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I. INTRODUCTION
Please state your name, occupation and business address.

My name Is Frank J. Hanley and | am President of AUS Consultants - Utllity Services.

My business address is 1565 Gaither Drive, P.O. Box 1050, Moorestown, New Jersey

08057.
Please summarize your educational background and professional experience.

| have testified as an expert witness on rate of return and related financial issues before
30 state public utility commissions and the Federal Energy Regulatory Commission. |
have also testifled before Yocal and county regulatory bodies, an arbitration panel, a U.S.
Bankruptcy Court, the U.S, Tax Court and a state district court. | have appeared on
behalf of Investor-owned companles, municipalities, and state public utility commissions.
The details of these appearances, as well as my educatlona}_ background, are shown in

Appendix A supplementing this testimony.
What s the purpose of your testimony?

The purpose of my testimony is to provide evidence on behalf of Assoclated Natural Gas
Company (ANG or the Company), a division of Arkansas Western Gas Company (AWG)
in the form of a study of the common aquity cost rate which ANG should be afforded an
opportunity to eam on the common equity portion of its Missourl jurisdictional rate base.
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What is your recommended common equity cost rate?

itis 11.70% applicable to ANG's proposed 45.25% raternaking common equity (which is
a 52.73% common equity ratlo based solely on Investor-provided capital). My assoclate,
Pauline M. Ahem provides testimony that these ratios are reasonable; and that either set

is suitable to use to establish an overall cost of capital.

Have you prepared schedules which support your recommended common equity cost

rate?

Yes, | have. They have been marked for dentification as SCHEDULES FJH-1 through

FJH-16.

. SUMMARY
Please summarize the overall cost of capital and fair rate of return resulting from ANG's
proposed ratemaking capital structure, embedded cost rates, customer deposits cost

rates, and your recommended common equlty cost rate of 11.70%.

The results of the study are as follows:
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Capital Cost Welghted
Stryctyre BRate Cost Rate
Long-Term Debt
Intercompany Notes 40.08%
Accumulated Deferred
Investment Tax Credits 0.50
Total Long-Term Debt 40,58 7.97% 3.23%
Customer Deposits
Arkansas 2.14 5.50 0.12
Missouri 0.48 6.50 0.03
Total Customer
Deposits 2.62 0.15
Total Long-Term Debt
and Customer Deposits 43.20 3.38
Common Equity -
Common Stock and
Retained Earnings 44,69
Accumulated Deferred
Investment Tax Credits 0.56
Total Common Equity 45.25 11.70 5.30
Accumulated Deferred
Income Taxes 11.48 0.00 0.00
Other Interest Bearing :
Liabilitles 0.07 8.00 0.01
100.00 £6%%

The overall cost of capital of 8.69% is based upon ANG's proposed capital
structure including cost-free capital and customer deposits for the test year ended July
31, 1996 (Adjusted) and related ratlos. The capital structure conslsts of 40.08% long-term
debt, 2.62% customer deposits, 45.25% common equity, 11.48% accumulated deferred
Income taxes, and 0.07% other interest bearing llabilitles. The welighted overall cost of
caplital shown ahbove I3 based upon the capftal structure ratlos shown on SCHEDULE
FJH-1, page 1. The long-term debt cost rate of 7.97%, customer deposits cost rates of
5.50% for both Arkansas and Missourl as well as the 8.00% cost rate of other interest
bearing llabilitles were provided by ANG.

For Information purposes, on page 2 of SCHEDULE FJH-1, | have shown the

3
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overall cost of capital of 8.94% based upon total investor-provided capital. It consists
of 47.27% long-term debt and 52.73% common equity.

The common equity cost rate of 11.70% is my recommendation, the basis of which
is summarized on SCHEDULE FJH-1, page 3. As explained in mare detall below, my
recommendation reflects current capital market conditions and results from the
appiication of three weli-tested market-based cost of common equity models, the
Discounted Cash Flow (DCF) approach, the Risk Premium (RP) Model, and the Capital

Asset Pricing Mode! (CAPM),

Please summarize your testimony.

ANG is a division of AWG and AWG Is a wholly-owned subsidiary of Southwastern Energy
Company (Southwestem). When a company such as AWG has common stock which is
not traded, it is common to observe the market-based comman equity cost rates of
similar risk companles (proxy group or groups) for Insight into a recommended common
equity cost rate for use In a cost of capital determination. For reasons discussed Infrg
at pp. 12-13, Southwestern Is not a suitable proxy for determining the common equity risk
rate of a local gas distribution company (LDC), speciiically ANG. Therefore, 1t Is
appropriate to look to proxy groups of similar risk LDCs whose common stocks are
actively traded for Insight into an appropriate common equity cost rate applicable to

ANG. The use of other firms of comparable risk as proxles Is consistent with the
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principles of fair rate of return established In the Hope' and Bluefleld® cases and adds
rellability to the exercise of Informed expert jJudgment In arriving at a recommendation of
commeon equity cost rate. Consequently, | 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 Infra, all else
equal except for size, smaller companles are more business risky.

In formulating my recommended common equity cost rate of 11.70% applicable
to ANG, | reviewed the results of the application of three different cost of common equity
models, namely, the DCF, the RF, and the CAPM for two proxy groups of LDCs. |
applled 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 relled 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 fit to rely exclusively on any single mode! 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 modet Is affirmed by the
financial Iiterature.

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

22

23

' Federal Power Commisslon v. Hope Natural Gas Co., 320 U.S. 591 (1944),
2 Bluefield Water Works Improvement Co. v. Pyblic Serv. Comm'n, 262 U.S. 679 (1922).
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usually results In an overstatement or understatement of Investors' required rate of return
when the market value of its common stock is significantly less or greater than its book
value, respectively. Investors expect to achieve thelr required rate of return based on
dividends received an reciation tn market price. My testimony shows that market
prices are influenced greatly by factors other than earnings per share (EPS) and
dividends per share (DPS). Thus, the nacessary use of accounting proxies for growth
In the DCF model, such as EPS, DPS, or their derivative, internal growth, refiects only a
portion of the full growth (price appreciation) expected by investors. | demonstrate
hypothaetically on SCHEDULE FJH-8 how the application of a market-based DCF cost rate
to a substantially lower book value deprives a utility of a reasonable opportunity to
experience the rate of growth expected by investors. This occurs because the growth
estimate used In the application of the DCF mode! Is based on EPS or some derivative
thereof; and such proxles for growth do not reflect the full rate of growth anticipated by
investors. This is true because market prices reflect other growth factors not accounted
for in the standard regulatory version of the DCF model such as an Increase in the
market value per share due to expected Increases In price/earnings multiples and less
obvious factors included In the long-range goals of investors. For these reasons, sole
reliance on the DCF model should be avoided. State commissions in indlana, lowa and
Hawail have explicitly recognlzed the tendency of the DCF model to understate the
common equity cost rate,

In my study, | apply three academically-accepted and widely-used cost of common
equity models as princlpal tools in reaching my recommendation because each provides
useful data. None Is theoretically superior to the others or so precise as to Justify sole

rellance on it.

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

CAPM RP DCFE
Growth
Single-
Traditional 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 Value Line

LDCs 10.9% 11.6% 11.9% 10.4% 9.8%

After an adjustmant to the proxy groups' cost rate results to reflect ANG's greater
relative Investment risk which will be discussed Infra, | conclude that a common equity
cost rate of 11.70% Is reasoanble. | base my recommendation on the market-based cost
rates of both proxy groups, particulary the RP and CAPM results. For the reasons
explained Infra, ANG has greater Investment rigk than either of the two groups of proxy
companles which must be reflected. My recommendatlon also takes account of the fact
that the DCF mode! understates Investors’ required return rate when market value is
above book value (as Is the case for both proxy groups of LDCs). In addition to the DCF
model’s likely understatement of common equity cost rate, It Is always important to avoid
sole rellance on a single cost of common equity model, a point made clear by the
financlal literature. As a result, | avold sole rellance on a single cost of equity model. |
determine a common equity cost rate of 11,.30% based on the proxy groups; however,
this cost rate understates the cost rate to ANG because of ANG's greater investment risk
vis-a-vis the proxy groups. After an adjustment of 0.4% to reflect ANG's greater
Investment risk (vis-a-vis the proxy groups), my recommended common equity cost rate
is 11.70% which Is summarized on SCHEDULE FJH-1, page 3.

An Interest coverage test and my comparable earnings analyses confirm that an
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11.70% common equity cost rate appilcable to ANG Is reasonable.

lIl. GENERAL PRINCIPLES
What general principles have you considered In arriving at your recommended common

equity cost rate of 11.70%?

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 nattonal policy prescribed In FERC Orders 436 through 636, Nonetheless,
the LIDCs remain price regulated.

As long as the natural gas Industry remalns price regulated, the cost of common
equity capital must be determined by analysis of marketplace Indicators In order to
assure tﬁat the regulated utllity can fulfil its obligations to the public and provide
adequate service at all times. Fulfiliment 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 falr rate of return have been
estabiished by the U.S. Supreme Court In the Hope and Blyefield cases cited supra,
Consequently, In my determination of a falr rate of return, | 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 differences, l.e., the combination of both business and

financlal risk.
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V. BUSINESS RISK

Q. Please define business risk and explain why it is important to the determination of a fair
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rate of return,

Business risk Is a collective term encompassing all of the diversiflable risks of an
enterprise other than financlal risk (with financial risk defined as the introduction of debt
Into the capital structure). A few examples of business risk are the extent and efﬂcapy
of competitlon, weather and its Impact on revenues and earnings, customer mix, quality
of management, and the regulatory environmant.

Business risk Is Important to the determination of a fair rate of return because the
greater the level of risk, the greater the rate of return investors demand, consistent with

the baslc financial precept of risk and return.

Please dlscuss the business risk of gas campanlies in general.

The deregulation of the gas Industry has resulted in a significant increase In business risk
to LDCs such as ANG. S&P’ explains how deregulation has shifted risks to LDCs:

Order 638 means that gas distributors wili have to change the way they operate,
and this presents increased risk for utilitlies... Distributors wilt incur costs previously
assumed by pipeline companies, Including expenses associated with additional
storage capabillty, storage inventory property taxes, and additlonal employee-
related expenses for managing larger gas supplies.

Moody's Investars Service (Moody's) also noted the shift of risk from the pipellnes to

21
22

Standard & Poor's Industry Survays, "Utilitles - Gas: Baslc Analysis®, May 26, 1994, p.
u79.
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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. (Bold in original)

4 In response to the changing risk proflle of the natural gas Industry, S&P® ravised

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

6 tha financial benchnﬁark ratios for LDCs, It recognized "a moderate Increase In the gas

7 supply risks they face. In addition, some ratio guidelines ware relaxed slightly for pipefine

8 companies."®

9 it Is clear from the above that LDCs face greater uncertalnty and risk which Is
10 percelved by Investars. FERC's Order 636 and the continulng restructuring In the energy
11 Industry mean greater competition and Increased risks. Because Investors are aware of
12 the increased risks assoclated 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 LDCs in today’s Increasingly

16 competitive environment. These include the threat of by-pass; increasing uncertainty
17 assoclated with the unbundling of services behind the clty-gate; increased compettiion
18 from, among others, gas marketers, Interstate pipelines and electric utilities through

19 * *FERC Order 636 wili pressure ratings of gas distribution companles,” Moody's Special
20 Comment, August 1993, pp. 1 and 6.

21 ® Standard & Poor's CreditWeek, December 6, 1993, p. 39.
22 * 1d. at p. 39.

10
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1 Integrated resource plans, elactric Industry restructuring and potential repeal of the Public
2 Utility Holding Company Act; industry mergers, and acquisitions such as Houston
3 Industrles’ 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 disallowances of alleged excessive premium on gas purchasas
6 from SEECO, an affiliated company (which disallowances are being litigated n Missourl's
7 Court of Appeals), and regulatory lag especlally 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

10 group of seven LDCs is two and one-half (2-1/2) timas farger, while the average of twenty

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

12 Total italization at Year-end 1

13 {$ millien)

14 Arkansas Western Gas Company® $140.715

15 The Proxy Group of Seven LDCs $369.970

16 The Proxy Group of Twenty Value Line LDCs $759.410

17 * AWG’s consolidated total capita! Is employed because, as testifled by Pauline

18 M. Ahem, all of ANG's external capital Is raised by AWG. [f measured against

19 ANG on a stand-alone basis, the proxy groups would be approximately 20-40

20 times larger than ANG,

21 All else equal, small size means greater risk, as will be discussed infra.

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

23 confronting ANG, including its small slze?

11



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

10
11
12
13
14
15

16

17

18

19

20

The Commission can recognize them by granting ANG a rate of return on comimon
equity commensurate with those risks. | believe that a retum rate of 11.70% on a
ratemaking 45.256% common equity ratio is needed (which relates to a 52.73%
common equity ratio based upon total Investor-provided capital), with a reaéonable

opportunity to actually earn k.

V. FINANCIAL RISK
Please define financlal risk and explain why it is important to the determination of a fair

rate of return?

Financlal risk Is the additlonal diversifiable risk created by the introduction of debt into
the capital structure. Utilities formerly were considered to have much less business risk
vis-a-vis unregulated enterprises, and, as a result, a larger percentage of debt capital was
acceptable to Investors. Increasing deregulation and competition mean Increasing
business risk for LDCs which in turn means that Investors reﬁulre higher common equity
ratios to offset this increased business risk, consistent with fundamental financial
precepts. All else equal, greater financlal risk means greater investment risk for which

investors require added compensation, Le., a higher rate of return,

How can one measurse the combined, diversifiable business and financlal risks, i.e.,

investment risk?

Similar bond ratings reflect similar combined business and financlal risks. Although the

speclfic business or flnancial risks may differ between companles, the same bond rating

12
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indicates that the combined risks are similar, although not klentical, as the bond rating
process reflects acknowledgement of all diversifiable business and financial risks. For
example, S&P expressly states that the bond rating process encompasses a qualitative
analysls of business and financial risks (see pages 1 through 13 of SCHEDULE FJH-2).
In December 1593, S&P revised its gas utllity and pipeline financlal benchmarks creating
a risk-adjusted matrix-approach (see pages 14 through 16 of SCHEDULE FJH-2),
categorizing each gas wtllity's business position as being either "above average,”
"average” or "below average.” Since neither AWG nor ANG has long-terim debt which is
rated, neither has been assigned a business position. In revising its gas utility
benchmarks, S&P7 stated:
S&P Is revising its financlal benchmark ratlos 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 flnanciai benchmarks, which incorporates a more
detalled comparison of financial performance and a company’'s business risk
profile. Existing ratings have always reflected this analysls, 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-orlented; Le,, 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 oplnlon, there is no perect single proxy such as bond rating, common stock
ranking, etc., by which one can compare/differentiate common equity risk between
companies.  However, the bond rating provides a most useful means to

compare/differentiate common equity risk between companies because it Is the resuit of

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

26

7 Id., at p. 39,

13
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l.e., Invastment risk,

Vl. ARKANSAS WESTERN GAS COMPANY

Q. Have you reviewed financlal data for AWG?

Yes. |reviewed financlal data for AWG because ANG Is a division of AWG and therefore,
ft does not malntain an independent capital structure. AWG Is a wholly-owned subsidiary
of Southwestern, an exempt holding company under the Public Utility Holding Company
Act of 1935. Southwestern is a diversified natural gas company conducting its principal
activities through four wholly-owned subsidliarles. Southwestern operates primarily In
exploration and production of natural gas through its subsidlaries 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 1985 operating revenues from gas
distribution operations, it derlved 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 Classification (S.1.C.) Code Is 4923, Natural Gas
Transmission and Distribution and Southwestern Is Included In Valye Line's Natural Gas
(Integrated) Industry. Itis clear, then, that Southwestern Is overwhelmingly perceived as
an integrated natural gas utility by the financlal community. As such, its market data are
not applicable to the determination of ANG's cost of common equity, Le., an LDC.
Arkansas Western consists of two operating divisions. The AWG Dlvislon

distributed naturai 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 Missourl. Unt# June
1, 1988 when it was acquired and merged Into AWG, ANG was a wholly-owned
subsidlary of Arkansas Power and Light Company.

i have shown AWG's capitalization and financial statlstics for the years 1991-1995,
inclusive on SCHEDULE FJH-3. Page 1 contalns capitallzation and financlal 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 1895, ranging between 5.5% and 7.7% during the period.

Vil. PROXY GROUPS
Q. You previously mentloned 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.1.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) Incluslon In S&P's Compustat Services, inc. Utllity Compustat

Il electronic database. Seven companies met all of the above criteria ar their financial

15
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profile is summarized in SCHEDULE FJH-4.

Q. Please dascribe SCHEDULE FJH-4,

A. SCHEDULE FJH-4 contains comparative capialization and financlal statistics for the
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proxy group of seven 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-
1985. Page 2 containg notes relevant to page 1, as well as the selection criteria of the
Individual companies In the proxy group. Page 3 contains the ldentities of the companies
as well as each company’'s most recent Moody's and S&P bond ratings and average
bond ratings for the group.

During the five-year period ending 1995, the achleved average ROE was 11.4% in
contrast to Arkansas Western's 6.6% (SCHEDULE FJH-3, page 1), while the average
market/book ratio was 166.4%. The five-year average dividend payout ratlo was 86.8%.
Average coverage of total Interest charges, excluding ali alfowance for funds used during
construction (AFUDC) from income available to pay such charges, before Income taxes

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

FJH-3, page 1).

Please explain how the proxy group of twenty Value Line LDCs was selscted.

The basis of selection for the proxy group of twenty Value Line LDCs was to Include
those gas dlstribution companies which ars included in Value Line Investment Survey -

Natural Gas (Dlstribution) Industry and have not cut or omitted their common stock

16
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dividends during the five catendar 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 criterla, It was excluded from the proxy group because it derived less than
50% of its 1895 operating revenues from gas operations. The average financlal profile

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

Please describe SCHEDULE FJH-5.

SCHEDULE FJH-5 contains average comparative capialization and financial statistics for
the proxy group of twenty Value Line LDCs for the years 1981 through 1995. The
schedule consists of three pages. Page 1 contalns a summary of the comparative data
for the years 1991-1985. 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 companles 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 1985, the achleved average ROE and
market/book ratlo averaged 11.5% and 167.5%, respectively. The flve-year average
dividend payout ratlo was 87.3%. Average coverage of total interest charges, excluding
ali allowancs for funds used during construction (AFUDC) from income avallable 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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Viil. COMMON EQUITY COST RATE MODELS

A. Discounted Cash Flow Model (PCF)
1. Theoretical Basl

Q. What is the theoretical basls of the DCF model?

DCF theory Is based upon finding the present value of an expected future stream of net
cash flows during the Investment holding period discounted at the cost of capltal or the
capitalization rate. The theory suggests that an investor buys a stock for an expected
total return rate which Is expected to be derlved from cash flows In the form of dividends
and appreciation In market price (the expected growth rate). Thus, the dividend yleld on
market price plus a growth rate equéls the capfitalization rate. The capitalization rate is

the total return rate expected by investors.

Please comment on the applicability of the DCF model In establishing a cost of common

equity for the Company.

Although there are several versions of the DCF model, Including non-constant growth
models, finite horizon models, quarterly compounding models, etc., in my analysls | utilize
a constant growth, single-stage as well as a two-stage growth version. The two-stage
growth version utllizes two different growth rates to estimate expected dividends per
share (DPS) over the next, approximately, twenty {20) years. A short-term, |.e., five-year,
growth rate is used to estimate dividends for the next five years based on analysts’
forecasts. However, since the market price of common stock reflects a much longer

Investment horizon than five years, [t 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 DP$S Is estimated based
on forecasted growth for the U.S. economy and the natural gas industry. A single growth
rate over the entire period, 1.e., twenty years, is then calculated and used in the standard -

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

k =D, + :
P.
Where:
D, Dividends per share for the next twelve months
P, Current market price per share

g = Constant dividend growth rate proxy
= Discount rate,

| have chosen this version of the DCF model because It is the most widely used
version In regulatory proceedings. However, few: regulatory agencles 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, if at all, should depend upon the extent
to which the cost rate results differ from those derived from the use of other cost of
common equity models because the model has a tendency to mis-specify investors'
required return rate when the market value of common stock differs significantly from its
book value. Market values and book values of common stocks are seldom, if ever, at
unity. The market-based DCF model will result In a total annuai dollar retum 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 unllikely situation. An indlcation of that in

recent years Is that the market values of LDCs' common stocks have been well in excess
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of their book values as shown on page 1 of SCHEDULES FJH-4 and FJH-5, ranging
between 153.0% and 189.6% and 151.8% and 188.3%, for each proxy group, respectively,
during the five years ending 1995,

In view of the foregoing, DCF-calculated cost rates should be used with caution
and sole rellance on them should be avolded. The DCF mode! has a tendsncy to
understate the commaon equity cost rate required by investors when the market/book
ratio is greater than 100% and the market-based DCF cost rate Is applied to the book
value of common equity. Because of this fact, the DCF cost rate(s) should receive no
more than equal welght with the cost rate resulting from the application of other cost of
common equity models.

Understatement of investors’ required return rate by use of the DCF modet for
LDCs Is currently exacerbated because their market prices reflect long-range growth
potential not fully reflected in analysts’ five-year farecasts of future growth. Conseguently,
current market prices reflect investars’ long-range growth expectations. However, the
normal application of the DCF model Is a single-stags growth model based on analysts’
five-year forecasts of some combination of historical growth rates and analysts’ five-year
forecasts. This Indicates the need to better match market prices and the longer-term
growth expectations embedded therein with the longer-term, emplrically-determined,
investor-influencing measures of growth.

In view of the foregoing, exclusive rellance on DCF must be avoided, and
conslderatlon should be given to the resuits of three models, l.e., the DCF, RP and CAPM
calculated cost rates. Also, less than equal welght should be given (on an Implicit basls)
to the results of the DCF model, for both proxy groups as there Is also significant

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

2 Q. s there support in the academic literature for the need to rely upon more than one cost
3 of comman equity model [n arriving at a recommended common equity cost rate?
4 A. Yes. For example, Philips® states:
5 Since regulation establishes a level of authorized earnings which, in turn,
6 implicitly infiuences dividends per share, estimation of the growth rate from
7 such data Is an inherently circular process. For these reasons, the DCF
8 mode! “suggests a degree of precision which is in fact not present® and
9 leaves "wide room for controversy and argument about the level of k.
10 Also, Morin® states:
1 Sole reliance on the DCF model ignores the capital market evidence and
12 financlal theory formafized In the CAPM and other risk premium methods.
13 The DCF modet is one of many tools to be employed in conjunction with
i4 other methods to estimate the cost of equity. It is not a superior
15 methodology that supplants other financial theory and market evidence. The
16 broad usage of the DCF methodology in regulatory proceedings does not
17 make it superlor to other methods. {emphasis added) (pp. 231-232)
18 Each methodology requires the exercise of considerable judgment on the
19 reasonableness of the assumptions underlying the methodology and on the
20 reasonableness of the proxies used to valldate a theory. The failure of the
21 tradit infinite growth DCF | 1o account for chan in_relat
22 rket valuation, dlscuss ove, | vivi le of th tential
23 min f the DCF I_when applled t iven com |
24 follows that more than athodal shoul mpl in arrivin
25 ment on the cost of equi that th thodologles sheul
26 i r erles of co ie risk companies. ...Financial literature
27 supports the use of myltiple methods.
28 Profegsor Eugene Brigham, a widely respected scholar and finance academiclan
29 ® Charles F. Phillips, Jr., The Regulation of Public Utilities-Th nd Practice, 1993, Public
30 Utllity Reports, inc., Arlington, VA, p. 396.
31 * Roger A. Morin, Requlatory Finance-Utllities’ Cost ital, 1994, Public Utiiitles Reports,
32 Inc., Adington, VA, pp. 231-232, 239-240.

21



—

Dm0 Lo

11

12
13

14
15
16
17
18

19
20

21
22
23

24

25

26

27

28

29

30

MPSC Docket No. GR-57-272
Prepared Direct Testimony
of Frank J. Hanley

Q.

asserted:

In tical work it Is often best to use all three methods -CAPM

nd vield plys risk premi ng D - and then apply
judgement when the methods produce different results. People
experlenced 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 qrowth formula and the capitaf asset pricing model are two

ifferent w. f gettin handle on the same problem.

In an eariler article, Professor Myars explained the polnt more fully:
more than one model when n. timating the
riunity cost of ital is difficult, only a fool throws aw seful
Information. That means you should not use any one model or measure
mechanically and exclusively. Beta s 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. Applicability of a Market-Based Common Equity
ost Rate to a Book Value Rate B
Is it reasonable to expect the market values of utilities’ common stocks to continue to sell

well above their book values?

Yes. | believe that the common stocks of utilities will continue to sell substantially above
thelr book values, because many investors, especlally Individuals who traditionally
committed less capital to the equity markets, will likely continue to commit a greater
percentage of thelr available capital to common stocks in view of lower Interest rate
alternative Investment opportunities. The recent past and current capital market
environmant Is In stark contrast to the late 1970's and early 1980's when very high (by

22



o

o w-~1d

10

12
13
14
15
16
17
18
19

20
21
22
23

24

25

MPSC Docket No. GR-97-272

Prepared Direct Tastimony

of Frank J. Hanley
historical standards) yields on secured debt Instruments In public utilities were available.
Moreover, allowed ROEs have a limited effect on utllities’ 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, Philllps'® states:

Many question the assumption that market price should equal book valus,

believing that 'the earnings of utilities should be sufficiently high to achieve

market-to-book ratios which are consistent with those prevailing for stocks

of unregulated companies.'

In addition, Bonbright'' states:

In the first place, commissions cannot forecast, except within wide limits, the

offect their rate orders will have on the market prices of the stocks of the

companles 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 Influences 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 utllity rate levels. (italics added)

In view of the foregolng, 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 valus.

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

26

27
28

1% 1d., at p. 385.

1 James C. Bonbright, Principles of Public Utility Rates, 1988, Public Utilities Reports, Inc.,
Arington, VA, p. 334.
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A. SCHEDULE FJH-7 conslsts of six pages. Page 1 contains the stock price index levels,
EPS and DPS of the S&P 500 Compostte Index and the S&P Utllities index on a quarteriy
basis from the third quarter of 1986 through the third quarter of 1996.

As can be derived from page 1 and shown In Table 2 below, the S&P 500
experienced 197.1% growth in market price, yet experienced only 143.0% growth in EPS
and 78.1% growth In DPS, Also shown Is that the S&P Utilitias Index experlenced a
73.1% increase In market price, yet experienced only 41.0% growth In eamings and

36.1% growth in DPS.

JTable 2
Growth In Market Price and Eamings from the
Thi rter, 1 through the Thi 1
3rd Quarter 3rd Quarter
1986 1996% Change
P mposite In
Market Price $231.32 $687.31 197.1%
Eamings 14.85 36.09 143.0
Dividends 8.23 14.66 78.1
iities In
Market Price $109.09 $188.80 73.1%
Eamings 9.88 13.93 41.0
Dividends 6.95 9.46 36.1
Source of Information: (d rity Prl R
SE&P Cyrrent Statistics

Pages 2 and 3 of SCHEDULE FJH-7 graphically demonstrate that there Is little
relationship between the movement in EPS and DPS and market prices. It is Important
to keep In mind that the growth rate used in the DCF model Is a proxy for growth In

market price, despite the fact that the accounting proxies for growth employed are
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usually unreliable predictors of growth in market price, Conflrmation that neither earnings
nor interest rates account for a substantial change in market prices Is found in a study
published by Goldman-Sachs & Co.'? which concluded that during the 1980's, only 35%
of the S&P 500's stock price growth was attributable to earnings and interest rates.
Pages 4 through 6 of SCHEDULE FJH-7 are a copy of a Wall Street Journal article dated
February 23 1996, which describes how market prices are being escalated by the "Blg
Generation" (people now in their 30's and 40's) who feel compelled to provide for thelr
old age by significant investment in stock funds, etc. Such methodical, compulsive,
investment has little, if anything, to do with company/industry specific fundamentals.
Such motivatlon to invest for the long-term contributes significantly to market/book ratlos
well above unity with no direct relationship to short range forecasts (up to five years) of
earnings/dividend growth. In short, application of the DCF mode! is usually incapable
of fully reflecting the growth in market price expected by investors. The resulltlng mis-
specification of required return rate Is attributable to (1) factors which are Important to
invastors when they are establishing the required rate of return on thelr common equity
Investment but are not directly related to company and/or industry measures of growth
and (2) investors' expected rate of growth which cannot be fully captured by use of the

normal accounting proxies used in the DCF model for the expacted growth In market

value,

Please explain why a DCF-derived common equity cost rate mis-specifies investors’

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

"2 Goldman-Sachs & Co. - Investment Research, May 23, 1991, How Can We Explain the

Growth of the S&P 500 In the 1880's?, by Barrle A. Wigmore.
25
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100%.

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

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

regulated utility Is limited to earning on its net book value (depreclated original cost) rate
base. As dlscussed supra, market values diverge from book values for many reasons
unrelated to ROEs. Thus, when market values are grossly disparate from thair book
values, a market-based DCF cost rate applled to the book value of common equity will

not reflect Investors’ expected common equity cost rate. [t will elther overstate the

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

at times, be appropriate on an ad hoc basls) when market value Is less than book value
or understate the cost rate whan 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 s no reallstic 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. Whaen the 10.6% return rate is applled 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 eam the expected $1.38 In
growth. Rather, a negative $0.21, or negative 0.70% results. There is no way to posslbiy
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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1 condition.

2 Iin view of the foregolng, | belleve it Is clear that the DCF mode! understates
3 investars' required cost of common equity capltal when market values exceed their book
4 values. Of course, if the converse situation exists (market values are substantially below
5 thelr book values), a OCF-determined cost rate ilkely would be overstated.

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

7 ~ onDCF?

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

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

10 Specifically, the lowa Utilities Board (IUB) has recognized the tendency of the DCF
11 model to understate Investors' expected cost of common equity capital when market
12 values are significantly above thelr book values. In its June 17, 1994 Final Decision and
13 Order in Docket No. RPU-93-9 re: U.S. West Communications, the IUB stated:'®
14 While the Board has relled in the past on the DCF model, In fowa Electric
15 Light and Power Company, Docket No. RPU-89-9, "Final Decislon and Order*
16 {October 15, 1990), the Board stated: '{T}he DCF model may understate the
17 return on equity in some circumstances. This Is particularly true when the
18 market is relatively volatile and the company In guestion has a market-to-
19 book ratlo In excess of one." Those conditions exist In this case and the
20 Board will not rely on the DCF return. (Consumer Advocate Ex. 367, See Tr.
21 2208, 2250, 2277, 2283-2284). The DCF approach underestimates the cost
22 of equity needed to assure capital attraction during this time of market
23 uncertainty and volatiity. The board will, therefore, give preference to the
24 risk premium approach, (italics added)

25 '3 Public Utlitles Reports - 152 PUR4th, Re: U.S, West Communicatlons, Ing., Docket No.
26 RPU-93-8, p. 459.
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1 Similarly, in 1994, the Indlana Utllity Regulatory Commission (IURC), for example,
2 recognized the tendency of the DCF model to understate the cost of equity when market
3 value exceeds book value':
4 In determining a common equity cost rate, we must again recognize the
5 tendency of the traditional DCF model, . . . to understate the cost of
6 common equity. As the Commisslon stated In Indiana-Mich. Fower Co.
7 (IURC 8/24/90), Cause No. 38728, 116 PUR 4th 1, 17-18, "the unadjusted
8 DCF result Is almost always well below what any informed financlal analyst
9 would regard as defensible, and therefore, requires an upward adjustment
10 based largely on the expert witness's judgement.”
1 1 * L *
12 [ulnder the traditional DCF model . . . the appropriate earnings level of the
13 utility would not be derived by applying the DCF result to the market price
14 of the Company's stock . . . it would be applled to the utility’s net original
15 cost rate base. /f the market price of the stock exceeds its book valus, . .
16 . the Investor will not achleve the return which the model finds Is necessary.
17 (italics added)
18 Also, the Hawalil Public Utilittes Commission recognized this phenomenon in a decision
19 dated 6/30/92'° In a case regarding Hawallan Electric Company, Inc., when it stated:
20 In this docket, as in other rate proceedings, experts disagree on the relative
21 merits of the various methods of determining the cost of commaon equity.
22 In this docket, HECO Is particularly critical of the use of the constant growth
23 DBCF methodology. [t asserts that method is Imbued with downward blas
24 and, thus, its use will understate common equity cost. We are cognizant of
25 the shortcomings of the DCF method. There are, however, shortcomings to
26 be found with the use of CAPM and the RP methods as well. We relterate
27 that, despite the problems with the use of any methodology, ali methods
28 should be considered and that the DCF method and the combined CAPM
29 and RP methods should be given equal weight. (ltalics added)

30 Q. Do the cother cost of common equity models contain unreallstic assumptions and have

3 ** Public Utilities Reports - 150PUR4th, Re: Indiana-American Water Company. Inc,, Cause

32 No. 39595, pp. 167-168.

33 '® Public Utilities Reports - 134 PUR4th, Re: Hawallan Electric Company. Ing., Docket No.

34 6998, p. 476.
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shortcomings?

Yes. That Is why | am not recommending that any of the models be exclusively refied
upon. | have focused on the shortcomings of the DCF model because some regulatory
commissions still place undue refiance on it. Although the DCF model Is useful, it is not
a superlor methodology that supplants financial theory and market evidence based on
other valid cost of common equity models. For these reasons, no model, inciuding the
DCF, should be used exclusively.

1 recommend, in the Instant clrcumstance, that the DCF model cost rates of 10.3%
for the seven LDCs and of 10.1% for the twenty Value Line LDCs implicily receive less
than equal weight with 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.

3. Appllcation of the DCF Madel
a. Dividend Yield

Piease describe the dividend yleld you used In your application of the DCF model.

The unadjusted dividend ylelds are based on an average of market prices for a recent
spot (November 29, 1996) date as well as an averaga of the last thres, six and twelve
months, ending November 30, 1996, respectively, as shown on page 1 of SCHEDULE
FJH-10. The average unadjusted vyleld Is 5.6% for the seven LDCs and 5.1% for the
twenty Yalue Line LDCs as shown on Line No. 1 of SCHEDULE FJH-8,
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b. Discrete Adjustment of Dividend Yleid
Please explaih the adjustment for discrete growth shown on SCHEDULE FJH-9, Line No.

2.

Due to the fact that dividends are pald quartery, or periodically, as opposed to
contlnuougly (daily), an adjustment must be made. This Is often referred to as the
discrete, or the Gordon Periodic, version of the DCF model.

Since the varlous utiilties In both proxy groups Increase their quarteriy dividend at
various times of the year, a reasonable assumption Is to reflect one-half the rannual
dividend growth rate In the D, expression, or D,;,. This Is a conservative approach so

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

~ month period. Therefore, the actual average dividend ylelds on Line No. 1 of SCHEDULE

FJH-9 have been ad]usted upward to reflect one-half the growth rates shown on Line No.
4. The adjusted dividend ylelds used in the single-stage form of the model are 5.7% for
the seven LDCs and 6.2% for the twenty Value Line LDCs as shown on Line No. 3,

SCHEDULE FJH-9.

¢. Selection of Growth Rates for Use in the
Single-Stage DCF Model

Please explain the basls of the growth rates of 4.6% for the proxy group of seven LDCs
and 5.2% for the proxy group of twenty Value Line LDCs which you use In your

applfcation of the single-stage DCF model.

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
institutional Investors. Individual investors are particularly Iikelyfo place great significance
on the opinlons expressed by financlal Information services such as Institutional Brokers
Estimate System (I/B/E/S), S&P and Valye Ling, which they can easily obtain either by
subscription, In libraries and/or through brokerage firms.

| belleve that Investors view all historical and projected growth rate Information,
They are aware of the significant changes which have occurred as a result of the
restructuring of the natural gas industry, and they recognize that the future is going to
differ significantly from the past. Consequently, | belleve that investors, in this Instance,
based on the growth rates shown on page 1 of SCHEDULE FJH-12, would place far
greater emphasis on the forecasted growth rates than upon the historical growth rates.
On page 1 of SCHEDULE FJH-12 | have shown both the historical and projected five-year
compound growth rates In EPS, DPS and BR + SV (the sum of internal and external
growth In per share value) for each company In both proxy groups as well as the
averages for the groups. Negative growth rates have been excluded from calculations
of the average histarical growth rates because it is not logical to assume that investors
would expect negative growth under any scenarlo. |/B/E/S and S&P growth rate
estimates are not avallable for DPS and Internal growth. Moreover, the I/B/E/S
estimates do not Include the Value Line projections.

in additlon to evaluating EPS and DPS growth rates, it s reasonable to assume that
Investors also assess BR + SV. The concept {8 based on financlal theory and well-
documented In the academic literature. Its conceptual pre.mlse is that future DPS_Qrth
is a function of the portion of the overall return to investors which is relnvested into the

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

g = BR + 8v

Where

B = the fraction of earnings retained by the firm, i.e., retentlon ratio

R = the return on common equity

8 = the growth In comman shares outstanding

V = the premium/discount of a company’s stock price relative to its book

valus, l.e., one minus the complement of the market/book ratlo.

Consistent with the use of five-year historical and five-year projected growth rates
in EPS and DPS, | have derived five-year historical and five-year projected BR+8V
growth. These growth rates are summarized for all the companles in both proxy groups
as shown on page 1 of SCHEDULE FJH-12. Pages 2 through 9 contain the supporting
data for the growth rates shown on page 1. Pages 10 through 29 of SCHEDULE FJH-12
contain the most current Value Line Investment Survey for each of the companies in both
proxy groups.

As shown on page 1 of SCHEDULE FJH-12, the growth rates for the proxy group
of seven LDCs range from 2.6% to 6.0%, with a midpoint of 4.3% and averaging 4.8%.
The growth rates for the proxy group of twenty Value Line LDCs range from 3.2% to
6.7%, with a midpoint of 5.0% and averaging 5.3%. Consequently, | conclude that growth
rates of 4.6% for the proxy group of seven LDCs and 5.2% for the proxy group of twenty

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

d. Selection of Growth Rates for Use
in the Two-Stage Growth DCF Model

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

A. The two-stage growth DCF model Is predicated upon the presumption that after a short-
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term transitlon 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™ Indlcates, this assumptlon stems from the view that above or
below average growth rates will settie to a steady-state, lang-run level consistent with that
of the general economy. | agree with that premise as far as establishing other proxies
for Investor expectations for longer range growth In EPS. However, as demonstrated
supra, 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 |
employ utilizes longer-term, le., 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 DP$S s thus a composite
reflecting the two growth stages. The longer stage (years six through twenty) is more
reflactive of investors’ expectations of long-range market price appreciation than Is
Implictt in shorter-range analysts' forecasts, remaining especlaily 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 list of these decisions includes
Qzark Gas Trapsmission System, 68 FERC Y 61,032 (1994), TransColorado Gas
Transmission Company, 69 FERC 1 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 implicit in the market prices paid

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

23

'® |d., at p. 156.
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similar to those employed by FERC.

Q. Please explain the stage one growth rate.
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The stage one growth rate Is the |/B/E/S five-year projected growth In EPS. Pages 5
through 7 and 11 through 13 of SCHEDULE FJH-13 show the I /B/E/S five-year projected
growth in EPS for each company In the proxy groups. The use of the five-year 1/B/E/S
forecast growth In EPS is reasonable as EPS drives market price. The use of analysts’
forecasts in EPS In the first stage is consistent with the use of longer range forecasts of

growth in the second stage.

Please explain the second stage growth rates.

For the estimation of the sécond stage growth rate, { utilized projections of growth Iin
GDP and natural gas revenues as a proxy for longer-range investor growth expectations.
These longer-term forecasts were prepared by The WEFA Group.

The forecast for GDP is provided on pages 5 through 7 of SCHEDULE FJH-13. It
shows that GDP is antlcipated to grow in the range of 4.8% to 5.0% annually for the
period 2002 to 2016. GDP is the most widely used measure of the nation’s production.
It is the market value of goods and services produced by labor and property supplied by
residents within the country. Thus, it Is an acceptable measure of the expected growth
of the general economy and Is appropriate for the estimation of Investors’ expectation of
growth in the second stage.

The measure of natural gas revenues utllized In my analysls was developed on
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page 14 of SCHEDULE FJH-13 from WEFA’s forecasts for natural gas consumptlon and
the average price of gas to end users. This produced an estimate for the growth of

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

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

used.

The long-term forecasts used In this analysis were provided by The WEFA Group. The
WEFA Group was founded In 1963 at the University of Pennsylvania by Dr. Lawrence R.
Kiein, winner of the 1980 Nobel Prize in Economics, as Wharton Econometric Forecasting
Assoclates (WEFA). it was the flrst economic forecasting firm and was started at the
request of business leaders who wanted independent forecasts for planning. WEFA built
a reputation for quality and accuracy and became the preeminent economic forecasting
service throughout the world. In 1987, The WEFA Group was formed as a result of the
merger of WEFA and Chase Econometrics, a subsidiary of Chase Manhattan Bank which

provided a wide range of economic and financial services.

How wera DPS for the years 1996 - 2016 derived?

DPS In each year for each company in the proxy group was derived by applylng that
year's growth rate to the previous year's DPS, as explained In Notes 1 and 2 on pages
2 through 4 and 8 through 10 of SCHEDULE FJH-13. For example, as shown on page
2 AGL Resources, Inc. (AGL) 1997 DPS of $1.137 = AGL's 1996 DPS of $1.084 x AGL's
1997 1/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
and 5.1% for the twenty Value Ling LDCs based upon |/B/E/S five-year projected growth

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

As explained in Note 3 on page 2 of SCHEDULE FJH-13, the proxy groups’ average
annual growth rates of 4.9% and 5.1%, respectively, were derived- by calculating the
average annual compound growth rate over the entire period, 1996 - 2016, by relating
each company's DPS In the year 2016 to DPS at November 30, 1996. For example,
AGL's 4.9% average, annual growth was derlved as follows: 4.9% = (($2.817 / $1.080)

~ (1 / 20.083) -1).

Please explain the basis of the average annual growth rates of 4.0% for the seven LDCs
and 4.1% for the twenty Value Ling LDCs based upon I/8/E/S five-year projected growth

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

As explained In Note 3 on page 10 of SCHEDULE FJH-13, the proxy groups' average
annual growth rates of 4.0% and 4.1%, respectively, were derived In the same manner
as the average annual growth rates based upon i/B/E/S five-year projected growth
In EPS and The WEFA Group's long-term growth in natural gas revenues. For
example, AGL's 3.9% average, annual growth was derlved as follows: 3.9% = (($2.346

/ $1.080) ~ (1 / 20.083) -1).
Please summarize the single-stage DCF model results.
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A.  As shown on SCHEDULE FJH-9, Line No. 5, the results of the application of the single-
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stage DCF model are 10.3% for the proxy group of seven LDCs and 10.4% for the proxy

group of twenty Value Ling LDCs.

Please summarize the two-stage growth DCF model results.

As shown on SCHEDULE FJH-13, page 1, Line No. 5, the two-stage growth DCF cost
rates using |/B/E/S projected five-year growth in EPS and annual growth In GBP are
10.6% for the seven LDCs and 10.3% for the twenty Valye Ling 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. Tha averages of both two-stage growth

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

B. The Risk Premium Model (RP)
1. Thegretical Basi

Please describe the theoretical basls of the RP model.

The RP model is based upon the theory that the cost of common equity capital Is greater
than the prospective company-specific cast rate for long-term debt capital. In other
words, %t Is the expected cost rate for long-term debt capital plus a premium to
compensate common shareholders for the added risk of being unsecured and last-indine

in any claim on the corporation’s assets and earnings.
y
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Q. Some analysts state that the RP modet Is another form of the CAPM. Do you agree?

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

L —

10

1

12

13

14

15

16

17

18

19

20

21

and CAPM both add a "risk premium® to an Interest rate. However, the beta approach
to the determination of an equity risk premium In the RP model should not be confused
with the CAPM. Beta Is a measure of systematic, or market, risk, a relatively small
percentage of total risk (1.e., the sum of both non-diversifiable systematic and diversifiable
unsystematic risk). Unsystematic risk Is fully captured in the RP model through the use
of the prospective iong-term bond yield. This proposition can be verified by reference
to pages 1 through 9 of SCHEDULE FJH-2, which confirm that the bond rating process
Involves an assessment of business and financial risks. In contrast, the use of a risk-free
rate of return in the CAPM does not, and by definition can not, reflect a company’s
specific (l.e., unsystematic} risk. Consequently, a much larger portion of the total
common equity cost rate Is reflected In the company-specific band yield (a product of
the bond rating) than by the use of the risk-free rate In the CAPM, or indeed by the
dividend yleid in the DCF model. Moreover, the financlal Iiterature racognlzes the RP and

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

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

Yes. The results of my application of the RP model are summarized on page 1 of
SCHEDULE FJH-14. On Line No. 1 of SCHEDULE FJH-14, page 1, | show an average
expected yleld on A rated public utitity bonds of 7.6%. On Line No. 2, | show the

adjustments necessary to be made to the average 7.6% expected A rated utility bond
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yleld so that the expected ylelds are reflective of the A2 for the seven LDCs and average
Moody's bond rating of A1/A2 for the twenty Yalue Line LDCs (shown on page 3 of
SCHEDULE FJH-14). Thus, the ylelds shown on Line No. 3, page 1 are 7.6% for both
proxy groups since any required adjustment(s) are elther negligible or nil as explalned
in Notes 2 and 3 of SCHEDULE FJH-14, page 1. On Line No. 4, | 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 Lina No. 5.

2. Estimation of Expected Bond Yield

Please describe the derivation of the expected bond yield.

Because the cost of common equity Is prospective, a prospective yleld on similarly-rated
long-term debt is appropriate. 1 relled on a consensus forecast of about 50 economists
of the expected yleld on A rated publlc utility bonds for the flve calendar quarters ending
with the fourth calendar quarter of 1997 as derived from the VDecember 1, 1996 Blue Chip
Financial Forecasts {page 2 of SCHEDULE FJH-14). The average expected yleld on A
rated public utility bonds is 7.6%, as shown on page 1 of SCHEDULE FJH-14. As
discussed supra, 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

companiles which comprise each Moody's bond yileld average.

39



10
1
12
13
14
15
16
17
18
19
20

21

23

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

3. Estimation of the Equity Risk Premium

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

A

| evaluated the results of two different histarical equity risk premium studies, as well as
Value Ling's forecasted total annual return on the market over the prospective yield on
high grade corporate bonds, as detalled on pages 8, 9 and 10 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 studles are 4.2% and 4.3% applicable to the seven LDCs and the
twenty Value Line LDGCs, 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 utilities
based on holding period returns.

The basls 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 substantlal welght because betas are derived from the market prices of
common stocks over a recent five-year period. Beta I3 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 historlcal and forecasted market risk premiums of 6.5% and
5.6%, respactively, as shown on SCHEDULE FJH-14, page 9. To derive the historical
market squity risk premlum, | used the most recent Ibbotson Assoclates’ data on _holdlng
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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retuma over a very long pericd of time I8 useful in the beta approach. As |bbotson
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Assoclates’'” 1996 Yearbook states:

A long view of capital market history, exemplified by the 70-year perlod
(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 1926-1895 will not be repeated, the event-
types (not specific events) of that period can be expected to recur. ft /s
sometimes said that one perfod or another Is unusual-such as the crash of
1929-1932 and World War Il. 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 equily risk premium over a shorter,
more recent time period on the basis that more recant events are more
likely to be repeated in the near future; futhetmore, the 1920s, 1930s and
1840s contain too many unusual events. This view /s suspect because all
periods contain unusual events. Some of the most 'unusual’ events of this
century took place quite recently. These events Include ths infiation of the
late 1970s and eary 1980s, the Qctober 1987 stock market crash, the
collapse of the high yleld bond market, the major contraction and
consolidation of the thrift industry, and the collapse of the Soviet Union - ail
of which happened in the past 10 years, Without an appreciation of the
1920s and 1930s, no one would belleve that such events could happen.
(itallcs added)

In addition to the foregoing, the use of long-term data Is consistent with the long-
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'7 lbbotson Assoclates, Stocks, Bonds. Bllls and Inflation - 1996 Yearbook, pp. 27 and 153.
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term investment horizon for utllities' common stocks. Consequently, the long-term
arithmetic mean totai return rates on the market as a whole of 12.5% and on corporate
bonds of 8.0% 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 shest, the resultant long-term historical equity
risk premium on the market as a whols 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 perlods, gives the mean of the praobabllity 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 tot turng an risk premium spr iffer In glz irection

over time. It Is precisely for this reason why the arithmetlc mean Is Important. It is the
arithmetlc mean which provides insight Into the varlange and_standard deviation of

returns, It is this prospect for variance, and hence the arithmetic mean, which provides
the valuable Insight needed by Investars 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 Hypothesls, that all publicly
available informatlon, and hence alt relevant risk, is reflected in the market prices paid.

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

27

'® Id., at pp. 154-155,
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Insight into the potential variance of future returns because the geometric mean rolates

the change

to-year fluctuations, or variance, critical to risk analysis.

The basis of the forecasted market equity risk premium can be found on Line Nos.
4 through 6 on pags 9 of SCHEDULE FJH-14, it is derived from an average of the most
recent 12-month, 6-month, 3-month (using the months of November 1995 through
Octaber 1996) and a recent spot {(November 29, 1996) median market price appreclation
potentials by Value Ling as explained In detail in Note 1 on page 4 of SCHEDULE FJH-15.
The average expeacted price appreciation is 50% which translates to 10.67% per annum
and, when added to the average (similarly calculated) dividend yleld of 2.23%, equates
to a forecasted annual total retum rate on the market as a whole of 12.90%, rounded to
12.9%. Thus, this methodology Is consistent with the use of the 12-month, §-month, 3-
month and spot dividend yields in my applications of the DCF model. To derlve the
forecasted total market equity risk premium of 5.6% shown on SCHEDULE FJH-14, page
9, Line No. 6, the December 1, 1996 forecast of about 50 economists of the expected
yield on Aaa rated corporate bonds for the five calendar quarters ending with the fourth
calendar quarter 1997 of 7.3% from Blue Chip Financial Forecasts was deducted from the
Value tine total market return of 12.9%. The calculation resulted in an expected market
risk premlum of 5.6%.

The average of the histarical and projected market equity risk premiums of 6.5%
and 5.6% Is 6.05%, rounded to 6.1%.

On page 11 of SCHEDULE FJH-14, the mast current Valye Ling betas for the
companies in both proxy groups are shown. The average betas for the proxy groups are

0.59 and 0.64, respectively. Applying these betas to the average market equity risk
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premlum of 8.1% yields equity risk premiums of 3.6% for the seven LDCs and 3.9% for
the twenty Valug Line LDCs, as shown on SCHEDULE FJH-14, page 9, Line No. 9.

A mean equity risk premium of 4.7% applicable to companies with A rated public
utility bonds was calculated based on holding period returns from a study using public
utilities, as shown on Line No. 2, page 8 of SCHEDULE FJH-14 and detailed on page 10.

Averages of the beta-derived equity risk premiums of 3.6% for the seven LDCs and
3.9% for the twenty Value Ling LDCs; and 4.7% resulting from the holding perlod returns
of A rated public utilities are 4.2% for the seven LDCs and 4.3% for the twenty Value Ling

LDCs, as shown on Llne No. 3, page 8 of SCHEDULE FJH-14,
What are the RP calculated common equity cost rates?

They are 11.8% for the seven LDCs and 11.9% for the twenty Value Line LDCs, as shown

on SCHEDULE FJH-14, page 1.

C. The Capital Asset Pricing Model {CAPM)
1. Theoretical Baslg
Please explain the theoretical basis of the CAPM.

The CAPM defines risk as the covarlabllity of a security's returns with the market's
returns. This covarlability is measured by beta ('#"), an Index measure of an Individual
security’s varlabllity relative to the market. A beta less than 1.0 Indicates lower varlabllity
while a beta greater than 1.0 Indicates greater variability than the market.

