (3) 3.2% 3.2% 3.2% 3.2% 3.2% 3.2% 3.2% 

"" C/J "'C, 
00 :,: 
ct> "" Notes: (1) I/BIE/S Projected Five-Year Growth in Earnings per Shere. t:l ,-.c:, (2) From page 14 of this Exhibit. .... ,... 

(3) Growth rate for the year 2016 assumed to be equal to growth rate for the year 2015. "' 0 
H, .,, 

c.... .... :,: 
Source of Information: 1/BIE/S Custom Report, November 14, 1996 -l'-1 .... 

The WEFA Group w 
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Associated Natural Gas Company 
A Division of Arkansas Western Gas Company 

Development of Growth Rates Based on UB/E/S Projected Five-Year Growth in Earnings per Share 
and Annual Growth in Natural Gas Revenues for Use in the Two--Staoe Growth Pisro 1nted Cash Flow Model 

Proxy Group ofTwenty Value Line Gas Companies 

Indiana Laclede New Jersey Northwest 
Energen Energy, Gas MCN Resoun:es NICOR, Gas 

'(§a[ CQrri. 1ru;. Company CQrri. CQrri. 1ru;. Company 

1996 (1) 8.0% 4.7% 3.8% 8.7% 5.1% 5.2% 4.9% 
1997 8.0% 4.7% 3.8% 8.7% 5.1% 5.2% 4.9% 
1998 8.0% 4.7% 3.8% 8.7% 5.1% 5.2% 4.9% 
1999 8.0% 4.7% 3.8% 8.7% 5.1% 5.2% 4.9% 
2000 8.0% 4.7% 3.8% 8.7% 5.1% 5.2% 4.9% 
2001 8.0% 4.7% 3.8% 8.7% 5.1% 5.2% 4.9% 
2002 (2) 4.4% 4.4% 4.4% 4.4% 4.4% 4.4% 4.4% 
2003 4.5% 4.5% 4.5% 4.5% 4.5% 4.5% 4.5% 
2004 4.6% 4.6% 4.6% 4.6% 4.6% 4.6% 4.6% 
2005 4.4% 4.4% 4.4% 4.4% 4.4% 4.4% 4.4% 
2006 3.7% 3.7% 3.7% 3.7% 3.7% 3.7% 3.7% 
2007 3.6% 3.6% 3.6% 3.6% 3.6% 3.6% 3.6% 
2008 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 
2009 3.4% 3.4% 3.4% 3.4% 3.4% 3.4% 3.4% 
2010 2.9% 2.9% 2.9% 2.9% 2.9% 2.9% 2.9% 
2011 3.3% 3.3% 3.3% 3.3% 3.3% 3.3% 3.3% 
2012 3.1% 3.1% 3.1% 3.1% 3.1% 3.1% 3.1% 
2013 3.3% 3.3% 3.3% 3.3% 3.3% 3.3% 3.3% 
2014 3.2% 3.2% 3.2% 3.2% 3.2% 3.2% 3.2% 
2015 3.2% 3.2% 3.2% 3.2% 3.2% 3.2% 3.2% 
2016 (3) 3.2% 3.2% 3.2% 3.2% 3.2% 3.2% 3.2% 

"'"' "' () OQ :,: 
ro M Notes: (1) UB/E/S Projected Five-Year Growth in Earnings per Share. 

0 
(2) From page 14 of this Exhibit ~ C: 

NI:'"' (3) Growth rate for the year 2016 assumed to be equal to growth rate for the year 2015. M 
0 ..,, ..,, 

'-< ~:,: Soun:e of lnfonnation: UB/E/S Custom Report, November 14, 1996 _,,_, 
~ The WEFA Group w 



Associated NahJral Gas Company 
A Pivision of Arkansas Western Gas Comoanv 

Development of Growth Rates Based on 1/8/E/S Projected Five-Year Growth in Earnings per Share 
and Annual Growth in Na1ura1 Gas Revenues tor Use in the Two-Stage Growth Discounted Cash flow Model 

Proxy Group of Twenty Value Line Gas Companies 

South 
Peoples Piedmont Jersey Washington 

ONEOK, Energy Natural Gas Industries, Gas Light WICOR 
Yl!ar ill!.. QQlil. Comoanv Jru;. Company ~ 

1996 (1) 6.5% 3.7% 6.4% 3.5% 4.1% 9.2% 
1997 6.5% 3.7% 6.4% 3.5% 4.1% 9.2% 
1998 6.5% 3.7% 6.4% 3.5% 4.1% 9.2% 
1999 6.5% 3.7% 6.4% 3.5% 4.1% 9.2% 
2000 6.5% 3.7% 6.4% 3.5% 4.1% 9.2% 
2001 6.5% 3.7% 6.4% 3.5% 4.1% 9.2% 
2002 (2) 4.4% 4.4% 4.4% 4.4% 4.4% 4.4% 
2003 4.5% 4.5% 4.5% 4.5% 4.5% 4.5% 
2004 4.6% 4.6% 4.6% 4.6% 4.6% 4.6% 
2005 4.4% 4.4% 4.4% 4.4% 4.4% 4.4% 
2006 3.7% 3.7% 3.7% 3.7% 3.7% 3.7% 
2007 3.6% 3.6% 3.6% 3.6% 3.6% 3.6% 
2008 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 
2009 3.4% 3.4% 3.4% 3.4% 3.4% 3.4% 
2010 2.9% 2.9% 2.9% 2.9% 2.9% 2.9% 
2011 3.3% 3.3% 3.3% 3.3% 3.3% 3.3% 
2012 3.1% 3.1% 3.1% 3.1% 3.1% 3.1% 
2013 3.3% 3.3% 3.3% 3.3% 3.3% 3.3% 
2014 3.2% 3.2% 3.2% 3.2% 3.2% 3.2% 
2015 3.2% 3.2% 3.2% 3.2% 3.2% 3.2% 
2016 (3) 3.2% 3.2% 3.2% 3.2% 3.2% 3.2% 

"' "' "0 
OQ :,: 

Notes: (1) UBIE/S Projected Five-Year Growth in Earnings per Share. 
(l) "" t, (2) From page 14 of this Exhibit ~c:: 
Wt"' (3) Growth rate for the year 2016 assumed to be equal to growth rate for the year 2015. 

"' 0 

'"""" '-< 
Source of Information: 1/8/E/S Custom Report, November 14, 1996 ~:,: .,,., 

The WEFA Group ~ 
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Associated t',lalural Gas Cornpao~ 
A Division of Ar:kaosas Western Gas Cornpao~ 

Development of Annual Growth in Natural Gas Revenues 
fur Use io the TwQ-S!age Growth Discmmted Cash Flow Model 

1 2 3. 

Price of 
Natural Total 

Domestic Gas Gas to Industry Growth 
Coosurnplioo Eodusers Be11eoue (1) Bale (2) 

(Billions of 
(TCF) ($ per MCF) Dollars) 

2001 24.14 $5.07 $122.39 
2002 24.53 5.21 127.80 4.4% 
2003 24.88 5.37 133.61 4.5% 
2004 25.33 5.52 139.82 4.6% 
2005 25.70 5.68 145.98 4.4% 
2006 25.88 5.85 151.40 3.7% 
2007 25.97 6.04 156.86 3.6% 
2008 26.09 6.22 162.28 3.5% 
2009 26.22 6.40 167.81 3.4% 
2010 26.13 6.61 172.72 2.9% 
2011 26.16 6.82 178.41 3.3% 
2012 26.10 7.05 184.01 3.1% 
2013 26.08 7.29 190.12 3.3% 
2014 26.05 7.53 196.16 3.2% 
2015 26.01 7.78 202.36 3.2% 
2016 NA NA NA 3.2% (2) 

Notes: (1) Column 1 • Column 2. 

(2) Growth rate for the year 2016 assumed to be equal to 
growth rate for the year 2015. 

Source of Information: The WEFA Group 
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3. 

4. 
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Associated Natural Gas Company 
A Division of Arkansas Western Gas Company 

Indicated Common Equity Cost Rate 
Through Use of a Risk Premium Model 

Proxy Group 
Proxy Group of Twenty 

of Seven Value Line 
Gas Distribution Gas Distribution 

Companies Companies 

Prospective Yield on A Rated 
Public Utility Bonds (1) 7.6 % 7.6 % 

Adjustment to Reflect Bond 
Rating Difference M (3) M (2) 

Adjusted Prospective Yield 7.6 % 7.6 % 

Equity Risk Premium (4) 

Risk Premium Derived Common 
Equity Cost Rate 1U % 11.ll. % 

Notes: (1) Average forecast based upon five quarterly estimates of A rated seasoned public utility 
bonds per the consensus of nearly 50 economists reported In Blue Chip Financial 
Forecasts dated December 1, 1996. The estimates are detailed below. 