The CAPM assumes that all other risk, i.e., all non-market or unsystematic risk, can
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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 diversiflcation.
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 refative to the market as measured by beta. The
8 traditional CAPM model is expressed as:
9 R, =R +8@.,-R)

10 Where: R, = Return rate on the common stock

11 R; = Risk-free rate of return

12 R, = Return rate on the market as a whole

13 A = Adlusted beta (volatility of the security

14 relative to the market as a whole)

16 Numerous tests of the CAPM have conflrmed its valldity. These tests have

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

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

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

19 described by the CAPM Is not as steeply sloped as the predicted SML. Morin'® states:

20 With few exceptions, the empitical studies agree that the implied Intercept

21 term exceeds the risk-free rate and the slope term Is less than predicted by

22 the CAPM. That is, low-beta securitles earn returns somewhat higher than

23 the CAPM would predict, and high-beta securities eam less than predicted.

24 * K *

25 '® id., at p. 321,
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Therefore, the empirical evidence suiggests that tha expected retum on a
security Is related to its risk by the following approximation:

K = HF+X(RM'RF) + (1-X)ﬁ(RM-R;)
where x Is a fraction to be determined emplrically. ...the value of x that
best explains the observed relatlonship Is between 0.25 and 0.30, If x =

0.25, the equatlon becomes:

K = Re + 0.25(Ry - Ry) + 0.768(Ry - R)™

| have applled hoth the traditional CAPM and the emplrical CAPM to the

companies In my proxy groups and averaged the results.

2. Risk-Free Rate of Return

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

A. My applications of the traditional and emplrical CAPM are summarized on SCHEDULE

FJH-15, page 1. As shown on Line Nos. 1 and 4, the risk-free rate adopted for both
applications is 6.6%. It is based upon the average consensus forecast of the reporting

economists in the December 1, 1996 issue of Blue Chip Financlal Forecasts as shown in
Note 2, page 4, of the expected ylelds on 30-year U.S. Treasury bonds for the five

quarters ending with the fourth calendar quarter 1997.

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

risk-free rate?

20 20

Id., at pp. 335-336.
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My analysis on page 5 of SCHEDULE FJH-15 shows the ylelds on key indlcators of

2 Interest rates by month for the most recent five years, Novembar 1991 through October
3 1996. As shown, the standard deviation of the yleld on 90-day T-Bills is the greatest of
4 all the indicators Including the Fed's discount rate, a principal monetary device used to
5 control money supply and fight Inflation. Utliity capital costs are best reflected by the
6 trend on Moody's A rated utility bonds which had a standard deviation over the period
7 of 0.5722, very close to the standard deviation of the yields on 30-year Treasury bonds
8 of 0.6032. These standard dsviations contrast markedly with the highly volatile 0.9563
9 for the discount rate and the 1.0155 for the 90-day T-Bill. Moreover, the data also show
10 that even 5- and 10-year Intermediate-term Treasury securitles have been mare volatile
1 than the ylelds on 30-year T-Bonds which most closely approximate the change In the
12 long-term cost of capital to public utilities, measured by the ylelds on A rated utility

13 bonds. Moreover, as Morin®' states:

14 Equity Investors generally have an investment horizon far in excess of ninety

15 days. More importantly, the short-term T-bill yields reflect the impact of

16 factors different from those Influencing long-term securitles, such as

17 common stock. For example, the premium for expected Infiation absorbed

18 into 90-day Treasury bills is likely to be far different than the inflationary

19 premium absorbed Into long-term securitles ylelds. The ylelds on long-term

20 Treasury bonds match more closely with common stock returns. For

21 investors with a long time horizon, a fong-term government bond is almost

22 risk-free. (italics added)

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

24 who conclude®*:

25 Treasury bill rates are subject to more random disturbances than are

26 Treasury bond rates. For example, bills are used by the Federal Reserve

27 2 1d,, at p. 308.

28 22 Id., at p. 308.
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System to control the money supply, and bills are also used by foreign

governmants, firms, and individuals as a temporary safe-house for money.

Thus, If the Fed decides to stimulate the economy, it drives down the bill

rate and the same thing happens if trouble erupts somswhere in the world

and money flows into the United States seeking a temporary haven.

In summary, the average expected yleld on 30-year Treasury Bonds is the
appropriate proxy for the risk-free rate in the CAPM because It Is less volatile than
Treasury Bllls, most closely matches the volatitity of public utllity long-term debt yields,
Is consistent with the long-term Investment horlzon Implicit In common stocks, and is

almost risk-free as noted by Morln, supra.

3. Market Equity Risk Premium

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

First, | estimate investors' expected total return rate for the market. Then | estimate the
expected risk-free rate which | subtract from the expected total return rate for the market.
The result Is an expected equity risk premium for the market, some proportion of which
must be allocated to the companies in bath proxy groups. | make the allocation through
the logical use of beta.

As shown on SCHEDULE FJH-15, page 1, Line No. 2, the proportional market
equity risk premiums, based on the traditional CAPM, are 4.0% for the proxy group of
seven LDCS and 4.3% for the proxy group of twenty Value Line LDCs. Applying the
empirical CAPM results In equity risk premiums of 4.7% for the seven LDCs and 5.0% for
the twenty Value Ling LDCs, as shown on Line No. 5 on page 1 of SCHEDULE FJH-15.
The total market equity risk premium utilized was 6.8% and Is based upon an average of

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 detall
In Note 1 on page 4 of SCHEDULE FJH-15. As previously discussed, It Is derived from
an average of the most recent 12-manth, §-month, 3-month (using the months of
November 1995 through October 1996) and a recent spot (November 29, 1996) 3 - 5 year
median total market price appreclation projections from Value Line and the long-term
historlcal average from lbbotson Assoclates. The appreclation profections by Value Line
and average dividend yield equate to a forecasted annual total return rate on the market
of 12.9%. The long-term historlcal return rate of 12.5% on the market as a whole Is from
Ibbotson Assoclates’ Stocks, Bonds, Bills and Inflation - 1 Yearbook. In each
Instance, the relevant risk-free rate was deducted from the total market return rate. For
example, from the Value Line projected total market return of 12.9%, the forecasted
average risk-free rate of 6.6% was deducted Indicating a forecasted market risk premium
of 6.3%. From the Ibhotson Assoclates’ long-term historical total return rate of 12.5%,
the long-term historical income return rate on long-term U.S. Government Securities of
5.2% was deducted indicating an historical equity risk pfemlum of 7.3%. Thus, the

average of the projected and historlcal total market risk premlums of 6.3% and 7.3%,

respectively, Is 6.8%. -

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

proxy groups?

As shown on SCHEDULE FJH-15, page 1, Line No. 3, the traditional CAPM cost rates are
10.6% for the proxy group of seven LDCs and 10.9% for the proxy group of twenty Value
Line LDCs. As shown on Line No. 6 of page 1, the empirical CAPM cost rates are 11.3%
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1 for the seven LDCs and 11.6% for the twenty Value Ling 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 equity cost rate?

6 A Itis 11.70% based on the following common equlty cost rates, after adjustment for
7 AWG's greater relative Investment tisk, resulting from application of all three cost of

8 common equity models, DCF, RP and CAPM, for the two proxy groups as shown on
9 SCHEDULE FJH-1, page 3, summarized below.
10 CAPM BP DCF
11 Growth
12 Single-
13 Traditional Empirical Stage_ Two-Stage
14 The Proxy Group of
15 Seven LDCs 10.6% 11.3% 11.8% 10.3% 10.2%
16 The Proxy Group of
17 Twenty Valye Ling
18 LDCs 10.9% 11.6% 11.9% 10.4% 9.8%
19 Ag shown on page 3 of SCHEDULE FJH-1, the Indicated common equity cost rates
20 before Investment risk adjustments are 11.2% for the seven LDCs and 11.3% for the
21 twenty Value Line LDCs. For the reasons stated praviausly, the DCF cost rate resuits for
22 the two proxy groups should receive less than equal welght with the RP and CAPM
23 results. DCF based common equity cost rates in the range of 9.8% to 10.4% are
24 significantly disparate from RP and CAPM cost rates In the range of 10.6% to 11.9%.
25 Therefore, In arriving at the Indicated common equity 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 Valye
Line LDCs, respectively, | placed greater weight on the RP and CAPM cost rates and less

weight on the DCF cost rates.

What are the adjustments for investment risk differences?

They are 0.44% and 0.41%, rounded to 0.4% for the proxy groups of the seven LDCs and
twenty Valye Line LDCs. The adjustments are based on average bond yleld spreads

between Moody's Baa2 and A1/A2 and A2 as explained In Notes 5 and 6, SCHEDULE

FJH-1, page 3.

Why did you base the Investment risk adjustment on the yleld spread between Baa2 and

A1/A2 and A2 rated publlc utility bonds?

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 achleved 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 afl 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 ratlos in the range of 44.2% to
52.9% for the five years ending 1995, fit S&P’s financlal benchmark criterla for a BBB

bond rating for an LDC with an average business positlon. Moreover, as discussed

51



MPSC Docket No, GR-g7-272
Prepared Dlrect Testimony
of Frank J. Hanley

10

11

12

13

14

15

16

17

18

19

20

previously, AWG is small and ANG is even smailer which exacerbates ANG's relative
business risk. Consequently, in my opinion, if Arkansas Western had rated bonds, the
ra'tlng would likely be Moody's Baa2 and/or S&P's BBB. Since the proxy groups have
bonds which are rated, on average, A1/A2 and A2, respectively, it Is appropriate to
utilize the spread between these bond ratings and Baa2 as the Investment rlsk
adjustment.

In view of the foregoing, after an investment risk adjustment of 0.4%, the indicated
range of commaon equity cost rate based upon the two proxy groups Is 11.6% to 11.7%,

with a midpoint of 11.65%, rounded to 11.7%.

Why do you recommend an 11.7% common equity cost rate when your cost rate is

11.6% based on the smalier proxy group of seven LDCs?

The indlcated lower common equity cost rate of 11.6% for the proxy group of ssven

. LDCs Is counter-intuitive when contrasted with an 11.7% cost rate based on the much

larger average size of the proxy groups of twenty Value Ling LDCs and thelr slightly
higher average bond rating A1/A2 versus an average A2 bond rating for the group of
seven LDCs. A slightly lower hond rating and small size, consistent with the academic
iiterature and conventlonal wisdom, points to a higher common equity cost rate.
Consequently, an 11.7% cost rate is indicated applicable to AWG and, hence, ANG.
Such a rate Is also the average of the cost rates for both proxy groups of 11.656%,

rounded to 11.7% as shown on SCHEDULE FJH-1, page 3.
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Q.

A

X. CHECKS ON THE REASONABLENESS OF THE
INDICATED COMMON EQUITY COST RATE

A. Interest Coverags

How does interest coverage affect the cost rate of common equity capital?

Interest coverage ls defined as the number of times annual Interest on debt has been
earned. It Is the relationship between the Income availabie to pay Interest charges amd
total Interest charges. Earnings available for common equity provl&e the margin by which
fixed charges are covered more than once. Investors use coverage as a too! 1o measure
the relative safety of their investment.

Rating agencies such as 8&P place greater emphasis on pre-tax Interest coverage
as It levels financial risk differences between enterprises, reflects the fact that interest is
pald before Income taxes, and more accurately reflects the avallabllity of cash from
operatlons from which Interest charges can be pafid. The major bond rating agencles,
and hence investors, review Interest coverage trends in conjunction with cuirent

developments.

What is the implicit opportunity to ANG to earn pre-tax Interest coverage based on the

raquested overall cost of capital of 8.69%7

As shown on SCHEDULE FJH-1, page 1, the impilcit opportunity for pre-tax coverage of
Interest expense I8 3.5 times. [f ANG Is to have an opportunity to compete with other

LDCs, 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 gpportunity
10 earn pre-tax Interest coverage of 3.5 times Is thus conservative and conflrms the

reasonableness of an 11.70% common equity cost rate.

B. m le Earnings Analysi

Have you performed comparable earnings analyses to use as a chack on the

reasonableness of your racommeanded common equity cost rate of 11.70%7?

Yes. As a chaeck on the reasonableness of my recommended 11.70% common equity
return, | performed comparable earnings analyses of proxy groups of domestic non-utility
companles simitar In total risk to the two proxy groups of LDCs. This analysls [s 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 eamings is consistent
with the Hope doctrine that the return to the equity owner should be commensurate with
returns on Investments in other firms having cotresponding risks.

This method s based on the opportunity cost principle which maintains that the
true cost of an investment is equal to the cost of the best avallable alternative use of the
funds to be Invested. The opportunity cost principle is conslstent with one of the
fundamental principles upon which regulation rests: i is Intended to act as a surrogate
for competition and to provide a falr rate of return to Investors.

The comparable earnings method Is designed to measure the retums expected to
be earned on the book common equity, In this case net worth, of simifar risk enterprises.

Thus, it provides a direct measure of return, since it translates Into practice the
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competitive principle upon which _regu!atlon rests. in my opinion, the use of the achleved
returns of regulated utllities of similar risk would be clrcular in reasoning and inconsistent
with the principle of being equal in risk to non-price regulated firms.

Thae difficulty in application of the comparable earnings model is to select a proxy
group of companles which are similar in risk, but are not price regulated utilities.
Consequently, the first step In determlning a cost of common equity using the
comparable earnings model Is to choose an appropriate proxy group(s) of non-price
regulated flrms. The proxy group(s) should be broad-based In order to obviate any
company-specific aberrations. Utilities should be eliminated to avold circularity since the
returns on book common equity of utilities are substantially influenced by regulatory
awards.

} have chaosen proxy groups of domestle, non-price regulated, firms to reflect both
the systematlc 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 criterla 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
reporied In Value Ling Investment Survey. Value Line betas were used as a measure of
systematic fisk. The resldual 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 flrm's specific, le., unsystematic risk. The residual standard error
reflects the extent to which events specific to a company’s operations will affect its stock
price. Thus, the residual standard error is a measure of diversifiable, unsys;ematic,
company-specific risk. In essence, companies which have similar betas and residual

standard deviations, have similar investmentrisk, l.e., the sum of systematic (market) risk
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1 and unsystematic (business and financlal) risk, respactively. Those statistics are derived
2 from regression analyses using market prices which, under the Efficlent Market
3 Hypothesis, reflect all relevant risks. Thus, their use results in proxy non-price regutated
4 fin‘m 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 FJH-16. The average resldual standard error from the regression equations which
13 derived the proxy group's average unadjusted beta Is 2.4854 as also shown on
14 SCHEDULE FJH-16, page 2 with a standard deviation of 0.1092.%® A range of
15 unad]usted betas from 0.02 to 0.68 and of residual standard errors from 2.1578 to 2.8130
16 was used to select the proxy group of domestic non-utility companies comparable to the

17 2 The standard deviation of the residual standard deviation Is calculated as follows:
18 Standard

19 Devlation

20 of the

21 Resld. Std. = Residual Standard Deviation

22 v 2N

23 where: N = number of observations. Since Value Line
24 betas are derived from weekly price change

25 observations over a period of five years,

26 N = 259

27 Thus, 0.1092 =24854 = 2.4854

28 v 518 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
st.?ndard error of 2.4854 plus or minus three standard deviations of beta (0.1108 x 3 =
0.3324) and resldual standard errors (0.1092 x 3 = 0.3276).

The twenty Value Ling LDCs have aﬁ average Value Line unadjusted beta of 0.41,
whose standard deviation {s 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
aerrors from 2.0722 to 2.7016 was used to select the proxy group of domestic non-utillty
companies comparable to the twenty Value Line LDCs shown on pages 3 and 4 of
SCHEDULE FJH-16. These ranges are based upon the proxy group's average
unadjusted beta of 0.24 and residual standard error of 2.3869 plus or minus three
standard deviatlons of beta (0.1065 x 3 = 0.3195) and residual standard error (0.1049 x
3 = 0.3147), respactively.

! beliave that this methodology for selecting non-price regulated firms of similar
total risk (l.e., non-diversifiable systematic and diversifiable non-systematic risk) Is
meaningful and effectively obviates the criticisms normally associated with the selection
of firms presumed to be comparable In total risk. This is because the selection of non-
price regulated companies comparable in total risk is based on regression analyses of
market prices which reflect investors' assessment of all risks, diversiflable and non-
diversifiable. Thus, my empirical selection process results in companies comparable in

both systematle and unsystematic rlsks.
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Once proxy groups of non-price regulated companies are selected, it is then
necessary to deriva returns on book common equity, net worth, or partners’ capital for
thg companies In the groups. | have measured these returns using the rate of return on
net worth reported by Value Line. it Is reasonable to measure these returns over both
the most recent 3-5 years so that any yearly, company-specific aberrations can be
obviated, and forecasted 3-5 years forward. However, these are achieved returns and
not investor-expected returns. The opportunity for a falr rate of return which a public
utility should be allowed to earn must account for attrition and regulatory lag. Historical
ROEs are net of these factors. Therefore, these factors must be taken Into account In
the determination of the allowed ROE.

Due to the wide variation In the rates of return on net worth or partners’ capital for
the non-price regulated companies in the proxy groups, the median return is an
appropriate Indicator of the returns comparable to the two proxy groups of LDCs. The
comparable earnings result is 13.9% for both proxy groups based upon an average of
the median projected 3-5 year return and the average of the median historical returns.
Even on the most conservative basis comparable earnings results are 12.4% {seven
LDCs) and 12.3% (twenty Value Line LDCs) which are the average of the medlan
historical returns as shown on pages 2 and 4 of SCHEDULE FJH-16. When
conslderation is given to the need for a higher opportunity return rate of an achieved

rate), my recommended 11.70% common equity cost rate is affirmed as quite reasonable.

Does that conclude your direct testimony?

A, Yes.
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Professional Qualifications of Frank J. Hanley

EDUCATIONAL BACKGROUND

| am a graduate of Drexel University where | received a Bachelor of Sclence Degree from
the College of Business Administration. The principal courses required for this Degree inciude
accounting, economics, finance and other related courses. | am also Certifled by the Society of
Utllity and Regulatory Financial Analysts, formerly the Nattonat Society of Rate of Return Analysts,
as a Rate of Return Analyst {(CRRA).

PROFESSIONAL EXPERIENCE

In 1959, | 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 operatfon in the United States. | was assigned to its Treasury Department in
Philadelphia until 1961. During that period of time, | 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 subholding companies in the system, which normally aggregated more than
$100 million per year.

In 1961, | was assigned to its Accounting Department where | remained until 1963. During
~ that two-year period, | 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, | was
reassigned to its Treasury Department as a Financlal Analyst. My dutles consisted of those
previously performed, as well as the expanded responsibliities 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. 1 also designed and recommended financing programs for
many of American’s operating subsidlaries and negotiated sales of long-term debt securities and
preferred stock on their behalf either directly with institutional investors or through investment

bankers. [ 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, | had responsibility for the
pricing negotlations and analysis of acceptable rates of return to the corporation for all types of
contract proposals with varlous agencles of the U.S. Government and foreign governments.

In the Summer of 1969, | accepted a position with the Financial Division of The Philadelphia
National Bank. | was elected Financial Planning Officer of the bank in December 1870. While
employed with The Philadselphia National Bank, my responsibilities included preparation of the
annual and five-year profit plans. In the compliation of these plans, | had to perform detailed
analyses and measure the various levels of profitability for each organizational unit. | also assisted
correspondent banks in matters of recapitalization and merger, made recommendations and
studles for their use before the various regulatory bodies having jurisdiction over them.

In September 1971, | joined AUS Cansultants - Utllity Services Group as Vice President. |
was efected Senior Vice President in May 1975. | was elected President in September 1989,

EXPERT WITNESS QUALIFICATIONS

| have offered testimony as an expert witness on the subjects of fair rate of return and utility
financial matters before the Alaska Public Utilitles Commission, the Arizona Corporation
Commission, the Arkansas Publlc Service Commission, the California Public Utilities Commission,
the Pubiic Utllittes Control Authority of Connecticut, the Defaware Public Service Commission, the
Florlida Public Service Commission, Hawail Public Utilitles Commission, the Indlana Public Utility
Regutatory Commission, the lowa Utllitles 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 Utilities, the New Mexico State
Corporation Commission, the Public Service Commission of the State of New York, the North

Carolina Utilities Commission, the Chio Public Utllities Commission, the Oklahoma Corporation
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Commission, the Pennsylvania Public Utility Commission, the Rhode Island Public Utilities
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
Commisslon, the Federal Power Commission and its successor the Federal Energy Reguiatory
Commission. | have testifled 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, | have testifled befora 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, | 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. | have
testified 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. | have acted as a consultant to the District of Columbia
Public Service Commission itself -- not in the capacity of Staff.

| have testified before a number of local and county regulatory bodles 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 Ohlo and a State District Court in Texas. | have testified before the Public
Works Committee of the Nebraska State Senate in re Legislative Bill 731 which proposed
permitting Public Power Districts and Municipalities to enter the Cable Television field.

PROFESSIONAL ASSQOCIATIONS,
PUBLICATIONS AND GUEST SPEAKER APPEARANCES

| 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. | am a Certifled Rate of Return
Analyst ({CRRA), Founding Member. | am also a member of the American Gas Association, an

Assoclate Member of the New England Gas Association, The Pennsylvania Gas Associatlon, and
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the National Assoclation of Water Companles. | often attend mestings of the Rate of Return
Analysts during which considerable Iinformation on the subject is exchangedf | have also attended
corporate bond rating seminars held by Standard & Poor’s Corporation. [ continuously review
financial publications of institutions such as Standard & Poor's, Moody’s Investars’ Service, Value
Line Investment Survey, and periodicals of varlous agencies of the U.S. Government.

| co-authared an article with A. Gerald Hartls entitled “Does Diversification Increase the Cost

of Equity Capital?” which was published in the July 15, 1991 issue of Public Utilities Fortnightly.

Also, an article which [ 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. | also authored an article entitled “Why Performance-Based Incentives Are

Essential® which was published in THE CITY GATE, Fall 1895, a magazine published by the

Pennsylvania Gas Association.

| 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 paneiisf on the small water
companies’ operation seminar of the National Assoclation of Water Companies’ 77th Annual
Convention In Hollywood, Florida. | addressed the Second Annual Seminar on Regulation of
Water Utllities sponsored by N.A.R.U.C., at the University of South Florida’s St. Petersburg
campus. | have spoken on fair rate of return to the Third and Fourth Annual Utilities Conferences,
as well as the speclal conference on the cost of capital in El Paso, Texas sponsored by New
Mexico State University. In 1983 | also made a presentation on the Cost of Capital in Atlantic City,
New Jersey, at a seminar co-sponsored by Temple University, | have also addressed the Public
Utllity Law Sectlon of the American Bar Assoclation's Third Instilute on Fundamentals of
Ratemaking which was held in Washington, D.C. and | addressed a Conference on Cable
Television sponsored by The University of Texas School of Law at Austin, Texas. Also, |
addressed a meeting of the New England Water Works Assoclatibn at Boxborough,

Massachusetts, on the subject of Enterprise Financing. In addition, | was a speaker and mock
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witness in three different Utility Workshops for Attorneys sponsored by the Financial Accounting
Institute held in Boston and Washington, D.C. ! also was on a panel at the 23rd Financiéi 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. | addressed the 83rd
Annual Meeting of the Pennsylvania Gas Assoclation in Hershey, PA. My topic was the Cost of
Capital implications of Demand Side Management. In June 1993, | lectured on the cost of capital
at the American Gas Assoclation’s Gas Rate Fundamentals Course. In October 1993, | 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, | 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 Georgla Public Service Commission. The panel topic was
"Responses to Competition and Incentive Rates.”" In October 1694, | was a guest speaker on a
panel at a conference and workshop called "Navigating the Shoals of Cable Rate Regulation®
sponsoi’ed by EXNET in Washington, D.C. The panel topic was "Rate of Return." Also, In March
1995, | was a guest speaker on a panel at a conference entitled, "Current is_sues Challenging the
Regulatory Process" sponsored by New Mexico State University - Center for Public Utilities. My
panel tople congerned the electric Industry and was titled, "Impact of a Competitive Structure on
the Financial Markets". In May 1995, | was a guest speaker at the 87th Annual Meeting of the
Pennsylvania Gas Assoclation in Hershey, PA. My topic was "The Pennsyivania Economy and
Utility Regulation: Impact on Industry, Consumers and Investors.” In May 1996, | was on a panel
at the 28th Financial Forum of the Soclety 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, | 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 Utilities 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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A Livision of Arkansas Wastem Gas pan

Summary of Cos! of Capital and Falr Rate of Retum

Based on Total Capital {inct, Cost-Froe and Other Capital)
g |as 08 atal ) 4 o

O LT e

b -

) Before-income Tax
Type of Capital Ratlos (1) Cost Rate Welghted Cost Rate Welghted Cost Rate (2)
Long-Term Debt
Intercompany Notes 40.08 %
Accumulated Deferred
investment Tax Credits 0.50
Total Long-Termn Debt 40.58 797 % (%) 3% 323 %
Customar Deposits
Arkansas 2.14 550 (1) 0.12 0.12
Mizsoudd 0.48 5.50 (1) 0,03 0.03
Total Customer Deposits 2.62 0.15 0.15
Total Long-Term Debt
and Custormer Deposits 43.20 3.38 3.38
Common Equity
Cormmon Stock and
Retalned Eamings 44,69
Accumulated Daferred
Investment Tax Credits 0.56
Total Common Equity 45.25 11.70 (3) 5,30 8.60
Accumulated Deaferred
Income Taxes 11.48 0.00 (1) 0.00 0.00
Other Interest
Bsaring Liabilities 0.07 8.00 (1) 0,01 0.01
Total 100.00 % 8.69 % 11.99 %
Baefore-income tax Intevest coverage of all
Interest charges { 11.99% / 3.36% ) as5x

Notes:

(1) As developed on page 1 of SCHEDULE PMA-1 of Company Witness Pauline M. Ahem,
(2) Based upon a company-provided estimated combined effective federal and state income tax rate of 38.389%
based on the final requested rate rellef,
{3) Basaed upon informed judgment from the entire study, the principal results of which are summarized on page 3 of this Schedule

SCHEDULE FJH-1
Page 1 of 4



A LavIIoN of Arkansas Weastam Gas Company

Summeary of Cost of Capital and Fair Rate of Retum

Based on Investor-Provided Total Capital (Inct. Customer Deposits)
for the Test Year Endad July 31. 1996 (Adjuated)

Before-income Tax

Type of Capital Ratios (1} Cost Rate Woeighted Cost Rate Weighted Cost Rate {2)

Long-Term Dabt -

Iercompany Notes 47.2T % 7.97 % (1) 377 % AT %
Common Equity -~ 52.73 11.70 (3) 6.17 10.01

Total 100.00 % 9.4 % 13.78 %
Bafore-incoma tax Interest coverage of all

interest charges { 13.78% / 3.77% ) 3Tx
Notes:

(1) As deveioped on page 1 of SCHEDULE PMA-1 of Company Witness Pauline M. Ahem.

{2) Based upon a company-provided estimated comblned effective foderal and state Income tax rate of 38,389%

based on the final requestad rate relief,

{3) Based upont informad judgment from the entire study, the principat resulis of which are summarized on page 3

of this Schedule.

SCHEDULE FJH-1
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Associatod Natural Gas Company

Brief

DCF Model
Single-Stage Growih Modei (1)
Two-Stage Growih Mode! (2)

Average
Risk Premium Modet {3)
Capital Asset Pricing Model

Traditional CAPM (4)
Empirical CAPM (4)

Average
Common Equity Cost Rate

before Investment Risk Adjustment

Investmant Risk Adjustment
Common Equity Cost Rate
after Investment Risk Adjustment

Conclusion

Check on the Reasonableness
of the Conclusion of
- Common £quity Cosl Rale

Comparable Eamings Analysis

See paga 4 for noles

ST Loas L Oompan
Relevant Indicators
Proxy Group
Proxy Group of Twenty
of Seven Valua Line
Gas Distribution Gas Distribution
_Companies _ __Companieg
10,3 % 104 %
102 98
10.3 10.1
18 149
106 10.9
13 116
110 113
112 % 113 %
0.4 (5) __04(6)
11.6 % 17 %
11.7%] (N
13.9 % (8) 13.9 % (9)

SCHEDULE FJH-1
Page 3 of 4



Notes: (1)
(2)
(3)
4
(6)

(6)

Q)

(8
9

A 3ot A 3 VVosiem Las Compan
Brief Summary of Most Relevant Indicators
¢ ;

From SCHEDULE FJH-9.

From page 1 of SCHEDULE FJH-13.

From page 1 of SCHEDULE FJH-14.

From page 1 of SCHEDULE FJH-15.

The 11.2% indicaled commeon equity cost rate based upon the proxy group of seven LDCs is applicable

to the average A1/A2 Mcody's bond rating of the group. As explained in Mr. Hanley's direct testimony,
Arkansas Weslem has greater relative risk than the seven LDCs as evidenced by the Company'’s likely
Baa2 Moody's bond rating. Therefore, 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
investment risk adjustment of 0.4% equals the sum of one-sixth the average spread between Aa and A

rated public utility bonds of 18 basis points (from page 5 of SCHEDULE FJH-14 plus the spread between A
and Baa rated public utility bonds of 41 basis points (from page 5 of SCHEDULE FJH-14). (0.40% ={1/6"*
0.18%) + (0.41%) = ( 0.030% + 0.410%) = 0.440%, rounded to 0.4%}.

The 11.3% indicaled common equity cost rate based upon the proxy group of twenty Value Lina LDCs is
applicable to the average A2 Moody's bond rating of the group. As expiained in Mr. Hanlay's direct lestimon
Arkansas Westem has greater relative risk than the twenly Value Line |.DCs as evidenced by the Company’s
likely Baa2 Moody's bond rating. Therefore, an indication of the magnitude of the investment risk adjustment
is based upon the yield spread batween A2 and Baa2 rated public uliiity bonds, Tha investment risk
adjustment of 0.4% equals the average spread betwesn A and Baa rated public utility bonds of 41 basis
points (from page 5 of SCHEDULE FJH-14), rounded to 0.4%.

Basad upon the midpoint of the range of indicated common equity cost rate after investment risk adjustment.
As discussed in Mr. Hanley's direct testimony, the indicated cormmon equity cost rate results for the proxy
group of seven LDCs is counterintuitive vis-a-vis the indicated common equity cost rate resuits for the twenty
Value Line LDCs, which, on average, are significantly larger than the seven LDCs, on averags.

From page 2 of SCHEDULE FJH-16,

From page 4 of SCHEDULE FJH-16.

SCHEDULE FJH-1
Page 4 of 4
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CORPORATE RATINGS CRITERIA

Dear Reader,

This volume updates the 1994 edition of
Corporate Finance Criteria, There are several
new chapters, covering our recently introduced
Bank Loan Ratings, criteria for “notching” junior
obligations, and the role of cyclicality in ratings,
Naturally, the ratio medians have been brought
up to date.

Standard & Poor’s criteria publications represent
our endeavor to convey the thought processes and
methodologies employed in determining Standard
& Poor’s ratings. They describe both

the quantitative and qualitative aspects of the
analysis. We believe that our rating product has
the most value if users appreciate all that has
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gone into producing the letter symbols.

Bear in mind, though, that a rating is, in the end,
an opinion, The rating experience is as much an
art as it is a science.
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Utilities

The utilities rating methodology encompasses two basic
components: business risk analysis and financ{al analysis.
Evaluation of industry characteristics, the utlity's position
within that industry, lts regulation, and its management
provides the context for assessing a firm’s flnancial condi-
tor.

Historical analysis s a tool for identifying strengths and
weaknesses, and provides a starting polnt for evaluating
financial condition, Business position assessment is the
qualltative measure of a utllity's fundamental creditwor-
thiness. It focuses on the forces that will shape the utilities’
future,

The credit analysis of utilities is quickly evolving, as
utilities are treated less as reguiated monopolies and more
as entities faced with a host of challengers in a competitive
environment. Marketplace dynamics are supplanting the
power of regulation, making it critically 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 udlity has
its franchise. Strength of long-termdemand for the product
is examined from a macroeconomic perspective, This en-
ables Standard & Poor’s to evaluate the affordability 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.
Speciflc {terns 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 utility with
a healthy economy and customer base—as {llustrated by
diverse employment opportunities, average or above-av-
erage wealth and income statistics, and low unemploy-

ment—will have a greater capacity to support {ts opera-
tions,

For electric and gas udlitles, distribution by customer
class is scrutinized to assess the depth and diversity of the
utility's customer mix. For example, heavy Industrial con-
centration is viewed cautlously, since a utility may have
significant exposure to cyclical volattlity. Alternadvely, a
large restdential component yields a stable and more pre-
dictable revenue stream. The largest utility customers are
Identified to determine their importance to the bottom Hine
and assess the risk of their loss and potential adverse effect
on the utllity’s financial position. CredIt concerns arise
when Individual customers represent more than §% 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 cogeneration or alterna-
tive power supplies to meet their energy needs, potentially
leading to reduced cash flow for the utility (even in cases
where a large customer pays discounted rates and Is not a
profitable account for the utility), Customer concentration
s less significant for water and telecommun{cation utili-
tes.

Competitive position
As competitive pressures have intensifled {n the utilities

industry, Standard & Poor's analysis has deepened to in-
clude a more thorough review of competitive position.

Electric utility compatition

For electric utilitles, competitive factors examined in-
clude: percentage of flrm wholesale revenues that are most
vulnerable to competition; industrial load concentration;
exposure of key customers to alternative suppliers; com-
mercial concentrations; rates for various customer classes;
rate design and flexibility; production costs, both marginal
and fixed; the regional capacity situation; and transmission
constraints. A reglonal focus is evident, but high costs and
rates relative to natlonal averages are also of signiflcant
concern because of the potential for electricity substitutes
over time.

Mounting competition In the electric utility 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 declining prices in wholesale mar-
kets, as de facto retail competition Is already being seen in
several parts of the country. Standard & Poor’s believes
that over the coming years more and more customers wil
want and demand lower prices. Initial concerns focus on
the largest industrtal loads, but other customer classes will
be {ncreasingly vulnerabie. Competition wiil not necessar-

29
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lly be driven by legislation. Other pressures will arise from
global competition and Improving technologtes, whether
it be the declining cost of incremental generation or ad-
vances In transmission capacity or substitute energy
sources like the fuel cell. It Is impossible to say precisely
when wide-open retail competition will occur; this will be
evolutionary. However, significantly greater competition
in retail markets s inevitable.

Gas utllity competition

Similarly, gas utilities are analyzed with regard to their
competitive standing in the three major areas of demand:
residential, commerdial, and industrial. Although regu-
lated as holders of monopoly power, natural gas utilities
have for some time been actively competing for energy
market share with fuel oil, electricity, coal, solar, wood, etc.
The long-term staying power of market demand for natut-
ral gas cannot be taken for granted. In fact, as the electric
utlity industry restructures and reduces costs, electric
power will become more cost competitive and threaten
certain gas markets. [n addition, independent gas market-
ers have made greater inroads behind the city gate and are
competing for large gas users. Moreover, the recent trend
by state regulators to unbundle utility services is creating
opportunities for outsiders to market niche products, Dis-
tributors still have the upper hand, but those who do not
reduce and control costs, and thus rates, could find com-
petition even more difficuit.

Natural gas pipelines are Judged to carry a somewhat
higher business risk than distribution comnpanles because
they face competition in every one of thelr markets. To the
extent a pipeline serves utflities versusindustrial end users,
its stability is greater. Over the next flve years, pipeline
competition wilt heat up since many service contracts with
customers are expiring. Most distributor or end-use cus-
tomers are looking to reduce pipeline costs and are work-
ing to improve their load factor to do so. Thus, pipelines
will likely find it difficuit to recontract all capaclty in
coming years. Being the pipeline of cholce {s a function of
attractive transportation rates, diversity and quality of
services provided, and capaclty avatlable in each particular
market. In all cases though, periodic discounting of rates
to retain customers will occur and put pressure on profit-
ability.

Water utility competition

As the last true utility monopoly, water utililes face very
little competition and there is currently no challenge to the
condnuation of franchise areas. The only exceptions have
been cases where Investor-owned water companies have
been subject to condemnation and municipalization be-
cause of poor service or political motivations. In that re-
gard, Standard & Poor's pays close attention to costs and
rates in relation to neighboring utilities and national aver-
ages. (Incontrast, the privatization of publfc water facilities
has begun, albeit at a slower pace than anticlpated. This is
occurring mostly in the form of eperating contracts and
public/private partnerships, and not in asset transfers.
This trend should continue as cities look for ways to bal-

30
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ance their tight budgets.) Also, water utilities are not fully
Immune to the forces of competition; in a few instances
wholesale customers can access maore than one supplier.

Telephone competition

The Telecommunications Act of 1986 accelerates the con-
tinulng challenge to the local exchange compantes' (LECs)
century-old monopoly in the local loop. Competitive ac-
cess providers {CAPs), both facilities-based and reseilers,
are aggressively pursuing custorners, generally targeting
metropolitan areas, and promising lower rates and better
service,

Most long-distance calls are still originated and termi-
nated on the local telephone company network. To com-
plete such a call, the long-distance provider (including
AT&T, MCI, Sprint and a host of smaller interexchange
carviers or "[XCs") 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,
build or lease facilities that directly connect customers to
thelr long-distance carrier, bypassing the local telephone
company and avolding access fees, and thereby can offer
lower long-distance rates. But the LECs are not standing
stlll; they are combating the loss of business to CAPs by
lowering access fees, thereby reducing the economicincen-

“tve 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 basic service is
far less subject to competition. LECs are improving oper-
ating efflclency and marketing high margin, value-added
new services. Additionally, In the wake of the Telecommu-
nications Act, LECs will capture at least some of the inter-
LATA long-distance market. As aresult of these Initiatives,
LECs continue to rebudld themselves—from the traditional
utility monopoly to leaner, more marketing orfented or-
ganizations.

While LECs, and Indeed all segments of the telecommu-
nicadons sector, face Increasing competition, there are fa-
vorable Industry factors that tend to offset helghtened
business risk and auger for overall ratings stability for most
LECs. Importantly, telecommunications 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 result, the
cost of network malntenance has dropped sharply, as fllus-
trated by the ratio of employees per 10,000 access lines, an
oft cited measurement of efficiency. Ratios as low as 25
employees per 10,000 lines are being seen, down from the
typlcal 40 or more employees per 10,000 ratio of anly a few
years ago.

In addition. networks are far more capable. They are
increasingly digftally switched and able to accommodate
high-speed communications. The Infrastructure needed to
accommodate switched broadband services will be built
into telephone networks over the next few years. These
advanced networks will enable telephone companies to
ook to agreater variety of high-margin, value-added serv-

SCHEDULE FJH-2
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ices. In addition to those current services such as call
walting or caller ID, the delivery of hundreds of broadcast
and Interactive video channels will be possible. While these
services offer the potentlal 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-
ketlng and entertalnment programming acumen; such
skills stand in sharp contrast ta LECs' trad{tional strengths
in engineering and customer service.

Operations

Standard & Poor’s focuses on the nature of operations
from the perspective of cost, reliability, and quality of
service. Here, emphasis s placed on those areas that re-
quire management attention fn terms of time or meney and
which, If unresolved, may lead to politcal, regulatory, or
competitive problems.

Operations of elactric utilities

For electrics, the status of udlity plant investment is
reviewed with regard to generating plant availability and
utlization, and also for cornpliance with existing and con-
templated environmental and other regulatory standards.
The record of plant outages, equivalent avatlability, load
factors, heat rates, and capacity factors are examined. Also
important Is efficlency, as defined by total megawatt hour
per employee and customers per employee. Transmission
Interconnections are evaluated in terms of the number of
utitities to which the utility In question has access, the cost
structures and avallable generating capacity of these other
utilittes, 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 facilities. Nu-
clear plants are becoming more vulnerable to high produc-
tlon costs that make their rates uneconomic. Signiftcant
asset concentration may expose the utility to poor pecform-
ance, unscheduled outages or premature shutdowns, and
large deferrals or reguiatory assets that may need to be
written off for the utility to remaln competitive. Also,
nuclear facilities tend to represent significant portions of
their operators’ generating capability and assets. The loss
of a productive nuclear unit from both power supply and
rate base can interrupt the revenue stream and create sub-
stantfal additional costs for repairs and Improvements and
replacement power. The ability to keep these statlons run-
ning smoothly and economically directly Influences the
ability to meet electric demand, the stability of revenues
and costs. and, by extension, the abllity to maintain ade-
quate creditworthiness, Thus, economic operation, safe
operatlon, and long-term operatlon are examined In depth.
Specifically, emnphasis is placed on operation and mainte-
nance costs, busbar costs, fuel costs, refueling outages,
forced outages, piant statistics, NRC evaluations. the po-
tential need for repairs, operating licenses, decommisston-
ing estimates and amounts held {n external trusts, spent
fuel storage capacity, and management’s nuclear exper{-

TANDARD. & BOOH'S CORPORATERATINGS CRITE]

ence. [n essence, favorable nuclear operations offer signifl-
cant opportunities but, if a nuclear unit runs poorly or not
at all, the attendant risks carn be great.

Operations of gas ufilities

For gas pipellne and distribution companies, the degree
of plant utilization, the physical condition of the mains and
lines, adequacy of storage to meet seasonal needs, “lostand
unaccounted for” gas levels, and per-unit nongas operat-
ing and construction costs are {mportant factors. Efficiency
statIstics such as load factor, operating costs per customer,
and operating income per employee are also evaluated in
comparison to other utilities and the industcy as a whole.

Operations of water utilities

As a group, water utilitles are continually upgrading
their physical plant to satisfy regulations and to develop
additional supply. Over the next decade, water systems
will increasingly face the task of maintaining compliance,
as drinking water regulations change and Infrastructure
ages. Glven that the Safe Drinking Water Act was author-
ized In 1974, the fIrst generation of treatment plants buflt
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 systerns 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 anticipates capital plans for rebullding distribution
lines and major renewal and replacement efforts aimed at
treatment plants.

Operations of telephone companies

For telephone companies, cost-of-service analysis fo-
cuses on plant capability and measures of efficleacy and
quallty of service, Plant capability is 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 coaxfal deployment and
broadband switching capactty, Efficlency measures in-
clude operating margins, the ratlo of employees per 10,000
access lines, and the extent of network and operations
consolidation. Quality of service encompasses examina-
ton of quantitative measures, such as trouble reports and
repeat service calls, as well as an assessment of quallitative
factors, that may include service quality goals mandated
by regulators.

Regulation

Regulatory rate-setting actions are reviewed on a case-
by-case basis with regard to the potentlal effect on credit-
worthiness. Regulators' authorizing high rates of return is
of little value unless the returns are earnable. Furthermore,
allowing high returns based on noncash items does not
benefit bondholders. Also, to be viewed positively, reguia-
tory treatment should allow consistent performance from

kil
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period to perfod, given the importance of financia stability
as a rating consideration.

The utility group meets frequently with commission and
stall members, both at Standard & Poor's offices and at
comimdssion 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 commis-
sfons. State commissions typically regulate a number of
diverse {ndustries, and regulatory approaches to different
types of compantes often differ within a single regulatory
Jurisdiction. This makes ft all but Impossible to develop
Inclustve "ratings” for regulators.

Standard & Poor’s evaluation of regulation also encom-
passes the administrative, judlcial, 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 utllity industry faces an increasingly deregutated
environment, alternatives to traditional rate-making are
becoming more critical to the ability of utilitfes to effec-
tively compete, maintaln earnings power, and sustain
creditor protection. Thus, Standard & Poor's focuses on
whether regulators, both state and federal, will help or
hinder utilities as they are exposed to greater competition.
There {s much that regulators can do, from allocating costs
to more captive customers to atlowing pricing flexibil-
ity—and sometimes just stepping out of the way.

Under traditional rate-making, rates and sarnings are
tled to the amount of invested capital and the cost of
capital. This can sometimes reward companies rmore for
Justifying costs than for containing them. Moreover, most
current regulatory policles do not permit utilities to be
flexible when responding to competitive pressures of a
deregulated market, Lack of flexible tart(Fs for electric utili-
ties may lure large customers to wheel cheaper power from
other sources,

In general, a regulatory jurisdiction Is viewed favorably
if it permits earning a return based on the abllity to sustain
rates at competitive levels, In addition to performance-
based rewards or penaities, {lexible plans could include
market-based rates, price caps. index-based prices, and
rates premised on the value of customer service. Suchrates
more closely mirror the competitive environment that utili-
ties are confrontng.

Electric industry regulation

The ability to enter {nto 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 constrains financiai
performance, it {essens the potential adverse Impact in the
event of retail wheeling. Since revenue losses associated
with this strategy are not likely to be recovered from rate-
payers, utilities must control costs well enough to remain
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campetitive If they are to sustaln current levels of bond-
holder protection.)

Natural gas industry ragulation

[n the gas Industry, too, several state comunission policies
weigh heavily in the evaluation of regulatory support.
Examples Include stabilization mechanisms to adfust reve-
nues for changes in weather or the economy, rate and
service unbundling decisfons, revenue and cost allocation
between sales and transportation customers, flexible in-
dustrial rates, and the general supportiveness of construc-
ton costs and gas purchases.

Water industry regulation

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 1974 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 been justified
on the basis of public health. A moratorium on the prom-
uigation of significant new environmental rules is antid-
pated,

Telecommunications industry regulation

Despite the advances in telecommunications deregula-
tlon, analysis of regulation of telephone operators will
continue to be a key rating determinant for the foreseeable
future. The method of regulation may be either classic
rate-based rate of return or some form of price cap macha-
nism. The most important factor Is to assess whether the
regulatory framework—no matter which type—provides
sufficlent financial Incentive to encourage the rated com-
pany to maintain its quality of service and to upgrade its
plant toaccommodate new services while factng increasing
competition from wireless operators and cable television
companies.

Where regulators do sl set tariffs based on an author-
ized return, Standard & Poor's strives to explore with
regulators their view 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 compandes to highly supportive pos-
tures. Standard & Poor’s probes beyond the apparent regu-
fatory environment to ascertain the actual impact of
regulation on the rated company.

Management

Evaluating the management of a uttlity is of paramount
Importance to the analytical process since management's
abillttes and decisions affect all areas of a company's op-
erations. While reguiation, the economy, and other outside
factors can influence results, it Is ultdmately the quality of
managemeant that determines the success of a company.

SCHEDULE FJH-2
Page 6 of 20

e,



e

With emerging competition, utility management will be
more closely sarutinized 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 utilities and In establishing where
companles He on the business posftion spectrum. It s
imperative that managements be adaptable, aggressive,
and proactive if their utilities are to be viable In the future;
this !s especially important for utlities that are currently
uncompetitive.

The assessment of management [saccomplished through
meetings, conversations, and reviews of company plans. [t
is based on such factors as tenure, industry experience,
grasp of industry issues, knowledge of customersand their
needs, knowledge of competitors, accounting and financ-
ing practices, and commitment to credit quality. Manage-
ment’s ability and willingness to develop workable
strategles 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
quality Is also Indicated by thoughtful balancing of public
and private priorities, a record of credlibility, and effective
communication with the public, regulatory bodies, and the
financial cornmunity. 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 financial
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 witl be ceeativity in entering into strategic
alllances and working partnerships that improve effl-
ctency, such as central dispatching for a number of utilities

.ot locking up at-risk customers through leng-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 facilitles, segment
customers by individual market preferences, and attempt
to create superior service organizations,

Ingeneral, management'’s ablility torespond to mounting
campetition and changes in the utility Industry In a swift
and appropriate manner will be necessary to maintain
credit health.

Fuel, power, and water supply

Assessment of present and prospective fuel and power
supply Is critical to every electric utility 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 equally important. There is no
similar analytical category for telephone utilities.

Electric utilities
‘For electric utlitles emphasis s placed on generating

TANDARDL&FOOR S CORPORATE HATINGS GRITER!

reserve margins, fuel mix, fuel contract terms, demand-
side management techniques, and purchased power ar-
rangements. The adequacy of generating margins Is
examined natfonally, reglonally, and for each Individual
company. However, the reserve margin picture {s mud-
dled by the Imprecise nature of peak-load growth forecast-
ing. and also supply uncertainty relating to such things as
Canadian capacity avatlability and potential plant shut-
downs duse to age, new NRC rules, acid rain remedies, fuel
shortages, problems assocfated with nontraditional tech-
nologles. 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 flexibility in a changing environ-
ment., Supply disruptions and price hikes can ralse rates
and Ignite political and regulatory pressures that ulti-
mately lead to erosion in financial performance. Thus, the
ability 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 utilities that rely on oll or gas face
the potenttal for shortages and rapid price increases; udli-
tles that own nuclear generating factiitles face escaiating
costs for decommissioning; and coal-fired capacity entalls
environmental problems stemming (rom concerns over
acid rain and the “greenhouse effect.”

Buylng power from neighboring utllities, qualifying fa-
cility projects, or independent power producers may be the
best choice for a utility that faces Increasing electricity
demand. There has been a growing reliance on purchased
power arrangements as an alternative to new plant con-
struetion. This can be an important advantage, since the
purchasing utility avoids potential construction cost over-
runs as weli as riskdng substantial capital, Also, utilities can
avoid the financial risks typical of a multyear construction
program that are caused by regulatory lag and prudence
reviews. Furthermore, purchased power may enhance
supply flexibility, fuel resource diversity, and maximize
load factors. Utilitles that plan to meet dermnand projections
with a portfolio of supply-side options also may be better
able to adapt to future growth uncertainties, Notwith-
standing the beneflts of purchasing, such a strategy has
risks assoclated with it. By entering into a flrm long-term
purchased power contract that contains a flxed-cost com-
ponent, utilities can Incur substantial market, operating,
regulatory, and financial risks. Moreover, regulatory treat-
ment of purchased power removes any upside potentlal
that might help offset the risks. Utilitles are not compen-
sated through incentive rate-making: rather, purchased
power {s 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 10%). This
represents a potentlal debt equivalent—the off-balance-
sheet obligation that a utility incurs when it enters into a
long-term purchased power contract. However, Standard
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& Poor's adds to the utility’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 {s 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 utility (the risk factor). For unconditional, take-or-
pay contracts, the risk factor range is from 40%-80%, with
the average hovering around 60%. A lower risk factor Is
typically asstgned for system purchases from coal-fired
utilities and a higher risk factor is usually designated for
unit-specific nuclear purchases. The range for take-and-
pay performance obligations is between 10%-50%.

Gas utilities

For gas distribution utllities, long-term supply adequacy
obvicusly is critical, but the supply role has becomne even
more {mportant 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 s impor-
tant for utllities to get preapprovals of supply plans by state
regulators or at least keep the staff and commissioners well
{nformed. To minimize risks, a well-run program would
diversify gas sources among different producers or mar-
keters, different gas basins in the U.S. and Canada, and
different pipeline routes. Also, purchase contracts should
be firm, with minimal take-or-pay provisions, and have
prices tied to an {ndustry index. A modest percentage of
fixed-price gas s not unreasonable. Contracts, whether of
gas purchases or pipeline capacity, should be intermediate
term. Staggering contract expiratons (preferably annu-
ally) provides an opportunity to be an active market piayer.
A modest degree of rellance on spot purchases provides
flexibility, 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, connectlons 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 indlvidual wells,
Moreover, such diversity can enhance a pipeline's attrac-
tiveness as a transporter of naturat gas to distributors and
end users seeking to buy the most economical gas available
for their needs.

Water utilities

Nearly all water systems throughout the U.S. have ample
long-term water supplies. Yet to gain comfort, Standard &
Poor’s assesses the production capability of treatment
plants and the ability to pump water from underground
aquifers in relation to the usage demands from consumers.

u
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Having adequate treated water storage facilities has be-
come important in recent years and has helped many
systems meet demands during peak summer periods. Of
interest is whether the resources are owned by the utility
or purchased from other utllitles or local authorities. Own-
ing properties with water rights provides more supply
security. This is especially so in 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 little difference whether raw water s owned
or bought, In fact, compliance with federal and state water
regulations 1s 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 facilitiesto 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 is evaluated. Where substan-
tial asset concentration exists, the financial profile of a
company may experience wide swings depending on the
asset's performance. Heavy asset concentration {s most
prevalent among utitities 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 varfous off-balance-sheet obligatlons. such as
leases and some purchased-power contracts, is included In
interest expense. This provides the most direct indication
of a utllity's ability to service its debt burden.