Fourth Quarter 1996 
First Quarter 1997 
Second Quarter 1997 
Third Quarter 1997 
Fourth Quarter 1997 

Average 

7.7 % 
7.7 
7.6 
7.6 
u 
U,% 

(2) No adjustment necessary since the proxy group's average bond rating by Moody's is A2. 
(3) One-sixth of the average yield spread of A over Aa public utility bonds of 0.18% (from 

page 5 of this Schedule) (1 / 6 x 0.18% = 0.030%, rounded to 0.0%) in order to reflect the 
averaoe A1/A2 Moodv's bond ratino of the proxv oroup, 

(4) From page 8 of this Schedule. · · 

SCHEDULE FJH-14 
Page 1 of 11 
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page 2 BLUE CHIP FJNANQAL FORECASTS December i 1996 

Consensus Forecasts Of U.S. Interest Rates And Key Assumptions' 

!merest Rates 
Federal Funds Rate 
Prime Rate 
LIBOR. 3-mo. 
Commercial Paper. I-Mo. 
Treasury Bill Yield, 3-Mo. 
Treasury Bill Yield, 6-Mo. 
Treasury Bill Yield. I-Yr. 
Treasury Nole Yield, 2-Yr. 
Treasury NO!e Yield. 3-Yr. 
Treasury Note Yield, 5-Yr. 
Treasury Note Yield. 10-Yr. 
Treasury Bond Yield. 30-Yr. 
Corporate Aaa Bond Yield 
A Utility Bond Yield 
Home Mortgage Rate 

Ke:i 8ssump!iQDS 
Fed's Trude-Weighted$ Index 
Real Gross Domestic Product 
GDP Price Index 
Consumer Price Index 

---·········-··········-··- History -0
••--------

···---·-··-·· Week Ending-····-·--- ------·· Month•·-·- Latest Q 
l:!m!.22 ~ ~ ~ ~ ~ Alli. :lO..l.22li 

5.41 5.21 5.32 5.27 5.24 5.30 5.22 5.31 
8.25 8.25 8.25 8.25 8.25 8.25 8.25 8.25 
5.50 5.50 5.53 5.53 5.54 5.54 5.52 5.52 
5.40 5.39 5.38 5.37 5.37 5.46 5.39 5.43 
5.18 5.17 5.17 5.18 5.12 5.24 5.19 5,24 
5.26 5.28 5.28 5.3 I 5.32 5.45 5.34 5.44 
5.42 5.41 5.44 5.48 5.65 5.83 5.67 5.78 
5.68 5.70 5.76 5.81 5.91 6.23 6.03 6.18 
5.79 5.81 5.89 5.97 6.08 6.41 6.21 6.36 
5.94 5.97 6.05 6.15 6.27 6.60 6.39 6.54 
6.16 6.18 6.30 6.42 6.53 6.83 6.64 6.78 
6.43 6.45 6.57 6.71 6.81 7.03 6.84 6.97 
7.05 7.08 7.18 7.28 7.39 7.66 7.46 7.59 
7.48 7.52 7.59 7.73 7.83 8.06 7.87 8.00 
7.53 7.59 7.67 7.78 7.92 8.23 8.00 8.16 

History 
4Q IQ 2Q 3Q 4Q IQ 2Q 3Q 

1m 1m 1m 1m 1m .l.22li .l.22li .l.22li 
88.9 86.4 82.5 84.1 84.4 86.4 87.5 87.1 
3.0 0.4 . 0.7 3.8 0.3 2.0 4.7 2.0 
2.3"' 3.4 2.4 2.1 2.1 2.3 2.2 1.9 
2.4 2.7 3.5 2.1 2.4 3.2 3.9 2.3 

•· Consensus Forecasts - Quarterly Avg ... 
4Q IQ 2Q 3Q 4Q 

.l.22li 1221 1221 .1221. 1221 
5.3 5.3 5.3 5.3 5.3 
8.3 8.3 8.3 8.3 8.2 
5.5 5.6 5.6 5.5 5.5 
5.4 5.4 5.5 5.4 5.4 
5.1 5.2 5.2 5.2 5.1 
5.3 5.3 5.3 5.3 5.3 
5.5 5.6 5.6 5.5 5.5 
5.8 5.8 5.8 5.8 5.7 
5.9 5.9 5.9 5.9 5.8 
6.1 6.1 6.1 6.1 6.() 
6.3 6.3 6.3 6.3 6.3 
6.6 6.6 6.6 6.5 6.5 
7.3 7.3 7.3 7.3 7.2 
7.7 7.7 7.6 7.6 7.5 
7.8 7.7 7.7 7.7 7.5 

•· Consensus Forecasts• Quarterly Avg.•· 
4Q IQ 2Q 3Q 4Q 

.l.22li 1221 1221 1221 1221 
88.0 88.5 88.9 89.0 88.9 

2.1 2.1 2.0 2.0 2.2 
2.3 2.5 2.5 2.4 2.4 
3.0 3.1 3.0 2.9 2.9 

1Panel member.-' fo_reca.~1s .:ire on pages 4 through 8. Historical data for interest rates (excepl LIBOR) is from Federnl Reserve Statis1ical Release (FRSR) H.15 .. 
LtBOR quotes available from Tht Wall S1ru1 Jaurnul nnd Telcrnte. Defini1ions of imercst rntes reported here .:ire snme as those m FRSR H.15. All Treasury yields 
an: reported on n cons1nnt maturity basis. His1oricnl d.itn for Trnde-weigh_led U.S. S Index is from FRSR G.5 nnd Fed Bulle1in. His1oricnl dnlil for real chain• 
weighted GDP :ind GDP chained pnce index .:ire from Burenu or Econorruc Anillysis (BEA). Consumer Price Index history from "Survey ofCum:ni Business," 
U.S. Depanmenl of Commerce. 

U.S. 3-Mo. T-Bills & 30-Yr. T-Bonds 
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Proxy Group of Seven 
Gas Distribution Com~nles 

Bay Slate Gas Company 
CMCBde Natural Gas Company 
Connectlcut Energy Corp. (3) 
Connecticut Natural Gas Corp. 
Energen Corporatlon (4) 
Indiana Energy, Inc. (5) 
Laclede Gas Company 

Average 

Proxy Group of Twenty Value 
line Gas Distribution Com~nl&s 

AGL Resources Inc. 
Atmos Energy Corp. 
Bay State Gas Company 
Brooklyn Union Gas Company 

Cascade Natural Gas Company 
Connectlcut Enargy Corp. (3) 
ConneclJcut Natural Gas Corp. 
Energen Corporatlon (4) 
Indiana Energy, Inc. (5) 
Laciede Gas Company 
MCN Corporatlon (6) 
Now J8fS8y Rosourcoa Corp. (7) 
NICOR, Inc. (8) 
Northwest Natural Gas Company 
ONEOK Inc. 
Peoples Energy Corp. (9) 

Piedmont Natural Gas Company 
South J8f88y Industries, Inc. (10) 
Washington Gas Light Company 
WICOR, Inc. (11) 

Average 

Asl9deted Natural r~ Company 
A PlvJaloo of Artumsas Western Gas Company 

Comparison of Bood RaUngs and Busi,_. Position for 
the Proxy Group of SeY8n Gaa Ololribullon Compaoieo and the 
proxy Group ot Jwanty Va!tJB l lne Gas Olslrihu1ioo Companleo 

Novembef' 1996 November 1996 
Moody's Standard & POOi's 

BoodRatlog BondRaUog 

Bond Numerical Bond Numerical 
BaJing WejghUng(j) Baling Wek1btlng l1l 

NJ. 6.0 A 6.0 
Baa1 6.0 BBB 9.0 
A3 7.0 ,.,_ 7.0 
A3 7.0 ,.,_ 7.0 
A1 5.0 NR 
Aa3 4.0 M- 4.0 
Aa3 _!Q_ M- -1,l!_ 
NJ. 6.0 A ~ 

NJ. 6.0 ,.,_ 7.0 
NR NR 
NJ. 6.0 A 6.0 
A1 5.0 A 6.0 

Baa1 8.0 BBB 9.0 
A3 7,0 A· 7.0 
A3 7.0 ,.,_ 7.0 
At 5.0 NR 
Aa3 4.0 M- 4.0 
Aa3 4.0 M- 4.0 
NJ. 6.0 A 6.0 
NJ. 6.0 A 6.0 
Aat 2.0 M 3.0 
NJ. 6.0 A 6.0 
A3 7.0 A- 7.0 
Aa3 4.0 M- 4.0 

NJ. 6.0 A 6.0 
Baat 6.0 BBB+ 8.0 
Aa2 3.0 AA- 4.0 
Aa3 4.0 AA· 4.0 

A1/NJ. ~ A ~ 

Notes: (1) From page 4 olthls Scheduia. 
(2) From page 19 of SCHEDULE FJH-2. 
(3) Ratings and busl0888 position are thooo of Soothom Connacticut Gas Company. 
(4) Ratings and busi0888 position are thooo of Alabama Gas Corporatlon. 
(5) RaUngs and busl0888 position are thooo of lndlana Gaa Company Inc. 
(6) RaUngs and busi0888 position are thooo of Michigan Consolidated Gas Company. 
(7) RaUngs and busl0888 position are thooo of Now Jo<soy NaltJral Gaa Company. 
(8) RaUngs and busl0888 position are thooo of Nonhem I11/nols Gaa Company. 