While cansiderable 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 is given to the interaction of embed-
ded costs, financial leverage, and pratax return on capital.

Capital structure

Analyzing debt leverage goes beyond the balance sheet
and covers quasi-debt Items and elements of hidden finan-
clal leverage. Noncapitalized leases (Including sale/lease-
back obligations), debt guarantees, recelvables flnancing,
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 examined to {dentify underval.
ued or overvalued ftems. Assets of questionable value are
discounted to more accurately evaluate asset protection,

Some firms use short-term debt as a permanent plece of
their capital structure. Short-term debt also {s considered
part of permanent capital when it {s used as a bridge to
permanent financing. Seasonal, seif-liquidating debt is ex-
cluded from the permanent debt arount, but this situation
Is rare—with the exception of certain gas util{tles, 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
obligations {assuming a positively sloped yield curve) isa
positive factor that partially mitigates the risk of Interest-
rate variability. As a rule of thumb, a level of short-term
debt that exceeds 10% of total capital is cause for concern.

Simdlarly, if floating-rate debt and preferred stock con-
stitute over one-third of total debt plus preferred stock, this
level Is viewed as unusually high and may be cause for
concern. it might also indicate that management is aggres-
sive in its financial pollcfes.

A layer of preferred stock in the capital structure fs
usually viewed as equity—since dividends are discretion-
ary and the subordinated claim on assets provides a cush-
ton for providers of debt capital. A preferred component
of up to 10% (s typlcally viewed as a permanent wedge in
the capitai structure of utllities. However, as rate-of-return
regulation |s phased out, preferred stock may be viewed
by utilities—as many Industrial firms would—as a tempo-
rary option for companies that are not current taxpayers
that do not benefit from the tax deductibility of {nterest.
Even now, floating-rate preferred and money market per-
petual preferred are problematic; a rise in the rate due to
deterforating credit quality tends to induce a company to
take out such preferred stock with debt. Structures that
convey tax deductibility 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
capltal market access, Standard & Poor’'s looks at cash flow
measures both before and after dividends are patd.

To determine cash flow adequacy, several quantitative
relatdonships are examined. Emphasis {s placed on cash
flow relative to debt, debt service requirements, and capital
spending. Cash flow adequacy is evaluated with respect to
a flirm's ability 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
Is funds from operations plus interest and capacity pay-
ments divided by interest plus capacity payments.

Financial flexibility/capital attraction

Financing flexibility incorporates a utllity's financing
needs, plans, and alternatives, as well as its flexibility to
accomptlish its financing program under stress without
damaging creditworthiness. External funding capability
complements internal cash flow. Espedally since utilities
are so capital intensive, a firm's ability to tap capital mar-
kets on an ongoing basts must be considered. Debt capacity
reflects all the earlier elements: earnings protection, debt
leverage, and cash flow adequacy. Market access at reason-
able rates isrestricted if a reasonable caplital structure [s not
maintained and the company’s financial prospects dim.
The analyst also reviews Indenture restricions and the
impact of additional debt on covenant tests.

Standard & Poor's assesses a company's capacity and
willingness to issue common equity. This fs affected by
various factors, including the market-to-book ratio, divi-
dend policy, and any regulatory restrictions regarding the
composition of the capital structure.
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INDUR‘ALS

Funds from operationsfotal debt (%)
AA A BEB 88
Wall-above-average business position........... 80 80 40 25 10
Above-average business position................ 150 80 50 30 15
Average business position . .........0iii i — 105 80 35 20
Balow-average business position . ............... —_— — 85 40 25
Wall-below-average businass position........... e —_ - 1 45

Total debt/capitalization (%)

AAA AA A 588 &8
Well-above-average business position........... 30 40 50 &0 70
Abova-avarage businessposition................ 20 5 40 50 80
Average business pesiion ..., ... i i — 15 30 40 §8
Below-average position ..............co0ieiann — - 25 as 45
Wall-below-avarage business position............ —_— -— -_— 25 5

L
TELEPHONE OPERATING COMPANIES

AA A 8es

Protax interest coverage (X)......covvvvnvevannas over4.8 3350 2.34.0
Total debtfiotal capital (%) .. vvvvvvrieeieenrnann, under 42 40-62 so-62
Net cash flow/average total debt (%). ........v0us. over 32 2533 20-30
Funds from operatlons intorest coverage (x}....... over 8.8 5.0-7.0 3.55.5
b ]
ELECTRIC UTILITIES
Pretax interest coverage (x) AA A 888 88

Above-average busingss position. . .. ... iii i innaa,. 3.50 2.75 1.76 1.25

Average business posiion . .. v vttt iiai it i e 4.00 3.80 2.50 1.75

Below-avarage businessposition . ........v0uu0 e — 4.50 3.50 2.50
Total debtftotal capital (%)

Above-average business positfon. . ......... ..ol 47 52 59 65

Avarage business position . ... oiviiii i i i i 42 47 54 80

Below-avarage business position .. ......oo v iiiiiiian. — 41 48 84
Funds from ogeratlons Interest coverage (x)

Above-average business pogition. . ......ciiii i, 4.00 325 2.25 1.76

Average busingss posilion . ....vv it 4.50 4.00 3.00 2,00

Below-avarage business position ... .. .iviiiiiiii e —_ 5.00 4.00 275
Funds from operations/total debt (%)

Above-average buainess position. , ... .. hihiir i i 26 19 14 1

Average business posiion . .. ... vinii i iicar e iiia e, 32 25 19 13

Below-average busineas posilion ... ..ovvviir i iiiianns 34 29 20
Net cash flow/capital expenditures {%)

Above-average business position. ... i i K 70 45 30

Average business position ........ e rrraehreraras s 110 85 80 40

Balow-average position ....uviiuiiiiiiatireiioinaeaerenona —_ 105 80 80

SCHEDULE FJH-2

84 Page 10 of 20



Pretax interest coverage (x) AA A 888 BB
Abova-avarage business posilon . ......vvreriie i, 3.78 3.00 2.00 1.50
Average business position . .............. e sei e 4,25 a3.75 275 2.00
Below-avarage busineas positien.............. Cereriaiaes — 425 3.25 225

Total debt/total capital (%)

Abova-average business position. ............. Ceerriiinas 46 51 58 684
Avarege business position . ..... i tbreaeraes 41 48 53 59
Below-avarage business position........... — 42 49 13

Funds from operatlons Interast coverage (x)

Abova-avarage business position. . ... Fr b eereseseraaraes 4.25 3.50 2.50 2.00
Average business position . ,,.......... e e et 4.76 425 3.28 225
Below-avarage business position............ oLl - 4.75 3.7 2.50

Funds from ogaratlonsﬂotal debt (%)

Above-average business position. ..... i eerreraieaana e 27 20 15 12
Average business position ............... e ieer s 33 26 20 14
Bekw-average business posilion......... St e ararans -_— 74 27 18

Net cash tlow/capital expenditures (%)

Abovae-average business posilion. . ........... Cr e g5 T 75 50 35
Avarage business position ........ Cerberrerreneas vaveneia 115 90 85 45
Below-avarage business position. .................. veraes - 100 75 55

e e T T R TR

GAS PIPELINE COMPANIES

Pretax interest coverage {x) AA A eeB BB
Above-average business position. .. .......... S iraaas 4.00 3.25 225 1.76
Avarage business position . ., ................ ererenaee.. 450 4.00 3.00 225
Below-average businesaposition............... Veesaneeis — 4.50 3.50 2.80

Total debtftotal capital (%)

Above-average business position. . ... Cee i rs e 44 49 56 82
Average business positon . .. ......... P e e e 39 44 51 57
Balow-average business position . ... vuvivviiiiia e — 41 48 54

Funds from operations Interest coverage (x)

Above-average businass posiion. . ..., ... u.... Fivereee 4.50 3.75 275 225
Avarage business posiion . ......... e 5.00 4,50 3.50 2,50
Below-average business pegition . .. .......u... .. veeriias - 5.00 4.00 275

Funds from operations/total debt (%)

Above-average business position. . ......... P ey 32 25 19 16
Average business position . ........... P e bereiaaer s a7 30 24 i8
Below-average business position....... e — 34 29 20

Net cash flow/capital expenditures (%)

Above-average business posiion............... 105 80 60 40
Avarage business position ... ... v i e vevreieess. 128 96 70 £0
Below-average business position . .............. — 105 80 80

85
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Pretax Interest coverage (x) AA A BB8 Bs
Above-average business position. , ,......veinrinn... veea 278 225 1.25 075
Average business position ....... Vet ea e vese. 325 3.00 2,00 1.00
Below-average businass position. . ... et re e - 375 275 1.50

Total debt/total capital (%)

Above-average businessposition................. rererers 52 58 64 70
Average businessposition .................... Cerevieaas 48 52 59 65
Bekow-average businessposition . ........ocviil . e - 48 54 80

Funds from operatlons interest coverage (x)

Above-average business position. . ........... . .0 el . 3.00 250 1.50 1.00
Avarage businessposiion .. ... iiiiie i . 380 3.25 2.25 1.25
Belbow-average businessposition..........coiiniiiian., v -_ 4,00 3.00 1.76

Funds from operationsfitotal debt (%)

Abova-average business position. . .. ........... e 19 15 10 7
Average businessposition ..................... verriarans 25 21 15 9
Balow-avarage business position ... vvuev it ciaian - 27 20 12

Net cash flow/capital expenditures (%)

Above-avaiage business position. . ..o iviierieriaeaiea. ‘e 75 €0 35 20
Average business position . ... .. iiiirrier i iinaans 95 75 50 30
Below-average business position . . .... veeana Vaeietierinan - 90 85 40

88
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Formulas for key ratios
Pretax interast coverage =

Pretax income from continuing operations + interest expense
© ' @Eross interest

Pratax fixed charge coverage including rents = Pratax income from continuing operations + interest expanse + gross rents

Gross intarast + gross rents

Pretax funds flow intarast covarage = Pretax funds flow + intarest expense

Funds from oparations as a % of total debt = Funds from oparations
Froe operating cash flow as a % of total debt =  Free operating cash flow

Pretax retum on pamanent capital =

Oparating incoms as a % of sales = Operating income
Long-term debt as a % of capitatization =  Long-term debt
Total debt as a % of capilalization =

Total dabt + 8 limes rents as a % of adjusted capitalization =

Gross interost

X 100

Total debt

x 100

Total debt

Prelax income from continuing opaerations + intarest expanse

Sum of {1) average of beginning of year and end of year current
maturities, long-term debt, non-current deferred taxes, and equity and
52) avarage short-term borrowings during year as disclosed in
ootnolss

X 100

x 100
Sales

X 100

Long-tarm + aquity

Total debt
Total dabt + equity

X100

Totat debt + 8 imes gross rentals paid

Total debt + 8 tmes groas rentals paid + equity X100

e e o T ]

Glossary
Equity

Free opevating
cash flow

Funds from
operations

Gross interest
Gross rents
interest expense
Long-term dabt
Net cash flow
Operating income

Pratax funds flow
Totaf debi

Shareholdars’ equity (including preferred stock) plus minoyity inferest,

Funds from operations minus capital expenditures, minus {plus) the increaze (decrease) in working
capital (excluding changes in cash, marketable securities, and short-tarm debt),

Nat income from continuing oparations plus depreciation, amortization, delerred income taxes and other
noncash items,

Gross interest incurred belore subtracting (1} capitalized interest, (2) interest income.
Gross oparating rents paid before sublease income.

Intarest incurred minus capitalized interest, plus amortization of capilalized interest.
As teporitad on the balance sheet, including capitalized lease obligations,

Funds from oparations less prefarred and common dividends.

Sales minus cost of goods manufactured (before dapreciation and amortization), selling, genaeral and
administrative, and research and development costs,

Pratax income from continuing operations plus depreciation, amortization, and othar noncash items.
Long-tamm debt plus current matuiitias, commerciai paper, and other short-tamm bormowings,
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“Ratings or rating
outlook changes will

. be implemenied
gradually throughout
the first haif of 1994
but are anticipated to
be minimaf due
directly to Order 636."

GAS UTILITY AND PIPELINE BENCHMARKS REVISED

S&P is revising its Anancial benchmark ratios for
US. investor-owned natural gas distributors and
pipelines, With this modification, S&P is publish-
ing a risk-adjusted or matrix approach to the
finandial 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-
Licit,
P At the same time, S&P {s recognizing moderate
changesin 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 finandal 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 increase in the gas supply
tisks they face, In addition, some ratio guidelines
were relaxed slightly for pipefine companies.
While all the companiss in S&P's ratings uni-
verse a 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 graduaily 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-

ing process, since financial ratios are viewed in
the context of a firm’s business risk profile: Fora
given rating category, expected levels of finandat
ratios vary with the business or operating risk of
a company. A utility with a stronger competitive
position, more favorabie business prospects, and
more predictable cash flows can afford to with-
stand greater finandal risk while maintaining the
same credit rating. The revised benchmarks make
explicit the linkage between finandal ratics and
levels of utility business risk as S&P sees it.

In establishing these new finandal guidelines,
the business risk positions of distributors and

STANDARD & POOR’S CREDITWEEK

pipelines were compared to the business risk of
water and electric utilities. S&P’s analysis contin-
ues to indicate that in the water industry
is iess risky than the electric 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 SUSINESS POSITION FOR GAS PIPELINES

Exhibit #1

Customer markets

¢ Industrial & utility customers’ business

prospects and demand growth
® Market share in individual markets
¢ Industrial customers as percentage of load

and
» Length of service contracts to alf customers

Competitive position .
-};R:f: comparison versus competing pipe-
» Pipeline capadity into individual markets

o Cost of operations

» Cost of gas if appropriate

Supply position
o Supply basin access and diversity
» Storage capabilities

Regulatory environment
¢ Supportivenass of FERC
» Demand charges as percentage of total costs

Business risk of unregulated actioities
» 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 dted for gas utilities. However, a
below average electric utility has more risk than
abelow average gas distributor and the same risk
as a gas pipeline, This has been reflected in the
new benchmarks,
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S&P utility financial benchmark ratios

Fuegt trom operztioas o totl debl (%)
Water Utllity Businexs
Positie M A BES
Above average 19 15 10 7
Bn 52 7 B a
Tverige . 12
Hectrie [Hitty Satiness
M A BES 88
Abovs averigs 28 1% 14 11
Avenge r 25 19 13
Bslow 2verae . H & a
Gas Ditrisutor Business
Potition: A A BE8 88
Above average &a 0 15 12
Average 3 25 2 14
Below average . n Z 18
Gas Pipalisy Buyinyry
Pesition A A 8Ba 88
Abov rverage kv 25 1% 18
Averige . krg 30 b 18
Beiow average . H o 2
Funds trom operaticas interast soverage (x)
Water Utliity Businexs
Pesition: M A 888 8
Above averzoe 0 2 150 1.00
Average 35 325 225 125
Below averzon = 400 3.00 1.75
Elctric U1lilty Butinesy
M A 888 1.3
Above Tverags 400 325 228 1.75
A " on ol
Ivere .
Oas Olstribator Susiness
Positio M A 888 ]
Above avanie 425 350 230 200
Averige 5 4.25 325 225
Beiow Tvennge - 4B 3N =
Gas Pipslina Bosiness
Position M A B88 BE
Above 2varyge 450 A5 215 228
Avrae 456 350 50
Beiow verage - 500 400 213

ekh,. HER.
P
o
&

RISK AND ORDER 636
Pipeline credit quality benefits greatly from the
elimination of merchant responsibilities as that

-role is shifted to distributors. 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 riskiess industry
even with the more stabilized earnings and cash
flow streams projected due to the new rate de-
sign. The companies must still move gas, fully
utilize pipeline capadity, control costs, and just
generally be competitive to achieve the antid-
pated financial results. Furthermore, considering
there have been fve 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.

STANDARD & POQOR’S CREDITWEEK

Gag Distribitor Bosiness
Positior M A 888 B8
Abgve dverage 75 100 200 150
Averaga 425 75 A 200
Below average - 425 325 225
Qs Plpsline Busimess
Postllox A A 888 FiE]
Abovs averags 400 325 225 1.75
Averags 450 400 100 225
Below averige - 450 350 250
Total Dedt te Total Captial (%)
Watsr Uiflity Busizess
Posillom A A 888 ]
Above averige 52 55 &4 ]
Averzon 4@ 52 59 85
Bedow Tveripe . L M &0
Electrie Utility Botingss
Positiom A A 888 88
Abave averzgd 47 82 59 65
Averags &2 a7 54 60
Below averape . 4 L] 54
Bas Oistributer Sazinexs
Position A A 888 88
oty a & 9 5
verzoe
Belyw zverage - 42 4§ 55
G4z Pipaling Butiness
Position: M A 888 B8
o I -
veripe
Selow averue - 4 48 54
Nt Cash Flow ta Capita! Spanding (%)
Watsr Uity Businasy
Position M A BED BB
Above gvenige i 50 k] 2
Average 5 75 0 3
Batow average . %0 ) L
Beetric Utliity Business
Pusitiom A 888 BB
Above Tverage 70 45 30
Average 110 45 & 40
Below average - 105 80 60
Gax Oistributor Basiness

§BH>
AR E
RERS

Bas Pipellae Business
[ A
Above average 105
Averzge 125
Below avenme .

§&8>
zags
geas

" Distributors have greater overall risks to per-
formthe gas ing function. Given the pipe-
line industry’s disastrous take-or-pay history,
this should not be hard to comprehend. The
greatest concerns are not only the industry’s gas
purchasing ce but rather the regula-
tors’ evaluation of that job. Glven the relatively
high profile Order 636 has received in the media
and Congress, distributors will be under greater
poiitical and regulatory scrutiny to effidently and
economically purchase and deliver gas to the
ratepayer in coming years,

Nevertheless, the distributors in $&P's ratings
universe, which are in essence the top 60 distribu-
tors in the country (including electric and gas
combination utilities), are beliaved to be of sig-
nificant size and possess the management talent
to efficiently handle this responsibility. Of course.
S&P will monitor every utility’s performance,
paying particular attention to how each utility
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deals with its respective commissions. {f a 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.

KEYS TO BUSINESS POSITION FOR GAS
OISTRIBUTORS

Exhibit #2

Customer markets

® Market share and local economy

¢ Customer diversity and growth prospects

® Gas use saturation levels in service territory

¢ Load factor

* Industrial & power generation customers as

percentage of load and margins

Competitive pusition

o Bypass risk

» Proximity of interstates to industrial &
power generation customers

* All-in rates versus alternate fueis 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

s Cost of gas

Supply position
+ Diversity
» Mix of spot and long term contracts

* Access to storage

Regulatory ertoironment
» Rate design and cost allocation decisions

» Supportiveness of gas purchasing practices
¢ Supportiveness of capital spending pro-

tgte stabilization clauses for weather or

economy
* Ability to earn allowed returns

THE CRITERIA
An evaluation of business risk (see exfifbils 1 and
2) is important to best understand a company’s
ability to generate cash for debt servidng. In this
» S&P is most concerned with a company’s
ability to both earn a reasonable return on invest-
ment and successfully compete in its markets; Le,
to retain existing customers and attract new ones.

2T

While rates to the consumer strongly impact com-
petition, there are several other areas to analvze
to determine whether a utility has an above aver-
age. average, or below average business position.

First, S&P analyzes a fim’s customer base for
diversity, growth opportunities, and susceptibil-
ity to weather or economic volatility. Nexta com-
plete understanding of a company’s ability to
compete is critical. This includes a rates compari-
S0n Versus competitors, projections for total cost
of service, a study on the need for and impact of
discounted rates, and an evaluation of the ade-
quacy and diversity of gas supplies.

Regulation play? a h%.tagse rg!g in a company’s
business position, because all decisions by a com-
mission not only impact earnings but will act to
support or not support competiive rates in ail
markets. Rate case rulings on rate base and capital
spending, volume leve]s, gas costs and strategies,
operating expenses, depreciation, rate design,
cast ailocation and rate recovery of special
charges ail have great effects on the rates to indi-
vidual customers and the company’s chance to
attract new ones,

Lastly, management’s operating and competi-
tive strategies may be the most important factor
to evaluate, Management must cohesively link
marketing, supply, and regulatory strategies so
as to best provide a competitive product to the
consumer. 5&P will monitor the succass of these

lans, along with financing practices and diversi-
cation activities,

NEUTRAL QVERALL 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-
gcls for gas pipelines and some negative aspects

r gas distributors, but on the whole Sé&P be-
lieves all rated companies have the ability to do
the job correctly 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
is not anticipating or planning major rating
changes or rating outlook revisions due to either
the new benchmarks or the implementation of
Order 636, but whatever occurs will happen

gradually in the first half of 1994.
John Bilardeily

(212) 208-1325
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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
warmned 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 percentage
points on average, but is still high (above 60%),
when adding off-balance-sheet obligations.
Modest balance sheet improvements made by
distributors 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 individual utility
or pipeline,

To determine business position, a number of
qualitative factors are evaluated such as a com-
pany’s market for growth potential and expo-
sure to industrial risk, supply for acequacy and
diversity, and the reguiatory environment for
supportiveness of cost recovery and flexible
rates. All management strategies that impact
these areas are evaluated.

NATURAL GAS: STABLE YET CHALLENGED

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 evaiu-
ations are conducted in concert with other utili-
tles. There are no distributors with business
risks anywhere near those of the below average
electric utilities.

Although this may change in the future, the
fact 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 & 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 untundling 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 »

M
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the utilities present a five-year supply pian to
the comunission 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. This is a constructive procedure
for the utility.

SUBTLE PIPELINE DIFFERENCES

Focusing on the interstates, many pipelines
aiso share similar attributes such as high mar-
ket share and regulation. However, there are
only subtle differences that uitimately 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. This is par-
ticularly rue 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 compettion for custoiners as those
contracts expire.

The pipelines with the best business posi-
tions are the Canadian firms, Nova Gas Trans-
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-

count very heavily to just retain load. These
companies — NorAm Gas Transmission, }' 4
Gateway, and Tranwestern Pipeline — 1. .
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 FOR PIPELINES?

Currently, 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 mar-
ket-based, mileage-based transmission re/
Pipelines will go toe-to-toe without the regw. _-
tory shield to hide behind. Competition will be
the fiercest ever. Having the large pipe capacity
into a particular market will stll 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-
Ings growth vehicles that will supplement the
core pipeline business. Recently, the FERC did
pipelines a favor by essentially deregulating
gas gathering. Many companies have already
filed proposals to spinoff gathering facilities
out of the pipeline and into separate stand-
alone entities. S&P antidpates 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 miilion,

The international opportunities, particularly
in South America, are certainly intriguing. S&P
believes the larger companies are-going to fol-
low Enron’s lead around the world. Of course,

British Gas, TransCanada, and Nova Corp. are
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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 US.

All this may sound exciting for stock prices, but
as far as credit 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 challenged to meet even
tougher finandal targets, which of course makes
maintaining current credit ratings harder,

Finandially, 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 finandal im-
provement was made the past two years, it was
not enough for any pipeline to feel comfortable
with their credit position.

DISTRIBUTORS: WHAT'S NEXT?

The average gas distributor has an ‘A’ 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 regulators. To do that, more publicly filed
resource plans are likely, 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 Illi-
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

Finandially, distributor performance is close to
that expected for existing credit 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 wiil continue to be very important.

Furthermore, gas utilifes 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. Uth-
ties will be pressured to iust maintain 199¥'s fi-
nancial profile if capital expenditures rise in

combination with the high earnings payout.
Qutlays may rise over concems of pipeline in-
tegrity given the Texas Eastern explosion
the large number of distributor explosit...
around the country in the past two years,

FACING FUTURE CHALLENGES
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 credit ratings. Distributors must deal with
greater gas supply responsibilities, low author-
ized equity returns, and high dividend pay-
outs. Pipelines which still have weak finandal
profiles, must be careful when investing in un-
regulated activities, and must anticipate further
regulatory rule changes down the road.
John Bilardello
(212) 208-1525

S&F ulllity {inancial benchmark ratios

Funds from operations o total dett {%)

Water Ulilty 8usingss posdion: M A 888 B8 Gas Distribtior Business posttion: M A 888 88
Above av‘r{nga - 19 15 10 1 Above averags 375 3.00 2.00 1.50
Average 25 21 15 9 Average 425 375 275 2.00
Below average - a 20 12 Gaswg" avmgqe - 425 328 225

Electric Wilily Business position: pating Business position:

Above avgqa oo ] 19 14 1 Above average 400 325 225 175
Averaga 32 % 19 13 Average 450 4,00 3.00 225
Below average - H 29 20 Betow averige - 450 50 250

Gas Distributor Busingss posiion.

Above average a 0 1§ 12 Total dain to Lotal capitat (%)
Averags n 28 20 " Witer Utilily Bustness position: A A GLL: B;l‘
Balow average - az o 18 Above averzge 52 56 & 7

Gas Pipelina Business position: : Average 48 52 59
Abovs average 32 25 19 16 Balow averigs . - 48 54
Avtrage 7 30 4 ;3 . Elecirie Uility Businass position: e 52 5 6

. 3 29 Above average
Below averzge Averige k 42 47 54 60

Funds trom operations Interest coverage (x) Balow averdge N - LH 43 54

Water Ulility gusmm posiion: A A BBB B8 Gas Distnbutor Businass pesition:

Abave average 3.00 250 1.50 1.00 Above average 46 5 58 84
Average 350 3.25 225 125 Averige 41 46 53 59

« Belgw average . 400 3.00 1.75 m&mﬁﬂﬂmngn A - 42 49 55

Elsctric Utitity Business position: ine Busi :

Above awﬂ;qe 400 325 225 178 Above averige 4 44 62

Average 450 400 300 200 Average 39 44 51 57

Betow averags - 5.00 4.00 275 Below averaga - 41 48 54
Distabitor Business posiion:

G':bove average ? 425 350 2.50 200 Net cazh flow lo capfisl spanding (%)

Average 475 4.25 325 2.25 Watsr Utilily Businass position: A A g68 88
Below average - 475 s 250 im averags gg gg % %

Gas Pipeling Businass position: \verdgs
mﬁwmqa 450 3715 2175 225 Baiow averaqe ] - 90 & {0
Averaga 5.00 ;,gg % % %?g Electric Utitity Businass position: ® - - %
Balow . ) Above average

drmrage Avmqem 10 gg 60 g

Pretax ntarest coverage (x) Seiow averigs » . 1 £

Wm: LHility Bustnass pos(mon. M A B3B8 88 Gas Distributor Business position:

Above averaga 275 225 125 0.75 Above averags . 93 75 50 35

Average 325 300 200 1.00 Aversge 115 %0 65 45

Below ave.age 375 275 1.50 G‘B:I‘gw p;vmsoe ‘ on . 100 75 58
tric Utility Business pasition. ling Business position:

ﬂﬁ)‘ova m‘zqa 3.50 275 175 1.25 Abgve averigs 105 &0 50 ;g
Average 4.00 350 250 1.75 Average 125 95 70
Below averags - 450 350 250 Balow avanige - 105 80
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TOTAL PERMANENT CAPITAL
SHORT-TERM DEBT
TOTAL-CAPITAL EMPLOYED

CAPITAL STRUCTURE RATIOS
BASED ON TOTAL PERMANENT CAPITAL:
LONG-TERM DEBT
PREFERRED STOCK
COMMON EQUITY

BASED ON TOTAL CAPITAL:
TOTAL DEBT, INCLUDING SHORT TERM
PREFERRED STOCK
COMMON EQUITY

COVERAGES-EXCLUDING ALL AFUDC (3)
BEFORE INCOME TAXES: ALL INTEREST CHARGES
AFTER INCOME TAXES: ALL INTEREST CHARGES
OVERALL COVERAGE: ALL INTEREST + PFD. DIV,

QUALITY OF EARNINGS
AFUDC/INCOME AVAILABLE FOR COMMON EGUITY
EFFECTIVE INCOME TAX RATE
INTERNALLY GENERATED FUNDS/GROSS CONSTR. (4)
GROSS CASH FLOW/PERMANENT CAPITAL (5)
GROSS CASH FLOW! AVG. TOT. DEBT {6)
GROSS CASH FLOW INTEREST COVERAGE (7)
COMMON DIVIDEND COVERAGE (8)

SEE PAGE 2 FOR NOTES.

ARKANGAS WESTERN GAS COMPANY
CAPITALIZATION AND FINANCIAL STATISTICS (1)
19911905, INCLUSIVE

1865 1993 1992 1891
(THOUSANDS OF DOLLARS)
$140.715 $136,699 $149,522 $146. 264 $136,370
0 g 0 285 320
$U4071s  _§16600  _§1495%  Fidbs40  _§1366%9
504 % 442 % 504 % 529 % 488 %
0.0 0.0 0.0 0.0 0.0
496 258 498 LYAR 514
1049 % 1000 % 1000 % 1000 % 1000 %
504 % 42 % 504 % 530 % 48.7 %
0.0 0.0 0.0 00 0.0
496 558 496 470 213
1000 % 1000 % 1000 % 1000 % 100 %
55 % 55 % 77 % 5% T0%
23 x 20 x 25x 28x 23 x
1.8 1.6 1.9 21 18
18 16 1.9 21 1.8
103 % 22 % 32 % 03 % 10 %
s 375 38.6 366 387
08 528 838 231 144.9
75 75 72 71 78
16.2 151 140 143 16.3
33 x 26 x 23 x 32x 28 x
1.0 5.1 NMF 16 NMF

5 YEAR AVERAGE

493 %
0.0

0.7
1000 %

493 %
0.0
507

1000 %

66 %

24 x
1.8
18

34 %
374
57.1

74
152

29 x

28 (9)



Notes:

(1)

(2)

Arkansas Weslern Gas Company
Capitalization and Financlal Stalistics
. 1991-1995.Inclusive = |

All capitallzation and financial statlslics are based upon financlal statements as orlginally
reported In each year.

Computed by relating actual long-terin debt interest or preferred stock dividends booked to
average of beginning and ending long-term debt or preferred stock reported lo be outstanding.

(3) Coverages - excluding ali AFUDC represent the number of times avallable earnings, excluding
alt AFUDC, cover flxed charges.

(4) Internally-generated funds/gross construction is the percentage of gross construction
expendltures, 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,
axcluding all AFUDC and after payment of preferred stock dividends, to common dividends
pakd.

{9) Three-year average.

Source of Information: Arkansas Western Gas Company FERC Form 2
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PROXY GROUP OF SEVEN GAS DISTRIBUTION COMPANIES
CAPITALIZATION AND FINANCIAL STATISTICS (1)
1991 -~ 1995, INCLUSIVE

SEE PAGE 2 FOR NOTES.

1995 1994 1993 1992 1991
AMOUNT OF CAPITAL EMPLOYED (THOUSANDS OF DOLLARS)
TOTAL PERMANENT CAPITAL $332,870 $319,540 $301,310 $269,410 $257,430
SHORT-TERM DEBT 27_100 246,200 25,030 22 360 16,800
TOTAL CAPITAL EMPLOYED $359,970 $345,740 $£326,340 $291,770 $274,230
INDICATED AVERAGE CAPITAL COST RATES (2)
LONG TERM DEBT B.2% 7.9% 8.1% 8.8% B.8%
PREFERRED STOCK 6.3 5.6 5.6 6.6 5.9
FINANCIAL RATIOS-MARKET BASED
EARNINGS/PRICE RATIO 6.9% 7.1% 6.TL 6.5% 7.5%
MARKET/AVERAGE BOCK RATIO 155.5 165.6 189.6 168.4 153.0
DIVIDEND YIELD 5.8 5.6 5.0 5.9 6.4
DIVIDEND PAYOUT RATIO 87.3 B6.7 77.1 95.5 B87.3
CAPITAL STRUCTURE RATIOS
BASED ON TOTAL PERMANENT CAPITAL:
LOKG-TERM DEBT 45 6% 45.5% 47.0% 45.6% 46.T%
PREFERRED STOCK 0.8 0.8 1.0 2.6 2.9
COMMON EQUITY 53.6 52.7 52.0 51.8 50.4
100.0% 100.0% 100.0% 100.0% 100.0%
BASED ON TOTAL CAPITAL:
TOTAL DEBT, INCLUDING SHORT TERM 49.9% 50.4% 51.3% 50.0% 50.4%
PREFERRED STOCK 0.7 0.8 0.9 2.4 2.8
COMMON EQUITY 49 4 48.8 47.8 47.6 46_8
100.0% 100.0% 100.0% 100.0% 100.0%
RATE GF RETURN ON AVERAGE BOOK COMMON EQUITY 10.6% 11.7% 12.6% 10.74 11.3%X
COVERAGES-EXCLUDING ALL AFURC (3)
BEFORE IMCOME TAXES: ALL INTEREST CHARGES 3.0x 3.2x 3.3x 2.T% 2.8x
AFTER INCOME TAXES: ALL INTEREST CHARGES 2.3 2.5 2.5 2.2 2.2
OVERALL COVERAGE: ALL INTEREST + PFD. DIV. 2.3 2.4 2.4 2.1 2.1
QUALITY OF EARNINGS
AFUDC/INCOME AVAILABLE FOR COMMON EQUITY 2.7k 1.74 X.6% 2.4%4 2.0%
EFFECTIVE INCOME TAX RATE 333 34.5 33.9 30.2 33
INTERNALLY GENERATED FUNDS/CONSTRUCTION (%) 49.5 70.6 61.2 57.1 48.6
GROSS CASH FLOW/PERMANENT CAPITAL (5) 13.6 13.0 12.3 12.1 11.8
GROSS CASH FLOW/AVERAGE TOTAL DEBT (6) 26.1 24.9 24.0 23.2 23.2
GROSS CASH FLOW INTEREST COVERAGE (7) 42X 4.2X% 3.9x 3.6x 3.5x
COMMON DIVIDEND COVERAGE (8) 3.0 2.8 2.6 2.5 2.5

5_YEAR AVERAGE

6.
166.
5.
86.

!”‘\I-l\ﬁ




Notes:

(1

Vi
Capilalization and Financial Statistics
1991-19985, Inclusive

All capitaiization and financlal statistics for the group are the arithmetic average of the achieved
resulls for each individual company In the group, and are based upon financiai stalements 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 percenlage of gross construction
expendilures, 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, amortizalion, net deferred income tax and
investment tax credits, less total AFUDC), as a percentage of Permanent Capltal (long-term debt,
current maturities, preferred and preference stock and common equity).

(6) Gross Cash Flow (as deflned 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 ralationship of internally-generated funds from operations,
excluding all AFUDC and after payment of preferred stock dividends, to common dividends paid.

Selection Criterla:

The basis of selection was to include those gas distributlon companies which: 1) are assigned
an S.1.C. Code of 4924 {(Natural Gas Distribution) by S&P's Compustat Services, Inc.; 2) have
common stock which is aclively fraded; 3) had more than 80% of their 1995 operating revenues
derived from gas operations; 4) had less than $500 milllon 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 Line Investment Survey and VB/E/S Custom
Report; 7) have not cut or omitted their common stock dividends during the five calendar years
ending 1895 and up to the time of the preparation of Mr. Hanley's direct testimony; and 8) are
Included In S&P's Compustat Services, Inc., Ulility Compustat Il data base.

Source of Information: Standard & Poor's Compustat Services, Inc., Utility Compustat Ii

SCHEDULE FJH-4
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Capitallzation and Financial Statistics

1991-1995, Inclusive
Bond Ratings
November 1996
Moody's S&P
The names of the companies are:
Bay State Gas Co. A2 A
Cascade Natural Gas Co. Baa1 BBB
Connecticut Energy Corp. (1) A3 A-
Connecticut Natural Gas Corp. A3 A-
Energen Corp. (2) A1 NR
Indiana Energy, inc. (3) Aa3 AA-
Laclede Gas Co. Aa3 AA-
Average (4) A2 A

Notes: (1) Raltings are those of Southern Conneclicut Gas Company.
(2) Ratings are those of Alabama Gas Corporalion.
(3) Ralings are those of Indlana Gas Company Inc,
(4) From page 3 of SCHEDULE FJH-14.

Source of Information:  Standard & Poor's Bond Guide
Moody's Bond Survey

SCHEDULE FJH-4
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GROUP_OF TWENTY VALUE LINE GAS DISTRIBUTION COMPANIES

CAPITALIZATION AND FINANCIAL STATISTICS (1)
1991 - 1995, INCLUSIVE

AMOUNT OF CAPITAL EMPLOYED
TOTAL PERMANENT CAPITAL
SHORT-TERM DEBT

TOTAL CAPITAL EMPLOYED

INDICATED AVERAGE CAPITAL COST RATES (2)
LONG TERM DEBT
PREFERRED STOCK

FINANCIAL RATIOS-MARKET BASED
EARNINGS/PRICE RATIO
MARKET/AVERAGE BOOK RATIO
DIVIDEND YIELD
DIVIDEND PAYOUT RATIO

CAPITAL STRUCTURE RATIOS
BASED ON TOTAL PERMANENT CAPITAL:
LONG-TERM DEBT
PREFERRED STOCK
COMMON EQUITY

BASED ON TOTAL CAPITAL:
TOTAL DEBT, INCLUDING SHORT TERM
PREFERRED STOCK
COMMON EQUITY

RATE OF RETURN ON AVERAGE BOOK COMMON EQUITY

COVERAGES-EXCLUDING ALL AFUDC (3}
BEFORE INCOME TAXES: ALL INTEREST CHARGES
AFTER INCOME TAXES: ALL INTEREST CHARGES
OVERALL COVERAGE: ALL INTEREST + PFD. DIV.

QUALITY OF EARNINGS
AFUDC/INCOME AVAILABLE FOR COMMON EQUITY
EFFECTIVE INCOME TAX RATE
INTERNALLY GENERATED FUNDS/CONSTRUCTION (4)
GROSS CASH FLOW/PERMANENT CAPITAL (5)
GROSS CASH FLOW/AVERAGE TOTAL DEBT (6)
GROSS CASH FLOW INTEREST COVERAGE (7)
COMMON DIVIDEND COVERAGE (8)

SEE PAGE 2 FOR NOTES.

1995 1996 1995 12 1991
(THOUSANDS OF DOLLARS)

$708,600 $558,360 $608,530 $565,570 £539,240
50,810 61,340 69 370 57 140 48,890
$759,410 $719,700 $&77,900 $622,710 $588,130
7.T4 7.7T4 8.0% 8.5% 8.5%

6.3 5.3 6.3 6.4 6.1
6.9% 7.1% 6.74 6.8% 7.0%
164.6 168.1 188.3 164.8 151.8
5.6 5.6 5.1 5.9 6.5

86.2 82.8 7.3 9.9 98.2
46.9% LT.4% 47.1% 46.4% 47.4%

1.6 1.8 1.6 2.3 2.6

51.5 50.8 51.3 51.3 50.0
100.0% 108, 0% 100.0% 100.0% 100.0%
50.8% 52.0% 52.5% 51.1% 51.9%

1.5 1.6 1.5 2.2 2.4

47.7 464 46.0 &6.7 45.7
100.0% 100.0% 100.0% 100.0% 100.0%
11.4% 12.0% 12.6% 11.1% 10.5%
3.1x 3.3x 3.3x 2.9x 2.7x

2.4 2.5 2.5 2.2 2.1

2.3 2.4 2.4 2.2 2.1
2.4% 1.9% 2.7% 2.7T4 374

34.0 34.2 34.6 32.4 32.2
&9.6 68.7 62.7 62.3 52.4
13.3 13.1 12.9 12.9 12.1
24.8 23.9 23.5 23.6 22.6
4.2% 4.3x 4.1% 3.9x 3.6x

3.0 2.9 2.8 2.7 2.6

5 YEAR AVERAGE




Notes:

(1

(2

3

(4)

(6)

Capitalization and Financlal Statistics
1991-1995, Inclusive

All capilalization and financial stalistics 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.

Computed by relaling aciual long-term debt Interest or preferred stock dividends booked to
average of baginning and ending fong-term debt or preferred stock reported to be outstanding,

Coverages - excluding all AFUDC represent the number of fimes available earnings, excluding
all AFUDC, cover fixed charges.

internally-generated funds/gross consfruclion Is the percentage of gross construction
expenditures, excluding all AFUDC, provided by Internally-generaled funds from operations,
excluding all AFUDC, and after payment of all cash dividends.

Gross Cash Flow (sum of net income, depreciation, amortization, net deferred income tax and
Investment tax credils, less total AFUDC), as a percentage of Permanent Capitai (long-term debt,
current maturities, preferred and preference stock and common equity).

{6) Gross Cash Flow (as definaed in Note 5) as a percentage of the average of {he 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 lo include those gas distribution companies which are included in
Value Line Invesiment Survey - Natural Gas (Distribution) Industry and have not cut or omitted
thelr common stock dividends during the five calendar years endling 1985 and up lo the time of
the preparation of Mr. Hanley's direct teslimony. Although UGI Corporation is Included In Value
Line Investment Survey - Natural Gas (Distribution} Industry, it was excluded from the proxy group
because il had less than 50% of 1995 operaling revenues derived from gas operations.

Source of Information: Standard & Poor's Compustat Services, Inc., Utllity Compustat I

SCHEDULE FJH-5
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Capitalization and Financlal Statlstics

1991-1995. Inclusive
Bond Ratings
November 1996
Moody's S&P
The names of the companies are:

AGL Resources, Inc. A3 A-
Atmos Energy Corp. NR NR
Bay State Gas Co. A2 A
Brooklyn Union Gas Co. Al A
Cascade Natural Gas Co. Baa1 BBB
Connectlcut Energy Corp. (1) A3 A-
Conneclicut Natural Gas Corp. A3 A-
Energen Corp. (2) A1l NR
Indlana Enargy, Inc. (3) Aa3 AA-
Laclede Gas Co. Aa3l AA-
MCN Corporation (4) A2 A
New Jersay Resources Corp. (5) A2 A
NICOR, In¢. (6) Aa1 AA
Northwest Nalural Gas Co. A2 A
ONEOK Inc. A3 A-
Peoples Energy Corp. (7) Aa3 AA-
Pledmont Nafural Gas Co. A2 A
South Jersey Industries, Inc. (8) Baa1 BBB+
Washington Gas Light Co. Aa2 AA-
WICOR, Inc. (9) Aa3 AA-

Average {10) Al/A2 A

Notes: (1) Ratings are those of Southern Conneclicut Gas Company.
(2) Ratings are those of Alabama Gas Corporation.
(3) Ratings are those of Indlana Gas Company Inc.
(4) Ralings are those of Michigan Consolidated Gas Company.
(5) Ratings are those of Elizabethtown Gas Company.
(6) Ratings are those of Northern lllincis Gas Company.
(7} Ratings are a composite of those of North Shore Gas Company and Peoples
Gas Light & Coke Company.
(8) Ralings are those of South Jersey Gas Company.
(9) Ralings are lhose of Wisconsin Gas Company.
(10) From page 3 of SCHEDULE FJH-14,

Source of Information;  Standard & Poor's Bond Gulde
Moody's Bond Survey

SCHEDULE ¥FJH-5
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TABLE 291 - AGENCY AUTHORITY OVER RATE OF RETURN - GAS UTILITIES

Agency  [Capitat Method Agency favors in determining rate of return Duration of
deter- structure e e e e " e call protec-
mines is ad]usted tion pl‘OV*SiOH
rate of [to exclude |No ONE [Dis- |Comp- influences
return  tnon-utility|method [count-|arablejEarn- IMid- [Capital judgment in
AGENCY under its|financing |JALL are|ed earn- |ings/ |point |asset |Risk determining

general |when it is |consid-{cash |ings |price \app- pricing!prem- rate of
authority|traceable ered lflow |test |ratio |roach imodel lium lOther lreturn

FERC X X X X

ALABAMA PSC 12/ X X X

ALASKA PUC X X X possible.

ARIZONA CC X X X 2/ XV

ARKAHSAS PSC X X X 11/

CALIFORMNIA PUC X X 171 % 2/ X X X X X Possible.

COLORADO PUC X X X9/ X

CONMECTICUT OPUC X X X

DELAWARE PSC X X 2/] X X X

D.C. PSC X X X

FLORIDA PSC X X i/ ox 2/

GEORGIA PSC X X X 2/ X X X 8/

HAWAIT PUC X X X 2/ X X

IDAMD PUC X X _ X971 X X

ELLINDIS CC X X X 2/ ' X X

INDEANA URC X X

IOWA UB X X /] X X X X &/

KANSAS SCC X X X

KENTUCKY PSC X X X 2/ X X X X X

LOUISIAHA PSC X X

MAINE PUC X 10/ X 9/ %

MARYLAND PSC X X X F-Y4

MASSACHUSETTS DPU X X X5/ X 5/

MICHIGAN PSC X X e/) % X X X X X

MINMESOTA PUC X X X

MissSISsIPPI PSC - X X X X

MISSOUR! PSC X X X

MONTANA PSC X X X X

HEBRASKA PSC &/

NEVADA PSC X X X X X

NEW HAMPSHIRE PUC X X X Yes

NEW JERSEY BPU 12/ X X X X X X

NEW MEXICO PUC X X X 2/ X X

NEW YORK PSC % X X X T/ X

NORTH CAROLINA UC X X X 2/} X X X X X

NORTH DAKOTA PSC X X -

OHIC PUC X X X X7/ X 7/]|No decision.

OXLAHOMA CC X X X X X X

OREGON PUC X x 1/ X X )

PENNSYLVARIA PUC X X X 2/ X X X X X Maybe, if soon

RHODE ISLAMD PUC X X X X X X 3/

SOUTH CAROLIMNA PSC X X X X X X

SOUTH DAKCTA PUC X X X X

TENNESSEE PSC X X X 2/ X X X X X X

TEXAS RC X X X 2/7 X X

UTAK PSC X X X

VERMONT PSB 12/ X X X X X

VIRGINIA SCC X X X 2/

WASHIRGTOR UTC X X X

WEST VIRGINIA PSC X X X 2/4 X X X X X

WISCONSEN PSC X X X 2/ X% X X

HYOMING PSC X X 2/ X X X X X

PUERTO RICO PSC 12/ X X X

VIRGIM ISLANDS PSC X 10/F x 2/1 X X X

HATL ENERGY BOARD X X X 2/1 X X X X X

ALBERTA EUB X X X 2/] X X X

ONTAR!Q_EB 12/ X X X_2/ X X

QUEBEC NGB X X X 2/ X

*=» Egr definitions of terms, please consult the

NARIIC Camnilation of Utility Regulatory Policy 1994-1995

Glossary of Terms at the back of this book. ICB=Case-by-Case Basis

SCHEDULE FJH-6
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FOOTNOTES - TABLE 291
AGENCY AUTHORITY OVER RATE OF RETURN - GAS UTILITIES

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.

Commission favors no single method, but rather that which produces the most reasonable results.

It may use any method it desires especially in the case of a small company,

No Commission regulation of electric or gas utilities.

DCEF is preferred, but Department approves other methods which check DCF result; risk spread analysis preferred
by a slight margin. Financial condition of utility also given serious consideration.

DCF is preferred; all methods are considered including econometric modeling approach,

No single method, however, discounted cash flow is frequently used.

Discounted cash flow most often used, but risk premium method used also. Determined case by case,

DCF has been the preferred method, but its results should be checked with other methods.

Never an issue before this agency.

Agency favors DCF, but any method presented is considered.

Commission did not respond to request for update information; this data may not be current.

SCHEDULE FJH-6
Page 3 of 3
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of sas Wastemn Ga
Stock Price Index Level, Eamings Per Share and Dividends Per Share for the
S&P 500 Compomte Index and the S&P Ull|ilies lndax Quartedy for the

S&P 500 Composite Index S&P Utilities Index

EPS - bPS - EPS - DPS -
Adjustedto  Adjusted to Adjustedto  Adjusted to
Slock Price  Stock Price  Stock Price Stock Price  Stock Price  Stock Price

Year Quarter Index index index Incex Index Index
(4 qgtr. total) (4 qtr. total) {4 qfr. total) (4 qgtr. total}
1986 d 231.32 14.85 8.23 109.09 9.88 6.95
4th 242147 14.48 8.28 112.29 10.37 7.03
1987 1st 201.70 15.10 8.34 115.63 10.41 7.13
2nd 304.00 14.42 8.52 113.07 10.12 7.22
3d 321.83 15.86 .68 117.11 10.28 7.31
4th 247.06 17.50 8.81 102.42 10.62 7.38
1988 1st 258.89 18.59 8.95 104.21 10.59 7.44
2nd 271.91 21.67 .23 110.66 10.61 7.49
3d 277.72 2273 9.46 111.86 10,70 7.54
4th 217.72 23.76 8.73 112.64 10.05 7.62
1989 1st 204.87 24,96 9.98 117.60 10.16 748
2nd 317.98 2522 10.30 132,27 10,24 71.56
d 349.15 23.69 10.67 142,35 9.72 7.68
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 9,88 8.18
Sd 306,05 21.74 11.84 133.02 9.97 8.16
4th 330.22 21.34 1210 143.59 9,65 8.29
1991 1st 375.22 20.87 1212 144.82 9.50 8,24
2nd 371.16 19.35 12.15 136.56 945 8.41
3rd 387.86 17.82 12.28 145.18 9.34 8.53
4th 417.09 15.97 12.20 165.16 8.60 8.51
1992 ist 403.69 16.20 12.32 138,68 8.63 8.684
2nd 408.14 17.05 12,32 147.33 9.02 8.54
3ed 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
1893 1st 451.67 19.84 12.48 173.45 10.86 8.55
2nd 450,583 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 8.68
1904 ist 445,77 2N 12,71 158,33 8.70 8.70
nd 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 3260 13.18 158,38 11.89 8.90
and 544.75 4.4 13.37 167.86 42,12 8.83
%d 584.41 35.18 13.58 184.46 12.56 8.70
4th 615.93 33.96 13.79 202.58 2,30 8.88
1996 st 645.50 34.04 14,10 190.84 12.79 8,94
nd 670.63 4N 14,27 168.08 13.03 9.00
3rd 687.31 36.08 14.66 188.80 13.93 g.46

Source of Information:  Standard & Poor's Security Price Index Record
Standard & Poor's Current Statistics

SCHEDULE FJH-7
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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)

250
Stock Price EPS-4Qtr. DPS-4Qir.
index Total Total
200 S ————

N\eﬁ\e
150 A A o
100

0

1986 1987 1988 1989 1990 1991 1992 1993 1994 1985 1996

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 500 Composite Index - (3rd Qtr. 1986 - 3rd Qfr. 1996)

700

Stock Price EPS-4Qtr. DPS-4Qtr.
600 |- Index Total Total

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996
YEAR

Source of information:
Standard & Poor's Security Price index Record
Standard & Poor's Current Statistics
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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 Fep 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% last year
and 9.6% in just seven weeks this year;
after a recent brief sinking spell, it re-
bounded 57.44 points on Wednesday and
another 92.4% yesterday to close at a record
5608.46 (see articles on pages Cl and C2).
And the pessimists worry that it might
plunge any day now.

But far more experts predict that this
bull market stiil has further to go, partly

By Wall Street Journal staff re-
parters Dave Kansas, Molly Baker
and Patrick McGeehan in New York.

because the money powering it is coming
from all aver the place.

Some of it, for exampie, is coming from
John Carl, the director of equities at the
Teacher Retirement System of Texas.
Though Mr. Carl considers the market
dangercusly high, he is reluctantly follow-
ing the orders of the system’s board to add
as much as 51.8 billion to its current $27
biltion stock portfotio.

Some money is coming from Caroline
Levine, a 57-year-old lawyer. In the past
few years, the divorced mother of three
has stepped up her investing to 15% of her
income —~ putting in 52,000 to $3.000 a

" month = from 5%. “‘Right now, I've got to

save for retirement, and the best way to do
it is through the stock market.” she says.

Still more is coming (rom Jeff Dobslaw,
who drives around in an old ciunker be-
cause he is putting so much of his income
into his 401(k) retirement plan, buying

" individual stocks through a discount bro-
" ker, and hav ag money deducted from his

bank account each month by two mutual
funds. Aging and worried about imminent

[ reticement? Hardly. Mr. Dobslaw is 2

26-year-old certified public accountant
with Monsantoe Co. in Muscatine, lowa.