Standard & Poof's 
Business Posttk>n (2) 

Average 1.0 
Low Average 0.6 
Average 1.0 
Average 1.0 
Average 1.0 
High Average 1.2 
Average __J_,Q_ 

Average ~ 

Low Average 0.6 
Not Rated 
Average 1.0 
Somewhat Above 

Average 1.4 
Low Average 0.8 
Average 1.0 
Average 1.0 
Average 1.0 
High Average 1.2 
Average 1.0 
Average 1.0 
High Average 1.2 
Above Average t.8 
High Average 1.2 
Average 1.0 
High Averogo/ 

Average 1.1 
Average 1.0 
High Average 1 .2 
High Average 1.2 
High Average 1.2 

High Avorogo/ 
Avoraoe =1J.. 

(9) Ratings and busl0888 position 8f8 a ...,_;to of thooo of North Shore Gaa Company and Peoples 
Gas Light & Coke Company. 

(10) Ratings and business position are thooo of SOUth Jo<soy Gas Company. 
(11) Ratings and busln<>as position are thooo ofWlsoonsin Gas Company. 

source of Information: Moody's Bond Survey 
standard & poo($ Bond Guida 
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Moody's 
Bond Rating 

Aaa 

Aa1 
Aa2 
Aa3 

A1 
A2 
A3 

Baa1 
Baa2 
Baa3 

Ba1 
Ba2 
Ba3 

Associated Natural Gas company 
A Plvlskm of Arkansas Western Gas Company 

Numerical Assignment for 
Moody's and Standard & Poor's Bond RaUngs and 

standard & Poor'.s Business Position 

Numerical 
Weighting 

1.6 
1.4 
1.2 
1.0 
0.8 
0.6 
0.4 

Numerical 
Bond Weighting 

1 

2 
3 
4 

5 
6 
7 

8 
9 
10 

11 
12 
13 

Standard & Poor's 
Bond Rating 

Standard & Poor's 
Business PosiUon 

Above Average 

AAA 

AA+ 
AA 
AA-

A+ 
A 
A-

BBB+ 
BBB 
BBB-

BB+ 
BB 
BB-

Somewhat Above Average 
High Average 
Average 
Low Average 
Somewhat Below Average 
Below Average 
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Aaa Rated 
Public 

Yem l.!l!1lll8i 

Nov. 1995 7.13 % 
Dec. 1995 6.94 
Jan. 1996 6.92 
Feb. 1996 7.11 
Mar. 1996 7.45 
Apr. 1996 7.60 
May 1996 7.73 
Jun. 1996 7.83 
Jul. 1996 7.78 
Aug. 1996 7.59 
Sep. 1996 7.76 
Ocl, 1996 7.50 

Spot 11/21/96 7.13 % 

Average of Last 
3 Months 7.62 % 

Average of Last 
6 Months 7.70 % 

Average of Las! 
12 Months 7.45 % 

MQQQU 
Comparison of Interest Rate Trends 

for Investor-Owned Public Ulllily Companies 
for the Twelve Moo lbs Ending November 199611) 

A.a. Rated ARaled BaaRaled 
Public Public Public 
!.illlllln !.illlllln !.illlllln 

7.22 % 7.43 % 7.81 % 
7:03 7.23 7.63 
7.02 7.22 7.64 
7.70 7.37 7.78 
7.55 7.73 8.15 
7.70 7.89 8.32 
7.79 7.98 8.45 
7.87 8.06 8.51 
7.83 8.02 8.44 
7.66 7.84 8.25 
7.84 8.01 8.41 
7.60 7.77 8.15 

7.24 % 7.41 % 7.80 % 

7.70 % 7.87 % 8.27 % 

7.77 % 7.95 % 8.37 % 

7.57 % 7.71 % 8.13 % 

Spread on 
Public Utlll!}'. Bonds 

AoyerAa Baa over A 

0.17 % 0.39 % 

0.17 % 0.40 % 

0.18 % 0.42 % 

Q.M % M2% 

Average Spread (2) ll..1Z % ll.il % 

Noles: (1) All yields are distributed yields. 
(2) Equal weight has been given to the 12-monlh average, 6-monlh average, 3-month 

average and spol yield spread. This provides recognlllon of current conditions, bu! 
does not place undue emphasis thereon. 

Source of Information: Moody's Credit Perspectives 
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Moody's Long· Term Corporate Bond Yield Averages 

Bonds Included 
INDUSTRIALS 

Aaa 
Bristol-Myers Squibb Co. 7.15 06/15/23 Ace 
Johnson & Johnson 6.73 11/15/23 Ace 
Johnson & Johnson 8.72 11/01/24 Ace 
Merck & Co. 6.30 01/01/26 Ace 
United Parcel Service of America, Inc. 8.375 04/01/20 Ace 

Aa 
American Telephone & Telegraph Co. 8.125 07/15/24 Aa3 
du Pont (E.I.) de Nemours & Co. 7.50 03/01/33 Aa3 
du Pont IE.I.} de Nemours & Co. 7.95 01/15/23 Aa3 
Eli lilly & Co. 7.125 06/01/25 Aa3 
Kimberly-Clark Corp. 7.875 02/01/23 Aa2 
McDonald's Corp. 7.375 07/15/33 Aa2 
McDonald's Corp. 7.05 07/15/23 Aa2 
Mobil Corp. 8.625 08/15/21 Aa2 
Motorola Inc. 7.50 05/15/25 Aa3 
Procter & Gamble Co. 7.375 03/01/23 Aa2 
Toys 'R' Us 8.75 09/01/21 Aa3 
Wal-Mort Stores Inc. 6.75 10/15/23 Aa2 
Wal-Mart Stores Inc. 8.50 9/15/24 Aa2 

A 
American Home Products Corp. 7.25 03/01/23 A2 
Anheuser Busch Companies, Inc. 7.375 07/01/23 Al 
Atlantic Richfield Co. 8.75 03/01/32 A2 
Boeing Co. 8.75 08/15/21 Al 
Caterpillar Inc. 8.00 02/15/23 A2 
Coca·Cola Enterprises Inc. 6.75 09/15/23 A3 
Dow Chemical Co. 7.375 03/01/23 Al 
Eastman Chemical Co. 8.75 01/15/24 A3 
Ford Motor Co. 7.125 11/15/25 Al 
General Molors Corp. 7.375 09/01/25 A3 
GTE Corp. 8.75 11/01/21 A3 
International Business Machines Corp. 7.00 10/30/25 Al 
International Poper Co. 6.875 11/01/23 A3 
lackhead MAmn Corp. 7.75 05/01/26 A3 
MCI Communications Corp. 7.75 03/23/25 A2 
New York Times 8.25 03/15/25 Al 
Penney {J.C.) Inc. 7.125 11/15/23 Al 
Seagram Ud. 8.35 01/15/22 A2 
Texaco Capital Inc. 6.875 08/15/23 Al 
United Technologies Corp. 8.75 03/01/21 A2 

. 

12 

PUBLIC UTILITIES 

Aaa 
BellSouth Telecommunications, Inc. 6.75 10/15/33 Ace 
Chesapeake & Potomac Tel. of Virginia 7.00 07/15/25 Ace 
Chesapeake & Potomac Tet of Virginia 7.875 01/15/22 Ace 
New Jelley Bell Telephone Co. 7.25 03/01/23 Ace 
New Jelley Bell Telephone Co. 6.80 12/15/24 Ace 
Ohio Bell Telephone Co. 7.85 12/15/22 Ace 
Wisconsin Bell Telephone Co. 6.75 08/15/24 Ace 

Aa 
Bell Telephone Co. of Penmylvania 7.375 03/15/33 Aal 
Citizens Utilities Co. 7.68 10/01/34 Aa3 
Dayton Power & Light Co. 7.875 02/15/24 Aa3 
Duke Power Co. 7.375 03/01/23 Aa2 
Illinois Bell Telephone Co. 7.25 03/15/24 Aol 
Michigan Bell Telephone Co. 7.50 02/15/23 Aal 
New England Tel. & Tel. Co. 7.875 09/01/22 Aa2 
Pacific Bell 7.125 03/15/26 Aa3 
Pacific Bell 6.625 10/15/34 Aa3 
US West Communications Inc. 6.875 09/15/33 Aa3 
Wisconsin Electric Power Co. 7.75 01/15/23 Aa2 

A 
Alabama PowerCo. 7.45 07/01/23 Al 
BalHmore Gas & Electric Co. 7.50 03/01/23 Al 
Carolina Power & Light Co. 7.50 03/01/23 A2 
Consolidated Edison Co. of N.Y., Inc. 8.05 12/15/27 Al 
Florida Power & Light Co. 7.625 06/01/24 Al 
Georgia Power Co. 7.75 04/01/23 · Al 
Houston lighting &Power Co. 7.75 03/15/23 A2 
New York Telephone Co. 7.625 02/01/23 A2 
Northern States Power Co. 7.125 07/01/25 Al 
Pacific Gas & Electric Co. 7.25 03/01/26 A2 
Pennsylvania Power & Ught Co. 7.875 02/01/23 A3 
Public Service Electric & Gas Co. 7.50 03/01/23 A3 
Southern California Edison Co. 7.125 07/15/25 A2 
Southern California Ga, Co. 6.875 11/01/25 A2 
Sovthwe,tern Bell Telephone Ca. 7.625 03/01/23 Al 
Union Eledric Co. 8.25 10/15/22 Al 
Virginia Electric & Power Co. 6.75 10/01/23 A2 
West Penn Power Co. 7.875 09/01/22 Al 

Moody's Credit Perspectives August 5, 1996 
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Moody's Long· Term Corporate Bond Yield Averages 

Bonds Included (continued) 
INDUSTRIALS PUBLIC UTILITIES 

Baa Baa 
Apache Corp. 7.95 OJ/15/26 Boo3 Arizona Public Service Co. 8.00 02/01/25 
Burlington Northern Inc. 7.50 07/15/23 Boo2 Arkansas Power & Light Co. 7.00 10/01/23 
Cox Communications Inc. 7.625 06/15/25 8aa2 Boston Edison Co. 7.80 03/15/23 
llay1on Hudson Corp. 7.875 06/15/23 Boal Commonwealth EdiJOn Co. 7.75 07/15/23 
Fruit of the loom 7.375 11/15/23 Boa3 Connecticut Light & Power Co. 7.50 07/01/23 
Georgio·Pad~c Corp. 8.25 03/01/23 Boa3 Gulf Slates U~liies Co. 8.70 Od/01/U 
Jome$ River Corp. 7.75 11/15/23 Boo3 Illinois Power Co. 8.00 02/15/23 
Litton Industries Inc. 7.75 03/15/26 Boa3 Pacific Gos Transmission Co. 7.875 06/01/25 
Northrop Grumman Corp 9.375 10/15/2d 8003 Philadelphia Electric Co. 7.75 03/01/23 
Rolston Purina Co. 8.125 02/01/23 Boal Texas Utilities Electric Co. 7.875 03/01/23 
Phillips Petroleum Co. 8.d9 01/01/23 Boal UiliCorp United Inc. 8.00 03/01/23 
Union Carbide Corp. 8.75 08/01/22 Baa2 

Moody's Long-Term Corporate Bond Yield Averages 

Profile 
Average Coupon 

(%) 

Industrials 
Aaa 7A5 
Aa 7.70 
A 7.79 
Boa 8.15 
Utilities 
Aaa 7.65 
Aa 7.73 
A 7.93 
Boa 8.31 
Composite 
Aaa 7.55 
Aa 7.72 
A 7.86 
Boa 8.23 

As of July, 1996 

August S, 1996 Moody's Credit Perspectives 

Average Remaining 
Maturity (Years) 

27.25 
29.00 
27.00 
27.50 

28.75 
31.08 
27.50 
27.25 

28.00 
30.0d 
27.25 
27.38 

Average Duration 
(Years) 

11.75 
11.67 
11.32 
11.00 

11.96 
12.03 
11.37 
11.07 

11.86 
11.85 
11.35 
11.0d 
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Associated Natural Gas Company 
A Division of Arkansas Western Gas Company 

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

and the Proxy Group ofTwenty Value Line Gas D!str!butkln Companies 

Line 
No. 

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

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

3. Average equity risk premium 

Notes: (1) From page 9 of this Schedule. 
(2) From page 10 of this Schedule. 

Proxy Group 
of Seven 

Gas Distribution 
Companies 

3.6 % 

u 

~% 

Proxy Group 
ofTwenty 
Value Line 

Gas Distribution 
Companies 

3.9 % 

u 

!l..a % 
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Line 
No.. 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

Associated Natural Gas company 
A Division of Arkansas Western Gas Comoanv 

DerlvaUon of Equity Risk Premium Based on the Total Market Approach 
Using the Beta for the Proxy Group of Seven Gas DlstnbuUon Companies 
and the Proxy Group of Twenty va1ue Line Gas PlslrlbuUon CQmpanles 

ArlthmeUc mean total return rate on 
the Standard & Poor's 500 Composite 
Index- 1926-1995 (1) 

ArlthmeUc mean total return rate on 
the Salomon Brothers Long-T arm 
High-Grade Corporate Bond Index 
1926-1995 (1) 

Hlstorlcal Equity Risk Premium 

Forecasted 3-5 year Total Annual 
Market Return (2) 

ProspecUve Yield an Aaa Rated 
Corporate Bonds (3) 

Forecasted Equity Risk Premium 

Average of Hlstorlcal and Forecasted 
Equity Risk Premium (4) 

Adjusted Value Line Beta (5) 

Beta Adjusted Equity Risk Premium 

Proxy Group 
of Seven 

Gas DlstnbuUon 
Companies 

12.5 % 

12.9 % 

6.1 % 

Proxy Group 
of Twenty 
Value Line 

Gas DlstnbuUon 
Companies 

12.5 % 

12.9 % 

6.1 % 

ilJ! % 

Notes: (1) From Stocks, Bonds, BIiis and Inflation -1996 Yearbook -Market Results for 1926-1995, Ibbotson 
Associates, Inc., Chicago, IL 1995. 

(2) From note 1, page 4 of SCHEDULE FJH-15. 

(3) Average forecast based upon flve quarterly estimates of Aaa rated corporate bonds per the 
consensus of nearly 50 economists reporled In Blue Chip Financial Forecasts dated December 1, 
1996 (see paQe 2 of this Schedule). The estimates are detailed below. 

Fourth Quarter 1996 7.3 % 
Flrat Quarter 1997 7.3 
Second Quarter 1997 7.3 
Third Quarter 1997 7.3 
Fourth Quarter 1997 L2 

Average z.a % 

(.ti) Average of the Hlstorlcal Equity Risk Premium of 6.5% from Line No. 3 and the Forecasted Equity 
Risk Premium of 5.6% from Line No. 6 ((6.5% + 5.6%) / 2 = 6.05%, rounded to 6.1%). 

(5) From page 11 of this Schedule. 
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Line 
No. 

Time Period 

AMOClated Nalural Gas Company 
A PJylsjon of Arlumsas Western Gas Company 

Derlvatloo of Mean Equity Risk Premium Based on a Study 
Usioo Hofdfng P&ri9d Returns of PubUc Vlilitfes 

1. Arithmetic Mean Holding Period 
Returns (2): 
Standard & Poor's Public 

utility Index 

2. Salomon Brothers Long-T arm 
High-Grade Corporate Bond index 

3. Equity Risk Premium 

4. Adjustment lo reflect yield 
spread between A rated public 
utility bonds and bonds used 
in the study 

5. Adjusted Equity Risk Premium 

Over A Rated 
Public utility Bonds 
AUS Consultants -

utllitySe!vlces 
Study (1) 

1 

1928-1995 

11.2 % 

5.2 

ULlil (3) 

,LL% 

Notes: (1) S&P Public utiltty Index and Long-T arm Corporate Bonds (Salomon Brothers Long-T arm High-Grade 
Corporate Bond Index year-by-year total returns 1928-1995, AUS Consultants - utility Se!vlces, 1996. 

(2) Holding period returns are caictllated based upon income received (dMdeods and Interest) plus the relative 
change in the market value of a security over a one--year holding period. 

(3) Spread caictllated as the difference in the arithmetic mean yields on A rated public utility bonds of 6.52% and 
Aaa and AB rated corporate bonds as a proxy for the Salomon Brothers Long-T arm High-Grade Corporate 
Bond Index of 6.05% for the veers 1928-1995, inclusive, 0.47%, rounded lo 0.5%. 

SCHEDULE FJH-14 
Page 10 of 11 



Associated Natural Gas Company 
A Division of Ad<ansas Western Gas Company 

Value Line Adjusted Betas for the 
Proxy Group of Seven Gas Distribution Companies 

and the Proxy Group of Twenty Value Line Gas Distribution Companies 

Proxy Group of Seven 
Gas Distribution Companies 

Bay State Gas Company 
Cascade Natural Gas Company 
Connecticut Energy Corp. 
Connecticut Natural Gas Corp. 
Energen Corporation 
Indiana Energy, Inc. 
Laclede Gas Company 

Average 

Proxy Group of Twenty Value 
Line Gas Distribution Companies 

AGL Resources, Inc. 
Atmos Energy Corp. 
Bay State Gas Company 
Brooklyn Union Gas Company 
Cascade Natural Gas Company 
Connecticut Energy Corp. 
Connecticut Natural Gas Corp. 
Energen Corporation 
Indiana Energy, Inc. 
Laclede Gas Company 
MCN Corporation 
New Jersey Resources Corp. 
NICOR, Inc. 
Northwest Natural Gas Company 
ONEOK Inc. 
Peoples Energy Corp. 
Piedmont Natural Gas Company 
South Jersey Industries, Inc. 
Washington Gas Light Company 
WICOR, Inc. 