“People my age,” he explains, “are
starting to understand that we'll have {o
really look after ourselves when we get
older,”

And it is people his age—and especially
pecple slightly older, the baby boomers—
who make it unusually difficult to predict
how long stock prices can keep climbing.
Although the fascination with stocks is
growing at every age level, from teenagers
to retirees, the 76 million people constitut-

'ing the i8-year baby boom that began in

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 1370s and
early 1980s, when baby boomers' need {or
houses was driving up the real-estate mar-

Fueling the Market = -

Stock mutual-fundsintiows, In billions of dollars
$20 — — <

15—

ket,” says Steven Norwitz, a vice president
at T. Rowe Price, a big mutual-fund com-
pany. “Baby boomers are now competing
for financial assets, and that demand is
helping to drive up the stock market.”

Despite being laid off a few weeks ago,
even Jake Rahiman is heiping push stocks
higher, The 29-year-old professional re-
cruiter in New York plunged his $30,000
severance pay into stocks. [ figure I'll get
a better return on my money in the short
term as well as the long term if T put it in
the market, especially since the market is
doing so well,” he says.

SCHEDULE FJH-7
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Worried about their financtal futures,

flooded with advice about how and where i

to invest, and lured by the ease of investing
through mutual funds, pecple of all ages
have abandoned the free-spending ways of

the.1986s in favor of frugality ~ and of the .

stock market. And with the leading edge of
the baby-boom generation hitting the
prime age for earnings and savings, a flood
of money is likely lo be available for
investment {or at least the next decade, -

"We are seeing the mwost powerful
change ever in the composition of house-
hold wealth," says David Hale, chief econ-
omist at Zurich Kemper Investments in
Chicago. He nutes that mutual-fund assets
in stocks, bonds -sind monay-market ac-
counis total nearly 33 irillion, with stock
funds alone holding about 4% of (hat,
“They ve never hid such a large position
in the stock market," he siys.

That’s only partly rrue. \While the abso-
lute amount of money in stock mutual
funds is at an all-time high, according to
the Investment Compzny Institute, the
percentage of household weaith held in
stocks ~ currently about 33% — still has

_room to grow by historical standards.
From 1953 to°1965, ICI figures show, the
percentage ran between 33% and 40%. But,
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 warmms, 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 off, but
it’s something that these new investors will
eventuaily-have to deal with."

Robert Schaefer may not be typical of
the leading edge of the boomer genera-
tion — he began buying stocks 31 years ago
at age 17 - but toddy he is kicking himself
for not putting away more money Sooner, -

“I should have forced myseil to save
more," says Mr, Schaefer, who manages a
Texaco Inc, petroleum-sales terminal in
Delaware City, Del. With the first of two
sons about to enter college, he complains
about his wife’s spending — '"clothes, cars,
draperies, sofas, you name it' While
trying to persuade her that they should be
stashing more money in the stock market,
he also is moving to diversily the stock-
heldings he aiready has. He recently sold
5% of the Texaco stock in his retirement
plan, after Texaco had climbed nearly 30%
to $82.75 a share in the past four months.

He put a big chunk of the proceeds inte
a stock-index fund — not even considering
abandoning equities. “The stock market
autperforms everything else,” he says.
“You put your money into a bank and what
do you get? Peanuts.” |

Younger boomers, determined. not to
repeat the mistakes some of their elders
made, are moving earlier to shore up their
financial future, Mark Mooradfan, a 37-
year-old engineer for Thermosecan, a San
Diego maker of infrared thermometers,
discovered at a ‘company-sponsored dis-
cussion about retirement planning a few
years ago that he wasn't saving nearly
enough in his 401(k) plan. “They showed
you how much you had to start with in
order to retire-with a certain amount, and
that got my attention,” he 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 for a down payment on a
house and some 2imed at firancing their
children’s educatlon. What is left mﬂ go
for retirement,

Typically ObseSSive

' The determination 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 typicai of their generation,

“Everything they've done has been
obsessive,” from protesting the Vietpam
War to indulging in material goods in the
19805, says Willlam Dodge, chairman of
the investment-policy committee at Dean

- Witter Reynoids. “The object of their
-obsessive-compulsive behavior tqday is

saving for an uncertain future.”

Mr. Dodge says typical baby boomers
have lost faith in two institutlons on which
their parents relied: a corporate employer
and the federal safety net. The simulta--
neous drives by business and government
{0 stash spending and shrink payrolls have
sparked rampant insecurity about jobs and
much doubt about the viability of benefit
programs, including Social Secunty, Medi-
care and Medicaid,

“What's really unusual is people are

afraid of the future even though they have -

the means to do well,” Mr, Dodge says.
“Even if you're making a lot of money,
you're afraid you'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 at General Signal Corp.,
of Stamford, Conn., have four investment

- choices in their 401(k) plan. The really

conservative have a safe guaranteed in-
vestment contract, while stock offerings
include a mutual fund offered by Fidelity
Investments, a big-stock index fund, and
General Signal stock. The mix has
changed littte since the plan began In 1976,
except for the'inclusion of company stock,
and employees are getting restless, says
Robert Bach, the director of benefits and

compensation.

§
S
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Wanted: Diversification

Mr. Bach says empioyees want more
variety in equity funds, especially funds
.that invest in smail, 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 [ 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 BEquity Advisors in Minneapolis.
*“They were very strong prior {o 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 willing to stay with
stocks in time of trouble. A recent study by
the Investment Company Institute cites the
rash of problems in 1894 — the Mexican
peso crash, the-Orange County, Calif.,
bankruptcy filing and a series of Interest-
rate increases by the Federal Reserve-
that stock mutual-fund investors'virtually
ignored. .

*“The failure of events in 1394 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 lie
ahead: But based on the recent past,
mutual-fund shareholders seem to have
fearned from their ill-timed selling deci-
sions in 1987 and [ate 1390. .

_Although Kevin Sudeith wasn’t an n-
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, I'd gather together
every penny [ could get my hands on and
put it in the:stock market,” says the
30-year-old artist in Long Island City, N.Y.
“History shows that, over the long term,
the prices will recover,”

And that confidence is predlcated 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 decline in
their price. Yesterday, IBM stock climbed
$3.875 to $124.125 a share. - .

But just as the baby boom had a deflnite
beginning in 1946, so, too, will the flood of
the boomers’ money into stocks come (o an
end. Dean Witter’s Mr. Dodge likens the
growing pool of retirement assets heid by
boomers to a basket of {ruit. The basket
probrably will continue to grow until the

* boomers now turning 50 reach retiremnent

age and have to choose between living off
dividends and interest payments or liqui-
dating their portfollos. “'If they start to eat
the fruit, wateh out,” he warns. :
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Assoclated Natural Gas Company

Hypothetical Exampie of the Inadequacy of
a DCF Relurn Rate Related to Book Value

When Market Value Exceeds Book Value
Market Value Book Vajue

Per Share $30.00 $15.00
OCF Cost Rate (1) 10.60% 10.60%
Return In Dollars $3.18 $1.59
Dividends (2) $1.80 $1.80
Growth In Dollars $1.38 $(0.21)
Relurn on Market Value 10.60% 5.30%(3)
Rate of Growth on Market Value 4.60%(4) (0.70%)(5)

Noles:

(1)
(2
©)
(4)
(8)

Comprised of 6.00% yield and 4.60% growth,

$30.00 @ 6.00% yleld = $1.80.

$1.59 + $30.00 market value = 5.30%.

Expected rate of growth per market based DCF modsl.

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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_ Assoclated Natural Gas Company

Single-Stage Discounted Cash Flow Model

Summary of Conclusion
Proxy Group
Proxy Group of Twenty
of Seven Value Line
Gas Distribution Gas Distribution
Companles Companies
. Dividend Yleld (1) 56 % 51 %
. Dividend Growth
Component (2) 01 01
. Yield 5.7 52
. Growth Rate (3) 4.6 5.2
. Indicated Return Rale 103 % 104 %
Notes: (1) From SCHEDULE FJH-10.

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
perlodic payment of dividends (Gordon Model) as opposed to the continuous
pavment. Thus. 5.6% x (1/2x 4.6%) = 0.1%.

Conclusicn of growth from page 1 of SCHEDULE FJH-12.
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Derivation of Dividend Yield for Use in the

Associated Natural Gas Company

Single-Stage and the Two-Stage Growth
Discountad Cash Flow Model
Dividend Yield
Average Average Average
of of of Average
Spot Last3 Last§ Last 12 Dividend
(11-25-96) (1)  Months (2) Months (3) Months (4} Yield (5)
Proxy Group of Seven
Gas Distribution Companies
Bay State Gas Company 53 % 55 % 56 % 55 % 5.5 %
Cascade Naturai Gas Company 58 58 6.1 6.1 59
Connecticut Energy Cop. 6.1 6.3 6.6 6.5 6.4
Connecticut Natural Gas Corp. 6.4 6.4 6.6 6.5 6.5
Energen Corporation 4.4 47 5.0 5.0 48
Indlana Energy, Inc. 47 47 45 4.5 46
Lacleds Gas Company 83 53 54 5.5 54
Average 24 % 88 % 81 % 81 % 86 %
Proxy Group of Twenty Value
Line Gas Distribution Companies
AGL Resources, Inc. 51 % 53 % 54 % 55% 53 %
Atmos Energy Comp. 49 4.1 4.0 4.1 4.1
Bay Slate Gas Company 5.3 55 56 55 5.5
Brooklyn Union Gas Company 4.5 48 5.1 5.2 49
Cascade Natural Gas Company 56 58 6.1 6.1 59
Connecticut Energy Corp. 6.1 6.3 6.6 65 6.4
Connecticut Natural Gas Coip. 64 6.4 6.6 6.5 6.5
Energen Corporation 4.4 4.7 50 5.0 48
Indlana Energy, Inc. 4.7 4.7 45 45 4.6
Laclede Gas Company 5.3 53 54 55 54
MCN Corporation 3.4 3.5 36 37 3.6
New Jersey Resources Corp. 53 5.5 55 5.5 5.5
NICOR, fnc. 36 KX 4.1 4.5 4.0
Northwest Natural Gas Company 48 49 5.0 5.2 5.0
ONEOK Inc. 44 4.4 45 4.7 45
Peoples Energy Com. 5.1 5.2 5.4 58 5.3
Piedmont Natura! Gas Company 4.6 4.7 48 49 48
South Jersey Industries, Inc. 6.0 6.1 6.4 6.4 6.2
Washington Gas Light Company 4.8 50 5.2 5.2 5.1
WICOR, Inc. 48 47 4.6 4.8 47
Average 49 % 80 % 82 % B2 % Bl %

Notes: (1) The spot dividend The spot dividend yield is the current annuaiized dividend per share divided by
the spot market pithe spot market price at 11-29-96,

{2) The average 3-nxThe average 3-month dividend yiekd was computed by relating the indicated
annualized dividerennualized dividend rate and market price on the last trading day of sach of

tha three months \the three months ended November 30, 1996,

{3) The average 6-m«The average 6-month dividend yield was computed by refating the indicated
annualized dividerannualized dividend rale and market price on the iast trading day of each of

the six months enthe six months ended November 30, 1996.

(4) The 12-month diviThe 12-month dividend yiekd was computed by relating the Indicated

annualized divideiannuaiized dividend rate and market price on the last trading day of each of

the weive monthsthe twetve months ended November 30, 1996.

- (5) Equal weight has Equal weight has been given lo the 12-month average, 6-month avarage, 3-month
and spot dividend and spot dividend yield. This provides recognition of current conditions, but does
not place undue enct place undue emphasis thareon,

Source of Information:  Standard & Poor's Compustat Services, Inc., Utitity Compustat 1l
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Associated Natural Gas Company.

Current Institutional Holdings (1) and Individual Holdings (2) for
the Proxy Group of Seven Gas Distribution Companles and the

Proxy Group of Twenty Value Line Gas Distributlon Companies

1 2
October 1996 Oclober 1996
Percentage of Percentage of
Institutional Individual
Holdings (1) Holdings (2)
Proxy Group of Seven
Gas Disfribulion Companies

Bay Slate Gas Company 20.6 % 794 %
Cascade Nafural Gas Company 14.7 B85.3
Connecticut Energy Corp. 20.8 79.2
Connecticut Naturai Gas Corp. 134 86.6
Energen Corporation 275 72.5
Indiana Energy, Inc. 20.7 79.3
Lactlede Gas Company 18.7 813

Average 105 % 0.5 %
Proxy Group of Twenty Value

Line Gas Distribution Companies

AGL Resources, Inc. 224 % 776 %
Atmos Energy Corp. 20.0 80.0
Bay State Gas Company 20.6 79.4
Brooklyn Union Gas Company 274 72.6
Cascade Natural Gas Company 14.7 85.3
Connecticut Energy Corp. 208 79.2
Connecticut Natural Gas Corp. 134 86.6
Energen Corporation : 275 72.5
Indlana Energy, Inc. 207 79.3
Laclede Gas Company 18.7 813
MCN Corporation 44.2 55.8
New Jersey Resources Corp. 23.9 76.1
NICOR, Inc. 42.7 57.3
Northwest Natural Gas Company 29.9 70.1
ONEOK Inc. 47.9 52.1
Peoples Energy Corp. 38.5 61.5
Pledmont Natural Gas Company 19.7 80.3
South Jersey Industries, Inc. 15.2 84.8
Washington Gas Light Company 224 77.6
WICOR, Inc. 30.1 69.9

Average 26.0 % 74.0 %

Notes: (1) The percentage of Institutional 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 & Poor's Stock Guide SCHEDULE FJH-11
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Source of informalion;

Aspodiaied Nabrsl Gas Compsy
A Divigion of Arkanaas Weslem Gas Comomay
Hincricel and Projected Geowlty
1 4 2 4 -3 g T - 2 10
Vakue Ling
Value Los VB/ESS Standerd & Poor's
Hinsoetcw Fve-Year 196395 ko Projecied Projected Five-Your
Five Yoar Hatoccnt 1600-01 Five-Your Flva-Yaar Projecied Conclusion of
Growth Rale (1) BR+ SV () Growlh Ruie (1} Growih Rats (3} Growth Rale BR + SV (4) Growth Rate
No. of IR

oFs EPS -.oPs EPS EPS _Ansysts EPS

44 % - % 4% 40% 0% 45 % [2] 0% 5T %

2 (4.0} 44 15 1] 33 1 70 40

15 40 44 1.0 30 50 1 40 41

13 25 A2 10 40 40 50 4.6

53 55 a0 45 80 a0 8.0 (A}

5.0 25 44 45 7.5 47 3 8.0 LR

15 10 i 13 40 2 40 1]

1% 28 %) 49% 28% &0 % 50 % i) % 40 %
Rangs of Growily Rales (8) 20% - 0.0%
Micpoint of Range (0} 43%
Average of all Growih Rates (0} 480%
Conclumion of Growth 40%

20 % 0% 27T % 0% To% 4.9 % [10] 50% 56 %

40 = T9 [-14] 1w 92 I8l 80 70

45 - 34 4.0 8.0 45 @ Y] 57

25 2.0 3 258 40 55 [81 40 42

2.0 4.0} 44 15 25 33 70 40

15 40 44 1.0 30 30 40 41

1.8 25 A2 10 4.0 40 @ 5.0 40

55 55 80 45 8.0 X - | 8.0 a9

5.0 25 44 4.5 7.8 47 ™ 8.0 a1

18 10 23 1.8 4.0 L 2 40 3

85 40 83 45 25 87 [0} 90 04

25 a5 42 25 85 51 [5) 50 L]

45 10 34 a5 55 52 |8 50 (1]

240 20 56 20 435 4.9 50 8.0

129 80 8 4.5 100 a8 2] 2.0 [ 1)

-] 2.8) 24 20 80 3r 40 5.0

-%.] a8 i 30 50 a4 5] 80 48

1.0 2.0 24 15 8.0 35 50 4.2

25 23 28 20 8.0 41 9] 49 45

30 19 43 o .43 &2 M | 3:3 AL

W% 28 % (%) 4% 2% A% 0% 51% 4%
Rarge of Grows Retes (5) 32%-0.7%
Midpoint of Range (8) 5.0%
Avarnge of all Growth Rows (8) 5%
Conciusion of Growth f¥e

{1} As whown: on pages 10 through 20 of this Schedde, Historical growi rates ane five-year CoOmpound growih rubkes,

{2} From page 3 of ihis Schacula,

{3} Compound growth rales in saminge par shars ane the only projacied growth rales svallabls from the VB/E/S monthly summary,

{4} From page © of this Scheduls.

(£ Eﬂmmummmﬂhmwmmmmhnmmu«lmnhhm
of e alive Drowih,

%) Mmmmm-mhdmuhu.mnmmmum.

Vikue Une iveeiment Survey, Septeenbar 27, 15608
VB/ELS Cumiom Reporn, November 14, 1908
Starderd & Poor's Eamings Guide, Novermber 1908



A Divislon of Arkansas Western Gas Company
Calcufation of Historical BR + SV
1 2 3 4 ]
s v BR+
BR (1) Factor (2) Factor {3) SV (4} SV (5)
Proxy Group of Seven
Gas Distribulion Companiles
Bay State Gas Company 14 % 52 % 394 % 20 % 34 %
Cascade Nalural Gas Company 1.6 7.0 399 2.8 44
Connscticut Enargy Corp. 1.6 7.4 r4 28 4.4
Connecilcut Natural Gas Corp, 1.8 3.2 43.7 14 3.2
Energen Corporation 51 2.6 33.0 0.9 6.0
Indiana Energy, Inc. 3.5 1.9 44.8 0.9 4.4
Laclede Gas Company 14 2.3 397 09 23
Avarage 23 % 42 % 97 % 7% 40 %
Proxy Group of Twanty Value
Line Gas Distribution Companies
AGL Resourcss, inc, 0.7 % 44 % 444 % 20 % 2.7 %
Almos Energy Corp. 3.0 1.7 423 4.9 78
Bay State Gas Company 14 5.2 9.4 2.0 34
Brooklyn Unlon Gas Company 2.0 5.6 344 1.8 3.9
Cascade Natural Gas Company 1.8 7.0 39.9 28 4.4
Connaecticut Energy Corp. 1.8 7.4 374 2.8 4.4
Connecticut Naturat Gas Corp. 1.8 3.2 43.7 14 3.2
Energen Corporation 5.1 2.6 33.0 0.9 6.0
Indlana Energy, inc. 35 1.9 44.8 0.9 44
Laclede Gas Company 14 2.3 39.7 0.9 23
MCN Corporatlon 5.0 8.9 50.5 3.5 8.5
New Jarsey Resources Corp. 1.8 5.8 40.9 24 4.2
NICOR, Inc. 58 NMF 477 NMF 58
Northweslt Natural Gas Company 3.7 5.1 376 1.9 5.6
ONEOK Inc. 27 0.3 28.8 0.1 28
Peoples Energy Corp. 1.9 1.3 36.7 0.5 24
Pledmont Natural Gas Company 31 6.2 45,7 2.8 59
South Jersey Industries, Inc. 1.2 K] 334 1.2 2.4
Washington Gas Light Company 241 1.8 40.2 0.7 28
WICQOR, Inc, 21 8.7 7.9 2.2 43
Average 28 % 44 % 39.8 % 18 % 44 %

Notes: (1} From column 6, pages 3, 4 and 5 of this Schedule.

(2) From column 12, page 6 of this Schedulie,
(3) From column 7, page 7 of this Scheduls,
(4} Column 2 * column 3,

(5} Column 1 + column 4,
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Aspocialed Natural Gas Company

1 2 X 4 ] g
Five-Year
Average
1991-1966
Intemal Growth
1996 1684 1993 8 1891 __Rale.le., BR
Proxy Group of Seven-
Gas Distribulion Companlea
Bay Slate Gas Company
Common Equity Relum Rate 10.49 % 11.64 % 11.49 % .94 % 9.78 %
Ratantion Rallo 13.60 2211 19.97 4.46 0.658
intamal Growth Rale (%) 1.42 2.87 .29 0.44 0.10 14 %
Cascade Nalumal Gas Company
Common Equity Retum Rale 812 % 6.00 % 10.73 % 8.72 % 13.38 %
Relention Ralio (20.88) (62.84) 4,96 {61.79) 20.17
tnlemal Growih Rale (1) {1.70) (3.77) 0.53 {3.48) 270 1.6 (2}
Connscticut Energy Corp.
Cemmon Equity Relum Rale 10.93 % 11.39 % 11.49 % 1120 % 11.06 %
Retenlion Ratlo 18.83 16.27 14.39 11.70 8.13
Intemal Growlh Rate (1) 2.08 1.85 1.85 1.32 Q.90 16
Connecticut Natural Gas Cor,
Common Eqully Relum Rate 11.71 % 1279 % 13.28 % 1342 % 1121 %
Retention Ratio 13.32 19.96 17.01 1748 2.88
Intamal Growth Rale {1} 1.56 2.55 2.28 2.35 0.32 1.8
Energen Coporation
Common Equily Retum Rale 1133 % 1548 % 13.38 % 1248 % i1.64 %
Retenlion Ratlo 36.14 50.53 40.66 34.68 32.63
Internat Growih Rate (1} 4.09 7.81 5.43 4.3 370 6.1
Indlana Energy, Ing.
Common Equity Relum Rate 1194 % 13.00 % 14,68 % 1146 % 1132 %
Ralantion Rallo 27.12 32,97 3812 17.76 18,28
Intemal Growth Rata {1} 3.24 4.29 574 2.4 207 s
Laclede Gas Company
Common Equity Retum Rate 9.88 % 19.49 % 1342 % 9.88 % 10.86 %
Retenlion Ratio 1.28 13.88 24,48 {2.89) 8.17
Intemal Growih Rale (1) ¢.13 1.59 3.28 {0.29) a.67 1.4 (2)
Average 23 %

Notes: (1} The Intemal growth rate is calcuialed by mulliplying the common equity relum
rate by tha retention ratio {100% minus the diviklend payout ralio).
{2} Exciudes negalives,

Source of information:  Standard & Poor's Compusiat Sefvices, Inc., Ltilly Compustat |l
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Asaociated Natural Gas Company

Proxy Group of Twenly Value

Line Gas Distribulion Companies

AGL Regources, inc,
Common Equily Relum Rale
Rstanlicn Ratio

Inlamal Growlh Raile (1)

Almos Eneigy Com.
Common Equity Retum Rate
Retention Ralie

Intemal Growth Rate (1)

Bay State Gas Company
Common Equity Relum Rale
Relentlon Ratia

Intemal Growih Rate (1)

Common Equity Retum Rate
Relenticn Ralko
Intemat Growth Rala (1)

Common Equity Relum Rate
Relenlion Ratio
Intemal Growth Rate (1)

Caonnecticul Energy Corp,
Common Equily Retum Rate
Retantion Ratio

Intemat Growth Rale {1}

Cammon Equily Relum Rate
Relention Ratlo
Intermnat Growth Rale {1}

Energen Comaration
Common Equlty Retum Rale
Retention Ratio

inlemal Growlh Rate (1)

indiana Enargy. Inc,
Comron Equily Relumn Rale
Retention Ratio

Intemal Growth Rale {1}

Laclede Gas Company
Common Equiy Relum Rale
Ralenlion Rallo

tniemal Growth Rate (1)

<

Ses page 4 for noles

1685

491 %
(406.27)
(65.47)

12.28 %
24.80
.04

10.49 %
13.50
1.42

1143 %
28.62
3.93

812 %
(20.98)
(1.70)

$0.93 %
18.83
2.06

11.71 %
13.32
1.56

1£33 %
36.14
4.02

11.84 %
2r.42
324

988 %
1.28
0.13

1904

10.98 %
13.26
1.46

1164 %
22.11
2.67

11.84 %
26.88
313

8.00 %
{62.84)
(3.7

11.39 %
16.27
1.86

1279 %
19.96
2.65

1646 %
§0.53
7.81

13.00 %
32,97
4.29

1149 %
13.88
1.68

1983

11.04 %
3.92
043

14.67 %
41.06
6.02

11.49 %
19.97
2,29

11.26 %
22.68
256

10.73 %
4.98
0.63

1149 %
14.39
1.66

13.28 %
17.01
228

13.38 %
40.65
543

14.68 %
39.42
5.74

1342 %
2446
3.28

1992

11.80 %
8.823
1.04

1077 %
15.10
1.63

994 %
4.45
0.44

832 %
0.34

872 %
(61.79)
{3.48)

11.20 %
1.70
1.32

13.42 %
17.48
2.35

1248 %
34.66
4.3

1148 %
17.78
2.04

9.6 %
{2.89)
(0.29)

1891

141 %
1.7
0.20

931 %
{0.01)
0.00

979 %
0.98
0.10

10.37 %
10.82
1.10

13.38 %
2017
270

11.05 %
8.13
0.90

121 %
288
0.32

11.64 %
3253
.19

1132 %
18.28
2.07

1085 %
817
0.87

]

Five-Year
Average
1991-1985
intemai Growih

Rale. l.e., BR

07 %(2)

3.0 (2)

1.4

2.0

18 (2

16

1.8

8.1

36

14 2)
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MCN Corporation -
Common Equity Relum Rale
Retention Ralio

Intemal Growth Rate (1)

Naw Jorsay Resources Com.
Commen Equilty Retum Rate

Retenlion Ratko
Intemal Growih Rale (1)

NICOR. inc.

Comman Equity Retum Rale
Ratention Ratlo

Internal Growth Rale (1)

Comrnon Equity Relum Rala
Rstention Ralla
Intamal Growth Rate (1)

ONEOK Inc,

Common Equily Relum Rate
Ratantlon Retio

inlemal Growth Rate (1)

Peaplea Eneigy Com,
Common Eqully Retum Rate
Retenllon Railo

Intemal Growlh Rala {1}

Comrmon Equily Retum Rate
Rstanlion Ralie
intemal Growth Rale (1)

South Jersey industnes. {nc.
Common Equity Relum Rate
Ralention Ralio

Intemal Growth Rats (1)

Common Equity Retum Rate
Retsnton Ratlo
Intemai Growth Rate (1)

WICOR, ing.

Commen Equity Relum Rale
Ratention Ralio

Inlemal Growth Rate (1)

Average

1995

16.46 %
30.88
6.56

1333 %
21.02
2.80

14.60 %
35.01
§.08

11.79 %
27.62
3.28

1118 %
29.02
.24

9.69 %
{1.09)
{0.11)

12.27 %
24.18
2.97

1130 %
12.51
1.41

1233 %
2253
278

1242 %
30.64
379

1994

15,84 %
33.79
5.36

1343 %
14.38
2.80

16.70 %
30.30
6.18

1219 %
28.06
3.42

9.76 %
i7.18
1.68

1172 %
15.80
1.86

1210 %
23.97
290

8.8 %
(18.32)
(1.82)

1253 %
21.60
2m

11.81 %
17.79
210

19893

18,90 %
31.96
§.16

11.79 %
8.92
Q.82

16.32 %
38.10
5.84

13.68 %
33.190
4.52

10.60 %
2671
273

11.79 %
15.78
1.88

13.66 %
33.28
4.54

10.88 %
7.33
.80

12,08 %
18.82
2.03

11.69 %
17.7¢
2.08

1002

14.59 %
21.32
3

11.44 %
1.16
0.82

16143 %
34.66
685

517 %
(6442}
{3.14)

918 %
20.24
1.88

1202 %
14.77
1.78

14.02 %
34.60
4.34

177 %
12,33
1.46

12.03 %
15.60
1.68

869 %
(6.83)
(0.59)

& g
Five-Year
Avelaga
19911995
Intemal Growih
10.78 %
{15.17)
{1.84) 5.0 {2
6.32 %
{82.04)
{5.18) 1.8 (2)
15.66 %
30.70
6.17 58
541 %
(67.41)
(3.85) AT (2
10.44 %
g6
4.03 27
12,19 %
16.83
2.03 1.8 (2}
0.46 %
1.88
0.19 31
945 %
{10.48)
(0.99) 1.2 (2)
1111 %
8.23
0.81 21
9.25 %
5.08
047 241 (2)
28 %

Notes: (1} The intemal growth rate Is calculaled by multiptylng the common equity retum
rats by the relenlion ralia (100% minus Lhe dividend payout ratlo).

Saurce of Informalion:

{2) Excludes negalives.

Standard & Poor's Compusiat Saivices, inc,, Uility Compustat ||

SCHEDULE FJH-12
Page 5 of 29
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1 2 2 4 ] g I & 2 1o bt ] 12

Five Year
» 1990 1981 1902 1983 1964 1994 Avenage
Cormenon Common Common Common Common Common Common
Shares 9081 Shans 12 Sharse 2483 Shares 9304 Shanes 4-95 Shares Share
Outstanding (1} Growth Outstanding (1) Growth Ouuundlm “ i Growth Cutstanding (1) Growth Cutstanding (1! Growth Cutstanding (1) Growth
Proxy Group of Saven
Ges Distribution Companies
Bay State Gas Company 10,425 0% 10.737 169 % 12.550 2T % 12.850 31 % 13.290 05 % 13.353 52 %
Cascade Natural Gas Comparny 0.508 10 0.632 4.8 T.814 125 8.588 4.0 8.912 28 G144 7.0
Connecticut Energy Corp, 8.250 136 T.007 19 7.235 as 7483 16.2 8.700 19 B8.865 T4
Connoclicut Natunal Gas Com., 8458 13 8.609 21 a7g2 8.5 9.542 0.0 9.529 4.1 .93 32
Energen Corponation 9.872 24 10.104 0.8 10.183 1.3 10.320 58 10.918 Q.1 10.810 28 Q2)
Indlana Enargy. Inc, 20.583 04 20.6T3 05 20.789 a1 22480 04 22.557 0.0 22,562 16
Lacioce Gas Company 15.588 o0 15,588 0.0 15.588 0.0 15,588 o5 15.470 11.2 17.420 23
Average 42 %
Proxy Group of Twenty Value
Line Gas Distribution Cc thop
AGL Resources, Inc. 44,320 73 % 47,574 23 % 48.670 21 % 49.700 23 % 50.844 80 % 54.928 44 %
Atmon Energy Corp. .15 "1 10471 30 10478 ae 11.375 M5 15207 15 15.519 1.7
Bay State Gas Company 10425 30 10.737 189 12,550 T 12.880 31 - 13.290 o5 13.353 52
Bmoklyn Urnion Gas Company ITNS 133 42.279 28 43.452 87 46,280 248 47.500 25 48788 54
Cascade Natural Gas Company 6.588 1.0 6.632 14.8 T.614 125 8.568 4.0 8.912 28 Q144 7.0
Connacticut Energy Comp. 8250 138 7.097 19 7.235 a5 7.488 142 8700 1.9 8.885 T4
Connecticut Naturai Gas Comp. 8,498 13 8.609 21 8792 %3 $.542 0.0 9.529 41 9931 3.2
Energen Corporation 9.872 24 10104 08 10.183 13 10.320 58 10.918 0. 10.610 28 (2)
Indiana Enemgy, inc. 20,583 04 20873 0.5 20.78% 81 22.480 04 22.557 0.0 22582 19
Laclede Gas Company 15.588 00 15.588 00 15.568 0.0 15.580 1] 15.670 1.2 1T.420 23
MCN Corporation 47.8680 10.3 52774 105 58.292 12 58 952 12 58.788 11.0 68.370 LK}
New Jorsey Resources Corp. 13.520 33 13,965 168 18.268 33 16.820 29 17.203 28 17T.793 58
NICOR, Inc, 57.932 1.1) 57.300 @n 55,770 (3.2) 53.959 {4.5) 51.540 2.4) £0.302 NMF (2)
Nohwest Naturat Gas Company 17.408 16 17.677 10.1 18460 14 16.764 1.8 20.128 10.5 22.244 51
ONECK Inc. 26.827 0.0 26.621 0.0 28.829 0.0 26.634 0.2 26,000 1.2 27.020 0.3
Peopios Enengy Com, e o] 0.2 .T62 8.1 T4 181 34,823 0.1 34.868 [*A] 34.913 13
Pledmont Natural Gas Company 21434 154 24.728 43 25796 14 20152 16 20.577 8.5 28.835 8.2
South Jemey industries, Inc. 9.020 2.3 9238 28 9.500 32 2.805 9.3 10.715 g1 10.722 as
Washington Gas Light Company 30.230 1.7 20.888 1.8 40.816 2.2 41,454 1.7 42.168 1.8 42.932 58
WICOR, Inc, 13.829 46 14,404 25 14.821 10.7 18.407 a3 14813 78 18.237 &7
Avenage 40 %
Notes: (1) Year-snd shares outsianding.
() Exciudes negatives.
45
S
[ Source of infarnation.  Standerd & Poo's Compustat Services, Inc., Wity Compustat I}
o
o
c*
<5}
=
[
::IL':
puat
b [

e T,
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Praxy Group of Sgven
Gas Distribution Companies

Bay State Gas Company
Cascada Natural Gas Company
Connacticul Enangy Corp.
Connecticut Natural Gas Corp.
Energen Corporation

Indlana Enamgy, Inc,

Laclede Gas Company

Average

Proxy Group of Twenty Value
Line Gas Distribution Companica

AGL Resources, Inc.

Atmos Energy Corp.

Bay State Gas Company
Brooklyn Linion Gas Company
Cascade Natural Gas Company
Connecticut Energy Corp.
Connecticut Natural Gas Corp.
Enaergen Corporation

Indlana Energy, Inc.

Northweat Natural Gas Company
ONEOK Inc,

Psoples Enargy Corp.

Pledmont Natural Gas Company
South Jersey Industries, inc.
Washington Gas Light Company
WICOR, Inc.

Avorage

Notes: (1) Market 1o Book Ratio = average of yearly high-low market price divided by the average of beginning and

Scurce of Information:  Standard & Poor's Compustat Sarvicas, Inc., Utlity Compustat |1

1 2 3 4 -] &
1891 1992 1993 1994 1995 Five Year
Market Markat Market Market Market Average
to Book 1o Book o Book to Book to Book Market to
Ratlo (1) Ratlo (1) Ratle (1) Ratio {1) Ratlo (1) Book Ratlo
1559 % 1658 % 185.3 % 160,23 % 158.4 % 165.1 %
1684.8 172.6 183.3 1558 155.3 186.3
142.0 1726 1871.5 157.0 140.0 159.8
147.5 1859 2129 185.5 156.4 1178
143.6 138.0 170.3 1483 1449 149.2
1747 1858 2008 1738 1706 181.1
1426 15a.5 1874 178.2 1628 1659
1684 %
1822 % 181.1 % 1852 % 169.2 % 1714 % 180.0 %
1458 158.4 185.8 179.1 1859 173.2
155.9 165.8 185.3 1€0.3 158.4 168.1
138.4 145.8 164.5 1576 155.5 152.4
164.8 17286 1833 1556 155.3 166.3
142.0 1728 187.% 157.0 140.0 159.8
147.5 185.9 2129 185.5 156.4 177.6
143.6 138.0 170.3 149.3 1449 149.2
1747 185.8 200.8 173.6 170.6 181.1
1426 158.5 187.4 178.2 162.8 165.8
170.3 187.2 2129 2247 2147 202.0
148.0 1608 1821 1674 178.3 169.1
180.0 178.7 2181 194.4 188.6 181.2
158.3 161.6 1759 161.8 146.1 160.3
115.0 125.5 163.0 1313 148.6 1367
149.0 161.5 174.7 152.3 153.0 158.1
158.5 180.1 213.5 185.9 182.2 184.0
139.2 154.1 174.7 1411 1420 150.2
150.9 167.2 188.8 165.2 164.1 167.3
131.0 156.1 180.7 172.5 164.5 181.0
1676 %

ending year's batance of book comman equity.

(2} {1- (1007 column 8)).

39.4 %

r g
43.7
33.0
448

BI %

A %
42.3
39.4
34.4
39.9
T4
43.7
33.0
448
39.7
50.5
409
AT.7
are
268
3.7
457
334
40.2

228 %
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Proocy Geoup of Sevan

Gas Disgibution Companiea
Bay Stale Gas Company
Castade Natural Gas Company
Connacticut Energy Corp.
Connacticut Naturs! Gas Corp,
Energen Corporation
Indiana Energy, Inc.
Lacieds Gas Company

Average

Proscy Group of Twenly Valus
Line Gas Disribution Compank

Bay State Gas Company
Brooklyn Union Ges Company
Cascade Natural Gas Company
Connecticut Energy Corp,
Connacticut Natural Gaa Corp,
Energen Corporation

Indiana Energy, Inc.

Lacieds Gas Company

MCN Corporation

New Jersey Rescurces Corp.
NICOR, Inc.

Noethy N | Gan C
ONEOK Inc.

Paopies Energy Corp.
Pisdmont Natsal Gas Company
South Jeresy Indusirles, Inc.
Washingion Gas Light Compary
WICOR, Inc.

Wy

Avarage

Notes:

Source of lnformation:

Cakuiation o Projeched BR + SV
1 2 A 4 -3 -1 z -3 i 10 "
Common Shares
Outstandleg (1)
000, Projected 1999 - 2001 (1)
High Low Average
Actual Projecied S Skock Stock Book Slock v
1005 1999-2001 _ Facter (2) Price Prica Ve Price (3} Factor (4} SV (8) BR (8} BR+SV(T}
1338 14,00 08 % $40 $30 $21.10 335.00 N7 % a4 % 53 % 57T %
14 1.50 47 18 12 12.00 1500 200 08 LR 40
a.87 10.80 EX] b 1] 20 17.00 2500 320 12 29 4.1
983 1140 28 30 25 16.90 27.50 88 11 s 44
10.01 14.50 13- 40 30 20.55 3500 241 14 47 a1
268 21.80 {09 30 23 18.28 27.80 400 (04} a1 81 (8)
1742 18.00 Q7 30 25 1538 2150 443 o3 a8 39
11 %@ HM2% 09 %8 42 % 43 %
8502 80.00 1.7 % k> $20 $11.70 22,50 430 % 08 % 47 % 55 %
15.82 17.80 24 3% 25 19.10 30.00 33 [+1"} 81 T
1238 14.00 0.8 40 30 2110 35.00 N7 [+X1 53 87
4870 54.00 20 s 25 2085 30.00 308 as 38 42
.14 11.50 47 1® 12 12.00 15.00 200 [13°] 3t 40
[ X.rg 10.80 38 30 20 1700 2500 20 12 29 41
R0 ) 11.40 28 b 1] 28 1880 27.50 -0 % 3 1.1 s 48
108 14.30 40 40 30 26.35 35.00 241 14 47 81
58 2180 (0.9) %0 25 18.25 27.50 409 [{12)] a1 8.1 (8
1742 16.00 0.y k) 25 15.35 27.50 4.2 03 38 b1
8037 40.00 a8 40 30 18.00 35.00 488 18 Te 24
1776 18.25 [+X-1 40 -] 1045 3500 LX) 02 a4 1]
50,30 47.00 {1.3) 40 0 18.30 3500 477 0.8 89 0.9 ()
2.4 24.00 1.5 3 20 1873 25.00 250 04 48 50
1oz 28.00 07 40 30 18.75 34.00 464 03 81 o4
3401 35.05 01 40 35 23.08 3750 35 0.0 [-X:] 5.0
884 33.80 30 30 z5 10.35 27.50 40.5 12 34 40
102 12.20 31 30 0 ir.2s 2500 Mo 1.0 32 42
4203 40.50 16 23 20 15.00 2250 333 a8 40 4.6
RV ) 20.00 19 55 40 2875 AT 50 458 X 42 £l
23 %(8) 7L % 08 % (8 44 % 24 %

{1) From pagea 10 hvough 26 of thia Scheduls.

{2) Tha 3 Factor is the five year compound growth rate bet
ion) shares

PP

1606-20G1 proj

Pro¥

the 1563 aad 2000 {mid-point of

(3 The Aversge Stock Prios s the average of column 4 and column B.

{4) (1 - (column 8/ colurmn T))

{%) Column 3 *column 8,

{8) From page 6. column 14 of this Schadule,
(M) Column B + column 10,

(8) Excludes negatives.

Vaiue Line Investmant Survey, Seplember 27, 1908




Proxy Group of Seven

Bay State Gas Company
Caacade Natural Gas Company
Conmecticut Energy Comp,
Connecticut Natural Gas Comp.
Enemen Corporation

Inckana Energy, Inc.

Laciede Gas Company

Avorage

L

Proxy Group of Twenty Value
Line G Distribution C.

AGL Rescurces, inc.

Connecticut Energy Comp.
Connecticut Natural Gas Corp.
Energen Carporation

Indiana Energy, inc.

Laclede Gas Company

MGN Corporation

Now Jersey Rosources Corp.
NICOR, Inc.

Norihwest Natural Qas Company
ONEOK Inc.

h 2 3 1 &
1995 1995-2001
Common Total Common Total Common
Equity Copital Equity Capital Equity
%) (1) {3 mil) {1} 15 i) (1) (S mi¥ (1) {$ milf) (1)
51.80 % #2400 $219.83 $530.00 $291.50
45.00 188.50 8933 28500 138.23
52.40 25090 131.47 340.00 180.20
49.00 301.40 150.10 37500 193.13
56.90 305.50 173.83 73500 385.68
61.40 457.00 280.60 525.00 8178
59.30 383,80 2142 470.00 272,60
4780 % $1.170.30 % $567.08 48.50 $1,450.00 $703.25
54.70 289.80 158.41 60.00 £60.00 335,00
51.80 424.00 219.83 55.00 530.00 291.50
58320 1.563.80 826.62 56.00 2,000.00 1.120.00
45.00 198.50 89.33 44,50 285.00 138.23
52.40 25099 131.47 53.00 340.00 180.20
45.80 301.40% 150.10 51.50 a75.00 193.13
56.90 30550 173.83 52.50 735.00 I8 88
61.40 A57.0% 280.60 67.00 £25.00 38115
58.30 383.50 2742 58.00 470,00 21260
37.90 1.754.70 665.03 40.00 3,650.00 1,460.00
41.00 83220 259.20 | 755.00 As4.85
59.00 1.185.20 587.47 1,440.00 856.80
50.30 843,30 323,58 900.00 450.00
100.00 (9} P60 760 535.00 535.00
.80 1.263.60 641.81 1,645.00 806.06
49.60 T15.00 355.94 1.095.00 S47.50
47.90 329.40 151.30 A420.00 21420
58.90 870.60 51278 1,185.00 699,15
66.40 520.00 3528 75.00 515.38

memmm@md&hsam

Column 1 * column 2,
Column 4 * cokamn 5,

67 Jo 6 28ey
Z1-Hrd A100IHIS

{#4) Five year compound
s 2° ((1-beohmnn.r(2¢-eohnn7))

{6} Column 8 *oclumn 9,

N 1-{cokimn 12.l'eolumn 1).
(8 Column 10 * column 13,
@

Assumed common equity ratio of 100% of net worth since Value Line does not pubish & common equity mtio for ONECK Inc.

Source of information;  Valas Line |

i Survey, Sep

27, 1996

583 %
912
6.51
5.17
11.29

369

growth rade in common equity from 1995 to 1699-2001 or {{columin & / column 3} * 20) - 1).

2 10 un 12 B E] 14
1998-2000
Retum on
Retum on Avecage Projcted
n C. C Retention internal
or (5 Equity (1) Equity (6) EPS (1) DPS{1) Ratio (7) Growth (8)
1.03 13.00 % 1239 % $2.80 3170 93 % S3 %
1.04 11.50 11.96 1.40 1.04 287 31
1.03 11.00 1.3 1.85 138 254 29
1.03 12.50 1288 215 1.57 270 s
1.08 .50 10.28 260 1.40 462 47
1.02 14.00 14.28 235 134 430 6.1
1.02 12.50 1276 1.95 1.40 282 -1+
412 %
1.02 15.50 % 1581 % $1.80 3128 300 % 47 %
1,08 1.60 12.42 2.25 1.5 489 6.4
1.0 13.00 13.39 2.80 1.70 393 53
1.03 11.00 11.33 235 1.60 19 38
1.04 11.50 11.96 1.40 1.04 257 at
1.03 11.00 11.33 1.85 138 254 29
1.02 12.50 1288 215 1.57 270 38
1.08 8.50 10.28 2.60 140 452 AT
1.02 14.00 14.28 238 13 410 8.1
1.02 12.50 12276 1.95 1.40 282 38
1.08 13.50 14 88 2.4 115 521 76
1.03 15.00 15.45 3.00 176 413 6.4
1.02 16.50 15.81 275 1.55 4356 &9
1.03 11,50 1185 220 1.35 386 48
1.03 13.80 139 280 1.45 4.2 681
1.02 14.00 14.26 .20 208 350 50
1.04 11.50 11.96 1.90 1.3 284 34
1,03 12.00 12.38 210 1.55 %2 32
1.03 1200 12.38 1.85 1.25 az4s 40
1.04 13.00 13,52 335 230 M3 42
18 %



RECENT PE Trafing: 165 Y [RELATIVE oD 0
AGL RESOURCES NEA e 20 o 13.7 (e isd )iiRe 0.91 110 5.6% 474
95 12.1] 132] 140] 1541 1617 18, . 19. ; )
P%MEUH%W)‘;*W I 93| 97| 108 11.9: 133 143', :g? E;g 13.:5 32§IL ﬂ EZ?E?LZESS ?;33:
SAFETY freexd T 131 x Dividends p sh : . " = -
: ! - 0
e T i = i
T , j . N — F T
Angl Tota———ZRa T W] N T ™ J i 2
Pzﬂs Gain Return i ¥ T t = ‘L‘.g?'.":“uﬂ | palle ]' i l t6
IERTETO, T !
Hah 28 ('2(?5'3_ 1% | e L 1 T ; 12
inaider Decisions Lt ; i l : | a
WO JFMANY I o ] | | I )
AR T s i N O P
B #JOOOO()OOOJ__7F"HH" 2 e Stong i
Inatiutional Ceclisions - ' ; [ Shadad et 3
P | [ redession
bu 3 s 51 | Percant 8.0 — — : ' N 1 T
ton 10672 12893 | imded 20 ! Options: None
1980 1 1981 11982 11983 | 1984 [ 1985 | 1986 | 1987 | 1988 1989 1990 1 19911 1892 | 1993 19941 1995| 1996 1997 | © YALUE LINE PUB., INC. | 93-01
3856 4572 20| 4827 46001 42| 2758| 2624 22971 2163 258| 2026 2043 2273| 2359] 1932 2125 2200 ReventssparshA 45
170 163 1.50 (X 1.87 169 152 1.84 1.90 183 204| 207 23f 225 224 a3:| 250| 2601 “Cash Fow* pef 8h 2%
18 B A4S JB| 613 9t 83 102 183 L1011 14 w13 o8 LE7} 133 140]  1.50] Eernings par sh @ 1.8
38 A2 A5 A8 54 83 10 B0 &8 M B o102l 163 1 1.04 1.04]  1.081 1121 Divds Decl'd persh© 1.26
153 245] 282 2431 2% 0t 3307 A59] 286 265 273 2595 M| 248 297 297 218 2301 Cap'ISpending per sh 210
261 649 s45) &) 68y w2 759 789( B72] 883| 887I 942 970 990( 1019 f0.52| 1040] 10.60] Book Yaelue par sh© 1.7
18.44 | 18.04| 1853| 2007 | 25641 31.12] 3655] a1ABI 4247 434)| .21 4757 4069 4972 5088] 5502| 56.73 §7.00] Common Shs Outstg & | 5000
48 59 83 57 47 83 1A 115 1K 137 142 153 155 HEE ] 15.1 126 8o fAghres av | Avg AN P/E Ratio 13.0
B4 12 9 48 K &7 .80 K 21 1o 105 58 S 106 9 85| Yewlie | Relative P/E Ratio 1.00
1021 11.1% ] 120% | 109% [ 0%/ B4% | 7.4% | 68% ) 7% i 72% | 68% | 64% | 59% | S4% | 59%! 62% Setirbaive Avg Ann't Div'd Yisid 5.4%
B T CTURE sa of U0 ooma, | 10083 95| 9156 9%7( 1X09| 9639| %46| 11303] 11999] 10630| 11d5| 1255 Ravanues (sl A 1455
LTOeDA SE54.5mit LT Imecest $42.5 mill. 2921 3941 4501 42t 4561 4941 554 515 632! 143 220! 200! Het Proft {Smith 110
{LT interest aamad: 3.7x; tofel intarest d50% | 476% | NB% ! 276% | IT% | HEN | 6% [ A% | 352% | 389%| I0%T 37.0%[Incoms Tax Rule 0%
cowarags: 3.4x) 29% | 0% 4%l 4s%| ae% | si%! 8% ) S1% 1 s53%) 7ol asw!  72% (Nt Profit Margin 6%
494% | 462% ) 403% ) i79% | 502% ) 49.6% | 402% | 5% | 49.0%| 474%] 4a5%1 47.5% [Long-Term Debi Rato i75%
Leasas, Uncaptialied Annuai fentats SO mA. | yoon | o | 492% | 495% | 478% | 488% 1 56.1% | 5a4% | 458% ) 47wl 4asx | 480% | Common Equty Ratie | 485%
Pension Lisbillty None 5909 SO77[ 7685| 7700| 8319 9183| 8127 | 95.7| 13I5| 11703] 90| 1265] Total Capital {Seni) 1460
65211 757.7) 86651 979.1 ) 10496 [ t148L.6] 1217.9 | 12803 | 12974 | 135031 1450 fﬁO*MlPﬁml(Sﬂlﬂﬂ 1700
PldStock $59.5mil.  Pld Div'd $4.4 mill T6% | 90%) 82%| TAN| T6%| 76%| 94% | 86% | 7S%{ 82%( 45N 0% % Eamed Tolal Cap) 5%
$14.0 mil. 4.50%-9.20% cum., caiisbls at 98% | 125% | 11.8% | 105% | 1L0% | 107% | i1.4% | 104% [ 10.0%| 129%( 120%] 125% 1% Exmed ot Worth 5%
$101.96-5105.28; $44.5 mi. 7.70% cum. 9.9% | 12.6%) 120% | 106% | 112% ] 108% | 115% | 104% | 11.3% ] 125% ! r40%; 145%(% Eamed Com Equity | 155%
L% 28% 1 20% 2% 2% Z%| 16 A% 20m) 46%| 25%] 25%]%RetsimdtoComEq 455
m“:“s‘“"“mm‘h* s tow] ww| ss| s | ww| ux| e%| x| ex| %] wiwAtOvdoNePl | 2%
Cﬂé N"POSI’I‘ION 23 1?: 22 BUSINESS: AGL Rasourcas, Inc, is a hokding company. its primary  breakdown, FY '95: Residsntial, 35.0% (62.4%) commencal,
2678 2183 454 | Svbsidary is Atlanta Gas Light Co., which distrbutes nalural gasto  14.4% (20.1%); industiial and interruptible, 23.0% (9.8%); trans-
Cmm Assais “ST11 200 2475 | about 1.4 miEn customars in Georgia and southsm Tennssses.  portation and other, 27.6% (7.7%). Depr. rate: 3.0%. Gas cost:
Aocis Payabis 576 723 700 Adso imvolved in nalural gas end powss marksing, energy manags-  53.8% of revs. in FY '95. Has about 3,349 ampls.. 17,250 shrhs,
Datr Ouve 1104  51.0 71.9 | ment sarvices, and wholesale and raltd propans sales. System  Pras. & C.E.O. David R. Jonas, Ing.: GA. Addr.: 303 Paachires Si.,
Other 117.8 _107.6 _105.0 F throughput: 262.0 Bof n FY '95. System theoughput (oper. margin)  N.E., Atlania, GA 30309, Tel: 404-584-3470.
CF&“%“:V Saf“f oo gﬁﬁg AGL Resources’ anticipated 1996 fis- businesses will provide worthwhile returs
ANUAL PATES Foct Tt EXT0R cal fourth-quarter share.earnings and increase share eﬂmmgs‘accordjngly.
doage sy 10V SYm. bWyl gains wiil be primarily attributable to We expect Atlanta Gas Light Company
Revenues 8.5 5% 15% | weather normalization of rates. to maintain its solid operating per
“Cash Flow" 30% 30% 4.0% | (Quarter ends September 30th.) This fiscal formance. Strength in Atlants’s economy
Eamings. 2% 30% 9% | year Atlanta Gas Light Company, its reg- and various infrastructural needs should
Book Valus 40% 25% 25% r ulated distribution subaidiary, adopted a provide support for about 2.5% to 3.0% an-
Fiecal | QUARTERLY REVERUES s mil] & | ol reviged rate structure which shifts some nual customer growth through late decade.
En‘a‘ Dec. 31 Mera! Jun30 Sep 30 ‘;ueu profits from the heating season (November These mater additions bode well for AGL's
‘m' W2 T T3 m% to March) into warmer periods. Hence, the net income m upcoming years.
1994 1319 5002 1912 1466 |1199 weather normalization will likely boost This issue’s invesiment merit liea
1985 (288 482 1775 185 liogag | fourth-quarter share net to the break-even mainly in its dividend yield. Income-
199 |28 4788 2411 133 |f18s | point. Overall annual profits, however, oriented investors should note the stock's
1997 1250 505 255 145 |y255 | will not be affected by the new rate design. dividend yield, which is more than twice
Flecal | — EARKINGSPEASHIREASF 1 Ful In figcal 1987 and beyond, AGL’s non- the Valye Line median. The stock price
T8 1Dec.3t Mar3t Jund0 Sep30 Riscal regulated operations should meke sig- has risen by about 11% since our last
Biom (| nificant contributions to the bottom review published in June. A good part of
994 | 50 8@ dod d2t | 147|1ime. On August 5, 1996, in response to this rise can be attributed to growing in-
95| 5 % 03 d19 | 13 rapidly growing gas industry deregulation, vestor speculation on mergers between
1996 1 53 81 06 M 140{ the company announced its corporate electric and gas utilities. Recent price ac-
1597 | 55 .85 .10 NIt 150 | reorganization. Three unregulated subsidi- tivity and higher long-term interest rates
cab | CUMRTERLY DVIDERDS PAB S | pun | 2¥ies—The Energy Spring, AGL Invest- both contribute to our below-average ap-
andw |Merd1 Jun30 Sep30 Decdt| vesr | ments, and AGL Energy Services—were preciation expectations for the stock in the
192 | 255 .28 2% 25 104 formed to focus largely on gas marketing year ahead and the 3- to 5-year pull. Suc-
w3 | B 26 H6 X o4 | and energy management. Although such cess in ponregulated businesses, however,
1998 [ 26 2% 2% % 104 | efforts are somewhat riskier than AGL's should allay interest-rate concerns associ-
!995 2% 2% 2% 25 | 105 traditional distribution activities, the com- ated with the distribution operations.
265 285 285, pany's know-how suggeats that these Oscar L. Vidal September 27, 1996
A) Fiscal ysar ands Sapiember 30th, C) Next dividend maating e, November incl, derd 95: $56.9 mid,, $1
mmg’ Sy, [ (R | SR
ROV, [ s 8s: 878 may nol &6d (o tolal due 10
%&waﬁswu.mwwn # Dividend renvestmant plan avaiiable. rgmm Qﬁﬁ#ﬁﬁmﬂﬂﬁ“ g

Faclual matadiz? is obtainad kom Sources beeved 10 be refable, but the pubdsher is noirtmwbb
fderdial uts of subscnben. Rephinting, copyng, and d4buion by pamission ony. cmm1mwvmmwmmenq Th-~Yalua Ling, b,
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ATMOS ENERGY CORP. nvse.io (e 24 o 15,0 (i 43 )i 10010 4.2%

475

Target Price Rangs |

TIMELINESS D avenga | Mgt 1131 1181 1051 115! 1201 125| (631 159) 2120 2031 230 3101
7 y T §4 E 7. 8.2} R . . , A 41 . .
( Belaivn Proa pedorm> | Low: 1 I8l T2l 2! 98l 104| 105 127 152.¢ 159, 16.11 aos: f ! 1999!2000 | 2061
SAFETY Average ' : - ! T - ] I ; ; ; 50
{5¢2a: 1 Haphest 10 5 Lowest) ; ruxm!h_‘_"r_‘w}ﬂ‘zﬂi ' j ‘....._i._-- 40
BETA 65 {1.00 = Mackel) ' . TN Y TS RATE i : i ; ‘ y
155501 Ana'l Totsl e i ' — k 5 ! o F"qf'*—n f s s S s
Pcs  Gan Hotum B - SN NS S A~ TR LETTTIME Kl T : —18
Woh 35 (+d5%) 13% ‘; LT it S ! ' 2
Low 25 “(+5%} 5% ’ 1 ! ; T ‘ i
inaidar Decisions Pt | : H } : ; " : 8
NDJFMAMJY i i | i I emd i i ; : | 4
BBy 000000000 ‘ o i ' B L i I t ! T f i {
v 553688808 T — x 1 —
e ‘ : : ‘ 1 :
Instituilonal Docinions ‘ Ralsliva-Rripe Sl r : smﬁ,:‘:‘ -3
LT | L h .hL | { | ! . | recession |
R [ —— — 4+ :
Howm 2031 2083 9134 |iraded 2.0 ‘ ' ‘ ' Ll ; Options: Nono
Almos Ensrgy's hislory dates back o[ 19861 1987 ! 1988119891 1990, 1991 1992 P1993) 1994 19951 19961 1997 © VALUE LINE PUB, INC. ; 59-01
1906 and the Texas Panhandle, Over the| 38531 97881 35411 3746 38461 O] R4§| 94| RETT 2608) 0550 31651 Revenves per shh 08
years, lwough varioys mesgers and busi-1 1641 214] 257) 2481 2681 2381 263] 239 219 2551 2851 1,007 “Cash Flow’ persh irn
ness combinations, i became parnt of| 631 e8! 1521 g9l sl B0 97 199) 971 12| 155)  LES|Ewningapershd 5
Pioneer Comporation, and, in 1981, Pioneer LA A A (A A 83 86 8! @] %) 1001 Divde Dacl'd per thBe 1.5

named ils gas distribution division Energas.