Average 

Value Line 
Adjusted 

Beta 

0.55 
0.55 
0.65 
0.55 
0.65 
0.65 
ll..55. 

ll..69. 

0.75 
0.65 
0.55 
0.60 
0.55 
0.65 
0.55 
0.65 
0.65 
0.55 
0.70 
0.65 
0.70 
0.45 
0.80 
0.80 
0.65 
0.55 
0.70 
ll.lill 
ll.M 

Source of Information: Value Line Investment Survey, 
September 27, 1996 
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Associated Natural Gas Company 
A Division of Arkansas Western Gas Company 

Indicated Common Equity Cost Rate Through Use 
of the Capital Asset Pricing Model for the 

Proxy Group of Seven Gas Distribution Companies and the 
Proxy Group of Twenty Value Lin11 Gas Distribution Companies 

Proxy Group 
of Seven 

Line Gas Distribution 
l':ll2,. Companies 

Traditional Capital Asset Pricing Model 

1. Risk-Free Rate (1) 6.6 % 

2. Average Company-Specific 
Market Premium (2) 

3. Capital Asset Pricing Model 
Derived Company Equity 
Cost Rate 112..e. % 

Empirical Capital Asset Pricing Model 

4. Risk-Free Rate (1) 6.6 % 

5. Average Company-Specific 
Market Premium (3) 

6. Capital Asset Pricing Model 
Derived Company Equity 
Cost Rate ill% 

Notes: (1) Developed in note 2 of page 4 of this Exhibit. 
(2) Developed on page 2 of this Exhibit. 
(3) Developed on page 3 of this Exhibit. 

Proxy Group 
of Twenty 
Value Line 

Gas Distribution 
Companies 

6.6 % 

1llll. % 

6.6 % 

11..ll. % 
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Proxy Group of Seven 
Gas Distribution COmpanies 

Bay state Gas company 
Cescade Natural Gas Company 
Connecticut Energy Corp. 
Connecticut Natural Gas Corp. 
Energen Corporation 
Indiana Energy, Inc. 
Laclede Gas Company 

Average 

Proxy Group of Twenty Value 
line Gas Distribution COmpanies 

AGL Resources, Inc. 
Atmos Energy Corp. 
Bay state Gas Company 
Brooklyn Union Gas Company 
Cescade Natural Gas Company 
Connecticut Energy Corp. 
Connecticut Natural Gas Corp. 
Energen Corporation 
Indiana Energy, Inc. 
Laclede Gas Company 
MCN Corporation 
New Jersey Resources Corp. 
NICOR. Inc. 
Northwest Natural Gas COmpany 
ONEOK Inc. 
Peoples Energy Corp. 
Piedmont Natural Gas Company 
South Jersey Industries, Inc. 
Washington Gas Light Company 
WICOR, Inc. 

Average 

See page 4 for notes. 

As8CKietAd Natural Gas Company 
A Dlvlskln of Adwnsas Western \,.as Company 

Indicated COmmoo Equity Cost Rate Through Use 
of the Gapltaf Asset Priclng Modal 

Value Line 
Adjusted 

Beta 

company-Specific 
Risi< Premium 

Based on Marice! 
Premium of 6.8% (1) 

Jradltlonal Capital Asset Priclng Model (3) 

0.55 3.7 % 
0.55 3.7 
0.65 4.4 
0.55 3.7 
0.65 4.4 
0.65 4.4 
0.55 a.z 
0.5a ,I.Q % 

0.75 5.1 % 
0.65 4.4 
0.55 3.7 
0.60 4.1 
0.55 3.7 
0.65 4.4 
0.55 3.7 
0.65 4.4 
0.65 4.4 
0.55 3.7 
0.70 4.8 
0.65 4.4 
0.70 4.8 
0.45 3.1 
0.80 5.4 
0.80 5.4 
0.65 4.4 
0.55 3.7 
0.70 4.8 
ll.00 ti 
11.lli U% 

CAPM Result 
Including 
Risk-Free 

Rate of 6.6% (2) 

10.3 % 
10.3 
11.0 
10.3 
11.0 
11.0 
.1ll.3. 
.1llJl % 

11.7 % 
11.0 
10.3 
10.7 
10.3 
11.0 
10.3 
11.0 
11.0 
10.3 
11.4 
11.0 
11.4 
9.7 

12.0 
12.0 
11.0 
10.3 
11.4 
.1.o.I 
.1l!.l! % 
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Proxy Group of Seven 
Gas Distribution Companies 

Bay state Gas Company 
cascade Natural Gas Company 
Connecticut Energy Colp. 
Connecticut Natural Gas Colp. 
Energen Co!poration 
Indiana Energy, Inc. 
Laclede Gas Company 

Average 

Proxy Group of Twenty Value 
line Gas Olstrtbuti<>n Companies 

AGL Resouroes, Inc. 
Almos Energy Colp. 
Bay state Gas Company 
Blooklyn Union Gas Company 
Cascade Natural Gas Company 
Connecticut Energy Colp. 
Connecticut Natural Gas Colp. 
Energen Co,poralion 
Indiana Energy, Inc. 
Laclede Gas Company 
MCN Co!poratlon 
New Jer.iey Resouroes Colp. 
NICOR. Inc. 
Northwest Natural Gas Company 
ONEOK Inc. 
Peoples Energy Colp. 
Piedmont Natural Gas Company 
South Jer.iey Industries, Inc. 
Washington Gas light Company 
WICOR, Inc. 

Average 

See page 4 for notes. 

AS8CX:#ef00 Natural Gas Company 
A Division of Arkansas WAstem Gas Company 

Indicated Common Equity cost Rate Throogh Use 
of the CaOOQI Asset Pricing Model 

Value line 
Adjusted 

Beta 

Company-Specific 
Risk Premium 

Based on Market 
Premium or 6.8% (1) 

Erno(dcsl CeoHal Asset Pricing Model {4) 

0.55 4.5 % 
0.55 4.5 
0.65 5.0 
0.55 4.5 
0.65 5.0 
0.65 5.0 
Q.55 ti 
!Llill ,I.]_% 

0.75 5.5 % 
0.65 5.0 
0.55 4.5 
0.60 4.8 
0.55 4.5 
0.65 5.0 
0.55 4.5 
0,65 5.0 
0.65 5.0 
0.55 4.5 
0.70 5.3 
0.65 5.0 
0.70 5.3 
0.45 4.0 
0.80 5.8 
0.60 5.8 
0.65 5.0 
0.55 4.5 
0.70 5.3 
!l.00. ti 
!!Jli ~% 

CAPM Result 
Including 
Rlslc-Free 

Rate of 6.6% (2) 

11.1 % 
11.1 
11.6 % 
11.1 
11.6 
11.6 
11.1 
11.a % 

12.1 % 
11.6 
11.1 
11.4 
11.1 
11.6 
11.1 
11.6 
11.6 
11.1 
11.9 
11.6 
11.9 
10.6 
12.4 
12.4 
11.6 
11.1 
11.9 
.1.M 
11.ll % 
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Notes: 

As,oc:ie.ted Natural Gas company 
A Division of Arkansas Western Gas Company 

Development of the Market-Required Rate of Return on Common Equity Using 
the Capital Asset Pricing Model for 

the Proxy Group of Seven Gas Dislribution Companies and the 
Proxy Group ofTwenty Value Line Gas Dislribution Companies 

Adjusled to Reflect a Forecasted Risk-Free Rate and Market Return 

(1) From the twelve J)fevious month-end (Nov. '95 -Oct '96), es well as a recenUy available (Nov. 29, 1996). Value Una 
SUnma,y & Index, a forecasted 3-5 _. w atnJal market return of 12.9% can be derived by averaging the 12-month, 
6-month, 3-month and spot forocasted total 3-5 year tolal apJ)feciation, converting it into an annual market appreciation 
and adding the Value Line average forecastad annual dividend yield. 

The 3-5 year average tolal market appmciation of 50%, produces a four-year average annual return of 10.67% 
((1.50") - 1). Whan the average annual forecastad dividend yield of 2.23% is added, a tolal average market return of 
12.90%, (2.23% + 10.67%) is derived. 

The 12-month, 6-month, 3-month and spolforocested tolal market return of 12.9% minus the risk-free rete of 6.6% 
(developed in Note 2) is 6.3% (12.9% - 6.6%). The lbbolson Associates calculated market premium of 7.3% for the 
period 1926-1995 results from a tolal market return of 12.5% less the average income return on long-tenn U.S. 
GoY8rmlent Securities of 5.2% (12.5%-5.2% = 7.3%). This is then averaged with the 6.3% Yalue Una market premium 
resulting in a 6.8% market J)femium. The 6.8% market Jlfemium is then multiplied by the beta in oolumn 1 of pages 2 
and 3 of this Schedule. 

(2) Average forecast based upon five quarteriy estimates of 30-year Treasury Bond yields per the oonsensus of nearly 50 
ecooomists reported in the Blue Chjp financial Foracasts dated December 1, 1996 (see page 2 of SCHEDULE FJH 
-14). The estimales are delailed below: 

Fourth Quarter 1996 
First Quarter 1997 
Second Quarter 1997 
Third Quarter 1997 
Fourth Quarter 1997 
Average 

Troosi ffV Bond Yield 
~ 

6.6% 
6.6 
6.6 
6.5 
M 
66% 

(3) The traditional Capital Asset Pricing Model (CAPM) Is applied using the following formula: 

Rs= R,+ P (Ru· R,) 

where Rs= Return rate of common slock 
R, = Risk Free Rate 
p = Value Line Adjusted Beta 
Ru = Return on the market es a whole 

(4) The empirical CAPM is applied using the following formula: 

R,, = R,+ .25 (Ru -R,) + .75 P (Ru -R,) 

where Rs = Return rate of common stock 
R, = Risk-Free Raia 
p = Value Line Adjusled Beta 
Ru = Return on the market as a whole 

Source of lnfoonation: Value Line Summary & Index 
Blue Chip Financial Ewca,h3, December 1, 1996 
va1ue une lnvestmeot swvey September 27, 1996 
Stocks Bonds Bills and Inflation· 1996 Yearbook Market 
Results for 192§:1995 Ibbotson Associates, Inc., Chicago, IL 
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Nov-91 
Oec-91 
Jan-92 
Feb-92 
Mac-92 
•-.92 

Mav-92 
J<.n-92 
JU:-92 

·•-92 
=92 

Oct-92 

Nov-92 

Doc-92 
J.-,.93 

Feb-93 
Ma<-93 
·--93 

Mav-93 
J<.n-93 
, ... 93 

A•-93 
=93 

Oct-93 

Nov-93 
Doc-93 

Jan-04 

Feb-9' 
Ma<-94 
•-... 
=-94 

J<.n-94 
JU:-94 

A•~94 ...... 
Oct-94 

Nov-94 
Doc-94 

Jan-95 
Fob-95 

Mllf•95 

•-... 
Mav-95 
J<.n-95 .,,.. .. 
·•-05 

=95 
Oct-05 

Nov-05 

Doc-05 
J,n.98 
Fob-98 

Ma<-95 
·--98 

u=95 

J<.n-98 
.,,..98 

·•-98 

-98 
Oct-96 

AD901l0 Chacige In % 
from 11fi,l1 to tlW6 

% Chac99 In Cost 
from 11fiilt lo 11W6 

Stsnda"dDe'llatm 

Scuce of lrtomuiJon: 

A.seodefe:1 Nsltnl G@ Coo)paoy 
A DMalon ot As1<arsas WMtem Gas Company 

Anel)'W of Variability In Key lttel'est Rite Beoctmat1(t 
6itHtt(J Nowtrohtc 1oa1 am Oiobic 1006 

"-58% 4.56 % 
-1.11 -1.01 
3.50 3.80 
3.50 3.84 

3.50 4.04 
3.50 3.75 
3.50 3.83 

3.50 3.68 

3.02 321 
3.00 3.13 
3.00 2.91 
3.00 2.88 

3.00 3.13 
3.00 3.22 
3.00 3.00 

3.00 2.93 

3.00 2.05 

3.00 2.87 

3.00 2.98 

3.00 3.07 
3.00 3.04 

3.00 3.02 

3.00 2.95 

3.00 3.02 

3.00 3.10 
3.00 3.08 

3.00 2.98 

3.00 326 

3.00 3.50 
3.00 3.88 

324 4.14 
3.50 4.14 
3.50 4.33 

3.78 4.48 
4.00 4.82 
4.00 4.05 
4.<W 5.29 
4.75 6.60 

4.75 5.71 
526 5.TT 
525 5.73 
525 5.65 

526 5.87 

525 5.47 
526 5.50 
526 5.<W 
526 526 
526 526 

526 5.36 

526 5.14 
524 5.00 
5.00 4.83 
5.00 4.98 
5.00 4.05 
5.00 5.02 
5.00 5.00 
5.00 5.15 
5.00 5.05 
5.00 5.00 
5.00 4.0Q 

0.42 % 0.43 % 

9.17 % 9.43 % 

0.0583 1.0155 

Federal Reeerw statllticat ReleaN 
M2!:!dk'.I 6aod S!.l:n!Y 

5-Yr 
Hlo!o. 

6.62 % 
6.19 
824 
6.58 

6.95 

8.78 
6.69 

6.48 
5.84 
5.60 

5.38 
5.60 

6.04 

8.08 
5.83 

5.43 

5.19 
5.13 
5.29 

5.22 

5.00 

5.03 
4.73 
U1 
5.06 

5.15 
5.00 

5.<W 
5.04 

6.52 
6.78 
6.70 
8.91 
6.88 

7.08 

'·'"' 1.12 
7.78 
7.76 
7.37 
7.05 

6.88 
6.41 
5.93 

6.01 
624 

6.00 

5.88 

5.6" 

5.51 
5.36 

5.38 

5.97 
6.30 

6.48 

8.69 
6.84 
6.39 

6.60 

en 

(0.35)% 

(5.29)% 

0.7792 

10-Yr 
liloal 

7.,(2 " 
7.00 

7.03 
7.34 

7.54 

7.48 

7.3" 

126 
6.84 
6.69 

6.-12 
6.69 
6.87 
6.n 
8.60 

826 
6.98 

5.97 
6.04 

5.96 
5.81 
5.68 

5.38 

5.33 

5.72 
5.n 
5.75 
5.97 
6.48 
6JJ7 
7.18 
7.10 

'·"' 124 
7.48 

7.7'. 
7.98 
7.81 

7.78 
7.47 
7.29 
7.08 

6.83 
8.17 
628 

6.48 
6.29 
6.04 

5.93 

5.71 
5.8' 

5.81 
en 
8.51 
6.74 
6.91 
6.87 
6.84 
6.83 

6.63 

(0.89)% 

(11.99)% 

0.8756 

JO.Yr 
liloal 

7JJ2 " 
7.70 
7.58 , ... 
7.97 
7.98 , ... 
7.84 

7.60 
7.39 

7.34 
7.53 

7.61 , ... 
7.34 

7.00 

8.82 

6.65 

6.92 

8.81 
6.83 

6.32 

6.00 

5.04 

621 

626 
6.29 

8.49 
8.91 
,n 
7.41 

'·'"' 7.58 
7.,19 
7.71 
7.04 

6.08 
7.87 

7.8' 
7.81 
7.45 
7.38 

8.05 

6.57 
6.12 
6.66 

6.55 

8.37 
6.26 

6.08 

6.05 

624 

6.60 

6.N 
6.93 

1.06 
7.03 

6.84 

7.03 

8.81 

(1.11)% 

(14.02)% 

0.6032 

9.05 % 
8.88 

8.84 

8.93 
8.97 
8.93 

8.87 
8.78 
8.57 
8.44 
8.<W 

8.54 
8.83 

8.43 

an 
8.04 
7.90 

7.81 
7.88 

7.75 
7.54 

125 
7.04 

7.03 

'·"' 7.34 
7.33 

7.47 , ... 
6.22 
6.33 

8.31 
8.47 
8.41 
8.84 
6.88 

8.98 

8.78 
8.73 
8.52 
8.37 
en · 
7.91 
7.60 

7.10 
7.83 

1.62 
7.46 

7.43 

7.23 

7.22 

7.37 
7.73 

7.89 

7.98 

6.06 

8.02 , ... 
8.01 
7.TT 

(1.28)% 

(14.14)% 

0.5722 
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A ottlskHl of 6ck&MU WA.<UAm r..as pn,nMo~ 
CCmpaJalllo Earnings AnalySis 

for a Non..utlllty Group Comparable to the 
proxy Group of SQvoo Gas rnstrlMrtjon ComoaolAs 

Rate ot Return on Net Wofth 
Non-Ullllty Group Compalllblo to the Residual 
Proxy Group ol Saven Gaa Adj. Unadj. Standaro 3-Year 4-Year 5--Year 5-Year 
Otstrl>uUoo Compenlffl (1) Bola Bola El!ll[ 11121 1i92 = - :Im Ayerage(2) lwt}[&<JA (2\ AyfHBOft(2) ProfACtftd {3) 