25| 2611 219 237 am| 29 3:18 267

3T A6 4i0] 4201CipiSpendingpersh | 430

Inct. $6.3 mil, capitafized Isases.

(LT intorast eamed: 3.0x; total interest
coveraga: 2.9x)

Laages, Uncapitatizad Annual rantals $6,6 mis.
Pension Lisbility Nona

Fid Stock Nona

GCommon Stock 15,990,905 shs.

In 1983, Pioneer organized Energas as @) 6691 641 8371 as0| 871! 8881 947 9641 9781 1000 1155] 13.0] Book Vaiue per sh 18.10
separate subsidiary angd disitibiled the out-t~ 6131 6151 4121 97T 8151 (071 10487 14381 16301 1557] {620 16.601CominonShalduisfg® @ 1750
standing shares of Energas to Pioneer{ 182] 111 641 11.9] 171 144] T42[ 147] 182] 1501 Bois Aigurws arw 1 Avg Ann't P/E Ratio 139
shargholders. Energas changed ilsname tol 1101 74| 531 80| a7i 82| 86| 87| 126] 10e] ‘Yseibe | Ralytive PfE Retio 1.00
Almos in 1988. Atmos acquired Trans Loui-| 65% | 68% | 68% 1 7% | 67% | 69%| 6o% ! 49% | 4rl soul *™F™  [AwgAmiDivdYied | 39%
?jﬁ?@ﬁi@g};?,ﬁsé};’;‘,:‘eg‘a:‘?g‘{’;g Gas |4 | zm8 3281 H241 32001 3611 MOS| 4594 4998 4368] 4957  515] Revanves ($mil}A 840

y : 370 541 1060 81! 90l 78| 109l 1700 7] 1881  248] 27.5]Net Profit (fmil) s
CAPTALSTRUGTURE saof 600%  [T07% 1 390% | 0% | 0T4% | 2% | 218% | B4 | 917% | W5kl 300K JL0%] 37.0% Incon Tux Ral 705

& A mal, 8 in m 0 mi,

(T Dobt S1oaa i L tareat S iag . 16% 1 2951 33% | 24%) 25%) 24%) 29%: 7% | 20%] 43w 50%) 52%]MatPrefitMagin 56%

452% [ 483% | S14% 1 M2 517% | 523% ¢ A0T% | 4%

48.0%1 45.3%] 0% 1 450X |Long-Term Dwbt Ratic | 40.0%

SAB% | SI7 | 486% ! 45.8% | 49.3% | 47.7% | S03% | 567% | S2.0%| 547w 560%) 55.0% Common Equity Aeto | Q0%
748 8251 1369 1697 ] 16521 t895| 1908} 2446| 29791 2806| 0| 335 Tot Capitel ($milf) 560
0954 160 18871 1948( 1949} 2057] 2194 293! RT4| 3833 45| 450 et Plant ($midl]) 570
64% 1 86% | 96%( 7% 81%| 86%1 79%| 92%( 7%l 8¢l 951 49%%Eamed Totsl Cagl 45%

90% | 127% 1 139% | 104% ) 112% | 88% | 104% | 123%
0% ! 127% ] 13.9% | 104%{ 11.2% | 88% | 104%; 123%

05%1 11.9%] 125X
8% | 11.9%| 125%

125% 1 % Exmed Not Worth 11.5%
125% | % Eamed Com Equity | 11.5%

CURRENT POSITION 1534 1995 &30%

NMFL 30%] 79%1 16%| 24% 16% | 56%
106% ] 76%1 4% ] | 7ol 100%| 8% | S%

13%] 29%] 50%] 50%|%ReuinedloComEq | 55%
8% | 76%| EI%| 1% I%ARDvdsloMatProf P 52X

&ahs(il“ksli'a:s 28 2.3 2.
r

| 2
50.5 459 51.9

BUSINESS: Atmos Energy Corporation is sngaged primanly in the
distribution and sa% of natural gas through four reguialed natumt
gas utdly givisions: Energas Co. in West Texas (310,765 custom-
ors), Wostem Kentucky Gas Utikty (169,528), Trans Lotisiana Gas
(70,570}, ang Greoley Gas (108,250). Combined 1935 voluma
handlad: 140 B, Braakdown: 61% rasidential and commascial,

9% industrial and othar, '95 dapreciation rats 4.1%. Has 1,646
amployees, 23625 common stockholders. Les €. Schlsssman
owns aboul 6.4%, al other officas and dusciors about 2.0%.
($2/05 Proxy) Cha¥man: Charias Yaughan. Chisf Oparating Officar
and Prasident: Robart Staphans. Inc.: Texas. Addrass: P.O. Box
B50205, Dallas, TX 75265, Telaphone: 214.934.9227,

Cutiant Assels T3 T 482F T 51
Accts Payable 22.0 249 0.2
Debdt Cua 221 40.5 42,1
Qthar 20.1 220 372
Current Liab, 642 874 1095
Fix. Chg. Cov, 201%  306%  297%
gmL RATES g@" SP;CI Esfd_g’g%;os
f 10, . W
Raw.ranua'c‘s&ShJ B0% -35% 35%
*Cash Flow”" 20% -1.5% 50%
Eamings +1.0% - 10.5%
Divigends 50% 40%  50%
Book Valus 4.5% 3.0% 105%

Fivcal | QUARTERLY REVENUES k) | Full
H}‘B; Decd! Mardf Jund0 Sapao) Pasd
93 1306 1682 #2714 | 4504
1004 {1455 1869 900 774 | 4998
1995 | 1178 1573 846 761 | 4368
1995 11305 1910 936 79.8 | 495
1997 [145 200 900 800 | 515
7 EARKIGS PERSWAREA | Full
eaar |Decar Marat Jundo $epaol Vs
—& 75 ® dd |

1994 | 47 87 d08 d29 97
1995 2 80 0 dit | 12
1996 59 1168 @ d2r | L5
1997 2 117 dor  di3 | 165

Cat | QUARTERLY DIVIDEDS PAID 84 Ful
endar |Mar3y Jun.30 Sepd0 Decdt| Year
1992 200 207 201 23] &8
1993 | 213 293 203 2211 86
839
93

9 2 &2 2 A
1996 | 23 23 2 A
196 | 24 24

Atmos Energy has entered a definitive
agreement {0 merge with United
Cities Gaa Company. The transaction
will create one of the five largest domestic
natural gas distributors and increase the
customer count by almost 50%. United
Cities shareholders will receive one share
of Atmos for each United share in this tax-
free, pooling of interest merger, valuing
the deal at about $340 million. A competi-
tor is contesting the merger, and may offer
a higher bid, but, for now, the deal is pro-
gressing on achedule. The transaction
must receive approval from a handful of
state regulatory boards and should close
by the end of this year or early in 1997,

—1.13| MNote: The effects of the merger are excluded

from our presentation until the deal is
finalized.

The company has done well with its
acquisition atrategy in the past,
Operating profits of the combined entity
will likely be boosted by extensive cost re-
ductions. Furthermore, by applying Atmos’
marketing muscle, we wouid not be sur-
prised to gee United Cities’ penetration
rate climb; currently that figure is only
about 37% of households, versus 61% for

Atmos. Moreover, assuming United Cities’
has success with pending rate cases in two
states, profits could get a further lift..In
addition, the purchase broadens Atmos’
geographic diversification. The company
will now operate in ten states, each with a
different economy, weather, and rate
board. All told, while the combination will
probably not add to fiscal 1997 share earn-
ings, it might weil lift Atmos’ bettom line
by 40¢ a share during 1998 and thereafter.
Successful rate cases are also likely to
help the bottom line in the com.iag
years. [t looks like Atmos will be gran

a good portion of the $7.7 million rate case
the utility filed for 67 cities in Texas,
Atmos is a good selection for investors
looking for an aggressive utility. As
consolidation continues in the industry fol-
lowing deregulation, Atmos is going to be &
likely beneficiary. As an added plus, as
part of the terms of the merger, Atmos has
agreed to increase the annual dividend to
$1.02 a share once the deal is completed.
Total return prospects, mediocre for Atmos
alone, might be enhance significantly as a
reault of the United Cities merger.

Thomas A. Mullé, CFA September 27, 1998

report dua late Oclober, vastm
(B) Next div, meating about Nov. 10th. Goas ex {Ci In
about Nov. 20th. Approximata div. pmt. dates: | (D,

(A) Fiscal year ends Sapt. 30th, Next eamings | 10th of March, Juna, Sepd., Cec. m D, rain-

ent plan avad. (3% discount).
mibons, adjusted for slock spids,

Prior yaars ate not comparable dus 10 ac-
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gas industry. The company is leading the

Eme": ) 10'{%% ”" m?g& way with the largest pilot residentiai un-
“Cash Flow" 6.0% 35% 70% | bundling program in the country. Unbun-
Eamings 9B iew  20% | dling will allow customers to purchase gas
Baok Value §0% 50% 65% tf}‘omfany supplier and iet 12:); S%t}ﬁlem;] a
ee for transperting the fue e this
Z‘}’rgrd wmm%?iﬂf%sms?p;o F:l':‘gut will not directly benefit the utility, compe-
‘;93' TR LR Y Y 403‘1 tition between marketers should lead to
1951 |51 2058 648 447 | 4512 greater cuatomer growth and lower selling
1085 11193 1742 757 439 | 41a1 | expense at Bay State. In addition to this
1997 | 140 190 720 480 | 450 distinet operatmg umts Local Tra.nsporta
T EARNAIGS PER SHURE AB E rai ] tion  (regulated), Energy Products and
J80 1 Dac 51 Mardt Jund0 Sepd0 F%:ﬁtl Services, and Energy Ventures (both un-
L I T LR TR 17 ”' regulated). ARl told, we believe Bay State
1994 | o 175 d28 457 | 185 wil be well positioned for the changing
195 | 78 160 d18 ddg | f71[ marketplace. .
1696 { 107 175 d2  d&0 200 Changes are coming te the Energy
1997 | 109 178 d2f 451 | 215 Ventur;:d u;;it Thte ctompany hag
S PAI earmar, i investment in
.g:’; H{:?.;‘?TEJ?: .g'O“ Dg‘:ao Dec.31 \f::', POWER for sale. The cogeneration famhty
199 | 335 35 s e | iaT provided decent returns, but management
2 | M5 M5 s a5 | t4o| wishes to focus on core operations and
1994 [ 385 455 35 865 | 144 | plans to invest the proceeds in its develop-
1995 | 265, 365 375 975 | 148l ing units. Separately, the company
1998 | 375 375 415 N received bad news from FERC, the indus-
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28 B3y 104y £07 62 ] 62 NE) ) J6 83 g7 BRI M 95| Vvwwile | Refstive P(E Ratio S
9Bl 114% 1 12.9% [ 11.1% 1 108% ! 82% ! 7% | S57% | 72%| 64% | 62% | 65% | 59% 1 52% ! 55%) 82%|  *MM™ | avgAnn'l Divid Yield &%
T o oo im | 82| 209] 2/02] 3247 95| XA0I %04 Q041 4512] 41g1| 4301 4501 Revonoes (S} A 550
LTS $209.5md  LTintereat$17.0 il e ua1 1590 182l 202 158) 194 28| 2450 231l 2881 300! NetProfit Smi) 35
Incl. $2.7 mil. captalzed loasas. A78% | 494% | 4% | 6% | BA%| 55% 1 J0% | I76% | 30.1%) 387%| JA0%| JA0K [incoms Tax Rate J80%
gI:sT i;ueresl sameit 3.6x; Total interest covarags: 4%% 5.|%£ 59% | 60% 1 S6% | 47% 1 S0% | 57w 541 58%| 64%! 7% INetProfit Mugin 2%
X, . 158% | 49.1% 1 47.0% | 430% 1 383% | 452% | 358% | 467% | 464%] 469%; 460%] 45.0% [Long-Term Debl Astia 43.0%
mt?:a‘b".‘;.?'n‘;’lf::.""““’ fentals SS4MIL | 47gy | 47 | 499% | 40.4% | SAT% | 480% | STO% | S19% | 523%| S1.8%[ S510%| S60%IC Equity Raio | S5.0%
Pid Btoek 851 . Ptd DIv'd § 3 mi. 18651 2007| 2062| 2677| 2606| a0Al| 84| 52| 4116] 4240 4551 4851 Tolat Capital (S 530
Cumulativa prafd sones: Agareg. of 39,598 shs. 2382 | 2556 2809| sor3] 20| 36051 4104 43781 45411 4384|  535( 575 het Plant [$mil) §7s
4.70% to 7.2% (par §50-§100); 7,125 shs. $3.80 92% | 9% 98% | 86%| 9% | 656%[ 4% 1 75% | 17%| 75%| 45%) 45% 1% Eamed Yol Capl 100%
(pai $50) vol. Bq. value $83. 17,922 5hs. 8325 (par | (40K | t45% | 146% | 118% | 126% | 95% | 88% | 1L1% | Li%| 103%] 11.0%) 11.5% % Esmed Ret Worth 12.0%
S50y subjedt “i&ﬂ‘?”’ﬁ.ﬂ:’:ﬁ.‘:‘%ﬁ%?";‘;;‘i‘ﬁf 8% | 1500 | 15.0% ) 129% | 144% | 98% | 88% | 1% ) 112%] 104%| 19.0%: 11.5% % Eamed Com Equity | 15.0%
B s 7. 32 Bi% [ 58%) ST%| 48%1 40%| %] 4% 22%( 25%| 14%| A0%] 10%|%ReuinedioComEg | S0%
CURRENT POSITION. - 19041998 9% | 63% | 63%| 65%) %] 9% 96%: 81%| 78R BT 75%| 7% |% ANDivideio NelProf §i%
Hits 4 0 28 42 BUSINESS: Bay State Gas Compary i a reguiaied nalural gas  gas supply. Depreciation rale: 3.8%. Estmated plant age: 9 years.
_983 641 901 | distibutor sarving pars of Massachusells, New Hampshire, and  Acquired Northam Utiiities (NH and ME) in 1970, Has 1,062 em-
erenl Assals 633 668 943 | Mane. Has 287,000 customers (80% in Mase.}). Firm revenue mic  ployess, 11,077 common shareholders. insiders conlrol abaut 7.7%
Accts Payabl 267 287 334 | 'eskential 56%; commercial and industrial, 44%. Fiscat 1995  of the common stock. (12/35 Proxy) Chaiman: Charles H. Tenney
Dabi Dus 378 315 31.8 | volume: 84.0 bilion cubic fest (77% to fiem customers). Purchased i, Pres. & C.E.O. Roger A Young. Address: 300 Friberg Parkway,
Other U 50.8 51.4 57.3 | gas costs, 68.9%. Spot marke! purchases acoounled for 48.3% of  Wastborough, MA 01581, Telephons: 508-835-7000.
gf&éﬁv 2 é;;i ;32125, Bay S::}t?:l Gas is planninhg for the try federal regulatory board, Plans for the
ANHOAL RATES Pt Porl Evd 9395 eventu ereguiation of the natural construction of a liquid natural gas storage

tank have been put on hold, since the com-
pany must evaluate other sites. The facil-
ity is expected to be completed a year later
than planned, probably by late 1999,
Customer growth in core operations
remaing at decent levels. e region
where the company operates was one of
the last in the country to be served with a
natural gas pipeline; as such, there ap-
pears to be ample opportunity to increase
the penetration rate. Although the rate of
customer growth has slowed a bit, we
think that gains here will continue to ex-
ceed the industry average.

These shares are an attractive selee-
tion for conservative investors seek-
ing solid 3- to §-year total return
potential. Management has taken quite a
few steps that should enhance long-term
earnings progpects. In addition, the divi-
dend remains well-covered and provides a
hefty yield at the current quotation, Inves-
tors’ will also be attracted to the Above-
Average rating for Safety and the high
marks for Stock Price Stability.

Thomas A. Mullé, CFA September 27, 1996

(A) Fiscal yoar snds Sept. 30t beginning

1986; priov fa thal Dse. 3tsl,
aveinge shares cutstanding,

B) Based on

gains: '80, 15¢; ‘85, 39¢. Exct nonrecurring

¢l accouning

gain (charga): '85, {30¢2); '87, 7¢, (6¢). Naxt
Bamings (eport due late ot

15t of Jan., Apid, July, Oct

mant pan avai, (3% disownt} (D} in milions,
(C) Next divd. mesting about Oct. 25, Goas 6x { adjustad for slock spits. (E} Quarlors don't 2dd
about Hov. 14. Div'd. paymant dales aboul the { to lofal dus to changs in shares outstanding.
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Pansion Liabillty $24 9 mi. in'95vs, $17.6miin | 12501 1R9| MES| U551 16671 17677 fa74] 22101 24560 2509( 2651  290] Totl Capiiat (Smil) 3o
94 MTA [ 157.3| 16891 16221 18991 1994 2105| 22181 23701 25041 2601 2701 NatPland ($m)) %
13% 1 79% 87| 75%| 66%| 1% 78% | 73%| 75%1 TT%| 725%| 7.5% % Eamed Tolai Capl 7.5%
Pid Stock Nona 9% 1 10.7% 11.3%] 103% 92%! 1040% | 11.0% | HO% | 102% 1076 105%| (0.5% % Eamed Hel Worth n.o%
83% ! 106% ) 11.9% 1 104% 1 93% . 102% | 11.0% | 1.e% | 102%] 10.7%] 105% 10.5% ! % Earnad Com Equity 11.0%
Common Stock 8.979.462 shs. NMFT 9%[ 25%1 74 NMFT 9% 13%| 16%| 1T%] 20%| 20%] 25% %ReuinedtoComeq | 2.0%
P ——— s Winl %l %] %] 0% Wh| a%! 8% s%] 8% 0% 78%!%ANDivesloNwProf |  75%
o s%ux.s'f.i i’ ‘;“; “: 5‘“‘: : BUSINESS: Connacticut Energy Corporaiion, through s princpal | commerciah, 20%; indusuial, 8%; intemuptibis (indl. iransporalion)
Cther 474 445 gg.y | subsidiary, tha Southem Connecticut Gas Co., is primanly engaged  14%. In FY ‘95 purchased gas costs squated 49.8% of ravenuss,
Current Assats TH90 Tag7 3% | i the distibution of nalurat gas to about 157,000 customers in 22 FY 95 daprec. rate: 3.9%. Has 532 empioyess, 11,688 shacehidrs.
Accts Payable 10.9 96 126 | Comn. communties, The company has moved away from being a  Brinson Partners owns 5.6% of commen stock; Of, & Dir,, lass than
Dedt Dus 19.4 248 20.3 | puie play i gas distnb. by foming subs. to compate it nondegu 1% (1295 Proxy). Chair., Pres., and C.E.O.: J.R. Crespo. lng.: CT.
Othar 18.2 16.8 35.3 { lated snargy businessas. Revenue mix for FY '95: residential, 58%:  Addr 855 Maia Shraat, Bridgeport, CT 06604, Tel: 203-579-1732,
g:"gguégv 26‘:‘3’; zgf Hgfﬁ We expect Connecticut Energy to demand rose substantially because of last
ANHUAL RATESFom ol EeTd 9395 report modestly higher share net in winter’s severity. We would, however, ex-
ochangepershl . WY 5Yn.  wwnr | 1iscal 1998 (ends September 30th). pect CE to derive benefits from the WNA
Ravenues 2.5%, .. 5% | CE's south-central Connecticut service ter- in fiscal 1997, assuming that climatic con-
“Cash Flow" 1o%  18%  25% | ritory (including Bridgeport} has exhibited ditions in the Northeast this coming
gms %g& ‘1‘:‘& ';’:33“ some positive economic signs recently, winter prove less ferocious than those ex-
Book Valya 30% 384 30% | such as a rise in small business startups perienced in fiscal 1996. If so, CE's cus-
Fincal | GUARTERLY REVERVES ] A ] ol and increased sales-tax collections. More- tomers’ bills will be adjusted to offset any
é!‘:;r Dec.3t Mar3l Jundd Sep3o) Flecyi over, mew home construction appears more shortfall from average monthly demand.
HITSG' 7 0 T8 557 Tois8] stable versus this time last year. And, be- CE is moving forward with its plans
1994 | 667 119 58 255 | 2409 | cause CE provides gas-heating services to to widen the scope of its nonregulated
1995 | 655 1003 198 235 | 23211 only about half the residences located ad- businesses. CE's two newly created sub-
1996 { 698 1202 440 260 | 260 |Jacent to its gas mains, the company is sidiaries, Connecticut Energy Develop-
1997 | 720 112 450 300 | 260 | placing added emphasis on converting ment and CNE Energy Services Group,
Fivcal EARNINGS PER SHARE AB roii | alternate fuel users to gas. In fiscal 1996, are, in fact, seeking joint-venture and
#80 [Decdl Mardl Jund0 Sep.3o] Flmcat the company likely added about 2,400 new marketing-alliance opportunities  with
O R T £ B £ 2 W N residential accounts, which is ecomparable regional operators, including other utili-
04 | 61 169 dis dsg | 15e]| to last year's new account growth; we ex- ties. Their goal is to provide a full range of
1995 | 57 179 d23 453 | 10| pect a similar increase next year. customized energy services to commercial
190 | 57 164 d03 d48 | 165 “fe loo_k for fiscal 1997 earnings to and industrial companies, located primari-
1997 | 60 180 d20 d50 ) 170 1'18!:. s?g}l‘]atl);,g’}o \$1'7g a Nsharaﬁ. Con- }I)‘rhiln the I:Ilew }iﬁg]and reﬁiorlxl. ld ol
QUARTERLY DIYICEXDS FAID = neq icu ne L] eather ormalization ig gooa-qu ty stock sho appe
.g: Mara1 Jund0 Sep30 ”3&31 \fﬂl Adjustment (WNA) allows it to smooth out to income-oriented investors, because
TR ] 127| year-to-year  distortions in customers’ of its good yield from a well-supported div-
Wl 2 w w2 128 | heating bills that are attributable to sig- idend and prospects for modest dividend
199 | 2 35 X5 325 | 130( nificant variations in monthly tempera- growth out to 1999-2001. The shares are
1995 | 326 @8 w5 35 | 130 tures from an historic average. CE's cus- an Average seiection for the year ahead.
19% | 325 .1 . tomers benefited this year, when heating Maurice Levenson September 27, 19986
'A) Fiscal yr. ends Sepl, 30th.; calendar year | eary Novambar, {C) Next divd mig. 2boul No- | B Oivd roxivestmy vaiable. Gompa
)t%-'lo 19310. {B) Ba_os&mweid'lladav:raga varr?berzs. Goes(aj:. abomﬂecargber 4, Divd gn}lnd.:le!arredthgal?n;l%&: sg‘&a mik., smmﬂm;lg:.nb%ﬂysmm g;
sharas, Incl. unusual em: '89, dd¢, Excl, exira. | payment datas: about Mar, 3t, Juna 30, Sept. | 37.9%sh. (E) In migons, adiusled for spits. Prics Growih Persisience 50
dems; '86, 37¢; 89, 21¢. Naxi ags. report dus | 30, Dec. 20, Eamings Predictabllity 85
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RECENT PE Trading: 126 \|RELATIVE oo LT AVA
CONN. NATUHAL GAS NYSECTG \PR}CE 23 firo 12.9(%3; Izo)ﬂmm 0.86|%> 6.6% E 480
TIMELINESS 3 avage | High 1807 2450 220 183 190! 188( 215 2841 324 18 253 246 Target Price Range
( Reltys Pros pecorme | Lowti 1200 1701 158 1601 151] 180| 163! 2000 283 219 213, 218 1999 2000 ;2001
SAFETY 2 N e — . °
{Scai: 1 Highest 0 5 Lowes!) T T2 XU ; -
BETA .55 11.00 = Marks) H Fovirtetast fate pUTAL == tsws 32
: ' e oo 24
'l Total ; 20
o ;
b 3 (A 3% T ' — 5
Insider Decisions i L i B . : T
RO JFMANJ] ! S TPLIT : f i AT s
{11 1 ————— A ——
T Fatairve Fron Strergit " T
institutional Deciaslons L i . ; ; sl“d'd arsa
LR, B+ f 1 f ! i ! ' rrglﬁ:‘l:\
Bl 1819 s Percent A0 i T i, r— e ,
Boow 12 29 sz | iacea 1.0 ittt ittt tohtmtittioitat i a0l ettt il —— Options: one
1980 1 1951 1 1982 ' 1683 | 1984 | 1985 1986 1987 : 19858 ; 196891 19901 1991 : 1992, 1993 1994 15895i 1996 1997 =VALUELNE PUB., INC. 53-01
BEAI MATT| 69| 30| 2882] wI1Y 28201 635! %60 26.78 | %291 2485) 26861 2781 3047 27717 30200 2870 RevenuespershA 0.1
23T 28| 212 oo 2.3SJ 242 2421 24871 259! 2621 2501 306 308 347 323 3500 360 “CashFhow’ persh 4.00
LI5S 1597 125 116 134 1571 157] tE2l 146) 1601 151 144 1I5F 1760 185 152! f85  1.85 Earningspersh® 15
85 945 1.10 1.15 1.20 1250 1300 131 1360 1.36) 137! 1400 t44| 1460 1480 1481 1500 157 DivdsDecidpersh© 1.57
MW I . 117 153 239 381 3201 3640 300) 2971 3870 297 288 292 2700 235, 240 Cap)Spending per sh 235
BT 96l 93| 9m:: 053] 1004] 10521 16500 11.90) 12490 12771 2771 1326! 1438 1462 15.2) (660 1555 Book Valuspersh® 15.90
341 FATU 5060 62X 6851 677! 6931 155 7731 8331 g50! 86| 8791 95 954 9931 1060, 1080 CommenShsQulstgE 114D
68 49 10 87 a1 9. 130 119 16 107] 113} 123} 1241 159, 44 15401 Boiasgurenan  Avg AR’ PE fatio 130
N 60 T T J5 e .89! B S6) 811 .84 a9 75 M 84 101 vstwelior . Relptive PE Ratio 1.00
1091 120%{ 126% | 1A% i 11o%i ga%l 6% 69% ' BO% | TO%| 80% ! TO% | 66% ' 52%  S6%: 65%| UM avgAniiDivdYied  66%
ot S ToCTURE e of S0 ooma | 1954] B137 19731 80| 705! 2id1] 2062: 2653 207 2752] 9207 J10; Revanves il A 7
LT DebA §HO2 A, LT Interast $12.6 mél 1081 1150 1130 12701 528! j231 153 69 177 1521 195, 20.0%Hel Profil {§mif] 5.0
(Total inlarast covarage: 3.7x) Q% [ 125% 1 W3% | B8% | 465% | 413% 1 MI% [ Ba% A% 26% 4R0%  490%:Income Tax Arta 50.0%
55%; 60%' ST% ! 57%; S7T% ! 58%1 65% ) 4%  61%  55%1 6I%  6.4% i MetProfit Margin 7.0%
492% | 0% ¢ 485% 0 532% | S06% ) 50.0% | 50.9% ¢ 50.1% 524, 49.9%1 J60% 47.0% . Long-Tem Debl Ratio {8.3%
Penslon Listility Nons. 495% | 498% | 505% ) 46.1% 0 40.7% | 495% 1 497 0 408% 4734 498%. SJ4%  528% CommonEquityRsto  §1.5%
: W73 17077 182401 2265 229 220 2394 2751 2346 w0141 225 340 Total Capital ($mill} s
Pid Stock S50 M2 Pfd Divid $.08 mil, 173.0) 1890 20751 2234) 2061 24921 26921 2066  3r17c 24| 3281 335! Ney Plant{Smil) 350
96% [ 8F% . BAWI T4%I 80% ) 805! 88%: TH% 7%, VA% A0K  &0% % EamedTolal Capi 5%
144% | 130% . 12.0% 1 121% ) H16% 1 §61% | 130% | 123%  126%: 104%; T40% 1LO% % EsmedNelWorth  ~ 125%
Common Steck 10,630,480 shs. 147% 1 (32% ; 122% 1 122% ) 117% | 112% | 190% 5 12.3%  126%. 101%! 7.0%  11.0%'%EemedCom Equity  125%
eeot 25% ] 24%: 9% 18%1 Li% | 3% 1 23% 20% 25%; 3% 25% 20% %RelinedtoComEq  35%
B% | 7% %) 8% 9% M%) B%| 8% B0% T4l &% 0% !%ANDWdstoRetProl  70%
g:ﬂn N‘I;iOSITIOH 1?: ‘?: m;‘: BUSINESS: Connecticut Natural Gas Corporalion is engaged pri-  noneraquiated, 8%. Pra-tax oporating income: regulated, 86%; aon-
Other 603 527 537 | manlyinihs Gstribition and sale of nalural gas to 145,000 custom-  regulated, 14%. Gas costs: S7% of reguialed ravenues. ‘95
Current Assets 814 557 —BaJ| ¢ in22muncipilties in Conncticut. It is alse invoived in districl.  denceciabion rate: 3.7%. Has about 810 empioyess, 10,180 stock-
Accts Payabls a79 463 59 | eativg and cooting opesalions in ds servica area by plovising  holders. Chatman, President, and Chief Executve Officer: Victor H.
Debt Dus 223 a.1 3.9 | steam for haating and ciiBad water for c0oting o a number of Harl-  Frausnholer. Ing: Coonacricut. Address: 100 Columbus Boukvard,
Cthar ) 7.8 8.9 17.9 | ford offics buikings, 1995 ravenus breakdown: reguialed, 92%;  Hartiord, Connacticit 08144-1500. Te'ephone: 860-727-3000.
g::‘"é"r:g“gv 357%33 233%5 325&: Connecticut‘ Natural Gas is looking to share mnet in fiscal 1997, Our earnings
ARHUAL RATES Fast Pan EFd 93745 strengthen ite commercial and indus- estimate for fiscal 1997 is $1.85 per share,
dchamslpwst} . 10¥.  $Ym. W%l trial revenue basge. Gas utilities face in- the same as for fiscal 1896. In the year
Revanuas .5% 20% to% | creasing competition because of the un- just ending, operating margins benefited
“Cash Flow" 45% 50% 35% | bundling of natural gas purchasing, trans- from the colder-than-normal temperatures
Eaminge. 230 fg& 40% | portation, and ancillary services that be- experienced during the winter heating sea-
Book Valus 45% a5% 2s5% | gan on A;f)‘ri} 1st. The-cgn}gany is in the sgrci.. The extended winter l?.?ailcfi‘ conf;ribt’:i%ed
[ : process of forming a holding company, about 53¢ a share to first- profits. Too,
F';:gfi oﬂm‘gﬁ%jﬁ‘g};a F'i?&l which will enable it to effectively separate 1996 earnings were enhanced by an Octo-
Ends Y88 | jts regulated and nonregulated operations. ber, 1995 rate case settlement, which au-
}3993 ;gg :gg ;gg g?g %g And, over time, we expect nonregulated thorized $8.9 million in higher gas rates.
1995 | 765 1055 502 430 | 2752 buainesges to represent 20%, or more, of Moreover, this year’s performance com-
1996 | %05 1206 540 449 | 30 | the bottom line, especially as economic pares with a weak fiscal 1985, which fea-
1997 | 900 120 540 dgo | 19 j vitality returns to the northern Con- tured above-average temperatures. .
Fiecal EARKIGS PER SHARE & ra | Pecticut service area. Though the region is Fiseal 1897 capital spending will like-
080 1 Doe 3l Mardt Jund0 Sepdo| FlscH! still lagging, several recent signposts, in- ly remain at the $23.524 million level.
—f&g-a-—g—-—m—m $+t cluding rising non-manufacturing employ- CNG raised $15.6 million in June from the
1wt | 30 157 4o dn |rrgs| ment and disposable personal income, sug- sale of 700,000 common shares, and will
1935 | 6 1% dog ¢33 | 15| gest that the area may be experiencing a apply the funds to its current construction
1996 | 82 140 dos d3f | 18s] gradual economic recovery. And, with gas program. We don't expect any additional
1997 | .80 135 do5 d25 | 145] priced competitively with alternative fuels equity offerings in the next two years.
Car | CUARTERLY OVIDEKDS PAD = | Fun and given its more environmentally friend. This stock should_appeal to investors
ender |Mardt Jund0 Sep30 Decdt} vesr | Ly attributes, we expect CNG's strategies seeking current income. We consider
TR B % % 72i| o enhance operating profits over the next the dividend, which provides a high yield,
3% a7 A A 147| 3 to 5 years. . to be secure, based on our projections,
YR I T B B Y 145 | Because of its likely strong fiscal 1998 Moreover, we look for modest increases out
w5 b ar a0 . a3t 143} performence (ends September 30th), to 1999-2001.
1906 { 37 B8 .38 CNG will have difficulty improving its Maurice Levenson September 27, 1596
Fisc. yt. nds Sspl. 30; cal. yr. priof 1o non-fed. gain: ‘95, 198, Naxt egs. iaport due | Divid reinvest. plan available. (D) | ]
QAQ‘)QE.E&)YPMW g Exct. axlg.-ms: ‘82, |lata Nw.g(%} Mext div'd mig. ﬁmwgr chgs. In '98: Sg.agmil:h 82.555’532. '('glf!ﬁe:ndrl gmng;j‘;]gr:gl?tlysmnmh g\;
Be; '86, d2¢; '87, 332, d102; ‘86, 174 *91, 27¢. | Goas ex about Dac. 4. Div'd payment dates | fons, adi's for stock spit. (F) Qurs. don't add Price Growth Parsistence 35
Ex¢l. gan from discont, ops.: 90, Se. Exdd, nst | about March 29, Juna 28, Sept. 27, Dec. 27. ¥ | dua to changas in shs. ouislanaing. Eamings Predictablitty 85
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{nstilutional Decisions I : L ; F  indlewtes [ 2
oY gE g I ) k il |, ! d oy ' i i recession
Wby Tz a7 3 iParcant 20 ——pe T R {7 e 701 e -
St ase e 00 |taded 10 | Options: Hone
1980 198111982 1 1983 | 1984 | 1985 1986 | 1087 ' 1988 1 1989 1990 1891 1992 1993/ 19941 1995 1596 1997 ! © VALUE LIE PUB, INC. | 93-01
50021 5285| 57391 66.16( 6478 59.77E 5707 | 50421 45491 31831 3297 32231 RED| 60! M54 20441 U801 ILA0| RevenvespershA kA
193] 212| 2307 294 283) 316} 3191 4031 424 3461 357 3781 4,12r 4200 455] 4481 5200 510|"CashFlow” perah &15
@b | s 1! o) 85 s on 87 L19) 1351 142 1840 K77 2000 177 1900 200| Earnings pe sh® 28
P53l s3] 6] s9l 68t 70l @' g8 sl 91 86i 1010 1061 1091 1931 170 1.21|DivdeDecdpershCe | 140
1941 180 27| 257| 297 5430 6631 665, L5160 6141 4251 484 221 423 470 BRI 12951 2.50) Capl Spanding pec sh 830
71 7850 8461 8950 931 9661 9301 Q641 11181 VLEA1 12210 12071 12751 13601 15| 15841 17801 20.651 Book Yelue pac ¢h O 2655
532! 5821 5921 5427 H00] 6251 6471 B& 7SI 96§ 98T 10407 0181 10371 J0521 1081 11200 13701 CommonShs Qutatg€ | 1450
541 52 §2 58 74 95] 128 104! 83| 1&1] 133. 128 O 1241 1L1]  123] s Sures x| Avg Ann'| PIE Ratio 1.0
2l &) 48] <] &1 oy w7 & W1 120 ®i 80| & B 7| 84 vewles | RelstivePE Ratio 1.00
1031 105% ) (1i% 1 91% | 79% 1 72% 1 67% ) 52% 1 58% 1 44% 1 Si% . S54% ) 60| 48% 1 49%| 52%) eatinntns Avg Ann'| Div'd Yisld 42%
g;ﬂm‘fg‘:‘;‘ﬂsaﬂmmma 041 WG| 34| 086! U8 56| W01 A1 GTA| 21 I0T 430 Aevenues (Smili) A 550
LTDSb$1307mit LT Interest $3.8 ma. §31 93! 129: 1121 w3l w2l 1581 182] 24| 193] 2001 250 MstPrafit (smif) 12
Umﬂh(e;“[wgefagq:z.sx) j A NIRRT 15.9% | 36%! 3.9".’9: 25% 24% | 158% | 27% 15.0%; 24.0%1 ’5.0%!%.]’““]" 200%
) 14% 1 28% 35% ) 36%! 41% . 44% | 48% 1 5.1% | 58%| 60%|  S54%; 5.8%NetProfit Mwgin 7%
) 40.4% | 3% W% | 427% | 404% | 6% | 408% ) BO0% | 415% ] 431%| 480%1 SA5% [Long-Term Debifatio | 475%
Loasen, Uncaplilalized Anual rontals S22 mif. | 70y, | saut 61.6% 1 56.0% | 58.7% 1 606% | S9.4% | 62.0% | S0.5%! S69%) 520%| 49.5% | Common EquityRitio | 528%
Panslon Lisbikty None 1054 ) 12020 W50( 20091 20621 2015] 2223, 2262] 28531 %0551 &1  570) Total Capital (Smil 75
17651 19841 21561 2466 2622 27351 25461 27317 2872] 2031 4201 5501 NetPlant {$mai) 2]
P1d Stock Nona The{ 95% ) 105% 1 72%1 3% 8% %I% | 04% | 95%| B83%| 70% 60%|% Eamed Tols Cap &5%
BS% | 136% 1 140% | 7% | 109% ) 195% ( 120% | 129% 1 121%] 1L1%1 105%]  9.0%5% Esmad Het Worth 95%
86% | 138% ) 4% ! G8% 1 108% C 116% ] 121% | 129% | 131%] 10.0%0 105%: 85%{% Eamed Com Equity 9.5%
Common Slock 11.039.576 shs, 12%| 67%| 70%| 29%1 37% | 8% | 42% | 52% | 60%| 60%) 40%| 25% % heulnedtoComEq | 45%
CURRENT POSTION Toot o0 era0me 87% ] 53% | 47% | MmI 6T% 1 63%| &% 60%! S4% | 64%1  52%|  S8%|% Al Div'dsto Net Prof X
Can uE }a“ 375 a6 12.4 BUSINESS: Energen Corporation is a hokfing compary. IIs prnct  angages primanly in sxpioralion and production of natwal gas.
Other 8t 823 g3.7 | Pal subsidiary, the Aabama Gas Corporation, seis (o more than 1995 gas resarves: coalbed mathans; 25.0 bef; conventionat, 70.2
Cumant Assels T091 1100 7058 | 450.000 customers in contral Abama (pop.: 1.2 miion), incluting  bef. Estimated prasent value: $63.6 mil. Has about 1,430 empioy-
Accls Payable 275 322 425 | Blmingham and Monigomery. 1995 wiidy revenues: residential,  eas. Chaiman & C.E.Q.: Rex J. Lysinger. President & C.0.0.: Wm,
Debt Due 6.1 a4.1 20.8 | 65.6%; commercial and industral, 23.2%: lransport and other,  Michaol Warmen, Jr. Inc.: AL Address: 2101 Suth Avenve Nodh,
Cthar 67.1 720 _ B60| 11.2%. 1695 daivarias: 101.4 bxf. Taurs Exploration, a subsidlary,  Bimingham, Alabama 35203, Telaphons: 205-326-2700,
Fo o Gov. 3174 go4n 204w | Emergen Corporation’s strong fisoal lion in fiscal 1997, )
ANRUAL RATES Font et e T8 18948 first half should allow for some W.'e expect Ta.uru_s to make a sig-
ddamepesh) . 10¥, SYm.  togvr | rebound in full-year share net. (Year nificant contribution to fiscal 1997
Raveaues B5% -2 25% | ends September 30th.) Alagasco, bottom-line growth ... So far in fiscal
“Cash Flow” 49% 30% 53% | Energen’s gas utility subsidiary, benefited 1996, Taurus has invested more than $102
Eamings go% 5% ¢0% | from colder-than-normal weather this past million, resulting in an additional 165 bil-
Book Value 50% 50% 100% | winter heating season. The company has lion cubic feet equivalent (Befe) of oil and
Fiscal | GUARTERY REVERVES iy~ | Ful also been able to receive its allowed rate of gas reserves. Production from these
JHE [nae 3t Mar 31 Jund0 Sepp} Fscal] return on a larger investment base. We ex- properties should provide a considerable
1393‘ ST 67 753 180 o) Pect share earnings of about $1.90 for the boost to share net in fiscal 1997 and
194 | 879 1682 731 479 | smi| Yearn given the strong first half and beyond, Alse, effective income-tax rates
1995 | 735 1408 8§15 454 | ;212 | Energen’s typical fourth-quarter loss. should fall, largely due ta Nonconventional
109 | 788 1710 87t 5af | 30 | Exploration and production (E&P) ef- Fuels Tax Credits associated with Taurus’
197 | wo 190 959 550 | 430 | forts continue. Taurug Exploration Inc., purchagse of 100 Bef of coalbed meathane
Fiscal | EARNWGS PER SHARE A8 rui | Energen’s primary E&P subsidiary, is in reserves last July. o
Jor 10acdt Mard! Jund0 Sepado| Flical the first year of its aggressive, five-year ... which should complement stability
T A T growth plan. Cver that period, this strat- at Alagasco. The. utility ought to be able
180 | 2 205 47 d43 | 20| egy calls for about a $400 million invest- to provide its usual income contribution,
1995 | 25 199 .10 g57 i 177 ment in producing properties and another on the heels of steady customer growth.
1% | 21 213 0 o541 rge! 3100 million in offshore exploration and These meter additions will likely be large-
1597 25 21 15 di8 | a0 deve_lopmeqt,. Due to this program’s ex- ly driven by continued municipal gas sys-
Cal | GUARTERLY DVIDEHDSPAIB S | oy | temsive capital needs, the company recent- tem purchases. )
sndsr |Mardt Jund0 Sep30 Decdt| vear | 1 filed a sheif registration for $250 miilion This issue is best suited for income in-
T N 107] of debt and equity. We anticipate borrow- vestors. This stock's worthwhile dividend
1 1% 2% 27 7 1.06| ings from this shelf of approximately $40 yield offsets its below-average appreciation
199 [ 27 27 28 & 50| million this fiscal year, foliowed by an prospeets in the year ahead and over the
195 |28 28 2 .. 114 | equity offering of $50 miilion to 375 mil- 3- to 5-year puli.
19 ({29 22 X lion and debt offerings of about $135 mil- Oscar L. Vidal Septernber 27, 1996

{:JFnscal year ends Saptember J0th.
B

10¢; 94, 18¢. Exel, loss from

disoont, opambions: ‘89, 27¢,

Next eamhgs rapovt due kate Oct.
Pr‘maryg;amng; Excl nonracuriing ftams: | {C) Next dividend masting about Oct. 25. Goss
d50e; 92, ax about Nov. 13, Approx. dividend payment
dates: March 1, June 1, Sept. 1, Dec. 1.
Factual matadial is odiained kom sources bebevad 10 be refable, bul the pubishar 8 not responsitia

Sdenitl usa of subsonbave. Repdinting, copying, and detnbution by permisson enfy, Copyright 1995 by Vakaa Ling Publshing, lne. @ Req. TM=Vaiye Lna, iz,

Fe/eh.

W Oividand rawmvasimant pian available.
&D) Includes inlangible assats, in "95: $9.7 mi,,

{E} In meons, adiusted for stock splits.
k¢ w1y emors of omessHOns containgd hacsin For e con-

cman 's Financial Strangth B+
Stock's !xlin Stablity 8%
Prica Growth Parsistence
Eamings Preciciablity
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RECENT PE Trafing: 12.8 Y RELATIVE oo 0
NDIANA ENERGY wsce [ 25 e 13,7t 0,91 [ 4.6% IR 462
TIMELINESS 4 B High:| 0.9, 125. 114 1081 146 165] 205, 200 248 234, 241, 2941 : * Target Price Rangs
(Basp Prppeteem T Avose | Lows | 731 90. 791 82y 105, 125 140/ 177 188 \75' 176 229) 1998 | 2000 1 2001
SAFETY Jroa) —— . : i s
{Scaln: ¢ Highast 1o § Lowesty : : : + : —SdoeR api ; - : i — 40
BETA .65 [1.00 = Marke) EEﬂT_——TWTUWﬁmpm i2w1§ : ’ ulm , e ﬁ
1 A Tn.-‘ _"_‘,}.' n-ﬁ!" t = ' i i ; T ;! 4 L el e b
0 Anry] Totsd i T #’““? it Mty ——— i : 20
Pdea  Gan  Ratum : - P4 R e : 8
High 30 (+20%) 9% f : Y T il T2
o 8 AR . LT PN L Doy ; o
Inaidar Decialons li":*“f"'.x' /'"""_‘IM ; i S _ 8
HODJFMAM DIl ot ! ! ST I B 7 .
o 600008000 i i e Relatve Prce Strengtn ' . !
il 000000000 7y ‘ = ; :
nstitutional Dectaions = : : - ; . : - s?':l'd bhaaie
i ! i . ) ¢ : ndicatss
aH N uu i | : : ' ; gy ; ' receasion
I [ — —
A4 4447 _ 458t [iraded 10 ettt Options: None |
1980 : 1981 ; 1982 | 1983 ; 1984 | 1085 | 1086 | 1987 | 1938 | 19881 1990 : 1991 1892 1983 1994: 1995; 1996 1997 ©VALUELME PUB. INC. 9501
1935( 2327 2157| 2621} 28231 2572! 2258 1844) 1955 | 2087} 17451 1384 1980 2223 2447 17501 24001 275! RevenuesparshA o aM
127 14 113 156 213 2051 1831 1.9¢ 23| 255) 215 26| 236 4. 28 2851 50| 3,404 “Cash Flow” per sh ‘ 420
53 a5 57 T 13| s 92 86| 12| taBF 127 LIt M6 628 1531 146}  1.90] 1201 Ewmingaptr sh® 2%
A1 48i  st| s2| sr1 el s9i el ml sl arl sl 6l 8 103 107] LI 1.18]DivdsDecidpersh®a 134
K60 1871 1% 1 149 197 215 1851 2481 23] 208t EE@) ISy s 28a] o.M 2650 265 CaplSpendingpersh 305
5461 5740 548| s7 ) o4 %) 7230 7501 7o9) 47i 978 997 1022 1552 12081 2440 13151 1370!BookValuepersh® . 1625
1297 13021 1550 1588 | 16181 16221 16421 1645] 1652 16521 2049, 2067 2007 @46 2250 7056) 2290 22101 Common Shs Quistg® 2060
12 53 73 6.1 47 Tt 123 78 9.1 107] 141 47 1657 1351 132] soifpresaw (AvgAIPE Rile 120
6] e sl s 4y sal s s & 8] 78] X1 971 S7r &9 83| velvelbe iRalstivePERG0 | %
9% | 1% | f23% | 100 | 93%! 8% 6r%i 6THI 78%( 69| edwl S8%] S2% . 4Te. 4gel Sewi ™ LAvgAmniOivdYield | 485
CAPTTAL STRUCTURE #4 of 82038 TOT1 aNA| 28| WAT| AN | 6| 4113; 493 4531 HQB1  &5] 525 Rewooss(Smi)A | 6w
Total Debt $162.0 mid. Dus In§ Yre $30.4 it 1621 W41 25| 291 25| 481 57 285 M4l R00{ 4501 {0.0] Net Profit ($mil] 500
LT Debt §178.2mil LT Intarast $13.0 mél 455% 1 6% WI% | BVak| 1% RI% BA%] BT 64%; BIR] 0% 0% hcome Tax Asls g s
{Long-186m interest samad: 4.5x; d4% 1 48%| 6T%| 66%| 664 64%I B2% | 5T 72%i 82%] 84%! 7.8%[HetProfit Margin 43%
Total intasest coveraga: 4.3x) %] B%| 0% 431% | 318% | H6%| DI%, A% BIA Bb%| J5% 65K LlongTarmDeblRato 300X
Leases, Uncapitalized Annual rerdals S17mA. | gpan | 5629 ) 495% | 497% | 62.1% ! 532% | 555% 1 61.1% 63.0%! 61.4%! 625%1 635%iCommon EquityReio  67.0%
Panslon Liabiltty dons 272 2071 260.7) 2813| 42| 2] W26 426 43001 45701 4701  4801Totsl Capital (Smill) 525
2008 350 961 WET| 39131 41790 4766 ° 055 SWOI 5553 580) 5001 Nat Plant ($mill) §75
Pid Stock Nona 92% [ 88%) 100% | 102% 84%| 82%| 83%| 84%  95%| 89%| 115%: 10.0% | % Exmed Total Cap1 | 11.0%
127% 0 11.6% 1 M2% | 143% ] 106% | 15.0% ] 11.0%) 11.0% 127%] t17%] 155%) 13.0%] % Eumed Ket Worth 0%
Common Stock 22,474,402 shs. 127% ) 14% | 15.2% | 15.9% ) 909% ) 162% | 113%! 109% 12.7%| 11.7%] 15.5%) 13.0%) %Esmed ComEquily ~ 1.0%
3% 20%] G0%| 58% [ 34%| 20%] 20%] 28% 42| 32% 70%| 45%)%RelinsdtoComEq . 60%
WR&E{%}'POSITIOH 1004 1995 GRONS [ A% A% B3% | B4% (| Ti%| B3%| &% 75%:  6T%I ?3?6I 59%|  64%|% AIDivdstoHet Prof - §6%
&,‘é‘, ols 182 44} %[ BUSINESS: Indana Energy, Inc.is he hoiding company for Ind- handla Eastem Ppe Line Co, Texas Gas Transmission Corp. Gas
Cumen! Assats 7008 —B4E 7012 | @na Gas Company, & nalwal gas distribution wlfity wih 454817 costs: 61% of rav's; labor, 10%. 95 depeec. rale: 3.7%. Est'd plant
customars (at S/30V85) in 48 Incians counbias. includes Tema Hauts  age: 9 yrs. Has 1,150 employses; 9,421 shaveholders. Offers. & dir,
Ascis Payablo 246 4B 30.8 | Gas Corp. and Richmond Gas Cosp. (both acquired 7/00). Fiscal  own 7% of common {1/96 Proxy). Chaiman and C.E.O.- Lawrence
Debt Due 34.6 6.9 3.8 | 1995 volume: 1005 bitl cu, feet. Residential, 37%: commercial, A Fargar. Incom.: Indiana. Address: 1630 North Meridian 1., fa-
Other _815 _ 579 _ T48| 15%; industnal (soid and transportad) 48%. Main supplars: Pan-  dianapolis, IN 46202. Tel.: 317-026-3351.
Cuirent Liab. 1507 1123 1694 - = - - - - < >
Fix. Chg. Cav. 20% 421% 435% | Indiana Energy’s utility is delivering cretionary spending on projects to
ANNUAL RATES Past Pret Evidsares| record gas volumes in fiscal 1998 (ends maintain and strengthen the distribution
deens sy 0%, 5Ym,  tosews | September 30th). The primary variable in system. The company will likely earn a
Ravenues 25% 1.0% 55% | determining gas demand is the weather, record $1.90 a share for fiscal 1996 and
‘ég:s_‘.h Flow" gg& 30 ;g; and Indiana Gas has enjoyed tempera:- show a return on equity of about 15%, the
P f0%  tox 3% | tures 8% colder than normal (in utility highest level seen in the '80s. Share earn-
Book Valus 65% 65% 50% | degree-days) and some 24% colder than ings will probably fall back by 10¢ in "97.
Fistal | QUARTERLY REVENUES (smdd) A | Ful the previous year. In addition, the utility Indiana Energy is moving to keep up
o2 1Decat Mardt Jund0 Sepao) igd! has maintained steady growth across all with trends in the industry. The gas
9 11655 783 1012 55 Tiw 3] customer classes. Indiana Gas should fin- distribution business has been opened to
193 1519 1957 778 499 | 4753 ish the fiscal year with almost 470,000 more competition with the loosening of
088 |1131 1204 834 572 | 433 customers, marking system growth of regulations. Indiana Energy has formed
1698 [543 2226 912 669 {535 | more than 3% and the largest number of ProLiance Energy in partnership with
war |6 200 50 700 | 555 | new additions (excluding mergers) in the Citizens Gas and Coke of Indianapolis to
Fiecal | EARINGS PER SHARE A B 7ai | decade. Consequently, the utility managed obtain gas supplies for themselves and to
Joar Decat Mard! Jund0 $ep30 ﬁ}:gl to break its l-year record for gas market to other utilities in Indiana and
y - - throughput (sales plus gas transported for the surrounding states. However, the ven-
94 | & 9% 41 d21 | 15| industrial customers) just nine months ture is currently being challenged before
15 | 48 e 18 419 | 14| into fiscai 1996 and should deliver more the Indiana Utility Regulatory Commis-
9% | 88 116 13 d2 | fs| than 128 billion cubic feet for the full year. sion by several large-volume industrial
197 | 82 112 .4 d28 | 180] The company’s earnings are surging. customers. It is uncertain what degree of
Car | CUARTERLY DVOENDSPAD ©1 | gy | Indimna Gas does not have a weather regulation will ultimately be imposed. -
endar |Mardl Jun30 Sep30 Deedt| year | normalization rider in its rates, go the in- This stock is suitable for income.
63 1 237 AT 247 247 57| creazed volumes are flowing directly to the oriented accounts. indiana Energy has
193 | 247 w7 o247 255 | g0 bottom line. Utility income should be up raised the dividend for the 24th straight
1984 | 285 256 286 25 | 104 | more than 256% for the year. In fact, Indi- year, giving this quality issue a healthy
1995 { 265 265 _215 275 | 108| ana Energy is trying to contain the ad- yield. )
1996 | 275 275 .85 vance, to some extent, by accelerating dis- Ben Sharav, CFA September 27, 1996
A} Fiscal yaar ends Sapt. 30, Naxt aamings repovt'dus lala October. Dac. 1. m Dividend rainvasiment av. . nanclai Sire A
{B}S@s&d%ﬁ Average s?'starss. Excludes non- | {C) Nen%mp?nneeihg about Octovar 24, (D&Indudasdalsﬂedmargea hp%g: sfﬁbb gtmnzi.e:i Sub?mys rgih 85
recurming gains: ‘87, 15¢; ‘93, 3¢, 93 quarters s ax about Novambar 18, Dividend pay- | miel, 13e/sh, Price Growth Persistsnce BS

don sum cue lo changs in she. outstanding.

ment dates: About March 1, Juns 1|, Sept. 1,

Faciua matiial i oblaingg kom sources beSaved 10 ba raliabty, but the publsher s not responsdia for any eitors of omissions contznsd haren. For B con-
fidenssl use of subscnbers, Reprining, copyng, 2nd dainbubon by pemmission only, Copyright 1996 by Value Line Pubishing, Inc. ® Rag. THM—Yaks Ling, Inc.
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quarterly samings do not add {o tolal dua fo
changas in shares outstanding. Next samings

Factual matacial is obtained fiom sources betieved 10 be tesiabls, tut tha publsher is not responsibie R 2ny emors
fentel use of subscrbers. Raprinting, copying, and distnbution by permission only. Copyright 1996 by Vais Ling

fprox. dividend payment dates: 1st of January,
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aa Nl T2 5. i i i : ‘ 80
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{Scaia: 1 Highest lo § Lowest) : IRTT Y PP 2on4apik . ®
BETA .55 {1.00 = Market) ! ! divided by irfarest Bale 1 ! : L
199501 ! ‘ : | M ! . ; L.
Ann't Total g j : _ Y, \ 1 ol ! il wiliuliel]
Prce  Gan Retum 2Tt t yi : T\ [T — = i g(‘)
w gg (+285. gé % iﬁll'l"h"’"h ) l."..s " . - e e g : ‘ 18
Tnsider Decisions it ”.”fj.‘r/ L ; : ‘ 12
O FMAM e : ! i‘ . T 0
Bhr 0000 0Q 20 ot - T ! 8
instiutional Declalons S *‘ i N N | Shaded arsa |
gy M oM ‘ ! jniiibdiied inbekaik 1 reces sion
I B o e e e
e 2647 3145 3292 [treded . 19 [ ' MR : ; Options: None
19801 198111982 11983 | 1984 19851 19861 1987 : 1968 1959 1990 | 1991} 1992 | 1993 | 1934/ 1995] 1086] 1997 | °VALUELWEPUB..WC.E 93-01
U} WIS MOV N /8| B3| W 83| N8| ST W02 2810| 26831 323] B3| 2479) 08| 7960 Revenves parsh A [F £ 1]
1521 148 EE 197 an 262 2850 24| 251 2471 213y 23! 2w 281 265) 255 330)  2.15) “Cash Flow" persh 15
#ogel reel | u0) el 18T] nadl 157] 1451 108} 128] 97| 60| 142{ 127 £S0]  175|Eamings persh® 185
A7 5w 55 15 851 %5 1061 1.1 1155 1481 120 120 12 121 124 1281 1301 Divds Dacl'dpershCa 140
RT 1480 123 00T il 13 1561 ST 181 1s2! 187| 246] 287] 262] 28| 28] 2151 2251 CapiSpending per ih 750
a2l 738 1481 8aTl 9.42) 9921 0541 10881 fr44l 11744 75 1831 6579 1219 1244 13051 13801 14.001 Book Yalua per shO 15.35
1AS| $745| 17451 17451 1745) 17451 15741 15747 15681 15591 15891 15491 1559] 1559] 1567 1742] 760) {17751 Common Shs Oulsfg € 1300
55 6.3 45 6.7 50 I 83 Hor 92 03] 1461 125] 158 i35 164 £5.5| Bokd sghrws are | Avg ANl PIE Ratlo 13.0
73} T 5 51 AT 58 50 T g8 1081 0 %6 B0 108 10| vwwilie | Raiglive PE Ratio 1.00
$rel t08% | 122% ) 10.4% | B8% | Tab: SE% 60% ! TE% 1 T 75% ) 7s%| e5% i Se% i S5yl esm| 4™ |y Anei Divid Yied 5.6%
CAPITAL STRUCTURE as of €3096 SI901 44661 4831 49221 47081 431] 4182| 5040] 5209] A19] 5] 55| Revenves (Smill A 575
Total Debt $191.3mid. Dus i 5 Yrs $12.0 mi. 298] 291 u8) 27l 189! 2000 13l 52] 220 290 RS ILe) HetProfiti$mil) %0
LTDebt $179.3mit. LT Intecest $13.5 mil. JA% | RIGE N2% | 4% 8% | 36.1% [ H% ) TI% | 60%[ 321%] KN0K| JRO% [incoms Tax Rals 808
{LT intorast samed: 4.9 total intares! SA% | SA% ! Si% 1 46%1 36% 1 46% | 443 50% ] 42%| 48%] &1%] 59%INa Profit Margin 50%
coverage: 3.9x) BA%1 A% N0T% ) B 412% 5 465% | 4.1% | 63% | 430%| O2%] 440% 425% | Long-Term Debt Ratic 415%
58.0% | 615% ) 59.3% ! 606% | 58.1% | 525% | 553% | 53.0% | $65%) s93%| S565% 57.0% { Common Equity Ratlo 54.0%
oo st 20061 28101 325( %207 31491 11| 324] 76| 613| MIS| 420 401 Toal Capilal (enill 1]
26281 25| 28851 20241 31531 33931 36797 3008) 4it7| aMa 5 4501 Het Pisrt ($mill) 510
PldSlock $20mil.  PId Divid §.1 mil Te0%i 8T%i 88%) 93% | 73% ) 78% | 76% | 91%] &1%] 14| 95% 9.0% | % Eamad Totat Cap'l 0%
173% | 129% ] 136% | 123% | 90% 1 108% 1 98% | 130% | 113%) 0.1%| 140%| 125% 1% Eamed et Worth 125%
C“Tmlgt:ck 17,557,540 shs. 178% | 130% ! 137% | 124% 0 02%1 108% | 98% | 192% | 103%t 92%| 14.0% 125% % Esmed Com Equity | 125%
10 83% | 3S%| 42%| 26%( NMF| 7% | NMF| 3.3% | §6%| A%| 45%] 20%|%ReuainedloComEq | 5%
CUR&EN'SPOSNON 1994 1995 &30%6 Si%| I 0% 96| 116% | 93$'.| 108% | 75% 86%| 96%| 67%| 75%|% All Div'ds io Nat Prof 12%
Gash Assals 1138 1065 1085 | BUSINESS: Lacieds Gas Company is a feguiated uilty lhal Gstnd- 3%: olhar, T%, Purchased gas accounts for 519 of rev,; bor
Cumant Assels 1955 1078 T17.7] vies natural gas in eastern Missouri (population, 2 milfon; growing  cosls, 25%. Operates underground gas slorage Balds. Estd. plant
about 1% per ysar), including tha city of SL Louis, $1. Lowis Counly,  age: 16 yrs. Has 2,151 emplaysas; 11,564 sharshoiders. Officars &
Accis Payable 20.4 21.1 24.7 | and pans of 8 olher courlies. Had 603,975 customars at W95  diractors control lass than 1% of common (12/95 Proxy). Chaiman,
Dot Due 535 595 12.0 | Themms sold and lransported in '95: 978.1 mi@. Revenvs mic  C.EO, and Prasidant: Robent C. Jaudes. Inc.; Missouri. Address:
ro —J08 _472 416 rasidential, 70%; commercial and industrial 26%; transponalion, 720 Ofwe Streal, S1. Louis, MO 63101. Talephone: 314-342-0500,
Curent Liab, 42 "1278 T 783
Fix. Chg. Cov. 30z%  258%  331% | Laclede Gas Company's profits have Laclede recently reached a settlement,
ANHUAL RATES Fast Past Estapangs| Yebounded this year thanks to the which we expect will be approved shortly
defamepershl 10T, S¥n. vy | weather. In the firat three quarters of fis- in substantially its current form by the
Ravenuas 20% -5%  10% |cal 1998 (year ends September 30th), Missouri Public Service Commission, that
"ECashHw 10% z;%;s ‘jg?é Laclede's service area waa 22% colder than calls for a $9.5 million annual rate in-
Doy 50% 15% 15% | last year and 3% colder than normal. The crease effective September 1, 19896. The
Book Value 35% 15%  30% reault{lng pickup in natura'l1 gas demaéxd. iiettleme?t also lincludes incent(iive regu-
Fiscal 1) » | Fui | 48 well as an inerease in other income due lation allowing the company and its cus-
S D‘}ﬂfj}“ﬁ‘,‘,gﬁ“j‘ffﬁ},"’g},m Flsal} to some off-system gas sales, led to a very tomers to share savings realized in limited
93 11600 2141 T60 539 150401 solid earnings improvement ($2.25 a share areas, such as gas supply and off-system
1998 {1672 2331 746 499 | 5239 versus $1.58 per share in the year-earlier gas sales. The modest rate increase would,
1995 {1222 916 &7.6 505 | 4319 | period). of course, be a positive factor, but it is un-
199 | 1548 2466 860 575 | 55 | The impressive earnings gain removes likely to be sufficient to offset the earnings
1997 | 1550 240 785 515 | 525 | any doubt about the security of the ghortfall that would occur if the weather is
Fiscal|  EARNIAGS PER SHARE A @ rai | dividend. In fiscal 1995, the company’s less favorable next year, which appears to
gns;: Decdl Mardt Jundd Sepdo ﬂml dividend payout ratio was a lofty 96%. In be a reasonable assumption.
TR W 1@ 48 a4z | 14T conirast, even with a 2¢-per-share annual Conservative, income-oriented inves.
194 | 77 119 d18 d3s | 142| increase in the dividend, the payout ratio tors should consider these high-
1995 | 58 W15 d12  d35 | 127; appears likely to fall below 70% this year. quality shares. The vield is above aver-
1995 1 0 197 d02 435 | 190f Dividend coverage hasn't been this age for a natural gas utility, it appears
1997 4 .90 130 di5 d30 | 175] healthy since 1988, and the company’s well covered by both earnings and
Car | QUARTERLYDIVOEKDSPAD c# | gy | finances are also strong, Consequently, we Laclede’s good finances, and the company
ender |Mardt Jund0 Sep.30 Decdt| Yesr | would not be surprised to see a larger- is committed to moderate annual in-
R R 120} than-normal dividend increase {(of 4¢ a creases. The company’s growth prospects
1983 [ 30 305 .05 .35 | 122] share on an annual basis) announced by are modest, but the stock’s 3- to 5.year to-
1994 1 305 %5 .05 305 | 1.22{ the end of calendar 1996, tal return potential is respectable on a
= S I | S 1 B T 124| In fiscal 1997, the company is likely to risk-adjusted basis.
199 | 315 315 M5 - benefit from modest rate relief. Cranston Paull September 27, 1936
A} Fiscalt ysar ends Sepl. 30th, raport dua edrly Nav. {C) Naxt dividend mests vailabla, X
o iyl ok Sutstniog. 55 | o about Nov. 23, Goes ox bt D, - | o s ey (o), Seored craiges. o Cpany s Hiosncim Strangth 4

Apri, July, Ottobsrm Dividend rainvastmant

o
Pubishing,

(E) In mifions, adjusted for stock spity.
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Rewoy 32306 31191 30686 | traded 30 — Options: None
MCN Comoration was established on Jan- 1986 1987 1988 . 1989 1090 1991 1992 1993 1994 1995 1996 1997 = YALUZLRE PUB..IKC. 99-01
vary 3, 1988, as a holding company for 3929 2796 2527 2418 2467 2491 2585 2388 J0.60. 29.60 Revenued parah .50
Michigan Consotidated Gas Company and 276 258 220 218 240 273 303 329 385 155 "CashFlow persh 500
for MCN Investment Corporation, which is L6 110G 8% T 106 124 L3 149 L70 1.80 EamingupershA 240
developing several businasses outside the A0, 7% 2. 82 83 88 87 i .8 .93 DivdsDecidparshfe 115
utility area. MichCon was a wholly owned 177 167, 308 242 23 354 586 803 (1200 925 CapllSpending persh 418
subsidiary of Pnmark for sevaral years prior 603: 643: 631 66 744 797 856 1002 10.95: 1325 Book Valuw per sh 1800
to May 31, 1988. On thal date, Primark spun A9 4646 4TB5 5218 5629 5843 5979 6647 6700 7400 CommonShsQuistg® 8000
off MichCon to ils slockholders. Public offer- 1 810 92y 18ZT BT T8, 134, 144 1301 Boufhousare  Avg And' PIE Ritio 140
ing of 2.8 million shares at §17.38 per share 674 701 131 s8 J20 1. 4 ge|  Vereeiis  Ralalive PE Ratio 110
look place in March, 1989. MichCon's finan- 4% 18%  18%. T5%  68%  5I%  4E%  4gni TR svgAnntDivd Yield 145
gﬁ;’&f;ﬁ&i{fﬁ gfggcauespcndspedect- 14505 12429 - 12813 12966 12003 12763 (4333 14606 15458 158491 2050 2175 Revenues (Smilf 2%
: 500 474 417! 4981 33 351 571 728 TR 9681 115: 125 NetProfit{$mill} 190
CAPITAL STRUCTURE 21 of /30496 _ TE% A0k N6% . B8% ATE . B2% BIB [I% 9% 8%, 85% 200% lacomeTaxRate 30.6%
. Eg‘;gg‘gg??lmﬁ-”“l""”"mm 4%  38% 37% . 38%. 27% 27%  40%  50%  50%. 6I%: 55%  56% NetProfitMugin 5%
T SIS iy umerestSSTOML  (ogn 7%, W% WO3A[ DIk 416% M2k SI0% G0T% Sok SA0K 540K LongTem DeblRalo 204
(LT intaras! eamed: 3.6x: tola tarest coverage: | 40T%  454% | 8.1% L ATS% | 41.4% ¢ S06% S27% . dB4% . 304% 379%| J20% J50% CommonEquity Reio _40.0%
33 : 4968 53841 5135 6244 BI73. 6890 8226 9706 12996: 175471 2000 2750 Totel Capitel ($mill) 3650
£307° 8535, 8835° BTRT! 5647110232 11159 12366 14924 169721 2370 2850 HetPlant{$mill) 2850
Pansion Liabllity None ) 123% 106% | H2Z% ' 96%| 10% 1 70% 88% 90%| 15%. 68%i 65% 60% % Eamed Toul Cepi 7.0%
oty o oy e aL 25 por 89% 7% 8% 5T% 1 102% 97% 29% . 153% 1 127, 136%i 125%. 105% %EsmedNelWorth  110%
shars. A 199% 195% . 199% | 1BT%: 107%  10.1% 132% 158% . (52% 146%i 150%' 12.0% %EamedCom Equity  135%
. | Common Stock 67.027.9231 sharas. 2% . NMF) 39%. 48%: NMF: NMF 28%  48%: 5% 58%i 0%, 6.0% % Ralainad 10 Com Eq 7.0%
CURRENT POSITION 1994 1965 &/30%6 0% . 106%° S0% I TI% 1EL 115% 9L E8%  66%. GO SN S6% WANOwdstoMNetProf 50K
CathAesals 115 183  57.8 1 BUSINESS: MCN Comporabon is a hoking company; s prncipat  Distribubion 69% of revenuas, 83% of oparating ncome; Divarsfied
Oihar 532.0 5962  489.5 | subsidiary is Michigan Consobdaled Gas Company {MichCon), a  Gas Servicas (25%, 12%); Computer Services (6%, 5%). 1985
Cutran Assols T35 6155 537.3 | natural gas distibution company serving 1.1 mibon customers in MichCon gas detveries 730 bal. cu. f. Officers & directors own . 7%
Accls Payable 1426 2172 192.3 | 500 Michigan communities, ore-thind in Datrod. Othar aclivites i~ of common (396 Proxy). Chawman & Chiaf Execulare Officer:
Dabt Dus 2361 2526 1619 | ciuce sxploration and production, gas storags, cogensration, gas  Alired R. Glancy Hi Incorporated: MI. Address: 500 Griswold
gg:efm b % —;E%% ggg-; markeling, cOMpUtBr sarvices, ard nalurdl gas lechnology. Gas  Streel, Delrod, Michigan 48226, Telephone: 313-256-6324.
Fix, Chq. Cov. 316% 242% 284% | MCN Corporation’s earnings continue capital outlays of about $3 billion, priman-
ANHUAL RATES Past  Past Estd'ga-gs| to rise at an impressive rate. Excluding ly targeted at exploration and production
deramelpecsh) 0¥ S¥s,  to¥e0t | the contribution from MCN's recently sold and: gathering and processing operations.
Ravenuss .. 20% 65% | computer services company (a O54¢-per- MCN reduces the risks inherent in such
Emhngw 23% 90% | share gain from the sale and 3¢ per share an aggressive strategy by investing in
Dividends 65% 45% | from operations), net income in the first small, relatively low-risk ventures with es-
Book Valus - 50% 711.5% | half of 1996 was up 28% over year-ago tablished partners who operate the project
Car | CUARTERLYREVERUES(Smit) | poni | levels. Part of the increase came from nat- and assume the capital equipment costs.
andar |Mat3( Jun,30 Sep3d Dec.d1| veary ural gas {(and oil) production volumes that The company also has an extensive price-
1593 15567 2876 1805 4448 |1496] are on a pace to more than double this hedging program that covers the majority
1994 |6367 2726 2044 4121 |15458 | year to about 70 billion cubic feet of natu- of its planned production for the next ten
fe9s |5400 2831 2132 £406 l15849| Tal gas equivalent. Most of the remaining years (with prices rising about 3% a year).
1996 (7032 3559 250 6499 2050 | increase came from the company’s distri- These conservative strategies increase the
1967 t815s 370 275 75 12175 | bution utility, thanks largely to coider likelihood that our 3- to 5-year projections
Cat- EARKINGS PER SHARE & Ful | weather in the utility’s service area. will be attained. Still, a significant amount
endsr |Maral Jund0 Sep30 Decd1| Year | But the stock price has risen even of external funding will be required, in-
w8 T © & 418 47 | 12¢] more rapidly. It has appreciated about cluding the issuance of about 12 million
1994 | 116 06 d25 a5 | 131| 50% since its lows last September. This is shares of common stock through the year
1995 | 102 04 di3 63 | 149| an unusually strong performance for the 2000, we estimate. So share-earnings dilu-
1996 | 118 09 dft 55| 1.70) stock of a company dependent on regu- tion is likely to be a significant factor. In
1967 1 118 10 403 80 | 180) lated operations for over BO% of its earn- any case...
Cal | GUARTERLYCIVIDEKDSPAD®® | gy | ings. We think this appraisal is essentially
endar |Merdl Jund0 Sep3d Dec3t| vesr | Apperently, investors believe that correct. But in view of the stock’s strong
1082 | &5 205 .205 .21 331 MCN’s aggressive expansion of its recent price performance and the difficult
1993 | .21 21 2t 215 85] less-regulated natural gas businesses weather comparisons facing MCN this
1984 [-.215 215 215« 2 87| will lead to an acceleration in earm. winter, investors may want to wait for.a
1995 | 223 223 223 283 9| ings growth. MCN plans to doubie its as- pullback to purchase these shares.
1998 | 233 2B W set base by the year 2000 through total Cranston Paull September 27, 1996

A) Based on average shares oulsiandng. Ex- | shares outstanding. Next earmungs repon dus
e mid October.{B) Next gvikiand meeting about
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Dividend paymant dales: abotrt 25 of Fab,,
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RECENT PE Traiing: 13.6) RELATIVE Divo 0
NEW JEHSEY RES wsewn (e 28(Rw 12.8 (eiarii )RR 0.85 % 5.7% 486
TIMELINESS High:. 145, 36.8: 236, 2051 21.5- 208 21.1- 251 295: 274: 305 299| Target Price Rangs
R%Prﬁ?mm-) “""‘9’ Low: 124! 12.81 14.3} 18.8‘r 17.1; §73 17.0. 183 26.0! 198 215 266 19991 2000 2001
SAFETY P _ 2
(BS?EA' "6’{‘5?“”5 Lowes) dhvidad by jacaxt Rate = 0
3907 : A 2
Pice  Guln LI _ 24
Hgh 40 T . T 20
Low 30 . 1 (]
Insider D , L 12
N : : 0
bby O ., 9
Opfotd  © : ‘ ‘
I:::Ilui?oml Decis ! 7 1‘ { Shadsd wea | °
wy g% 7 , - recennion  *
by 00 2)Percent 30 - _
:«-s-‘poa 74y 489 asef iraded 10 -—HOplmns' None
1980198111982 1983 ! 1984 ' 1985 1986 | 1987 ! 1988 ! 1989 1990 : 1991 1992 1993! 1994 1995. 1996] 1997 ©VYALUE LIE PUB., IKC. . i
0I5 BT 39481 4148 4133 404957 364271 3005, 27031 25021 24.02: 2388t 2532 2704 2882: 2555 30300 33451 Revenues per sh 4 3835
207) 159 2190 220 29| 2901 230 2700 283 248! 2311 23] 2931 320| 48] 320 3300 250!"CashFlow" per sh 430
{200 101] 120] 0] 1590 135 69| 127) 1891 145 97| 83| 164 172] 189( 193 205 215 Earnings persh® 200
BLosl 85! gl o7l 1os) 103l 1200 1280 1383 1441 1501 rs2i 1s2{ 1520 152: 1s55]  1.60)DivdeDecldpersha 176
2430 28] 4B 4551 60‘3' 586 6.935 TE4| 78] 656} B55( 4351 2991 348) JI50 266 A1 2d45iCapliSpendingpersh | 400
8261 800! 833) 852! 925, 878: 861 10731 12401 1354} 1327] 1285 14161 14720 14461 14550 15200 1545 Book Valuapetsh® 1945
509 6371 6550 675 689 706 721 856! 10931 13181 13521 1397, 1629 16.82{ 17360 (779 1415 Ir50)CommonShs Qulstq® - 1825
[X] 15 57 75] 72 987 4| HTl 116] 13.0' 2401 231 1240 151 130 113, Bok figras are  Avg Ann'l PE Ratio 2.0
8 8] 8y 8] 57, 80 138] sl | 8| 78] 142f 751 89! 85| 79, veweLiw | Relstive P/E Ratio R
or%) 106% ] 126% 1 107% ! 85’ 80%1 80%! ed%i BSI 7e%I 62%1 BI%1 75%! 58%| 62%] &7% MU |ivgAnniDivdYield | 45%
CAPITAL STRUCTURE a8 of 63096 32| 2692] 24| 399 48| 3HI; 4123 4471 49871 4546 550] 585 Revenues (Smil)A 700
Total Dabl $358.1 mi. Due In § Yre $151.2 mi, 590 1121 162] 174) 138] 124 2591 3051 90 356 2000  40.0|Het Profl ($mill 55,0
LT Debt $303.5m&. LY Inteswst $22.0 mid. 07%: 6% MUZA | II% AR INI%] 304% ) 29| N4%| 0% 3204 320%|kncoms Tax Rata X3
Incl §.2 miA. capitafized lsasas. | 23% 1 42% ] S5%| SY%1 40% 1 IThI 63%! 6TS) G8%i T8%'  Z1%) £8%(HalProfitMagin | 78%
(LT intsrest eamad: 3.1x; 562%; S68% | S00% | 51.9% ) S42% [ 550% | 48.9%: 535%| 543%] 657%. S515%] 515%ilong-Temm DsbtRatic  50.5%
Ioat intorest oaveraga: 2.9x} 3.0%; 8% ) M%) M| 027% | ITANT 448% 1 426% | 420%| 41.0%' 5041 425%] Common Equity alio © 4%.0%
Parslon Labilty Nona 1627 2546| 045 40207 4204: 4150; 5152, 5809] 598, 6322 610 620 Tt Capilai(Smiy | 755
652! 3151 29141 4831| 5171 670! 5022, 60261 6404) S86.F:  620)  640) Met Plant {Smill) 725
Pl Stock $21.0mit  $#4d Dlv'ef $1.5 mél 62%; 63%; TIa} B61%| S8%| 53%1 7d%! TI%] TS%| 76%. 45% &8N %EamedTolsiCepl 1 20X
83% 1 10.2% ! 108% Q0% | 7%, SE% | 98% | 1.3%] 125%( 127% 15.0%! 14.0%!% Eamed Net Worth . 15.0%
mﬁ.ﬁ"’g‘sﬂk‘s-mﬂ‘“m B0% ) 107 2% 91% 0 72% 6% r0%: s 19%| 130%  13s%| 145%)%Eamed ComEquity | 15.0%
Ll NMFT %) 18%| 9% NMF| NMF| 8% 16%| 26%| 28%: 25%] 25% %RetsinedtoComEq | 60%
cunnENr,Posmon 1694 1965 S20%B| NMF| 9% &% sml NMF] NMF] o3% ] 8T% BI%[ T9%.  78%] 75%|NAHDivEstoNetProf | 59%
83?3 ols 1099 ekd 1340 I BUSINESS: New Jersey Resourcas Corp. is the hoiding company  Energy and Paracigm Power oas o and gas expl. and prod.; and
Cumment Assats T&T} —155"—9 _1'38:_4 for Naw Jersey Nau._ual Gas Co., & nalwal gas Villy (352,377 cus-  Commarcial Reahy and Rasoqoas‘ ‘95 depiec. rate: 2.8%. Estd
fomers at ¥3095) in Monmouth, Ocean, and pans of other N.J.  plant age; 8 years. Has 814 utiday employess, 16,300 slockhidrs.
Acets Payable 35.2 33.8 46.1 | oounties. Fiscat 1995 volume (38% firm, 10% interrupible Industrial  Offers. & dir. own abowt 8% of common stock {1796 Praxy). Chair
Debl Dua 46.3 188 14.6 | and electric uldity, 52% ofl-syslam and capacity releasa): 120.8 bill.  man and President; Laurence M. Downes. Ing: NJ. Addr.: 1415
Othar 325 _ 536 __ 614} oy 1, Also owns Paradiom Rasourcas Com., which through MIR  Wyckolf Road, Wall, NJ 07719, TeL: 908-938-1480,
Gurrent Liab, 7150 1062 tead e - -
Fix. Cng. Cov. 245% 251% 254% | DYew Jersey Resources’ utility is well has allowed large-volume industrial cus-
ANHUAL RATES Past Past Esvd 9355 pituated. New Jersey Natural Gas distrib- tomers to use the utility as a transporter
dehanalpashh 1%, §¥n, ol | utes in a central and southern New dJersey of independently-purchased gas. The main
Aovenuas 40% 5% 4.5% | territory that is being transformed from a advantage of the shift is that it aveids a
ECaSHF'OW' g-g;g g-g;f ;‘gg rural to a suburban character, drawing gross receipts and franchise tax, which is
Dg:rmgs“ : 45% 25% zs% | population and business from New York imposed when gas is bought directly from
Book Value 50% 20% 55% | City and Philadelphia, The construction a utility; the utility earns its normal mar-
Flacal | GUARTERLY REVENUES (smil) A | Ful market is fairly strong there and the vast gin on gas transported. Now, the advent of
Yasr ¥l majority of new houses use gas for energy. gas marketing companies is enabling
gaar IDec3t Mard) Jun3d Sep.ao FiEct : 4 )
603 |16 1805 757 50 | 85471 In addition, there is a steady stream of smaller industrial and commercial custom-
1994 {1361 2228 756 4542 | 4087 conversions from oil to gas heating, ersto obtain gas in a similar manner. NJR
1695 | 1260 1972 744 570 | 4545 epurred in part by insurance considera- has established its own marketing subsidi-
1998 11597 2339 o945 419 | 550 | tions, Over the past decade, NJNG has ary, New Jersey Natural Energy, which
1997 | 165 245 100 750 | 585 | been adding customers at a 3%-3.5% an- cnables the company to offer these options
Fiacal | EARNHGS PEA SHARE A& Fan | Aual clip, close to double the national aver- to many of its utility customers and to
ooar IDec.31 Mardt Jund0 Sep30) Fickil age; conversions represent some 40% of earn additional profits on those who
BT oo ® om 17 the increase. The utility has added more switch over. NJNE expanded rapidly in
1908 | 62 137 19 429 | 1ge{ than 11,000 customers in fiscal 1996 (ends fiscal '96 and should become a bigger fac-
1995 | 65 146 07 425 193 Sepbember 30th), fewer than in the pre- tor in 97, helping raise New Jersey Re-
195 | 69 150 12 d28 | 205 vious year but enough to add about 1. 9 bef sources’ earnings to $2.15 a share.
1997 | .72 160 .10 427 | 215] to annual throughput. Spurred too by cold This stock is suitable for conservative
Cah- | CUARTERLYDIVDERDSPAY @ | rqp | Weather, volumes were up more than 10% accounts. It offers a heaithy dividend
endar |Mardt Jun30 Sep30 Decd1| vear | in fiscal '96. New Jersey Resources is set yield. While NJR is earmarking some of its
T I I I 7521 to report record earnings of $2.05 a share recently generated excess cash to a stock
1993 /.38 28 3 03 152 | for the twelve months. buyback, rather than te a larger-than-
1994 1.8 ¥ 3 .3 152] The company is moving to take ad- normal dividend hike, thia should give]
1995 | 8- B8 9w 0¥ 152] vantage of structural changes in the support to the share price. '
1996 | 8 ¥ 9 gas distribution business, Deregulation Ben Sharav, CFA September 27, 1996
«} Fiscal year ands Sept. 30th. (C} Next divd maeeting about November 10. | (D) Includas deiafrec charges. n 1995: §44.3 | ¢ ny's Financial Strength B+

B Primary eamings. Next eamings raport dua | Goas ex about December 14, Appiox., divid
paymant datas: 15t of Jan., Apr., July, Oct. ®
Dividend rainvastment plan avaiabis,

mo«m Excludas nonsec. gain (loss): ‘86,
[188); '88, 8¢, ‘94, 6¢.
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RECENT PE Trading: 152 \| RELATIVE oo
NICOR, INC. nvsE.css it 34 [fino 14.2 (G i 0.95 75 4.0%m
Hightt 1697 1581 1661 161 230: 23, 7° 2581 3161 29.3° 205° 336 o
?Emé%?j%w)s drwege Lz;?vh 95i 108: 1000 116: 1438 17.2 5% 15or 243, 21.3‘ 5 gg.-‘! | ggg: ggg; ?;831
SAFETY Highast i, AL 0
(Seae: 1 Hirest 1o 5 Lowsst) - dided byinerest Fato ‘ - ‘ FYS , ;2
BETA .70 (100 = Market T LN . ' el gyl o TR 24
s S S S ——— U LT e 5 —20
, o Gin TR z t sl ; ; r e
R AL 1 S A h——
Insider Decisions SRPTTSE I § SLEP A S . : — 8
HOJFRAKRY I ; T . . ' ! fos
b 880888148 AN e
¢ Prca olré: H
inatitulionat Decisiona ng' s:"a::"“ — 2
04 08 0¥ F : ’ ' i r:'m-u::u
o &y 72 & 73 :’;:f::ﬂ 2.3 . :
Risoy 20733 pasly euily |imded 20 il R ittt il Options: PACE
1980 1981 1982 . 1983 19847 1985 1986 1987} 1988 + 1989 1990 ' 1991 : 1992 1993 | 1994 1995+ 1996 1987 ' 5 VALUE LINE PUB. INC. ' 99-01
42691 48831 4321} 42601 4447 37741 2048 24257 28461 2737 26520 26461 2890| 30021 3231 20420 3525|7451 Revenves parsh I4Is
4167 5420 4511 A0 4071 M. 3151 303 3727 379 3861 3820 440 3801 4110 4190 4800 5101“CashFlw persh . 585
2500 276 1651 &3V 1040 $36: E4B} e3¢ 17 199 1930 1861 921 1971 207% 1961 2351 2451 EamingspmehA ¥
134 1425 1481 152% 1520 154 901 900 M 1000 106! 112' 198! 122 1350 128 1311 LI7iDivdsOscidparsh®e - 158
8597 13391 6% 815 320| 3230 23 241 281 253 a00L 35T a2 (2821 43 a2l 285] 2851 CaplSpendingpersh | 255
16661 1763| 16731 15911 10761 658 G.85F 9301 1008) 1105 GL6T! 12281 12761 1305] 1326/ 1367 14651 15.50! Book Vaiue per sh 1830
Q777 4331 50137 52467 5771 56407 59590 5O.191 59287 5324 Sr.4ST 573001 5577 53961 6154 50087 {9501 48751 CommonShs Oulste® T 4700
68 66{ 871 178: 131 108] 92] 1102{ 34 92. 1070 115! 16| 14.1{ 1251 1311 ok Apuws aew 1 Avg Anit'| P/E Ratio 13.0
S0 B %6 1%0) 2| 881 62) 88| 700 700 78t 23y 0] 83| s 891 Vauetiw | RygtivaiE Ratho 100
79% 1 79% 1 103% 1 103% | H12% | 104% | 66% 66% 1 4% 55% . SA% | 52% | 53% ! 44% | 48%: 5oy e ' Avg Ann'l Div'd Yield 445
b T CTURE B Of 0 a5 7 st | 180691 143551 150931 1621.7 153611 JSI6.11 161161 167391 (60941 1460.1" 1A5| 1825 Revanues (sml) w15
LT Dobt $443.9 it LT interest $30.6 it | 9301 BA7! 1061¢ 1199 [135i 10861 10831 1094 10950 948! 115 120! Nat Profit (bmil) 120
{Tolal interest coverage: 5.1x) 40.0% 1 37.9% 1 RI% . 3B8% . 20.7% 1 NP AN | 3% ) 38%] B3 5SS 255X ilncome TaxRate 35.0%
5% SB%1 T0% ! T4%. V4% 72% | 67% ! 65% ! 68%| 675 £6%)  £6%!NetProfitMargin 53%
. HI% 1 0% 413%, 6% . W61 BT% | BA% | BI% (| 398% 0250 L5%1 41.5% ILong-Term Debt Ratic | 40.5%
Pensfon Liability None 49.0% 1 549% | 558% 1 611% . 609%  594% ) 621% | 597% | 59.3%) 590%! SAOK ! 546%CommonEquiyRutio | 595%
1059.7 | 10027 | 10722 | 1074.3: 1207} 1847 ] 11468 | 11795 | 115071 1185.2] 1240) 12851 Tolal Capitet ($mill) 140
Pid Slock $8.7mil.  Pid Oiv'd $.4 mid 15455 ) 1577.1 ) 16220 | 15826 ¢ 1641.81 §722.4 L 1762.7 1 165621 1742.0! 177831 18001 1850 Mat Ptant {Smill) 1850
Incl 120,746 and 55,972 shares of 4.45% & 5.0% | 104% 1 10.1%  §0.6% 1 130% 5 118% 1 104% | 11.4% | 108% | H1G%1 10.0%: 11.0%] 11.0% % Easmed Tolal Capl 105%
cum. ($50.00 par}, respactively. 157% ) 139% IB.S’%iI 176% | 162% ) t49% | H.Q%} 152% | 158%] HI%( 160K] 16.0% |% Eamed Net Worth 15.0%
166% | 184% 0 17.2% | 18.0% i 166% | 152% | 151% | 154% 1 15.9%] 144%) 165% 16.0% % Eamed Com Equily 15.5%
g 0075401 shares 65% | 48%1 80%) 4% 75%1 61%| sms, S3% | 62%) 50%; 70%| 70%I%RatinedloComEq | 4S%
CURRENT POSITION 1994 1005 &3008 6% 6% 55% ! 50% 0 55% ) 60%| 6% 6% 61%i 65%i  S6%i  SEKI%ANDidstoMstProf | 55%
c aglu |§)8 " 422 264 118 BUSINESS: Nicoa. h'_u:. oparaies ona of tha rafion's ia:gastlg_as Nome.mNalw_aL Curcant pperat'msm Tropkzllswpphgsubssdi-
Cther 9757 3534 2535 | Uuities Norhem liinois Gas Company. Sarves about 1.84 miion  ary. Divasted inland barging, 7/86; contract driling, 9/86: ¢d and
Curtent Assels 4160 3898 271.3 | customers n norhem and westam Hinois. ‘95 gas deiverad: 530.8  gas E4P, 82, Has aboul 3,400 empivyees, 43,765 stockhoiders.
Accls Payatta 2584 3084 242.4 | bol inch 220.6 bel from wansportation. *95 gas sakss {301.2 bl OfL. and dir. own about 2.9% of comman; First Unien Corp,, 5.3%
Cebt Dua 2987 2488 1434 | fosidential, 76.8%; commarcial 19.7%; industnal, 3.5%. Principal (396 Proxy). Chimn,, Pres. & C.E.O. Thomas L Fisher, tac: 1L
Qther 453 68.5 65.1 1 supplying pipetines: Natural Gas Pipelne, Midwestern Gas, and  Addr.: 1844 Ferry Aoad, Naparvida, II. 60563, Tal.: 630-305-9500.
g‘;"g‘;";bégv fggt’: fgéz :gsgg We expect a considerable advance in ny to keep tight reins on its operating and
ARRUALRATES P P Esidoies NICOR’s 1996 share net over last maintenance expenses. Continued strong
doangaipersh | 0¥, SYm, 10501 year's level, The bottom-line gains can be economic conditions in the eastern Carib-
Reveniuas a0 30% 65% | primarily attributed to the $33.7 million bean ought to allow Tropical Shipping to
“Cash Flow" 05% 10% 65% | general rate increase granted by the Il- make its usual income contribution.
Eamings S5% 1% 29% | linois Commerce Commission earlier this NICOR’s stock price has risen more
Book Valua 20% 40% 55% | vear, effective April 11, 1996. Third- than ?ﬂ%i since m‘}rro June report. The
quarter income comparisons, in particular, jump likely stems m strong operating
cg:lt: M%‘f’ﬁﬁgﬁ“&g&%" gﬁ'm ‘fa'-';{_ stand to benefit from weather-adjustment performance throughout the company and
1903 {6726 2780 186E 5378 [16739 of rates, which were also part of the April growing investor speculation on gas and
1994 |7803 2676 1660 3955 |15004 ruling. This adjustment shifts revenues electric utility mergers. Both gas and elec-
1995 (6038 2450 1571 4683 114801 from the cold heatmg months to warmer tiric utilities face increasingly deregulated
1998 (7009 3365 190 5176 (1745 | periods. Tropical Shipping’s contribution environments, and mergers serve as one
1907 |74 350 195 540 |1a2s | to share earnings should improve as means of dealing with the resulting
) EARKINGS PER SHARE A0 " Caribbean hurricane-recovery supply ship- growth in competition. NICOR's solid op-
ander |Mac31 Jun30 Sep3d Deedt| vear | ONtS are replaced by traditional, higher- erations and balance sheet make it a
R W 15 & | 1or| margin cargoes of tourist-related goods. noteworthy candidate for such a combina-
94 | 9 0 14 68| 207| This subsidiary already provides $15 mil- tion. ] ) :
1005 | 2 3% 12 70| 19! lion to $20 million of free cash flow, which This issue is well suited for income-
1996 | 9 50 25 .70 | 235| equates to approximately one-fourth of oriented investors. Due, in part, to the
1997 | 95 S50 .25 75| 245 ﬁfcog-; di‘-'i(:leng- aforementioned pricealactivity,l 3- to 5-year
Ba 1 an eyond, share-earnings appreciation potenti i3 below average.
.ﬁ:, M?Bﬂﬁggﬂgﬁ%m&“, ;;’,", growth should occur at a slower, NICORs healthy cash flows and firancial
1992 3 35 251 1.47] Mmore-normal pace. Such bottom-line ad- strength, however, indicate that the com-
1993 | 205 305 305 05| 12t | vances will likely be driven by the utility’s pany should be able to maintain an above-
1004 | 305 315 315 3151 125| sustained customer growth, as well as by average dividend yield. The atock also
1995 | 315 22 32 3 { 12} its market-share dominance in the space- holds our highest rank (1) for Safety.
199% | 2 8 heating market. We also expect the compa- Oscar L. Vidal September 27, 1998-

rew:ringsﬂems: ‘84, 654.56; '85, d$3.43;
‘86, §1.53; 89, $.07. Excudes dems from dis-
continued operations; "85, a78¢; 93, 4¢.
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{A) Based on pimayy eamings. Exciugas non- | Next eamings repovt due late Octobar.
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M 24w 12,6 (lee ) BRaRs 0.84 % 5.0% et