Ameron lnt'I 0.80 0.66 2.n12 5.3 % 5.0 % 62 % 12 % 9.3 % •. 5 % 4.0 % 3.7 % 12.5 % 
AmocoCOlp. 0.70 0.53 2.2146 8.6 11.1 12.8 12.4 12.5 12.6 122 11.5 16.0 
Angelica COip. 0.80 0.65 2.8081 11.9 7.3 5.8 6.7 52 5.9 6.3 7 .• 10.5 
Atlantic RJchfleld 0.70 0.51 22030 14.7 15.7 13,3 14.0 19.7 15.7 15.7 15.5 18.5 
Bandag, Inc. 0.80 0.63 2.4312 26.8 24.8 19.1 21.7 24.3 21.7 22.5 23.3 19.0 
Barnes Group 0.65 0.46 2.1825 11.5 5.9 4.8 19.0 21.3 15.0 12.8 12.5 21.5 
Brown-Forman 'B' 0.70 0.53 2.5784 19.9 19.1 32.3 272 252 282 282 26.0 23.5 
Buckeye Partners LP 0.55 0.30 2.3619 12.1 15.3 17.8 19.6 19.0 18.8 17.9 16.8 16.5 
Carpenl8< Technology 0.75 0.61 2.6555 10.7 6.7 12.1 16.0 18.0 15.4 132 12.7 20.0 
CedarFak"LP. 0.70 0.49 2.3324 652 52.8 50.3 52.8 43.6 46.9 49.9 52.9 31,0 
Can. Newspapera 'J.: 0.65 0.43 2.5747 8.9 8.7 11.4 142 15.6 13.7 12.5 11.8 15.0 
Chemed COip. 0.80 0.66 2 .• 230 7.9 10.7 12.5 8.4 10.0 10.3 10.4 9.9 15.5 
Chevron COip. 0.75 0.59 2.3394 8.8 11.6 13.0 11.6 13.7 12.8 12.5 11.7 17.0 
ClnclnnaU Fnanclal 0.65 0,,0 2.5235 7.1 7.1 7.6 7.2 5.9 6.9 7.0 7.0 7.5 
Comme«:e Bancshs. 0.80 0.62 2.3443 11.8 11.9 122 13.2 122 12.5 12.4 12.3 12.0 
Convnorotal Metals 0.75 0.58 2.6705 5.9 5.9 9.2 10.8 13.5 112 9.9 9.1 12.5 
Curtiss-Wright 0.60 0.37 22545 142 12.8 9.8 12.3 10.6 10.9 11.4 11.9 11.0 
Donaldson Co. 0.65 0.46 2.8113 17.3 16.1 162 16.8 17.4 16.8 16.6 16.8 16.5 
Excel Really Trust 0.80 0.67 2.5909 0.3 6.5 11.7 14.1 10.3 12.0 10.7 8.6 15.0 
Federal Rily. Inv. T 0.65 0.41 2.6684 3.1 3.7 6.2 6.6 7.0 6.6 5.9 5.3 10.5 
Flonda Rock 0.75 0.55 2.7532 12 2.3 3.5 9.0 11.3 7.9 6.5 5.5 10.5 
FMCCOlp. 0.80 0.66 2.5370 NMF NMF NMF 41.6 33.0 37.3 37.3 37.3 19.0 
Giant Food 'A' 0.80 0.64 2.7874 14.0 12.3 12.8 12.5 12.4 12.7 12.5 12.9 13.5 
Harland (JOhn H.) 0.80 0.66 2.5178 20.1 22.1 28.6 252 20.7 26.9 25.3 24.0 27.0 
HamooCOlp. 0.75 0.58 2.7018 16.0 18.0 13.3 13.9 16.9 13.6 15.1 15.3 17.5 
lnrlAlumklum 0.70 0.47 2.7001 6.1 0.9 3.6 7.1 11.9 7.5 5.9 5.9 11.5 
JS8 Financial 0.55 029 2.4910 4.7 7.9 6.3 72 6.5 6.7 7.0 6.5 6.5 
LeeEnterpnaes 0.80 0.66 2.4744 172 18.9 18.5 21.0 18.8 19.4 19.3 18.9 18.0 
Longs Drug Stores 0.80 0.62 2.3210 13.1 11.6 10.0 9.3 10.4 9.9 10.3 10.9 12.0 
MGI Propenlos 0.55 0.30 2.6126 4.2 5.0 4.7 5.7 6.2 5.5 5.4 52 7.5 
MobllCorp. 0.70 0.50 22666 11.0 7.9 12.1 11.2 132 12.2 11.1 11.1 17.0 
Murphy 01 Corp. 0.80 0.63 2.4331 4.8 4.6 6.3 6.8 2.7 5.3 5.1 5.0 10.0 

;;;i ~ National Service Ind 0.75 0.59 2.3829 10.9 10.9 10.7 11.4 12.6 11.6 11.4 11.3 13.0 
oo :,:: NCHCOlp. 0.80 0.63 22800 14.4 13.1 10.6 11.3 12.1 11.3 11.8 12.3 11.0 
ro "" New Plan R'ly Trust 0.65 0.46 2.4413 12.0 10.7 8.6 9.8 11.0 9.8 10.0 10.4 11.0 
1--' g Old Kent Flnandal 0.80 0.62 2.5818 13.8 15.3 15.7 15.8 14.0 152 152 14.9 14.0 

t"" 
0 "' ..,, ..,, 
\.n c.. 

:,:: 
I -°' 
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Non-lJIJllly Group Comparable 10 the 
Proxy Group or Seven Gas 
DlstrlnrtlPD Corooankm (1) 

Pennzoll Company 
Penn. R.E.I.T. 
Santa Fe Pac. Plpel 
ServiceMaster LP. 
Tootsie ROI Ind. 
Unlrln, Inc. 
Vulcan Materials 
West Co. 
WlknlngtonTrust 
\Mnn-Obde StOl9S 

Average for the Non-Utlllty Group 

Average for the Proxy Group of 
Seven Gas Distribution Companies 

Median 

Average of the Median 
Htstortcal Returns 

Concklslon (5) 

See page 5 for notes. 

'd Ul 
"'0 

OQ "' (1) ,.., 
t:, 

N C: ,... 0,.., 
"' ..., 
V, '-< 

"' I ..... 
a-. 

MJ. UnadJ. 
Bola Bola 

0.70 0.52 
0.60 0.34 
0.55 025 
0.75 0.60 
0.70 0.48 
0.80 0.63 
0.65 0.44 
0.80 0.37 
0.80 0.63 
ll.§l2 QM 

= = 
~ 12.ali(4) 

A Dtilllk!n d .6rlsaoaa WmdfHD Gal'~~ 
Comparable Eamlngs Analysis 

for a Non-Utility Group Comparable to the 
proxy Group of S8yfto (',.as 013tdbut1oo Compaoloo 

Resktual 
Standard 

Ema: 111!!1 = 129a 1!MM 

2.6483 2.5 1.5 52 NMF 
2.3908 20.6 17.4 21.7 15.7 
2.2434 20.5 23.0 25.8 25.5 
2.6106 65.7 45.1 40.0 45.5 
2.7359 17.4 17.6 16.7 15.8 
2.6933 7.3 8.4 4.5 8.4 
2.4298 7.7 13.0 12.6 13.4 
2.6945 8.4 11.7 12.0 12.0 
2.6213 20.8 20.9 20.9 20.4 = 19.9 22.7 24.0 20.4 

= 
~ 

Rate of Return on Net Worth 

3--Year +Year 5-Year 5-Year 
.Im Aye[BQ8{2) AvfHJtQQ l2) Aye[DQft {2) Ptotftct9d (3,) 

NMF 52 3.4 3.1 16.0 
21.0 19.5 19.0 19.3 33.5 
27.5 26.3 26.3 25.5 28.0 
23.0 362 36.4 43.9 22.0 
14.8 15.8 162 16.5 12.5 
9.9 7.6 7.8 7.7 10.5 

20.9 15.6 15.0 13.5 17.0 
11.3 11.8 11.8 11.1 11.5 
19,6 20.3 20.5 20.5 19.5 
18.7 21.0 21.5 21.1 15.5 

J.2.Z% .12.:l % .12.1 % l.U% 

.12J. % 

lll % 



A D:l!ltlim QI Amanan WA.CttAffl Gaa ~o)'. 
Comparable Earnings Analysls 

for a Non-Utlllly Group Comparabkt to the 
Proxy Group ofTwaoty Yakm I IM \..a.s Dlslrtbutloo CompeolAs 

Rate or Return on Net Worth 
Non-UtJllly Group Comparable to the Resilual 
Proxy Group ol Twenty Value Adj. Unadj. Slandanl 3--Year ,4--Year 5-Year ~Year 
I ktft r..a.a otstl'IHdl9o Companlea {§) Bola Bola EmH: .tm 1llll2 .ll!lla .1lMl,I 1llll:i AYfl@Qft (2) AYffl'.Bga (2) A,va@Qft (2) Pcnk¥1ed (3) 