TIHELINESS 3 tewsge | Highis 1351 1681 1681 145 17.9; 17.8] 2231 227, 2581 243, 2281 245 | Targat Price Range
Relang Pris pod Low:: 10.7° 124) n.zl 1280 125, 1397 1681 172! 1901 188i 183) 208] ' 1999 2000 | 2001
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SAFFW 2 Avarage 1 H ! Hor2aph ' f -[
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inatlutional Decislons | ! | P | T Relaiive Prica strangt ! ; | Shadedares |
L7 B s B L f ' Py ; : | : " recesslon !
[ 37 33 30 P;.wr::i g-g_ T | T T T | .
8 8197 6378 6555 |iraded 3.0 — f i ; i Qplians: None
1980 ! 198111982 | 1983 | 1884 1 1985 1 1986 1887 1988 19589 1950 19911 19921 1993 | 1994 1995/ 1986 1997 © VALUELNE PUB. 4G, 93-01€
2826 2050| 2061) 27.54| 2085 27871 2059( 19.69] 17391 1522) 17.021 16M4| H10( 1845 18.30) (6020 12201 17.80] Revanues persh i
179 200| 205 207 226 245 227 2‘331 279 2851 321 287 . N 350) 34 360]  375|“Cash Flow™ per sh i 450
5 i1 115 507 1.3 140 i.16 1.20 13 5] 162 &7 L) [AL) 1631 €5t 1.85 1.901 Eamings per sh A F&4
13 £ .BS &7 k7] A7 1.02 1.04 1.05 .01 110 1.13 .15 Li? 1.17 .18 120 122! DivdsDecidpersh®e | 135
275 2682| 208; 187 | 246| 2541 219 17| 282) 338| 38S| 358F 3N st 423) 302 350 2701 Cap'l Spending per th 1 3.7¢
63| a0zl 925) 942 975) 1023] (0441 10821 19250 12040 92611 12237 f241| 13081 (383 1455 2525 15.301 Book Vaiue per sh© 1875
VIAT| 12081 1263( 13221 1384] 14791 15231 1669) 15.001 17.14: 741! 17681 1946 18.77! 2043 22241 2285) 23.05 CommonShs Quistg® ' 2400
99 68 66 79 15 86f 123 118 02 981 102 2817 2701 128! 130] 129] Boid Aguws s i AvgAnn'l P/E Ratie ! 0.5
131 83 ] &7 H 0 .83 Bl 85 T4 76 179 184 .76 85 86|  valu e Reletive P/E Ratio : &
1% | 109% 113 | 103% ) 98% | BO% Tanl TA%) TRl B9% ! 67% | 59% | 57% ) S52% 1 55% S57%]  SUM™  |AygAnniDivdYied (| 53%
A STRUCTURE a8 of 088 voma | 191 88| 27761 20| 263] %] 27| 87| a4a| %6a L4 o i T
LTD|M$253.S;n‘H. ) LT Intarsat &21'0;‘“'_ 1961 205] 237( 284 3071 1441 158] 377 3550 381 40 4601 Het Profil (Smill) i 854
incl. $11.9 mil 7Y% debs. dus AN/12, sachconv. | 47.7% 1 41.9% | 354% 1 5.7% | 0% | 139% ) 06% | I7.0% | 368%1 368%] JA0%| J50% !Incoms Tax Rata | 360%
nlo 33.5 com. shs, al §20.85. 62% | 66%| 85% 1 109% | 104% | 4961 58% | 105% | 96%| 10.7%| 11.3%{ 112% | Nat Profil Mergin L 11.0%
{LT interast samad: 4. 1x; total mtarast 3% | 455% | 458% | 47.9% | 46.1% | 506% ) 46.1% | 47.5% | 47.9%1 L3S%| 45K 44.5% | Long-Torm Debt Ratio  : 46.0%
oaverage: 3.9x) 7951 400% 1 45.1% 1 448% | 47.0% | 3% ) 439% | 450 | 45090 503% | 500%1 585% |CommonEquity Ratio | 50.0%
Panston Liabiiity Noas 333] 3831 WO 4608| 4668 50031 5503| 5752| 6077] 6433] 6%0] HS|TowiCpiuat{Smil) | 900
B2 37461 43930 S054) 54561 55301 57501 6059 65431 6972 70 765 Mat Piant {$mili} |
Pid Stock $38.7 m3.  Pid Div'd $2.7 mit, 83% 0 81%| 81% 1 83%| 20%| S1%| 50%| 85%( 78%! 7rE; 0% &0%I% EsmedTolal Cap't [ a0%
!ﬂd- 65,323 shs. $2.38 (Red. Val §27.39) ea. cv. 106% | 106% | 11.0% | 11.8% | 122% | 58% | 53% ] 125% | 192%| 105% 11.5%| 11.0% )% Eamed Net Worth i 11.5%
s S in st N0 | 109% | 11.8% ] 124% ] 128% 1 55% | 55% | 1324 | 118%] 109%: 120%| 11.5%]% Eamed Com Equity , 11.5%
o0 3 on s LA o she. 13 T 1S%] 26% | 40%| 44% | NME| NMF| 44%] 33%] 30| 40%| 40% %ReindioComEq | 45%
89% | 8% | B1% | M%| Ti%| NWF! NMF| 0% | %] T4%|  88% 58% { % All Div'ds to Nat Prof 85%
g&%&q‘,&osmou 1?: 1?; a4 BUSINESS: Noathwest Natral Gas Co. distnbutes natwral gas al  tion nights on Nohwast Pipaline system 1o bring gas to market.
Othar 874 526 542 | retai (o 90 communitias, 416,005 customers, in Oregont (96% of  Has local undarground storage system. Revenus mix; residential &
Curent Assels T35E TEEE 576 | rovenves) and in southwest Washingion stale. Principal cies  commarcial 76%; industrial, 16%; tansponation and other, 8%.
Accts Payabls 485 302 362 | served: Podland and Eugans, OR; Yancouver, WA, Servics ares  Employs 1,288, Has 12,293 common stwhides. Chisf Exee. Off.:
Dabl Dua 54.7 442 53.3 | population: 2.4 mifion (77% in OR). Company buys neary all of its  R.L Riggiey. Prasident: R.G. Retten. Incom.: Otegon. Address: 220
Other 229 24.2 23.8 | gas supply from Canadian and U.S. producers; has fim teanspoda-  NJW. Sacond Ava., Portland, OR 97209. Telephone: 503-226-4211.
Gumwtlsh T © %% 1133 ‘Northwest Natural Gas is running its vehicle, NNG hasn' had a formal rate in-
mNUAL'RATés ot Patt EESTd 908 business on a smooth course. The Pa- crease since 1989 to recover investment in
derangapars) 0¥ SYm, b8l cific Northwest economy is humming along gas plant. In a practical sense, the utility
Ravanuag 50% 10% 30% | nicely as high-tech industrial development hasn't needed higher tariffs. Back then,
“Cash Flow” 45% 40% 40% | in the region increases employment and regulators set a 13.25% return on equity.
ECF-'.MQ' H 3% 304 45% | stimulates population growth. Important- But though that rate order doesnt cover
Book Value 5% 30%  45% g, }t;hese ectgnomic elements are dri}';ring a the major plant adfditions made in the
igh rate of construction activity, which is ensuing years, the fast-growing customer
.m u%ﬁnﬁﬁym&“ﬁ“ ::'lllr the foundation for utility growth, During base (plus a strong assist this year from
58 VT 8 G5 1907 587 the past several years, with natural gas in colder weather) has generated enough rev-
1654 (1285 655 485 1248 | %83 the region priced mors competltwe_ly vis a enue to cover fixed costs adequately, leav-
1995 [1264 110 496 1113 {23662 | VI8 the cost of electricity and fuel oil, NNG ing a satisfactory profit for sharehalders,
1% |1378 719 S0 1295 | 290 | has been connecting its mains to most of The utility’s overall return on equity in
1997 |45 750 550 135 | 410 | the new construction. This year, it is get- 1996 may be only a little more than 11.5%.
car EARFINGS PER SHARE A - ting 90% of the newly built homes and But that would exceed today’s industry
endar |MBE31 Jun30 Sep30 Deedt veur | commercial/industrial facilities in the norm, which is in a range of 11.0%-11.5%.
TR o 427 75 | 174] Service area. Notably, construction activity In effect, NNG is slightly hetter off at this
1996 | 91 08 dzn 88| 1g| is, contributing only about two-thirds of juncture without a rate order and can
1851 @8 13 d23 g5 | rig1 | NNG’s customer additions in the high- maintain a growing dividend. The current
1806 [ 102 21 dit 73| 185| margin, space-heating category; the rest is yield matches the gas-equity average.
1597 | 108 47 41z .77 | 19| coming from the conversion of fuel-burning NNG has modified its accounting to shift
Cat | GUARTERLY GVMOERDS PAGB® | pyy | facilities to gas heat. In all, the customer more of the pipeline’s fixed demand
endsr |Mardl Jund0 Sep30 Deedt| Yosr roll continues to grow \fery'fas_b at more charges te the coldest months of the year
R | 98 3 2 &7 | L5 than 5% a year. And this distributor still when revenues are highest; this change has
1993 | 287 203 293 3 | 17| sells to only 40%-46% of the local space- no impact on ennual earnings. Also, all
1964 | 209 203 293 293 | 117} heating market, leaving it ample room for per-share data are adjusted for the 3-for-2
1995 | 28 23 2939 .30 | 8| further market penetration. split on September 6th.
1996 | 0 0 T80 The stock is a good-quality income Gerald Holtzman September 27, 1998
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RECENT PE Tading: 136 Y| RELATIVE YD 0
ONEOK INC. NYSE-OKE pice 28 {amo 14.1 (Mu\:llﬁ) s 0.94 10 4.4% 489
TIMELINESS 3 avesge | HGNE 1681 17.91 2201 991 {700 165] 189 189] 263! 203! 248! 289 Target Price Rangs
(&”&"m.ﬁ'ﬁﬁ&”’") Low: 1391 136§ 73! 48/ 93! 119] 125 14.0f 17.8! 15.81 17.11 20.04 1999 ( 2000 12001
AFETY Averags + 8.0-% * : - T " —50
(Scale | Highest 10§ Lowesi) : b S — .‘ i L%
BETA .80 1,00 = Marked i N T X ; i E— B
199301 ' ' ' ‘ e T u
T Al Tolal =t : : 2
Pries  Gan  Rstum mﬁﬁﬂm.—' : : 18
High 40 (+45%} 13% | A LT : i ! | i
low 30 (+5%) 6% ! ; ; ‘ Y
Insider Decisions PPV - It LI — I 8
HOJFWAMY Y R A I T LA U FOPTL L Tt : 8
BBy 002100010 ; : |y Ol T RS ] ;
e 088853088 —renmmrmsmET— — :
Ineiltutionai Decislons ; T ; ' ; : : Sdiesten 3
[ TS R ¥ ] ! | : i ! [ | i ! : racession
i S E e . —
hms:mq 12485 12335 12043 |Ireded 40 [ I it Options: PHLE
19807 1981 : 1982 | 1983 | 1984 . 1985 1986 | 19871 1988 1989 1950 1991 195211993 1994 1995/ 1996 1997 = VALUE LINE PUB, BiC. | §3-01
4L100 5173 42.27( 4276 4491, 868! 2663) 0931 20371 22431 2509 25900 25431 29631 29691 35461 4250] 4435! Ravepues pershA 51.80
2941 335 386 2781 388) 3IA| 2561 2181 248 2451 28t 2771 297 333 325 3431 4251 4401“Cash Flow™ parth 550
1810 2210 24| 1281 1731 1500 1247 681 61 t&@ 12 312 1431 L34 1581 2001 2051 Epmingsper th B 280
A5 1051 115 1200 1247 128 128! 1281 H4i 481 75 821 851 106! 199 1120 1381 122! Divds Decl'dpersh™ 145
3091 5021 785] 107 243« 281: 2881 1471 87, 155; 2641 4;I 282] I ami 27 200t 220iCapiSpindingparsh | 350
PRI 52284 42T} 4350 14700 4811 12361 11220 1340 1211 12510 1303) 13281 1363) 13881 1433} 9525 15.90! Book Yalua pay sh? 1a7s
92 0837 2068 24761 76.02! 26991 27621 BO04T 23051 Q21571 26631 26621 2663] 26631 DGESI 20021 27.251 27.40) CommonShaQutwg® 2800
61. 801 53 1051 859 100 122] 2581 127{ 85i 1207 108} 129 143} o] 191 f2an ; Avg Ann'i PE Ratie 135
RTR A A T TR TR RN TR A R T A R I 7Y SN Y B PR ] ! Reittive P/E Ralio 105
81% 1 5o%i 82% | G1%i 84%! 85% 1 5% | TN 6T% I 4361 52% ) 5741 62% 1 52% | 58%1 59% 49%) ! Avg Ayl Div'd Yield 4.1%
T o e vatomu | 7881 SU701 S7i4: GI83] 66901 68951 67.1] 7891] 14| OW91 11851 1215 Revenma(smil® | 145D
LT Dobt $336 8. LT Intara sl $30.5 mid. 19.0% | 204% 24% 1 187% | 168% 1 178% [ 193% | 18.3% 1 180%| 16.4%1 16.0%1 16.0% i Gpauting Muigin 16.5%
(total intsrast coverage: 4.5x) 651 421§ 4831 3121 W3] 3821 468[ 4801 09| 5041 6201 6601 Depraciation (§mil) 80.0
[44% of Cap'i) S 194) ATL 36! 3301 3591 3261 304] 3820 428) 5500 5601 Nt Profit($mi) 1.0
A . . L 468% 1 432% | 138% i 9.1% | 36.0‘!.! 8% | 387% | 35.1% | I68%(| 37.2%) 80%| J40% ikacome Tex fitte Ro%
Ponsion Liability $42.310'95 vs. $48.6in'94 47% ! 3341 38% 0 59%| 49%| S2%) 48| 49%) 46%| 45%) 6% 46%:NstProfitMargin 50%
Pd Stock $9.0 mil. PADivassami | 1O0] €651 66! G681 diaT] 68| S65| 424] 28] 2041 4501 00 WorkingCepi(Smil) | &50
(1%ofCapiy | 3T} 2870 23221 148] 2162] %291 331.or W59) 36290 3509) MO 3601 Long Tem Dabt(Smill) 450
303! 71 RT2| 3428 M22) 25581 6261 211 ATS) 39761 4251 4451 Rat Worth ($mill) Fxt)
Common Stock 27,218,343 shs.  (55% of Cap) 81% | 58%1 68%| 1W0.1%| 78%| 7.7%) 66% | T5%| 71%1 78%| 0% 9.0% % Eamed Tolsl Capl 95%
98% 1 60%i 66%) 10.0% ) 96% ) 104%| 90% [ 103% | 8% 108%| 13.0%1 125% % Eamed HelWorlh 135%
RMF{ KMFi 10%1 6S%) 36%1 40%) 19%1 2re| LFe] 3Z%1 55%) 5.0% % Relinedto Com Eq 55%
CURRENT POSITION 1004 1905 S3195 | 103% 1 NMF) 8% 3% 62% | 62%) 801 75%| &% 7%l 59%) so%i%AiDivdstoNnProl |  56%
%amivab’.%? 43":‘ ;%3 1%:3 BUSINESS: ONEQK Inc. ngages in tha iransmission and dislnbu-  Iransportalion serice and oiher, 14%, Has fva undarground
Inveniory (AvgCs) 945 8211 63,9 | lion of natural gas (87% of assels, 86% of net oparating income in  storage facditles. Est'd labor costs. 13% of reveauas. Has 2,003
Cther 2.2 177 41.51 1995) to 724,000 custome:s in 294 communitias in Oklahoma, Also  empkryeas., 11,563 common sharenoidars. Officars and directies
Cumment Assels 1693 T194,1 2447 | produces od and gas lor is own acoount {ast'd pratax prasentvaius  own 2% of the commaon shares; institutions, 12.5% (12/95 proxy).
Accts Payable 42 582 91.7 ] of issarves &/31/95; $64.2 miSion) end natural gas Bquids, Utily  Chann, & G.E.Q.: LW, Brummatt. Incorp.: Delawara. Address: 100
glagrDua 453-; ﬁ?% ggg revenua mix; residential and comumarcial, 67%: industial, 19%: gas  West Fifth St., Tulsa, OK 74103, Telephone: $18-588-7000.
Cument Liab, 1485 7740 191.8 | More responsive regulation seems to utility dealer in gas supplies. The company
ANNUALRATES Part Pami Esvdoacs| have given ONEOK's utility an operat- buys gas from producers in the field and
deageipacsh)  VYm  stm.  wwewn | Ing upgrade. The company likely lifted reseils it to customers in local or interstate
Ravenues -30% 70% 85% | share earnings for fiscal 1998 (ended Au- markets at a markup for profit. Prices are
Cash Flaw” 5% 60%  85% | gust 31st) off the long piateau they had set by the marketplace in a competitive
Eamings 05% 60% 10.0% s . . s .
Dhidends 0% 120% 45% | been trending along since 1989. The environment. In fiscal '96, earnings from
Book Valus 05% 30% 50% | change of pace was propelled by an im- gas marketing rose sharfly, helped by a
Fisctl | QUARTERLY REVERUES (S mid) » | Fud proved rate design accorded the Oklahoma jump in prices at the weilhead. The vola-
Joar yovad Eeb.28 Hay3i Aug31] Fitcal| gas utility in June 1995. Lower tariffs for tility of field prices, often influenced by
1993 (1505 3139 1875 1282 1 580.1] industrial users give the gas system a pric- weather, fogs the outlook for gas _market—
1996 [1772 2954 1905 1203 | 7924 | ing advantage, enabling it to hold on to ing in fiscal 1997. Still, ONEOK is work-
1995 | 1663 2874 3045 1917 | s499 | these high-volume customers and to sign ing to maximize its long-term earnings
1996 |2385 4647 2897 1921 |1185 | wp new ones in the face of competition potential from this business by turning it
1997 |240 455 310 210 |1215 | from other gas marketers, ONEOK may into an integrated operation, that is, by ac-
Facal EARMINGS PER SHARE A & Ful | recover its fixed investment in gas plant quiring gas reserves situated near its own
Jear INov30 Feb.28 May3t Aug.1| F8S| through an increase in residential tariffs. pipeline system. .
T 2716 4% | 147] Lhis increase, however, has been balanced ONEOK’s ambitions in the nonutility
1994 | 28 @ 2t d14 | 1.34| by lower charges for gas supply, an adjust- arena accord this stock, traditionally
1935 2% 405 33 ¢09 ] 158] ment on which the utility records no gain an income vehicle, some speculative
198 | 31 142 42 di5 | 2001 or loss. Regulators, in the most recent rate appeal. The issue, now valued at a record
1997 | M4 138 45 412 | 205} order, haven’t stipulated an allowed re- high, is apt to perform as well as the year-
Cat- | QUARTERLYDVIDENDSPA S | run | turn on shareholder capitai. But state ahead market. Its 3- to 5-year appreciation
eidar [Mardt Jund) Sepd0 Dec.dt| vear| oversight will make certain that system potential is hard to call. But with the utili-
821 25 . 25 2 75 ] i00] earnings are fair to its captive customers. ty serving as ONEOKs earnings main-
1943 21 2t 71 2| 1oe| Nonregulated activities have gained stay, dividend growth should help to un-
1994 | 28 28 28 23 | t.12| more profit potentinl. ONEOK has de- derpin the price of the shares, thus balanc-
1995 28 2@ 28 29| 13| veloped a marketing operation that gives ing the risk of holding the issue long term.
196 28 30 .20 it the opportunity to turn a profit as a non- Gerald Holtzman September 27, 1996
A) Fiscal year enas Auq. 31st, (B} Based en | Goas ex adout Oct. 23. Dividend ant 8. In '95: $168.9 midt, 35. ]
(av)mga sgares nu:sl::ghg. Exé. mee-wrmg calns: about the 15th of me??ﬂ;'. Au- gg::sldps?fd !sm' stock m&& 25sh. (€) tn e sgwﬁ.n ﬂ.;i rs!:‘ngl#ysmng‘lh 25
charga: '835, 102, Next eamings report dus late ] gust, Novambar. ® Dividend renvasimant plan Price Growth Pansistence 40
Dec. {C) Next dividend msating about Oct. 17. | avaiabla. (D) inciudas intangblas and defsrad Eamings Predictability 70
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4270 4480 50731 47070 SaTi: 508D 4620 38130 MX - 42 B63: 8 54 38091 36T00 2960 435 36.30) Revenuss pershA i 4280

248 2871 2871 2627 331 3M. 3EST A4) 3750 39 3M 3731 367 385t 21991 3681 485 4.80!“CashFlow" persh 555
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1068 1030 1071 1093' 11881 13077 1402° 14270 1509 16201 3661' 1695 272! 18621 839! 18.381 1935 20.00! Book Yalua par sh © 205
BAE NI W W R0 23T, W43 P51 w5 262 D0, BI6. HIT. W8] WA M, MBI 35.00! Common Shs Qulat'g & 3505

-- v B3 TP 481 681 904 130 781 79 127 18] nri 150 1331 147) 8ok figees are | Avg Al PIE Ratio io120
-1 58 &3, 450 s6f Bl 87) 65 60! &3 s 9 89 A7 g8l Yeweibw - Quigtive PfE Ratio N
L 122%1107% | 103! 7% 63% . 65%! B3% B4w| 71% . 70%! 65% S6%| 63! 9% *UM™  avgAmiDivdYeld | 4%
CAPITAL STRUGTURE as of 630796 1498.1 . 117467 111681 1188.01 116521 11037 | 10968 12569] 127951 100341 12001 1270) Revenves {SmalA | 1500
Total Dabt $531.1 mel. Du fn 3 Yrs $20.9 mi. TA' S6A| 7901 B05; 6970 6851 16 7TANL 441 6221 1601 90.0(NetProfit (Smil) | s
WT% - d5B% 5% MO%| HIR! N8%, NI V%I N.0%1 H4% HO%. H0%IIhcoms Tax Rale 1 36.0%
LT Debt $527.9 mss. LT Interest $48.0 mit. 52% . 48%: 70%. 68%! 60%! 62% 65%. 59%! 58%1 60%1  83%!  LI%:MNetPrefil Margin .75
(LT intevest eamad: 3.1x; A19% 1 452% | 469% . 45.0% ] 47.0%; 46.0% ] 438%, 45.7%| 494%( 492% 51.0%! 51.0%;Long-Tem Debtfato | SL0%
to(alanlereswo'gqrage:a.()x) 539% . 51.2% 1 50.5% . $2.5% 510%: S21%: S5.4%  S43%1 S06%i 508%| 48.0% 45.0% | Common Equity At | 48.0%
Pension Liabiity None 8442 GEI %091 100701 10851 106501 11871 115657 12675] 126361 13801 14351 Towal Cagtal $mal) | 1648
913.3 | 960.2! 100001 1085.1 ! 113404 1181.2 ] 12436 ! 1318.0) 1341.9] 137341 14051 1455i Nt Phant ($mill} ! !580
Pid Slock None 109% 8061 98%| 99%) 85%i B85%; 84%1 &1%| 78%| 70%| 95% A&5%i% Eamed Totst Capl F

15.9% | 1A% | 150% 1 145% ) 124% ) 12.0% 1 11.4% 0 10.8% 1 11.6%1 97%i 15.0%! 13.0% % Eamed Hat Worth | HO%

Comman Stock 34,951,928 shs. 182% ¢ (06% | 153% ! T46% ] 124%  121% ) 114% | 10LTH| 11.6%1 97%| 150% 120% %Eamed ComEquily | M40%

9 T0%: LT%| 55%; 5.0%| 26%] 1% LO%: Lg%} 19%] NMFI S5KT 35N % RewinedloComEq | S0%
CUR’Fll‘ElP;I-‘I,' POSITION 1994 1995 6’30’96 5% 8% 6S% I 66%1 80% I &% M%:  BA%!  BK%I 101%]  65%I MF%MIDEVGHOH&!PM! 5%
8&%‘,‘359{5 Sigg égg 2?%3 BUSINESS: Peopies Enargy Corporation dislnbuies nalwcdl gas via  gas cosls and revenura laxes accounted for 63% of gas ravenues i
Current Assels 573 530 3_58—4' s Uity sudsidiaries, Peoples Gas Ligh! & Coke Co. {840,000 cus-  fiscal 95, 1995 depraciation rate: 3.2%. Est'd plant ags: 10yrs. Has

lomers at ¢3(¥95} and North Shors Gas Co. (132,700), in Chicago 3,233 employess, 34,165 shareholdars. Directors own 1% of com-
Accts Payable 109.4 1024 1205 | and ronheastem Hinois. Fiscal 1935 voluma: 264.1 bl cu, R mon slock {1/96 Proxy), Chaiman and C.E.Q.: Richerd E. Terry.
Debt Dua 49 4.9 4.0 1 resdantial, 50%; commercial, 8%, industrial, 235 lranspont, 40%.  Pres. J. Bruce Hasch. Incomorated; 1nois. Addrass: 122 South

her 1540 1787 _179.01 Man suppisr is Natural Gas Pipeine Co. of Amarica. Puchased  Michigan Avenue, Chicago, IL 60603, Telaphona: 312-431-4000.
Current Liab, 2680 2840 3038 T T T q =
Fix. Chg. Cov. 276% 255% 260% | Lhings have been going right for the industry, and they win the overwhelm-
AHNUALRATES ot ot EsTd'93'55 Peoples Energy in ﬁsca.l 1996 (ends ing _share ot_‘ residential and com_merclal

of change (per shy wm §tn. towews | September 30th). The utilities both won heating business. Peoples Gas is also
Ravenues -E. 40% | rate increases—3.3%, or $30.8% (annual- retaining its industrial business by offer-
l"ECaShW 1?& 25w 2’32 ized), for Peoples Gas and 3.7%, or $5.6 ing gas transportation options, These fa-
bR 53% 5% 20w { million, for the smaller North Shore Gas—- vorable factors should enable Peopies En-
Baok Valua 45% 25%  40% | which tﬁmk eﬁ‘ﬁct last Noverr:iber‘;.r In addi- ergy to earn $2.50 a share in the new fis-

T » T Far ] tion, the utilities benefite o cold cal year.

Fé( ,}EEF GUARIE%YREVEﬁ?:S(W“ flical| weather in their Chicago and adjacent Peopies’ growth rate, however, is low.
15 56 T0% D13 180 [950] service territories. Temperatures (in utili- Peoples Gas serves a mature market. And
1994 13793 5746 2068 1188 12705 | t¥ degree-days} were 26% colder than its huge market share means that it has
1935 (071 4264 1872 1147 ltge3q | hormal in the third quarter and 20% little opportunity to gain business through
1995 (3176 4986 2485 1353 |1200 | colder for the nine months, Consequently, conversions from other energy sources.
1997 |340 540 250 1de [i270 | systemwide gas volumes were up about North Shore Gas is enjoying growth in its
Fivcal | FARNINGS PERSHAREA & Fon | 17%. And because the utilities’ rates are suburban territory, but that barely
SO 1nec3t Mardt Jund0 Sep.30| Rl not adjusted for weather, the increased counters declines in the much larger flag-
T T T o T oq7] margin flows through to the bottom line. ship utility. Peoples Energy is making
1994 | $12 §38 07 d4s | 243] Finally, the company benefited by 4¢ a some inrcads outside its core utility
1985 | 72 1M 13 da | 173| share from the termination of certain gas- businesses, but in related fields. For exam-
1956 | 103 177 41 dd41 | 280| storage contracts. All told, Peoples Energy ple, a subsidiary is offering energy-
1997 | 1.05 180 .25 dd0 | 250] may have to try hard to avoid earning management services to large customers,
Cal- | CUARTERLYCIVDENDSPAID S0 | gy | IDOTe than §2. 80 a share for the year. and Peoples is also involved in marketing
andsr {Mar3t Jun30 Sepd0 Decdl| vesr | The company has key strengths. natural gas-powered vehicles,
992 1 44 H  H a 1.76| Peoples Gas’ Chicago territory ia strategi- This stoek is a good choice for
1993 | 44 445 445 445 | 178 cally situated with acceas to five interstate income-oriented accounts. It ranks
1994 | 445 45 45 45 180 pipelines. The utility, as well as North Highest for Safety and offers a healthy,
1995 [ 45 45 45 &5 180 | Shore, obtains gas at low cost. Hence, the secure dividend yield.
1996 | 45 46 46 utilities’ prices are among the lowest in Ben Sharav, CFA September 27, 1996
A) Fiscat ysar ends Sepl. 30th. N C) Naxt dwvidend maatng about Novamber 4. { (D) Includes deferred charges. In '95: 316.
{B; Based‘gn avaraga s?':uas outstandng. Ex- &me abot Decemgrgla Dividend pay- r(m!lt 47¢/sh. ges. [ 95: 3165 ?ﬁﬁ"pﬁ?;'?t:&?&smm 9;
cludas acerg gan: ‘39, 30¢. Next samings ment dates: about 15th of Jan., Apr., Ju!y Od in misions. Price Growth Persistence 55
8podt dua Late Octobear. » Dividend reinvasimant plan avatable, H Figwos for $950 and 1981t are pro forma. Eamings Predictabllity 65
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] RECEMNT PE Traling: 136 | RELATIVE bIvo 0

PIEDMONT NAT L nwsesw  [Re 25 % 15.5 (isksitt Yool 1,035 4.8% 492
TIMELINESS 4 Brow [ High:) 8.2 116 1341 126/ 148 149] 1691 204. 264 234, 249 258] . Target Price Range
(M%W) i | Low: ! 74 a..:; 881 981 115! 128 129, 1547 188 180/ 183: 205) 1899 2000 !2001
SAFETY 2.8 ] Tor- T, — =%
(St | et 0§ Lowedt iLALLLr— —— %
BETA 65 (1,00 = Make) —— —— + : ==
'l Total — e LT mmﬁﬁ" I"h’uﬂ“: R o i g;
P Gin  Rewsm i —— ! I

B oeadm # ] 2
insider Docialons — . ‘ f 8
HD JFMAM 4 [ i i i ¢
ey 000000000 T 1T T
P 9858008808 R ——
Tnstituilonat Decislons ' . ; 3 - Snaleater. [ 3
I . i i | i ! | | eion
y T Pl I N N
DI Sou  sam  sos |ireded 10 {"——"] Options: None
1980 11981 | 1982 ) 1983 1 1984 | 1985 19861 1987 18881 1989 1990 ) 19971 1992 1993 1984} 1995) 1996 1997 ! © VALUE LIE PUB. IAC. | $3-01
1843 25271 2489| 2593% 2704| 2815. 24011 2304] 1962 20251 18841 1664| 17831 2094( 21651 1752 20200 20.85|Revervssparshd | 2435
t1g] 119 t.0§ ] 1.5 l.l]‘] 131 1 9f 175 1.92) 1% 156] 215] 228§ 226 251 2.751 2901 “Cash Flow” per th 12
8| b 81 9| 1 .ao| JELO0] gl 12ty 12| B3 K40 145 1350 145] LS| 1701 Eamingspersh® 1.9
3 43 46 A8 S 581 & .65 72 nl @ 871 - 9 50 1] w081 118)  1L.221Divds Dacldpershe 135 |
145 2ol 15T a8 4] 2137 2397 288 Q7| ATH{ 324 275 281 316] 390] 344] 340]  2451CapliSpending per ah 3.4
47| 5700 sa2| 580l 630 641l 699 7491 825 873 9u5| 9s5) 1027] 10901 11361 23| 1220 14.10] BooX Yaiue par th @ 1835
12051 1296 1263 ] 13363 1396] W7 17401 17877 20331 20781 21431 24731 25800 2645, 26587 28841 29501 3025]Common Shs OQuistg® | 3350
6.7 T4 74 5.7 83| 132 124 102 9.1 103 t13 163 123 154| 157 13.8] modd muwssre | Avg Ann'l PE Ratio 1o
16 X &8 A8 597 107 82 68 16 18 M 104 75 ol 13 94| YaudLio | Relytive P/E Ratis 1.10
83%) 83% [ 108% | Q4% i 82%( 74%| 64% ! 58% i 67%) 63%! 80% ! 60% 1 53% ) 43% 1 48%i 54%i  STFE | avganwi Divd vield 5.1%
$ﬁ"&'§&‘ﬁmm§5‘b§g’izﬂﬁm oma | 7S] AILTL W90) 42081 4m8| 4it6} 4599] SS281 §7S4] s0S2[  SST 7251 Revanues (fmi A I
LTDADASISTOmA LT interest $26.8 ml 1221 193] 241 2491 257] 208! 330 75| 3551 403] 4400 5L.0) Nel Profit{$mill 6.0
(Total intarsst covarage: 3.6x) E3% 1 Qe H2%: NT%] N2% | V2% BO% | WA% | 764 87%| JASK| I8N jincoms Tax Rate 5%
8% | 4751 56% 0 59%1 64% 5.0‘."-1 T7%: 68% 1 62%) sowl 70%1 7.0% | Hal Profil Murgin ! 7%
S10% | 452% 458% | S0.7% | 470% | 48.0% | 466% | 494% | S0.9%) S04%| S515%| 5LO% LongTerm Debt Retho 50.0%
Pa. at0a Liability None 490% ] 548% | S42% | 49.3% | 530% | 520% 1 534% | 506% | 49.9%) 496%| 4AS%| 4%.0% |Common Equity Ratio 50.0%
’ 13| 2442| NQTi 3BLT| 3698 | 4593 4962) 5630( 6150 T80 805 870 Totat Capital {$mitl) 103§
2852 32381 40301 45241 50790 5378l 50281 6s451 7S w013 255 §35  Nat Plart ($mill) 1 1%
Pid Stock Nons TA% ] 103%) 94% | 95% ) 100% G.S‘In{ 1% | 86% | 77| TS%| &0%i &0% % Ewmad TotaiCep'l ! 7.5%
10.0% | 1A% | 184% | 137% ) 1Ba% | 86%) 133% ] 132% | 11.8%) 104%( 125%) 120% % EamedMelWorth | 11.5%
10.0% | 14.4% | 134% | !3.7'.«’:! 131% | 66% 1 133% | 13.2% | (0.8%]1 11.4%] 125%! 120% |% Eamad Com Equity ! 115%
23% | 59%| 52% | 48%| 42| 2% 46% | 44% | 28%[ 2T%| 25%1 25%(%Reuinedto Gom Eq 0%
Common Stock 29,421,010 shs. s of 4198 msi sl ei%i esnl e | oew| esn| are| 7wl Tew| %] 7z%i%MDivdsloketrol | 7%
il '9; rosmon 1?; 1?: Tm’:: BUSINESS: Piedmont Natural Gas Company is prmanly & regu-  age 10yaars. Nonreguiated oparatons: sala of gas-powersd haal-
COther ¥ 1109 1115 1104 laled narmgl gas disinbutor, serving over 540,000 customess in  ing equipment; nalural gas biokering, piopane sales. Shase eamr
Curment Assets 174 "T173 1160 Noth Cacolna, South Carolina, and Teanssses, 1995 revanua mic  ings contribution: '65, 14¢; ‘94, 15¢;'93, 10¢. Has about 1,680 em-
Accls Payable 359 393 55.8 ros_:dgnt‘sal (451{.). commarcial (274), ndustrial (26%), other (2%).  ployses, 12,440 sharaholdars, Chrmr_!.. Pres. & C.EQ.: John H.
Dbt Dus 68.5 205 40.0 | Principal suppbers: Transco and Tennassae Pipekns. Gas costs:  Maxhaim. Incoipovated: Nerh Carofina, Address: 1915 Rextord
Oher 535 _ 649 _ 19.4{ 40.0% of rovenuss. '95 dapreciation raie: 3.0%. Estimaled plant  Road, Ghariatte, Norh Caroina 28211, Telephone: T04-364-3120,
g":é‘:qug‘v ;g;%ﬁ 2‘3%1 ;135%5 Piedmont’s stock price has risen near- ice areas. The company is also benefiting
T At: RAT-ES Son i Eetau3eE ly 22% from its May, 1986 lows. We at- from a favorable South Carolina regu-
ol change o ) i 5tm www | tribute this climb to continued strength in latory ruling, which provided a $7.8
Ravanuss 0% 05 a0% | the company’s gas distribution business million-a-year rate increase effective No-
“Cash Flow™ 55% 45% 55% | and increased speculation on mergers be- vember, 1995. Favorable economic condi-
Sivid ngs gg& ggg“ ggg tween gas and electric utilities. However, tione in the Southeast should allow for
Book Valua 5% 80% 60% { due in good part to this recent price move- sustained customer growth in the 5% to
Fjecal | QUIRTERLY REVENVES (i) A | Ful ment and & probable rise in long-term in- 6% range. These meter additions will like-
g;‘tg.r Jan 31 Apead Jutdl Octai ] Flscal terest rates, we envision below-average 3- ly account for a significant portion of the
WL‘T{Q_S o ST 55% to 5-year total return potential. Hence ... increase in net income, .
1994 12331 2049 706 668 | 5754 This issue is best suited for conserva- Earnings growth should continue in
195 2025 1794 616 617 | 552} tive, income-oriented investors. In the fiscal 1897 and beyond, albeit at a
1996 (2392 2595 957 9.6 | 645 | past, the company had exhibited steady slower, more normal pace. Last winter
iar 1255 215 100 g50 | 725 | dividend growth, a trend that we expect to heating season’s unususlly cold weather
Tiwcal]  EARHINGS PERSHARE A% rall | continue through late decade. The yield may well lead to reduced.volumes of gas
Joat | ianat aprdd Juiat Octdt| Fick) currently holds at about twice the Value sold in the first half of fiscal 1997 Aside
—'m‘— Line median. Risk is limited due to regu- from the aforementioned customer addi-
1956 | 106 87 420 436 | 135 lation of the distribution business and tions, much of next year's _bnt_tom-hne
95 | 143 87 43t di8 | Fi45) weather-normalization of rates, which al- gains will likely come from relief in pend-
1996 | 118 112 d28 d37 | 1.65| low for better predictability of earnings. ing utility rate cases. In North Carolina, a
1997 1 122 105 d25 433 | 170} We expect a solid rise in fiscal 1988 rate increase of $9.9 million annually and
ca | QUARTERLY OTVIDEHDSPAN &= | gy | 2hare net. (Year ends October 31st.) The return on equity of 13%, versus 11.9%,
eoder {Mar31 Jun30 $4p.30 Dec3t| vear | fiscal fourth quarter, typically a loss peri- currently is sought. In Tennessee, Pied-
N R g7} od, ought to provide little bottom-line sur- mont has requested increases in rates of
93 | 23 245 a5 245 | ‘o7 prise. The anticipated full-year gains $9.3 million and in return on equity to
1998 | 245 26 28 2% 1g3| would be primarily the result of a strong 13%, from todays 11.8%. We expect a good
195 | 26 25 215 275 [ 19| first half, stemming from colder-than- portion of these requests to be granted.
1998 | 25 29 2 normal temperatures in Piedmonts serv- Oscar L. Vidai September 27, 1996
A) Fiscal year snds Octobss 31, {C) Naxt div'd mig. abowt Dac: 5. Goas ox D) incl. def'd chvgs. In "95: §3.1 mil, 11¢/sh, ny's Financiat Strength Be+
B e, | e e \JenEi e L | BRIGER T Y
, dom: ‘85, 11¢, N I 1 , July, Lct, s. & 8 i0 in shs, X 9 nee
tale November, ¢ el u D&/d reinvast plan avalabls; 5% disoounl. e g‘?ﬁf&%lﬂﬂ% 85
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RECENT FE Traling: 139 YERELATIVE biyo 0
SOUTH JEHSEY INDS. NYSE.sat PRICE 23 RARG 13-9(Hedi.am !3.0) PIE RATIO) 0.93 ne 6-3 /0 494
TIMELINESS Joow T High: 150 210. 224 187, 229. 208] 203 232 2750 2401 235 239! . Target Price Range
{ Baye Prig edom | veae| Low.: 126 1390 157 183 176 1B4| 174 191 218] 166. 17.9] 20.1] ; 19881 2000 2001
SAFETY 2 .00 ‘ - ; : ; T 80
{Scala: 1 Highast lo § Lowest) ; ; Y 0K DV dendt BTH . ! ‘ 80
BETA 55 11,60 = Markel) z+ror-ti it TG by irereH Fala | i ; i ; E P
! i N : : : ] : 32
1 H : k j ‘ : T T T : T i TER TR e =
Price  Qaln MR.IJ%“ { : "~ :l-um. : ||.I.I \ ' Ty k- “I.[ : MR '—'Tl':'i.l-'-T = i 23
w grg ((t?gz;:} f%ﬁ I T L TT AT DT T e i LI : : ] e
Tnslder Decisions — s : ! : ; : ‘ ! i : i 12
COHD JFMAR S r i et - . - : 10
BBy 0000CG0CO0Q0 : T R et T : : - 8
00000000 0k.... e P | ' L e e e ! |
BS 000000000 ‘ : s | : : : i e e &
Institutional Decisions \ Faelative Price Strength i ‘ i : indleates | 4
0y 0% ! P : ! i : | i _recassion |
[ 304 4 8 16 { Parcanl gg - = T T - " . -
B e 1 s a0 |ided 1o ; : Options: None
1980 | 1081 1 1982 | 1983 ; 1984 1985 | 1906 | 1987 i 19881 19891 1900 | 1991, 1992 ' 1993 | 1894/ 1995! 19961 1937 © YALUE LINE PUIB,, IHC. | 9301
4218 5169 5654| 5532 4450 3560 6| 3259| 20661 30541 28800 309! 33| MO06| M| 3B00) 235 35801 Revenues parsh 35,00
326| 3151 266 295| 268 2:| 255 279 3031 300! 288 275 312] 30 2700 330  3i5]  240!“CushFlow™ par sh 18
154 168] 17| 14 541 118 128] 167 188 166 133] 1270 161 1% 124 185 1.65] 120! Eemings pes shA 2.10
91 48 1.08 114 120 122! 124 14 1.29 1361 140 141 141 143 1.4 1.4 1.4 1.44) Div'ds Deci'd parshBe 1.55
19 390 2571 242! 294 374! 426|425 44 455 421 434 33 I 3851 418 4800 4.60)Cap'l Spending pet sh [F:]
1084 6153] 1185| 11.72) 1180 1074 12021 1242] 1324 13431 13581 1353 13901 33| 1448] 1467 14.90) (5251 Book Value pr sh & 1725
201 5911 5331 585 1227 7607 7143 1841 8471 48| 9047 924 9507 98] 10721 1072 10.750 10.751 Common Sha Oulstg® | 1250
56 55 1% 17 84 15 135 121 93| 1t9] 1361 145 132 158 16.1 122! Boid Agures are | Avg Ann'l P/E Ratio 125
kL] &7 &7 85 18 93 92 85 .n 204 1.0t 93 B B 108 831 Yeuiibe | Reistive PIE Ratic 55
g% | 107% | 106% ! 104% L 100% | 89% 1 7% | 63%| 74% | 69% 1 Trel 76% | 66% | So% Taw| 7zmi U™ lAvgAnviOivdYiMs | A0%
AT SR TURE 12 of S soomi, | 17| 554 513 2600 2000} 27831 31671 I J40| 3538 3801 3851 Revenoes {Smil) 450
LT Dobt 120 it LT miacestSizomat | 1021 124) 1s6] 42l 118l 119! 1531 152) 126 178] 1a0i 1951 Nt Profit (Smil) 260
{LT interast eamad: 3.2¢; total intarest P9% | 351% | 263% | 265% | 300% | I1A% | 316% | J8% | I5.4%| 3d4%| I50%: 0% income Tax Asls ! HO%
covarage: 2.3x) A0%1 49% 1 62% 1 55%i 46% 1 43% 1 48%: 45% | 34%) 50%|  47%  51%|NetProfit Mesgin 5.8%
: . o A% B8% | B0% | BI%] 70% | 455% 1 469% . 2% | 49.3%| S14%| 440% 50N Long-Term Dabit Ratio 35%
Penston Lisblity $2.1m3.in S5 vs. SLSmB | 35t | 61g% | S92 | ea0m i s17% | 5331 sai] 0% | 4a0mi 479% §1.0%1 48.0% | Common Equity Ratio | §1.0%
1732 ] 15741 189.3{ 18461 23721 2344 28361 2874| 3106 3284 5] 3401 Tolal Capital ($miti} 420
PldSlock $2.3miE  Pid Divid $.47 miL P12 2MB| 27001 3010} 253! 3501 35481 7540 40201 4227 201 445 Net Pant ($mill) 515
3,900 shy 4.7% cum. (§100 par} cafiable F01.5; B3| 104% ) 102% | 98% 1 T2%| T4% 8.3%5 74% | 61%| 7.8%| 408! A% % Eamad Total Capl 40%
19,242 shs. 8.0% cum. {$100 par) catable 106.7. | 105% | £23% | 135% | 121% | 94% | 9.9% | 114% | 106% | 8.0%| 112%| 11.0%] 11.5%)% Eamed Het Worth 12.0%
07% 1 125% ] 137% 0 122% 1 95% 1 94% ) 115% ) 105% | 80%| 11.2%] 11.0%! 720%|% EsmadCom Equily 12.0%
Comamnn Stock 10.730,832 shs. W% 25%| 43%| 22%] NNF[ NWF| 14%| 6% | NMF| t4%| 15%1 25% %ReinedtoComEq | 2.0%
6% | 1% | 69% | 2% 5% HOH | B3%| M%| us%| 8e%| 7% 0% |%ANDivdatoMatProl | 75N
g?,?'}sﬁf“m"" ‘1?; ‘?: mo;n: BUSINESS: Soulh Jorssy Indusings, Inc. 1s a hoding Gomgany Iis _ ofl-system, 6%, cogen and othar, 1%, Monutiity fevs. (sand minng
Other s 414 933 1034 | suosidiary, Sauth Jersey Gas Co.. distributes natural gas to & procassing, utiity construcion contracing, and ronreguiated gas-
Cusien Assels 396 7030 1055 | 248.022 cuslomers in 112 municipalties, including Allantic Clty, in  supply marketing), 25%; oper. egs., 11%. Has 1005 empls,, 12,900
Accts Payabla 352 445 255 | New Jarsey’s souhem countios. Service atea covers 2,500 sq.  shrhikdrs. Diractors entil 2% of com. shs.; CoceStates Bank, 14%
Dabl Due 837 008 1131 | miss, Principat suppliers: Transco, ARCO, and Amarada Hess.  {¥96 proxy). Pres. & GEQ.: W.E. Ryan. Inc.: NJ. Address: 1 South
ro 233 24.2 24.5 | Gas rays.: resident, 54%: comm1 and ind., 25%; transport, 6%;  Jarsay Plaza, Rowle 54, Folsom, NJ 08037. Tel.! 603-561-9000.
g&"g"h;"'ézv ;;gé ;23653 ;262% South Jersey Industries has the finan- pipeiine systems. To further this market-
ANHUAL.RAT'.ES im Sre EvTd 9395 cial incentives to run its businesses ing effort, 8J Fuel has partnered up with
of changa [ sh) 1o$m. sy lo%ep | more aggressively. The parent company Union Pacific Fuels, which is contributing
Havanuas 25% 30% 1¢% {is responding to new regulatory policies compatible know-how in energy manage-
“Cash Flow" 18% 10% 40% | that encourage competition in the energy ment services. Separately, SJI has joined
Famnas, 5& %% ¢9% | field. The new rules let the gas utility and with Brooklyn Union to sell other energy-
Book Valus 50% 15% 30% | other subsidiaries market gas as a non- management services, including gas-
oar | CORTERYREVERUES S mdl) | £ regulated broker/dealer and sell asacciated equipment maintenance, to large regional
votbe | Marat Jun3 Sep30' Decat Y:a“r services separately from the traditional users, especially the Atlantic City casinos.
WG a2 605 848 | 339 utility business. The utility itself may Earnings from these nonregulated activ-
©38 (1389 673 681 997 | 3740 market gas in locales far from its fran- ities shou]ql develop gr.adua.lly.
1995 1105 688 603 1142 | 3538 chised market. While there is no state- This untimely utility stock may be
1096 11535 633 se0 1036 | 380 ordered cap on off-system profits, competi- held for its generous yield. 8J1 is sell-
1997 |45 k50 és¢ 110 | sgs | tion from other marketera is the equalizer, ing its sand mining and construction sub-
Py FARRINGS PER SFARE A oo and some of the profits above a certain sidiaries, it will use the proceeds (which
eodsr |Mar3t Jun30 Sep.30 Dec.3t| Year limit will have to be paid to customers on may top $§0 million} as equity gapltal for
e - T 115 the utility system as billing credits. But the utility in lieu of a stock offering. Regu-
ood | 9 o5 dis | 12 the gas company hasn't yet reached the lators in the coming weeks are apt to allow
s | 123 doi d2r 70| 188 sharing threshold and is keeping all of the the gas company a fuil return (perhapa
199 | 147 di8 dz7 .63 | 185] off-system earnings it generates. In all, in- 11.0%-11.5%) on its expanded equity base.
f097 | 148 di d25 .68 | 140] centive profits covered by New Jersey’s The dividend should thus get better cover-
car | CUARTERLY DVIOENDSPAID®* | Fur sharing formula may be 15¢-25¢ a shar. age, though it may not be raised until the
endar |Mar3l Jun3d Sep.30 Decdl| vesr | The business plan includes partaer. payout ratio falls below 75%. The static
TR R 21| 8hips. SJI has reorganized its South Jer- payout, secured by an ample cash flow, is
|6 B % i43| ey Fuel subsidiary to serve as a non- balanced by the stock’s lofty yield, And the
14 | 7 B % 144} regulated middleman to provide large- developing shareholder-risk ventures don't
s | 22 % 3% 144 | volume users with gas-storage services impair this stock’s investment quality.
196 j 72 ¥~ % and transport capacity on the major Gerald Holtzman September 27, 1996
gx) Based on average sharas outstandng. dus 1ale Cct. (B} Next dividend maeling about | availabla (discount is 3%). (C) Incl. deferred Com| HX. Finanels! Strength B+
chudas nenrecuiming pofs (losses): ‘85, 9¢; | Nov. 22. Goes ex about Dec. 1, Dividend pay- | chargas. In '95: 74.6 mid, $5.96/sh. (D} in mi- Stocﬁ"s rice Stabliity i%

Price Growth Persistence

Eamings Predictabliity 75

Bha con-
Ling, Inc.
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{cafiabis a1 100), 8a. cony, into 5.6 common shs. 8% | 4% B82% | 85%) 88% | B85%| 86%| 81%| 8T% 874, 100%| 9.0% % Eamed Tolal Capi |OAs%
118% | 114% | 11.0% | 105% ] HL7% | 192% ) 11.3% | 113% | 11.8%| 6% 140%) 120% % Eamed NelWorth f1.5%
Common Stock 43,572,858 shs. 125% | 920% | H4% ] 20% ] 129% [ 167 0% D 0% 122% | 120%] 148% | 125% | % Exmed Com Equily | 120% |
2% ) 24% | 28% | 26% | 25% | Li%| 19%] 2% 26%| 28%0 55%: 40% )% Ralained toCom Eg + 134
CURRE CTE%| B0% TE%| TOM| 80% | e1% | M%) s1%| 7emi el a3 1% 1% AHDivdato Nat Prof | .2% .
C&S‘uﬁ;};j}smon “;; 1}?: &"3:!:: BUSINESS: Washingion Gas Light Company is a relait dslrbutor  Co., a facerally regulated subsidiary, operalss an undesground gas
Other 1790 1451  f70.5 | o patural gasin Washington, D.C. and adjacent areas of Virgnia  storage laciity in W. Va. Estd. labor cosis, 21% of revenugs. Has
Curmant Assats 1755 1500 184.6 | 2 Maryland, and in Martinsbarg, W. Va. (768,000 maters). Gas 2,405 empioyess, 21,501 shareholdars. Officars and ditectors own
Accls Payabls 85.0 805 107.9 | fevenue mic residential, 55%; commercial and industial 45%.  lass than 1% of the common stock 1% proxy). _Chrrnn. LCEQ.
Dabt Dua 615 525 8.0 | Principal supplars: vanous indepandent producers; Columbia Gas  P.J. Maher Incorp.: District of Columbia and Yirginia. Address: 1100
Other 54.4 B89.4 69.2 | Systam is tha company’s prngipal 0as transporter. Hampshire G H SL, NW., Washingion, D.C. 20089. Telephons: 202-624-8410,
g:"a“‘guav g?g: §3‘§£ 5‘13;55: Washington Gas Light's earnings in pany is apt to keep the dividend growing
ANUALRATES Pom i ETd 985 fiscal 1996 (ends September 30th) at a slow pace. It may rise by less than 2%
dedwngelpssh)  f0¥m. St wwo | were primed by colder weather, This in fiscal 1997 so that WGL can maintain a
Revanues 1.5 20% 25% | gas distributor’s customer rolls have been prudent payout ratio in order to continue
*Cash Flow” 25% 35%  45% | growing by 2.5%-3.0% a year, compared to attracting low-cost borrowings. In addi-
Eamings 3% 23 $0% | the industry average of 1.5%-2.0%. WGL tion, with the company gearing up to oper-
Book Yalua 3 30%  50% l;more than ctﬁllzpenf;:\tes for the ltqg ﬁn gew alte in % much I’xlmn-e b:ompetitive me:irket-
usiness in the urban setting of the Dis- place than it has been accustomed to,
:Yn?:l Dﬁmgw&sm;b FEE«':'H trict of Columbia by its easier marketing management is following a cautious divi-
88 130 B TR 0% 39‘;'3 effort in the adjacent counties of Virginia dend policy, which helps to reinforce this
1984 | 2712 4102 1309 126 | 9149 and Maryland. Bulldmg activity in these stock's top quality. Given the low invest-
1995 | 2429 32837 1319 1002 | gp7) Suburban areas is running at a high level, ment risk, this equity offers income ac-
1996 | 2743 4318 1578 1081| s70 | With WGL attaching its mains to most of counts a satisfactory yeanal}ead return,
197 | 275 415 145 110 | 45 | the new construction. The company is also WGL is putting emphasis on market-
Fiacal EARNENGS PER SHARE A B Fai | Betting new space-heating business by con- ing customized services. Under new
g’nlg-: Dee3! Mar3t Jun30 Sep30 F‘};::I verting existing homes and businesses regulatory ground rules, the utiiity is un-
Biom from electric heat pumps to gas-fired bundling its package of traditional serv-
1994 BN 425 dml 142 ﬁu:naces._Smce conversiong often don't re- ices. It is moving to gell services to
1995 | 65 125 d14  d31| 145] Quire major outlays for gas plant, WGL is ratepayers that are tailored to their
1996 | 88 154 di3 d4d| 85| able to earn its allowed return more easily. specific needs, such as gas storage,
1997 J7_ 143 dis  d39| 165) The utility in fiscal 1996 has likely ex- delivery, and equipment maintenance,
Cak | CUARTERLY DVIDERDSPADS® | pan ceeded its allowed return by a wide mar- This marketing activity gives the company
endw [Mar31 Jun30 Sep30 Daedi| vear | iD because, on top of the new meter addi- a better chance of earning its aliowed re-
1907 | 260 268 268 268 | 107] tions, it got the benefit of unusually cold turn. Competition could snare some cus-
193 {28 213 :3 213 | t09| weather throughout the heating season. tomers, but WGL will still have the right
194 | 273 78 218 278 | 1.11| But don’t count on a big jump in the to turn a profit on the delivery of gas sup-
1905 | 2718 28 28 28 112 dividend. With no promise of long spells plies to all users on its system.
J9%6 | 28 285 _ 285 of cold temperatures this winter, the com- Gerald Holtzman September 27,-1996
A fnning 1989, liscal years and Saplem- oximate dividand sl dates: February | $145.0 mifion, $3 34/,
nzmgfhudm“:m shumﬂ(im Wlay 1, August 1, Ngmber 1.lD&widondw (E)lnm:‘ﬂgg:, ﬁmﬂ!« stock spls. gtoof? ‘n ri';lgﬁib?i#rsmngm 92
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Raveauss 35% -5% s50% | share nearly doubled the 1995 June-pericd sure is due from a consolidation at Hypro.
“Cash Flow" 5% - 80% | result. The manufacturing and energy seg- The Detroit plant of this subsidiary is
Eamings 9% 10%  45% | ments both contributed to the impressive being closed and its operations are being
Book Valua 25% 10% 65% | year-to-year increase. For the current assumed at a Minneapolis facility,
Car | GURRTERLY REVEKUES (] o quarter, & loss is customary due to mini- A winter no colder than normal would
endar |Mu31 Jun30 Sep30 Decdt Y:‘“ mel gas deliveries and the seasonal falloff adversely affect utility comparisons,
R T 27 1903 1528 28] 565 for pump and water control products. On that assumption, we estimate gome-
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sndar |Mar31 Jun30 Sep3d Decdt] yegr| IR the period were 28% colder than normal portunity for 3- to 5-year gains. The
%G1 8 0 im @ 1@ and provided an 11% increass in firm cus- dividend, whick is nudged upward yearly,
194 | 180 06 d48 71| 209( tomer volume. Holding costs and expenses Emwdes a decent return. Additionally,
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196 | 169 31 d2r 43| 285 come of 339,000, from a year-earlier ia in prospect as a result of the consistent
1997 | 167 30 d22 105f 280 $570,000.Ioss. expansion of manufacturing operations via
Cat | CUARTERLY DIOENOSPADBw | p } Weakening foreign markets currently reinvestment and acquisitions.
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Assoclated Natural Gas Company
A Dlvision of Arkansas Weslern Gas Company
Two-Stage Growth Discounted Cash Flow Model

Summary of Conclusion
Proxy Group
Proxy Group of Twenty
of Seven Value Line
Gas Distribution Gas Distribution
Companles Companlas
Using /B/E/S Projecled Five-Year Growth In Earnings per Share and
Annuai Growih in Gross Domestic Product
1. Dividend Yield (1) 56 % 51 %
2. Dividend Growth
Component (2) 0.1 0.1
3. Yield 5.7 5.2
4, Growth Rate 4.9 (3) 54 (3)
5. Indicated Return Rate 10.6 % 103 %

Using I/B/E/S Projected Five-Year Growth In Earnings per Share and

6. Dividend Yielkd (1) 5.6 %
7. Dividend Growth

Component (2) 0.1
8. Yield 57
9. Growth Rate 4.0 (4)
10. Indicated Return Rate oz %
11. Average Indicated Return Rate (5) 102 %

Notes:

(1)
(2}

(3)
(4)
()

From Exhibit FJH-10.