Aioooo Corp. 0.70 0.53 22146 8.6 % 11.1 % 12.8 % 12.4 % 12.5 % 7.5 % 7.0 % 6.4 % 16.0 % 
ARCO Chemical 0.75 0.55 2.2333 11.1 15.5 13.6 17.4 25.8 18.9 18.1 16.7 22.0 
AUantJc Rlchflekt 0.70 0.51 22030 14.7 15.7 13.3 14.0 19.7 15.7 15.7 15.5 18.5 
Bandag, Inc. 0.80 0.63 2.4312 26.8 24.8 19.1 21.7 24.3 21.7 22.5 23.3 19.0 
Barnes Group 0.65 0.46 2.1825 11.5 5.9 4.8 19.0 21.3 15.0 12.8 12.5 21.5 
Brown-Fonnan 'B' 0.70 0.53 2.5784 19.9 19.1 32.3 272 252 282 282 26.0 23.5 
Buckeye Partners LP 0.55 0.30 2.3619 12.1 15.3 17.8 19.6 19.0 18.8 17.9 16.8 16.5 
Carpenter T 8CllllOlogy 0.75 0.61 2.6555 10.7 6.7 12.1 16.0 18.0 15.4 132 12.7 20.0 
Cedar Fu- LP. 0.70 0.49 2.3324 652 52.8 50.3 52.8 43.6 48.9 49.9 52.9 31.0 
Cen.Newspopers'A' 0.65 0.43 2.5747 8.9 8.7 11.4 142 15.6 13.7 12.5 11.8 15.0 
Chemed Corp. 0.80 0.68 2.4230 7.9 10.7 12.5 8.4 10.0 10.3 10.4 9.9 15.5 
Chevron Corp. 0.75 0.59 2.3394 8.8 11.6 13.0 11.6 13.7 12.8 12.5 11.7 17.0 
Cb:fnnatl Financial 0.65 0.40 2.5235 7.1 7.1 7.6 72 5.9 6.9 7.0 7.0 7.5 
Commerce Bancshs. 0.80 0.62 2.3443 11.8 11.9 122 132 122 12.5 12.4 12.3 12.0 
Corrmerclal Metals 0.75 0.58 2.6705 5.9 5.9 92 10.8 13.5 112 9.9 9.1 12.5 
Curtiss-Wright 0.60 0.37 2.2545 142 12.8 9.8 12.3 10.6 10.9 11.4 11.9 11.0 
Excel Realty Trust 0.80 0.67 2.5909 0.3 6.5 11.7 14.1 10.3 12.0 10.7 8.6 15.0 
Federal Rly. Inv. T 0.65 0.41 2.6884 3.1 3.7 62 6.6 7.0 6.6 5.9 5.3 10.5 
First Empire State 0.70 0.53 2.0760 12.5 15.6 14.1 16.3 15.5 15.3 15.4 14.8 12.5 
FMCCorp. 0.80 0.68 2.5370 NMF NMF NMF 41.6 33.0 37.3 37.3 37.3 19.0 
Har1and (John H.) 0.80 0.68 2.5178 20.1 22.1 28.6 252 20.7 26.9 25.3 24.0 27.0 
Hubbel Inc. ·a· 0.75 0.56 2.0939 17.5 17.4 11.9 17.5 18.3 15.9 16.3 16.5 18.5 
Intl Aluminum 0.70 0.47 2.7001 6.1 0.9 3.6 7.1 11.9 7.5 5.9 5.9 11.5 
JSB Fklanclal 0.55 029 2.4910 4.7 7.9 6.3 72 6.5 6.7 7.0 6.5 8.5 
Kerr-McGee Corp. 0.85 0.71 2.6519 6.7 NMF 5.1 62 9.7 7.0 7.0 6.9 14.5 
l<lmco Realty 0.60 0.35 2.1259 12.3 9.4 12.8 11.9 11.4 11.6 11.6 13.5 
LeeEnte,prtses 0.80 0.68 2.4744 172 18.9 18.5 21.0 18.8 19.4 19.3 18.9 18.0 
LongsDrugSto<es 0.60 0.62 2.3210 13.1 11.6 10.0 9.3 10.4 9.9 10.3 10.9 12.0 
MGI Pn>per1los 0.55 0.30 2.6126 42 5.0 4.7 5.7 62 5.5 5.4 52 7.5 
MobllCorp. 0.70 0.50 22688 11.0 7.9 12.1 112 132 122 11.1 11.1 17.0 
Murphy 01 COrp. 0.60 0.63 2.4331 4.8 4.6 6.3 6.8 2.7 5.3 5.1 5.0 10.0 
National Selvlce Ind 0.75 0.59 2.3829 10.9 10.9 10.7 11.4 12.6 11.6 11.4 11.3 13.0 

'O "' NCH Corp. 0.80 0.63 22800 14.4 13.1 10.6 11.3 12.1 11.3 11.8 12.3 11.0 
~ £ New Plan R'lty Trust 0.65 0.46 2.4413 12.0 10.7 8.6 9.8 11.0 9.8 10.0 10.4 11.0 
ro t:l Oki Kent Financial 0.80 0.62 2.5818 13.8 15.3 15.7 15.8 14,0 152 152 14.9 14.0 
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Non.utJlly Group Comparable to the 
Proxy Group of Twenty Vakle 
I kKt GM Ot6UIM d!OD CornpaolQn (8) 

Pennzoll Company 
Penn. R.E.I.T. 
Santa Fe Pac. Plpell 
S8rvlceMaster LP. 
Simon Debarlolo Grou 
St Paul Cos. 
Unllrln, Inc. 
Vulcan Materials 
Weingarten Raally 
West.Co. 
Wlmlngton Trust 

Average for the Non-UUlly Group 

Average for the Proxy Group of 
Twenty Value Lne Gas 
Dlstr1bu1lon Companies 

Medlen 

Average of the Median 
HlstoncalRetums 

Conclualon (8) 

See page 5 for notes. 
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Resktual 
Adj. UnadJ. Standard 
a.ta - Eml[ 

0.70 0.52 2.6483 
0.60 0.34 2.3908 
0.55 025 22434 
0.75 0.60 2.6106 
0.65 0.71 2.1736 
0.85 0.70 2.4815 
0.60 0.63 2.6933 
0.65 0.44 2.4298 
0.60 0.33 2.1201 
0.60 0.37 2.6945 
l!.11!! 12.§a = 
Q.22 = = 
11M !Ul.(7) U!lo2 

A ~iskm at Amansas wmem r-.u ComMnt 
Comparable Eamklgs Analyals 

for a Non-utlllly Group Comparable to the 
Pmxy GC911P of Twenty VBIIKt I i1fl r~s PtltrlxdloO Compaolfts 

Rate of Return on Net Worth 

3--Year 4-Year 5-Year 5-Yeer 
.1llll1 1ll!l2 .ll!9a ll!9! = Ava[B(Jft (2) AvftraQft (2) AYft[BQfl (2) Prr+tcffK1 (3) 

2.5 1.5 52 NMF NMF 52 3.4 3.1 16.0 
20.6 17.4 21.7 15.7 21.0 19.5 19.0 19.3 33.5 
20.5 23.0 25.8 25.5 27.5 26.3 26.3 25.5 28.0 
65.1 45.1 40.0 45.5 23.0 36.2 38.4 43.9 22.0 

NMF NMF NMF NMF NMF NMF 
15.2 5.5 142 162 14.0 14.8 12.5 13.0 15.5 

7.3 8.4 4.5 8.4 9.9 7.6 1.8 1.1 10.5 
1.7 13.0 12.6 13.4 20.9 15.6 15.0 13.5 17.0 

12.5 11.7 9.5 10.4 10.9 10.3 10.6 11.0 13.0 
8.4 11.7 12.0 12.0 11.3 11.8 11.8 11.1 11.5 

20.8 20.9 20.9 20.4 19.6 20.3 20.5 20.5 19.5 

.1.U.% l2J. % 11.ll % =% 
.12.a% 

.1il % 



Notes: (1) 

(2) 

(3) 

(4) 

(5) 

(6) 

Associated Natural Gas Company 
A Dlyldlon of Nkansas western Gas Company 

Comparable Earnings Anaivsls 

The criteria for selecllon of the non-utility group was that the non-utility companies be 
domestic and have a rate of return on net worth or partners' capital reported In Value Line 
Investment Survey. The non-utility group was selected based upon the proxy group of 
seven gas distribution companies' unadjusted beta range of 0.02 - 0.68 and residual 
standard error range of 2.1578 - 2.8130. 

Ending 1995. 

1999-2001. 

The standard deviation of the proxy group of seven gas distribution companies' 
unadjusted beta Is 0.1108 

Equal weight given to both the average of the 3, 4, and 5 year historical medians (12.4%) 
and 1999 - 2001 projected median rate of return on net worth (15.3%). Thus, 13.9% = 
((12.4% + 15.3%) / 2). 

The criteria for selection of the non-utility group was that the non-utility companies be 
domestic and have a rate of return on net worth or partners' capital reported In Value Line 
Investment Survey. The non-utility group was selected based upon the proxy group of 
twenty Value Line gas distribution companies' unadjusted beta range of 0.09 - 0.73 and 
residual standard error range of 2.0722 - 2.7016. 

(7) The standard deviation of the proxy group of twenty Value Line gas distribution 
companies' unadjusted beta Is 0.1065. 

(8) Equal weight given to both the average of the 3, 4, and 5 year historical medians (12.3%) 
and 1999 - 2001 projected median rate of return on net worth (15.5%). Thus, 13.9% = 
((12.3% + 15.5%) / 2). 

Source of Information: Value Line, Inc. September 15, 1996 
Value Line Investment Survey 
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