51 %

01
52

4.1 (4)
9.3 %

28 %

This reflects a growth rate component equal to one-half the conclusion of
growth rate (from pages 4 and 10 of this Exhibit) x Line No. 1 o reflect the
periodic payment of dividends (Gordon Model) as opposed fo the continucus

pavment, Thus. 5.6% x{1/2x4.9%) = 0.1%.
Conclusion of growth from page 4 of this Exhibit.

Conclusion of growth from page 10 of this Exhibit,
Average of LIne No. 5 and Line No. 10.
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A LAYS Kansa aszlam G:
Two-Stage Growth Discounted Cash Fiow Modal Uising |
[1 &8 128 e a8 g A 2 &

Proxy Group of Twenly Vaiue LIng Gas Companloes

Brookiyn Cascado Connactieut

AGL Almos Bay Unbon Natural Connacticut Natural

Rasources, Energy State Gas Gas Gas Enargy Gas

Yaar Ing. Cop, Company  Lompany — Comoany Com, Com,

Indicated Annual Dividend paer
Share at November 30, 15996 $1.080 $1.000 $1.540 $1.420 $0.960 $1.320 $1.520
Dividands per Share 1896 (1) 1.084 4.008 1.546 1427 0.564 1.326 1.525
1997 1.137 1104 18618 1.505 1.015 1.392 1.586
1968 1.183 1.202 1.668 1.588 1.069 1.462 1.649
1999 1.251 1.313 1.765 t.675 1.128 1.535 1.715
2000 1.312 1434 1.844 1.767 1.186 1612 1.784
2001 1.37¢ 1.566 1827 1.864 1.249 1.683 1.855
2002 (2 1.445 1.644 2.023 1.957 1.311 1.778 1.948
2003 1.516 1.725 2122 2.053 1.3975 1.865 2042
2004 1.590 1.810 2.228 2,154 1.442 1.955 2,143
2005 1.668 1.899 2.335 2.260 1.513 2.052 2.248
2006 1.748 1.990 2.447 2.368 1.588 2.150 2.356
2007 1834 2.088 2.567 2.454 1.664 2.255 24714
2008 1.922 2.188 2.650 2.803 1.744 2.3683 2.580
2009 2.014 2293 2.819 2,728 1.628 2476 2.714
2010 2113 2.405 2.957 2.882 1.818 2.597 2.847
2011 2.217 2,523 3102 3.002 2012 2.724 2.987
2012 2.328 2.647 3254 3.149 211 2.85T 3.133
2013 2.440 27T 3413 3.303 2.214 2,957 3.287
2014 2.560 2813 3.580 3.455 2.322 3144 3.448
2015 2.685 3.056 3.755 3.835 2438 3.268 3.617
2016 2817 3,208 3939 3.813 2.555 3.460 AT
Average Annual

Growth Rate (3) 4.9% 8.0% 4.8% 50% 50% 4.9% 4.7%

Notes: (1) Dividends per share for the years 1996-2001 are developed uslng UB/E/S projactad five-year growth In

eamings per share & shown on page 5 of this Exhibi,

(2} Dividends per share for tha yoars 2002-2046 are daveloped using the annuel growth In Gross Domestic
Product as shown on page 5 of this Exhibtt,

{3) Average annual growth rate is the compound annual growth rate from the indicated annual dividend par
share at November 30, 1996 to the projected dividend par share for the year 2016, For axampla, AGL
Resources, Inc.'s average annual growth rate of 4.9% Is derived as follows: 4.9% = (($2.817/51.080) 4
(1720.083}-1}.

Source of Information:  Standard & Poor's Compustal Sorvices, inc., Uity Compustat 11
VB/ESS Custom Report, November 14, 1996
The WEFA Group
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Northwest

Indlana Laclede Now Jersoy Natural
Enargan Energy, Gas MON Resources NICOR, Gas
Yaar com. Inc., Company Com, Cop, Ine. Company
Indicated Annual Dividend per

Share at November 30, 1956 $1.200 $1.140 $1.260 $0.970 51.560 $1,320 $1.200
Dividends per Sharg 19398 (1} 1.208 1.144 1.264 0.977 1.567 1,326 1.205
1997 1,308 1.198 1.312 1.062 1.847 1.385 1.264

1998 1.408 1.254 1.362 1.154 1.731 1.468 1,328

1998 1.522 1313 1.414 1.254 1.819 1,544 1,391

2000 1.644 1.375 1.468 1.363 1.912 1.624 1.459

2001 1.776 1.440 1.524 1.482 2.010 1,708 1.530

2002 ) 1.865 1.512 1.600 1.556 241 1.793 1.607

2003 1.956 1.588 1.678 1.632 2214 1.6881 1.686

2004 2.052 1.684 1.760 1.712 2,322 1.973 1.768

2005 2.153 1.748 1.846 1.796 2.436 2.070 1.858

2008 2.256 1.830 1.835 1.882 2.553 2169 1.945

2007 2.367 1.920 2.030 1974 2678 2275 2.040

2008 2.481 2012 2127 2.069 2.807 2.384 2,138

2009 2.600 2.108 2.229 2168 2.942 2.498 2.241

2010 T 2.212 2.338 2.274 3.088 2620 2,351

2011 2.881 2.320 2.453 2.385 3.237 2.748 2.466

2012 3.001 2434 2.573 2.502 3.356 2.883 2.587

2013 3.148 2.553 2.699 2825 3.562 3.024 2.7114

2014 3.302 2.678 2.83 2.754 3737 3172 2.847

2015 3.464 2.808 2.970 2.889 3820 3.327 2.987

2016 3.634 2.947 3118 3.031 4112 3.490 3.133

Average Annual
Growth Rate (3) 5.7% 4.8% 4.6% 5.6% 4.9% 5.0% 4.8%

Notes: (1) Dividends por share for the years 1996-2001 are developed using I/B/E/S projected five-year growth in

Samings pef shano as shown on page 6 of this Exhibit,

(2) Dividends per sharg for the years 2002-2016 are daeveloped using the annual growth in Gross Domastic
Product as shown on page & of this Exhibit,

(3) Average annual growth rate is the compound annual growth rate from the indicated annual dividend per
share at November 30, 1996 to the projected dividend per shara for the year 2018, For axample,
Energen Corp.'s avarage annual growth rate of 5.7% Is dortved as follows: 5.7% = ({ $3.634
151.200)4(1/720083)1).

Source of Information:  Standard & Poor's Compustat Services, Inc.. Utility Compaustat Il
I/B/ZSS Custom Report, November 14, 1996
The WEFA Group
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A Dby Arkans aste T
Two-Stage Growth Cash Flow Model Using /B/E/S Projected Five-Year Growth
n Eamings Pat arg Apd A ynaatic Prodix
Proxy Group of Twenty Value Line Gas Companles
Average for the Average for the
South Proxy Group Proxy Group of
Peoples Pladmont Jarsay Washingion of Seven Twenty Value
ONEOK, Enargy Natural Gas  Inxiustries, Gas Light WICOR Gans Distribution Line Ges Distribution
Year inc. Com, Company Inc. Company Inc. Lompanies Lompanies
Indicated Annual Dividend par
Share at November 30, 1896 $1.200 $1.840 $1.160 $1.440 $1.140 $1.680
Dividends per Share 1996 (1) 1.207 1.845 1.166 1,444 1.144 1.683
1997 1.285 1.914 1.241 1.495 1.181 1.849
1908 1.369 1.885 1.320 1.547 1.240 2.019
1999 1.458 2,058 1.404 1.801 1.291 2,205
2000 1.553 2434 1.494 1.657 1.344 2.408
2001 1.654 2.213 1.590Q 1.718 1.398 2.630
002 (D) 1.737 2324 1.670 1.801 1.469 2.182
2003 1.822 2438 1.7582 1.889 1,541 2.897
2004 1.911 2,557 1.838 1.982 1817 3.039
2005 2.005 2.682 1.928 2.078 1.696 3.188
2006 2101 2.811 202 2.179 1777 3.341
2007 2.204 2949 2120 2.286 1.864 3.508
2008 2310 3.091 2.222 2.398 1.953 3.673
2009 2.421 3239 2.329 251 2.047 3.849
2010 2.540 3.398 2.443 2.634 2.147 4.038
2011 2664 3.565 2.563 2.763 2.252 4,236
2012 2.795 3,740 2.689 2.898 2.362 4.444
2013 2,932 3.923 2.821 3.040 2,478 4,682
2014 3.018 4115 2.955 3.189 2.585 4.890
2015 .27 4317 3104 3.345 2,726 5.130
2016 3.385 4.528 3.256 3.508 2.880 5.381
Avarage Annual
Growth Rate (3) 5,3% 4.6% 53% 4.5% 4.T% 6.0% 9% S1%

Notes: (1} Dividends por shane for tha years 1996-2001 are developad uaing I/B/ESS projected five-year growth In
Qarnings por share as shown on page 7 of this Exhibit,
(2} Dividands por share for the years 2002-2016 are developad using the annual growth in Gross Domestic
Product as shown on page 7 of this Exhlbit.
{3} Average annual growth rate is tha compound annual growth rate from the indicated annual dividand per
share at November 30, 1996 1o the projected dividend per share for the year 2016. For example, ONEOK, Inc.'s
avarage annual growth rate of 5.3% |s derived as follows; 5.3% = ( ( $3.385/$1.200 )4 { 1/20.083) -1 ).

Source of Information:  Standard & Poor's Compustat Services, Inc., Utility Compustat 1i
B/ESS Custom Report, Novambeor 14, 1996
Tho WEFA Group
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Proxy Group of Tweniy Value Line Gas Companies

Brooklyn Cascade Connecticut
AGL Atmos Bay Union Natural Connecticut Naturai
Resources, Energy State Gas Gas Gas Energy Gas

Year Ing. Corp. Company  Company  Company Comp, Com,
9% (1) 4.9% 9.2% 4.5% 55% 53% 5.0% 4.0%
1997 4.9% 9.2% 45% 55% 53% 5.0% 4.0%
1998 4.9% 9.2% 4.5% 55% 53% 5.0% 4.0%
1999 4.9% 9.2% 45% 55% 53% 5.0% 4.0%
2000 4.9% 9.2% 45% 55% §.3% 5.0% 4.0%
2001 4.9% 9.2% 4.5% 55% 5.3% 5.0% 4.0%
2002 (3 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% 45%
2005 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9%
2006 4.8% 48% 4.8% 4.8% 48% 4.8% 48%
2007 49% 49% 49% 4.9% 4.9% 4.9% 4.9%
2008 4.8% 48% 48% 48% 48% 48% 4.8%
2009 48% 4.8% 48% 48% 4.8% 48% 4.8%
2010 4.9% 4.9% 4.9% 4.9% 49% 4.9% 4.9%
2011 49% 4.9% 49% 49% 4.9% 4.9% 4.9%
2012 4.9% 49% 49% 49% 49% 49% 49%
2013 4.9% 49% 49% 49% 4.9% 4.9% 4.9%
2014 4.9% 4.9% 4.9% 49% 49% 4.9% 4.9%
2015 4.8% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9%
2016 (3) 4.9% 4.9% 4.9% 4.9% 49% 4.9% 4.9%

Notes: (1) VB/E/S Projected Five-Year Growth in Eamings per Share.
(2) Projected Annual Growth in Gross Domestic Product from The WEFA Group.,
(3) Growth rate for the year 2016 assumed to be equal to growth rate for the year 2045.

Source of Infomation:  I/B/E/S Custom Report, November 14, 1996
Tha WEFA Group
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Associated Natural Gas Company
A Division of Arh \ Gas C
Developmenl of Growth Rates Based on I'B/E/S Prqected Flve-Year Growth in Eammgs per Share

Proxy Group of Twenty Value Line Gas Companies

Northwaest
Indiana Laclede New Jersey Natural
Energen Energy, Gas MCN Resources NICOR, Gas

Year Com, Inc. Company Com, Com. Inc. Company

1996 (1) 8.0% 4.7% 38% 8.7% 51% 52% 49%
1997 8.0% 4.7% 3.8% 8.7% 51% 5.2% 49%
1998 B.0% 4.7% 3.8% 8.7% 51% 5.2% 4.9%
1959 8.0% 4.7% 3.8% 8.7% 51% 5.2% 49%
2000 8.0% 47% 38% 8.7% 5.1% 52% 4.9%
2001 8.0% 4.7% 3.8% 8.7% 51% 52% 49%
2002 (2) 5.0% 5.0% 5.0% 50% 5.0% 5.0% 5.0%
2003 4.9% 4.9% 49% 49% 49% 4.9% 4.9%
2004 4.9% 4.9% 49% 4.9% 49% 4.9% 49%
2005 4.9% 4.9% 4.9% 4.9% 49% 4.9% 4.9%
2006 4.8% 48% 4.8% 48% 48% 4.8% 4.8%
2007 49% 4.9% 49% 4.9% 49% £9% 4.9%
2008 4.8% 4.8% 48% 4.8% 48% 4.8% 4.8%
2009 4.8% 48% 4.8% 4.8% 48% 48% 4.8%
2010 49% 4.9% 49% 4.9% 49% 4.9% 4.9%
2011 4.9% 4.9% 4.9% 4.9% 49% £.9% 49%
2012 49% 4.9% 49% 4.9% 49% 4.9% 4.9%
2013 4.9% 49% 49% 4.9% 49% 4.9% 4.9%
2014 4.9% 4.9% 49% 49% 49% 4.9% 4.9%
2015 4.9% 4.9% 4.9% 49% 4.9% 4.9% 4.9%
2016 {3) 4.9% 4.9% 49% 4.9% 49% 4.9% 4.9%

Notes: (1) VB/E/S Projected Five-Year Growth in Eamings per Share.
(2) Projected Annual Growth in Gross Domestic Product from The WEFA Group.
(3) Growth rate for the year 2016 assumed to be equal to growth rate for the year 2015.

Source of Information:  YB/E/S Custom Report, November 14, 1996
The WEFA Group
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Associated Natural Gas Company
A Division of A W Gas C
Developrnent of Growth Rates Based on YB/E/S Progeclad Flve-Year Growth i in Eammgs per Share

Proxy Group of Twenty Value Line Gas Companies

South
Peoples Piedmont Jotsey Washington
ONEOQK, Energy Natural Gas  Industries, Gas Light WICOR

Year Inc, Comp, Company Inc, Company Ing,

1986 {1} 6.5% 3.7% 6.4% 3.5% 4.1% 9.2%
1997 8.5% 3.7% 6.4% 3.5% 4.1% 9.2%
1998 8.5% 3.7% 6.4% 3.5% 4.1% 9.2%
1999 65% ™% 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% 49% 4.9% 4.9% 49%
2004 4.9% 49% 49% 49% 49% 4.9%
2005 4.9% 4.9% 4.9% 4.9% 4.9% 49%
2006 4.8% 4.8% 48% 4.8% 4.8% 4.8%
2007 4.9% 48% 49% 4.9% 4.9% 49%
2008 4.8% 4.8% 4.8% 4.8% 48% 4.8%
2009 4.8% 4.8% 48% 4.8% 48% 48%
2010 4.9% 4.9% 4.9% 4.8% 4.9% 49%
2011 4.9% 49% 49% 4.9% 4.9% 49%
2012 4.9% 49% 49% 49% 4.9% 49%
2013 4.9% 4.9% 49% 49% 49% 4.9%
2014 4.9% 4.9% 49% 4.9% 49% 4.9%
2015 49% 4.9% 4.9% 4.9% 4.9% 4.9%
2016 (3} 49% 4.9% 49% 49% 49% 4.9%

Notes: (1) VB/ESS Projected Five-Year Growth in Earnings per Share.
(2) Projected Annual Growth in Grass Domestic Product from The WEFA Group.
(3) Growth rate for the year 2016 assumed 1o be equal to growth rate for the year 2015,

Sourca of Information:  VB/E/S Custom Report, November 14, 1996
The WEFA Group
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S Projected Five-Year Growth
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Proxy Group of Twenty Value Line Gas Cor

Brooklyn Cascade Connacticut

AGL Atmos Bay Union Natural Connacticut Natural

Rasources, Enargy State Gas Gas Gas Energy Gas
Xaar Inc. Com, Company  Company — (ompany Comp, Cop,
Indicated Annuat Cividend per
Share at November 30, 1996 $1.080 $1.000 $1.540 $1.420 $0.960 $1.320 $1.520
Dividends per Share 1898 (1) 1.084 1.008 1,548 1427 0.954 1,328 1.525
1997 1.137 1401 1.816 1.505 1.015 1.392 1.586
1698 1.183 1.202 1.689 1.588 1.0688 1.462 1.649
1999 1.251 1.313 1.765 1.875 1.128 1.535 1.718
2000 1.312 1.434 1.844 1.767 1.188 1.612 1.784
2004 1.378 1.566 1.827 1.684 1,249 1.693 1.655
002 (2) 1.437 1.835 2.012 1.648 1.304 1,787 1.937
2003 1.502 1.708 2.103 2.034 1.363 1.847 2.024
2004 1.5M 1.788 2.200 2128 1.426 1.632 2117
2005 1,640 1.867 2.297 2.222 1.489 2017 2210
2006 1.701 1.936 2.382 2.304 1.544 2,082 2.292
2007 1.762 2.008 2.458 2.387 1.600 2187 2.375
2008 1.824 2.076 2.554 2471 1.656 2.243 2,458
2009 1.888 2147 2.641 2.555 1.712 2.318 2,542
2010 1.941 2,208 2.118 2.629 1.762 2,388 2.618
2011 2.005 2.282 2.808 216 1.820 2.465 2,702
2012 2.067 2.383 2.895 2.800 1.876 2.541 2.786
2013 2.135 2.431 2.991 2,892 £.938 2.625 2,878
2014 2,203 2.509 3.087 2.085 2.000 2.708 2.970
2015 2273 2.588 3.186 3.081 2,064 2.798 3.085
2018 2,346 2872 3,288 3180 2130 2,888 3.163
Average Annual

Growth Rate (3) 3.9% 5.0% 3.8% 4.1% 40% 4.0% am

Notes: (1) Dividends per share for the years 1996-2001 are developed using UB/ESS projected five-year growth In

sumings por share as shown on page 11 of this Exhitit.

(2) Dividends per share for the years 2002-2016 are developed using the annual growth In natural gas
revenues as shown on page 11 of this Exhibit.

(3) Avarage annual growth rate ks the compound annual growth rate from the indicated annual dividend per
share at November 30, 1996 to the projectad dividend par share for the year 2016. For axampla, AGL
Rasources, inc.'s avorags annual growth rate of 3.9% Is derived as follows: 3.9% = ( ( $2.346 / $1.080 } 4
{1/20083)-1).

Sourca of information:  Standard & Poor's Compustat Services, Inc., Utiity Compustat 11
I/B/ESS Cusiom Report, November 14, 1556
The WEFA Group
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Indlana
Energen Energy,
Yoar Com, Ing,
Indicated Annual Dividend per
Share at November 30, 1996 $1.200 $1.140
Dividends per Share 1998 (1) 1.208 1.144
1997 1.305 1.198
1988 1.408 1.264
1969 1.522 1.313
2000 1.644 1.375
2001 1.776 1.440
2002 (2) 1.854 1.503
2003 1.937 1,571
2004 2,026 1.643
2005 2115 1.715
2006 2193 1.778
2007 2272 1.842
2008 2.352 1.908
2008 2.432 1.871
2010 2.503 2.028
2011 2.586 2.085
2012 2688 2160
2013 2.754 22
2014 2.842 2.302
2015 2933 2.376
2016 3.027 2452
Average Annual

Growth Rato (3) 4.7% 3%

Lacloda
Gas MCN
Company Com,
$1.260 $0.570
1.264 0577
1.312 1.062
1.362 1.154
1.414 1.254
1.468 1.363
1.524 1.482
1.56% 1,547
1.663 1817
1,739 1.691
1818 1.765
1.883 1.830
1.951 1.896
2.019 1.962
2.088 2.029
2149 2.088
2.220 2157
2.289 2.224
2.365 2.297
2.44 2.3M
2.518 2.447
2.600 2.525
3.7% 49%

2ctBIsEL i3},

pan;
Projacted Five-Year Growth
a8 Revenuoes

New Jersey
Resources
Com,

$1.560

1.567
1.647
1.7
1.818
1.912
2.010
2,098
21892
2,283

4.0%

NICOR,
Inc.

$1.320

1,326
1,385

4.0%

Northwes!
Natural
Gas
Company

$1.200

1.205
1.264
1.326
1381
1.459
1.530
1.587

1.746
1.823
1.890
1.958
2.027
2.096
2.157
2.228
2.207
2373
2.449
2.527
2608

39%

Notes: (1) Dividends per share for the years 1996-2001 are daveloped using YB/E/S prolected five-year growth in
samings per shara as shown on page 12 of this Exhibit.
{2) Dividends per share for the yaars 2002-2018 are developad 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 growth rate from tha indicated annual dividend per
shara ai November 30, 1996 10 the projacted dividend per sharg for the year 2016. For axample,
Energen Corp.'s averaga annual growth rate of 4.7% Is dorived as follows: 4.7% = ( { $3.027

151.200)~(1720.083)-1).

Sourca of Information:  Standand & Poor's Compustat Services, Inc., Utiltty Compustat i

YB/E/S Custom Raeport, Novesnbor 14, 1996

The WEFA Group
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Yuar

Indicated Annual Dividend per
Share at Novembar 30, 1996

Dividends per Shara 1896 (1)
1997

2002 (2)

2010
o1
2012
2013
2014
2015
2016

Average Annual
Growth Rate (3)

A LXvH
rowth Discount,

Proxy Group of Twenty Value Line Gas Companles

Paopios Pladmaont

ONEOK, Energy Natural Gas
Inc, Com. Company
$1.200 $1.840 $1.180
1.207 1.846 1.168
1.2685 1.914 1.241
1.389 1.985 1,320
1.458 2,058 1.404
1.553 2134 1.404
1,654 2.213 1.590
1.727 2310 1.660
1.805 244 1.735
1.888 2.545 1.815
1.1 263 1.895
2.044 214 1.965
2118 2832 2.038
2,192 2.8 2.107
2,287 3.0 2178
2.333 3118 2.242
2.410 222 2.316
2.485 3322 2.388
2.56T 3.432 2.487
2.649 3,542 2.548
2.734 3655 2.627
2.821 3772 271
4.3% 3.6% 4.3%

South
Jorsay
industrios,
Inc,

$1.440

1.444
1.485
1.547
1601
1.657
1.715
1.790
1.871
1.857
2.043
2.119
2185
2272
2.349
2417
2497
2.574
2.659
2.744
2832
2923

3.6%

Washington
Gas Light
Company

$1.140

-
[Ty
eseq

3BEREEY!
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IR

WICOR
Inc.

$1.680

1.693
1.849
2.019
2.205

2,630
2,746
2870
3.002
3134
3.2%
3.3687
3.485
3.603
.07
3829
3.948
4.078
4.208
4.343
4.482

5.0%

A0%

Notes: (1) Dividends per share for the years 1996-2001 are developad using I/B/E/S projected five-year growth in
esamings per share as shown on page 13 of this Exhibit,
{2) Dividends per share for the years 2002-2016 are developed using the annual growth In natural gas
revenues as shown on page 13 of this Exhibit,
(3) Average annual growth rate ts the compound annuat growth rate from tha indicated annual dividand per

share at November 30, 1996 to tha projected dividend per share for the year 2016, For axample, ONEOK, Inc.s
avarage annual growth rato of 4.3% Is derived as follows: 4.3% = { ( $2.821/51.200) ~ (1/20.083)-1).

Source af Information:

Standard & Poor's Compustal Sarvices, inc., Utlity Compustat |1
I/B/E/S Custom Raport, Novembar 14, 1996

The WEFA Group

Avarage for the
Praxy Group of
Twenty Value
Line Gas Distribution
Compantas
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~ Associated Natural Gas Company

Davelopmem of Growth Rates Basad on IIBIEIS Pro;ec:ed Fwe-Year Growﬂ'a in Eamlngs par Share

Proxy Group of Twenty Value Line Gas Companies

Brooklyn Cascade Connecticut
AGL Afmos Bay Union Natural Connecticut Natural
Resources, Enengy State Gas Gas Gas Energy Gas

Year Inc, Com, Company  Company  Company Cormp, Lo,
1996 (1) 4.9% 9.2% 4.5% 5.5% 5.3% 5.0% 4.0%
1997 4.9% 9.2% 45% 55% 5.3% 5.0% 4.0%
1998 4.9% 9.2% 45% 5.5% 5.3% 5.0% 4.0%
1999 4.9% 9.2% 45% 5.5% 5.3% 5.0% 4.0%
2000 49% 9.2% 45% 55% 5.3% 5.0% 4.0%
2001 4.9% 9.2% 45% 55% 5.3% 5.0% 4.0%
2002 (2) 4.4% 4.4% 4.4% 4.4% 4.4% 4.4% 4.4%
2003 45% 4.5% 45% 4.5% 4.5% 4.5% 45%
2004 4.6% 4.6% 4.6% 46% 4.6% 4.8% 46%
2005 4.4% 4.4% 4.4% 4.4% 4.4% 4.4% 4.4%
2006 371% 3.7% 3.7% % 3% 3.7% 3.7%
2007 3.6% 3.6% 3.6% 36% 36% 36% 3.6%
2008 5% 3s5% 3.5% 5% 3.5% 35% 3.5%
2009 3.4% 3.4% 34% 4% 3.4% 3.4% 34%
2010 29% 2.9% 25% 29% 2.5% 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% 31% 3.1% 3.1%
2013 3.3% 3.3% 33% 3.3% 3.3% 3.3% 3.3%
2014 3.2% 3.2% 32% 3.2% 3.2% 3.2% 3.2%
2015 3.2% 3.2% 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%

Notes: (1) IVB/E/S Projected Five-Year Growth in Eamings per Share.
{2} From page 14 of this Exhibit,
{3) Growth rate for the year 2016 assumed to be equal 1o growth rate for the yeaar 2015.

Source of Information:  I/B/E/S Custom Report, November 14, 1996
The WEFA Group



Associated Natural Gas Company
Development of Growth Rates Based on UBJEJS ijecled Fwe-Year Growth in Eammgs per Share

Proxy Group of Twenty Valug Line Gas Companies

Indiana Laclede New Jarsay Northwest
Energen Energy, Gas MCN Resources NICOR, Gas

Year Com, Inc, Company Com, Comp, Ing, Company

1906 (1) 8.0% 4.7% 38% 8.7% 51% 5.2% 49%
1997 8.0% 4.7% 3.8% B8.7% 5.1% 52% 4.9%
1998 8.0% 4.7% 38% 8.7% 5.1% 52% 4.9%
1999 8.0% 4.7% 38% 8.7% 51% 5.2% 4.9%
2000 8.0% 47% 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% 45% 4.5% 4.5%
2004 4.6% 4.6% 46% 4.6% 46% 4.6% 4.6%
2005 4.4% 4.4% 4.4% 4.4% 44% 44% 4.4%
2006 3.7% 3 7% 3.7% 3.7% 3.7% 3.7% 3.7%
2007 36% 36% 3.6% 3.6% 36% 3.6% 3.6%
2008 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 35%
2009 3.4% 34% 3.4% 34% 34% 3.4% 34%
2010 2.9% 2.9% 29% 2.9% 29% 29% 2.9%
2011 3.3% 3.3% 3.3% 3.3% 3.3% 3.3% 3.3%
2012 31% 3.1% 1% 3.1% 31% 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% 32% 3.2% 3.2%
2015 3.2% 32% 3.2% 3.2% 3.2% 3.2% 3.2%
2016 (3) 3.2% 3.2% 3.2% 3.2% 2% 32% 3.2%

Notas: (1) VB/E/S Projected Five-Year Growth in Eamings per Share.
(2} From page 14 of this Exhibit.
(3) Growth rate for the year 2016 assumed 1o be equal 1o growth rate for the year 2015,

Source of Information:  /B/E/S Custom Report, November 14, 1996
The WEFA Group
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Proxy Group of Twenty Value Line Gas Companies

South
Peoples Piedmont Jersay Washington
ONEOK, Energy Natural Gas  Industies, Gas Light WICOR

Year Ine. Comp, Company Ine. Company Ing,

1996 (1) 6.5% 3.7% 6.4% 3.5% 4.1% 9.2%
1997 8.5% 3.7% 6.4% 3.5% 4.1% 9.2%
1998 6.5% 3.7% 6.4% 5% 4.1% 9.2%
1999 6.5% 3.7% 6.4% 3.5% 4.1% 9.2%
2000 6.5% 7% 6.4% 3.5% 41% 9.2%
2001 6.5% 3.7% 6.4% 3.5% 4.1% 89.2%
2002 (2) 4.4% 4.4% 4.4% 4.4% 4.4% 4.4%
2003 4.5% 4.5% 4.5% 45% 4.5% 45%
2004 4.6% 46% 4.6% 46% 46% 46%
2005 4.4% 4.4% 4.4% 4.4% 4.4% 4.4%
2006 7% 3.7% AT% 3.7% 3.7% 3.7%
2007 3.6% 36% 6% 3.6% 36% 3.6%
2008 35% 35% 3.5% 3.5% 3.5% 35%
2009 34% 34% 3.4% 34% 3.4% 3.4%
2010 2.9% 2.9% 29% 29% 2.9% 2.9%
2011 3.3% 33% 3.3% 3.3% 33% 3.3%
2012 1% 3.1% 3.1% 31% 31% 3.1%
2013 33% 3.3% 3.3% 3.3% 3.3% 3.3%
2014 3.2% 32% 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% 32% 3.2% 3.2%

Notes: (1) VB/E/S Projected Five-Year Growth in Eamings per Share.
(2) From page 14 of this Exhibit.
(3) Growth rate for the year 2016 assumed 1o be equal to growth rate for the year 2015.

Source of information:  VB/E/S Custom Report, November 14, 1996
The WEFA Gioup
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Associated Natural Gas Company
A Divisi ¢ Al W 3as C
Development of Annual Growth in Natural Gas Revenues

for Use in the Two-Stage Growth Discounted Cash Flow Model

1 2 3 4
Price of
Natural Total
Domestic Gas Gas to Industry Growth
Years Consumption  Endusers Revenue{1)  Rate(2)
(Billions of
(TCF) ($ per MCF)  Dollars}
2001 24,14 $5.07 $122.39
2002 24.53 5.21 127.80 4.4%
2003 24.88 537 133.61 4.5%
2004 25.33 552 139.82 4.6%
2005 25.70 568 145.98 4.4%
2006 25.88 5.85 151.40 3.7%
2007 2597 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

SCHEDULE FJH-13
Page 14 of 14



Associated Nalural Gas Company
Indicated Common Equity Cost Rats

Proxy Group
Proxy Group of Twenty
of Seven Value Line
Line Gas Distribution Gas Distribution
No, Companies Companies
1. Prospective Yield on A Rated
Public Utility Bonds (1) 7.6 % 76 %
2. Adjustmant to Reflect Bond
Rating Difference 0.0 (3) 0.0 (@)
3. Adjusted Prospective Yield 76 % 76 %
4. Equity Risk Premium (4) 4.2 43
5, Risk Premium Derived Common
Equity Cost Rate 18 % 19 %

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
Foracasts dated December 1, 1996. The estimates are detailed below.

Fourth Quarter 1996 77%
First Quarter 1987 7.7
Second Quarter 1997 7.6
Third Quarter 1997 7.8
Fourth Quarter 1997 .5
Average 16 %

{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 Scheduls) (1 / 6 x 0.18% = 0.030%, rounded lo 0.0%) in order to reflact the

averaqe A1/A2 Moody's bond rating of the proxy aroup.
{4) From page 8 of this Schedule.

SCHEDULE FJH-14
Page 1 of 11



Page 2 BLUE CHIP FINANCIAL FORECASTS December [, 1996
Consensus Forecasts Of U.S. Interest Rates And Key Assumptions!

History - Consensus Forecasts - Quarterly Avg. -

------------- Week Ending --s--zesee  aee-e-ee Month --—-  Latest Q 44 1Q 20 Q 40Q
Interest Rates Nov.22 Nov.ts Mov§ Novl Oct. Sep. Aug. 301996 | 1996 1997 1997 1997 1397

Federal Funds Rate 541 521 532 527 524 530 522 531 53 53 53 53 5.3
Prime Rate £25 825 825 825 825 825 825 825 83 83 83 8.3 82
LIBOR. 3-mo. 550 550 553 553 554 554 552 552 5.5 5.6 5.6 55 5.5
Commercial Paper, }-Mo. 540 539 538 537 537 546 539 543 5.4 54 55 54 54
Treasury Bill Yield, 3-Mo. 518 517 517 518 512 524 519 524 5.1 52 52 52 5.1
Treasury Bill Yield, 6-Mo. 526 528 528 531 532 545 534 544 53 5.3 83 5.3 53
Treasury Bill Yield, {-Yr. 542 541 544 548 565 583 567 3578 5.5 56 5.6 55 5.5
Treasury Note Yield, 2-Yr. 568 570 576 581 591 623 603 618 58 5.8 58 58 57
Treasury Note Yield, 3-Yr. 579 58! 58 597 608 641 621 636 59 59 5.9 59 58
Treasury Note Yield, 5-Yr. 594 597 605 615 627 660 639 654 6.1 6.1 6.1 6.1 6.0
Treasury Note Yield, 10-Yr. 616 618 630 642 653 683 664 678 6.3 6.3 6.3 6.3 6.3
Treasury Bond Yield, 30-Yr. 643 645 657 671 681 703 684 697 6.6 6.6 6.6 6.5 6.5
Corporate Aaa Bond Yield 705 708 718 728 739 166 146 .59 7.3 73 7.3 73 7.2
A Utility Bond Yield 748 752 759 773 783 806 787 800 1.7 7.7 1.6 7.6 7.5
Home Mortgage Rate 783 759 767 173 792 823 800 816 7.8 7.7 7.7 1.7 1.5

History .- Consensus Forecasts - Quarterly Avg. -
4Q  Q 3Q 4Q 1Q 20 30Q 4Q Q 2 g 4Q
Key Assumptions 1994 1995 1995 1995 1995 1996 [996 1996 1996 1997 1997 1997 1997
Fed's Trade-Weighted $ Index 839 864 825 84) 844 364 875 87l 880 885 889 89.0 889
Real Gross Domestic Product 10 04 - 07 38 0.3 20 47 2.0 2.1 2.1 2.0 2.0 22
GDP Price index 23 34 2.4 2.1 2.1 23 22 1.9 23 2.5 2.5 24 24
Consumer Price Index 24 27 35 2.1 24 32 3% 2.3 3.0 31 30 29 29

'Panel members' forecasts are on pages 4 thmu}h 8. Histarical data for interest rates (except LIBOR) is from Federal Reserve Statistical Release (FRSR)Y H.1S.
LIBOR guotes available from The Wall Street Journut and Telerate. Definitions of interest rates reported here are same as those in FRSR H.15. Ail Treasury yields
are reported on a consiant maturity basis, Histerical data for Trade-weighted U.S. $ Index is from FRSR G.5 and Fed Bulletin. Historical data for real chain-
weighted GDP and GDP chained price index are from Bureau of Economic Analysis (BEA). Consumer Price Index history from "Survay of Current Business,”

1.5, Depanment of Commerce.
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Compaﬁwnomond Ralings and Buamass Posnlonfor
merxmeupofSevanGqutnbmionCmpmamme

Novernber 1996 November 1996
Moody's Standard & Poot's Slandard & Poot's
Bond Raling Bond Raling Business Position (2)

Proxy Group of Saven
(Gas Distribution Companies

Bay State Gas Company A2 6.0 A 8.0 Average 1.0
Cascada Natural Gas Company Beat 8.0 88B 9.0 Low Average 0.8
Connaecticut Energy Corp. (3) A3 70 A 7.0 Average 1.0
Connecticul Natural Gas Corp. A3 70 A- 7.0 Average 1.0
Enargen Corporation {4) At 50 NR -- Average 10
Indiana Energy, Inc. (5) Aad 40 AA. 40 High Average 12
{aclede Gas Company Aa3 40 AA- 4.0 Average 1.0

Average A2 6.0 A 6.2 Average 1.0
Proxy Group of Twenty Value

|ine Gas Distribution Companies
AGL Resources Inc. A2 8.0 A- 70 Low Average o8
Atmos Energy Corp. NR .- NR -- Not Rated .-
Bay State Gas Company A2 890 A 8.0 Average 1.0
Brookdyn Union Gas Company Al 50 A 8.0 Somewhat Above
Average 14
Cascade Natural Gas Company Baat 80 BBB 2.0 Low Average 0.8
Connecticut Energy Corp. (3} A3 70 A- 7.0 Average 1.0
Conneclicul Naturai Gas Corp. Al 7.0 A 70 Average 1.0
Eneigen Corporalion (4) At 50 NR -- Average 10
indiana Energy, Inc. (5) Aa3 4.0 AA- 40 High Average 12
Laclade Gas Company Aa3 40 AA- 40 Average 1.0
MCN Corporation (8) A2 8.9 A 6.0 Average 1.0
New Jersey Resources Coip. (7) A2 8.0 A 6.0 High Average 12
NICOR, Inc. (8) Aal 20 AA a0 Above Average 1.8
Northwaest Nalural Gas Company A2 6.0 A 8.0 High Average 12
ONEOK Inc. Al 10 A- 70 Average 1.0
Peoplea Energy Cop. (9} Aa3 40 AA- 40 High Average/
Avelnge 1.1
Piedmont Natural Gas Company A2 6.0 A 8.0 Avorage 1.0
South Jersay Industries, Inc, {10) Baaf 8.0 BBB+ 8.0 High Average 12
Washinglon Gas Light Company Aa2 3.0 AA- 40 High Averaga 12
WICOR, Inc. (11} Aal 4.0 AA- 40 High Average 1.2
High Average/
Average AllA2 5.5 A 58 Average 1.1

Notes: (1) From page 4 of this Schedule.
(2) From page 19 of SCHEDULE FJH-2,
(3) Ratings and business position ara those of Southem Connecticut Gas Company,
(4) Ralings and business position are those of Alabama Gas Corporation,
(5) Ralings and businass position are thoss of indlana Gas Company inc.
(8) Ralings and business position ame those of Michigan Consolidated Gas Company.
(7) Ralings and business posillon are those of New Jersay Naturat Gas Company.
{8) Ralings and business position are those of Northemn liinols Gas Company.
{9) Ralings and business posilion are a composite of those of North Shore Gas Company and Peoples
Gas Light & Coke Company.
{t0) Ralings and business posilion are those of South Jersay Gas Company.
(11) Ralings and business posilion are thosa of Wisconsin Gas Company.

+

Sourca of Information:  Moody's Bond Survey
Slandard & Poor's Bond Guida

SCHEDULE FJH-14
Page 3 of 11
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Assoclated Nalural Gas Company

Numerical Assignment for
Moody's and Standard & Poor's Bond Ralings and

_—Standard & Poor's Business Position
Moody's Numerical Standarg & Poor's
Bond Rating Bond Welghting — Bond Rafing
Aaa 1 AAA
Aai 2 AA+
Aa2 3 AA
Aa3 4 AA-
Al 5 A+
A2 6 A
A3 7 A-
Baa1 8 BBB+
Baa2 9 BBB
Baa3 10 BBB-
Ba1 1 BB+
Ba2 12 BB
Ba3d 13 BB-
Numerical Standard & Poor's
Woeighting Business Position

1.6 Above Average

1.4 Somewhat Above Average

1.2 High Average

1.0 Average

0.8 Low Average

0.6 Somewhal Below Average

04 Below Average

SCHEDULE FJH-14
Page 4 of 11



Moody's
Comparizon of interast Rate Trends
for Investor-Cwned Public Utility Companies

for the Twelve Months Ending November 1996 (1)

Spread on
Aaa Rated Az Rated A Rated Baa Rated Public Utility Bonds
Public Public Public Public
Years Utilities Ulilities Utllities Utilitles Aogver Aa BaaoverA

Nov. 1995 713 % 7.22 % 743 % 7.81 % .
Dec, 1995 6.94 7.03 7.23 7.63
Jar. 1996 6.92 7.02 7.22 7.64
Feb. 1998 7.11 7.70 7.37 7.78
Mar. 1996 7.45 7.55 7.73 8.15
Apr, 1996 7.60 7.70 7.89 8.32
May 1996 7.73 7.79 7.98 8.45
Jun. 1996 7.83 7.87 8.06 8.51
Jul, 1996 7.78 7.83 8.02 8.44
Aug. 1996 7.59 7.66 7.84 8.25
Sep. 1996 7.76 7.84 8,01 8.41
QOct, 1996 7.50 7.60 1.77 8.15
Spot 11/21/96 713 % 7.24 % 741 % 7.80 % 017 % 0.3% %
Average of Last

3 Monlths 762 % 770 % 787 % 827 % 0.17 % 0.40 %
Average of Last '

6 Months 7.70 % 177 % 7.95 % 8.37 % 0.18 % 042 %
Average of Last

12 Months 7.45 % 7.57 % 7711 % 813 % 0.14 % 042 %
Average Spread (2) 017 % o4 %

Notes: (1) All yields are distributed yields,
{2) Equal weight has been given to the 12-month averags, 6-month average, 3-month
average and spot yield spread. This providas recognition of current conditions, but
doas not place undue emphasis thereon,

Source of Information: Moody's Credit Perspectives

SCHEDULE FJH-14
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Moody’s Long-Term Corporate Bond Yield Averages

Bonds Included

INDUSTRIALS PUBLIC UTILITIES
Aaa Aaa
Bristol-Myers Squibh Co. 7.15 06/15/23 Aca BellSouth Telecommunications, Inc. 675 10/15/33 Aga
Jehnson & Johnsen 6.73 11/15/23 Aca Chesapeake & Potomnac Tol. of Virginia  7.00 07/15/25 Aga
Johnson & Johnson 872 11/01/24 Aaga Chesapeake & Potomae Tal. of Virginia  7.875 01/15/22 Aaa
Merck & Co. 6.30 01/01/26  Aaa New Jersey Bell Telephone Co. 7.25 03/01/23  Aaa
United Parcel Service of America, Inc, 8375  04/01/20  Aca Naw Jersey Bell Telephone Co. 6.80 12/15/24  Aaa
Chio Befl Telephone Co. 7.85 12/15/22 Aca
Wisconsin Bell Telephone Co, 4.75 08/15/24  Aaa
Aa Aa
American Telephone & Telegraph Co. 8125 07/15/24  Aad Bell Telephone Co. of Pennsylvania 7.375 03/15/33 Aal
du Pont [E.1.) de Nemours & Co. 7.50 03/01/33 Aal Citizens Utilities Co. 7.48 10/01/34 Aal
du Pont {E.1.) de Nemours & Co. 7.95 01/15/23 Aa3 Dayton Power & Light Co. "7.875 02/15/24 Aal
Eli Lifly & Co. 7.125 06/01/25 Agl Duke Power Co, 7.375 03/01/23 Aa?
Kimberly-Clark Corp. 7.875 02/01/23 Aa2 {llinois Bell Telephone Co. 7.25 03/15/24 Aal
McDonald’s Corp. 7.375 07/15/33 Aa2 Michigan Bell Telephone Co. 7.50 02/15/23  Aal
McDonald’s Corp. 7.05 07/15/23 Aa2 New England Tel, & Tel, Co. 7.875 09/01/22 AaZ
Mobil Corp. 8.625 08/15/21 Aa2 Pacific Bell 7.125 03/15/26 Aal
Motorela Inc. 7.50 05/15/25  Aal Pacific Befl 6.625 10/15/34  Aa3
Practer & Gamble Co. 7.375 03/01/22 Aa2 US West Communications inc. 6.875 . 09/15/33 Aa3
Toys ‘R’ Us 8.75 0%/01/21 Aa3 Wisconsin Electric Power Co, 7.75 01/15/23 Aa2
Wal-Mart Stores Inc. 86.75 10/15/23 Aa2
Wal-Mart Stores Inc. 8.50 9/15/24 Aa2
A A
American Home Products Corp. 7.25 03/01/23 A2 Alobama PowerCo. 7.45 07/01/23 Al
Anheuser Busch Companies, Inc. 7.375 07/01/23 Al Baltimore Gas & Electric Co. 7.50 03/01/23 Al
Adlantic Richfield Co. 8.75 03/01/32 A2 Carelina Power & Light Co. 7.50 03/01/23 A2
Boeing Co. 8.75 08/15/21 Al Consolidated Edison Co. of N.Y., Inc.  8.05 12/15/27 Al
Caterpillar Inc. 8.00 02/15/23 A2 Florida Power & Light Co. 7.625 06/01/24 Al
Coca-Cola Enterprises Inc. 675 09/15/23 A3 Georgia Power Co. 775 04/01/23. Al
Dow Chemical Co. 7.375 03/01/23 Al Houston Lighting &Power Co. . 775 03/15/23 A2
Eastman Chemical Co. 8.75 01/15/24 Al New York Telephone Co, 7.625 02/01/23 A2
Ford Motor Co. 7.125 11/15/25 Al Northem States Power Co. 7.125 07/01/25 Al
General Motors Corp. 7.375 09/01/25 Al Pacific Gas & Electric Co, 7.25 03/01/26 A2
GTE Corp. 8.75 11/01/2} Al Pennsylvania Powsr & Light Co, 7.875 02/01/22 Al
International Business Machines Corp.  7.00 10/30/25 Al Public Service Electric & Gas Co. 7.50 03/01/23 Al
International Paper Co. 6.875 11/01/23 Al Southern California Edison Co. 7125 07/15/25 A2
Lockhead Martin Corp. 7.75 05/01/26 A3 Southern California Gas Co. 4.875 11/0/25 A2
MCI Communications Corp. 7.75 03/23/25 A2 Southwestern Bell Telephone Co. 7.625 03/01/23 Al
New York Times 8.25 03/15/25 Al Union Eleciric Co, 8.25 10/15/22 Al
Penney {J.C.} Inc. 7.125 11/15/23 Al Virginia Eleciric & Power Co. 6.75 10/01/23 A2
Seagram ltd. 8.35 01/15/22 A2 West Penn Power Co. 7.875  09%/01/22 Al
Texaco Capital lnc, 6.875 08/15/23 Al
United Technologies Corp. 8.75 03/01/21 A2

12

Moody’s Credit Perspeactives

August 5, 1996

SCHEDULE FJH-14
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M oodys Ylerd‘ﬁverages

Moody’s Long-Term Corporate Bond Yield Averages

Bonds Included (continued)

INDUSTRIALS PUBLIC UTILITIES

Baa Baa

Apache Carp. 7.95 04/15/26  Boa3 Arizona Public Service Co, 8.00 02/01/25  Boal
Burlington Northern Inc. 7.50 07/15/23  Bao2 Arkansas Power & Light Co. 7.00 10/01/23  Baa2
Cox Communications Inc. 7.425 06/15/25  Boa2 Boston Edison Co. 7.80 03/15/23  Baa2
Dayton Hudson Corp. 7875  06/15/23  Baal Commonwealth Edison Co, 7.75 07/15/23  Boa2
Fruit of the Loom 7.375 11/15/23  Boa3 Connecticut tight & Power Co. 7.50 07/01/23  Boal
Georgia-Pacific Corp. 8.25 03/01/23  Baal Gulf States Utilities Co. 8.7¢ 04/01/24  Baal
James River Corp. 7.75 11/15/23  Boad iMinois Power Co. §.00 02/15/23  Baa2
Litton Industries Inc. 775 03/15/26  Boal Pacific Gas Transmission Co. 7.875 06/01/25  Boal
Nerthrop Grumman Corp 9.375 10/15/24 Baa3 Philadelphia Electric Co. 7.75 03/01/23 Baal
Ralston Purina Co. 8.125 02/01/23  Baol Texas Utilities Electric Co. 7.875 03/01/23 Boo2
Phillips Petroleum Co. 8.49 01/01/23  Bacl UtiliCorp United Inc. 8.00 03/01/23  Baal
Union Carbide Com. 8.75 08/01/22  Baa?

Moody’s Long-Term Corporate Bond Yield Averages

Profile
Average Coupon Average Remaining Average Duration

{%) MaRurity {Years) {Years)
Industrials {
Aaa 7.45 27.25 11.75 K
Aa 7.70 29.00 11.67
A 7.79 27.00 11.32
Baa 8.15 27.50 11.00
Utilities
Aaa 7.65 28.75 11.96
Aa 7.73 31.08 12.03
A 7.93 27.50 11.37
Boa 8.31 27.25 11.07
Composite -
Aca T 7.55 28.00 11.86
Aa 7.72 30.04 11.85
A 7.86 27.25 11.35
Baa 8.23 27.38 11.04
As of July, 1996

August 5, 1996 Moody’s Credit Perspectives ;'3
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Assoclated Natural Gas Company

Judgment of Equity Risk Premium for the
Proxy Group of Seven Gas Distribution Companies
. = (1€ =L, DIS L. L

AL

Proxy Group
Proxy Group of Twenty
of Saven Value Line
Line Gas Distribution Gas Distribution
No. Companies Companies
1. Calculated equity risk
premium based on the
total market using
the bata approach (1) 36 % 38 %
2. Mean equity risk premium
based on a study
using the holding period
returns of public ulilities
with A rated bonds (2) 4.7 4.7
3.  Average equity risk premium 42 % 43 %

Notes: (1) From page 9 of this Schedule.
(2} From page 10 of this Schedule.

SCHEDULE FJH-14
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Assodlated Nalural Gas Company

A Diviston of Arkansas Western Gas Company
Derivation of Equity Risk Premium Based on the Total Market Approach
Using the Beta for the Proxy Group of Seven Gas Distribution Companles
g 6 Ling (Gag 3 S

Proxy Group
Proxy Group of Twanty
of Saven Value Line
Line Gas Distribution Gas Distribution
No. Companles Companles
1. Arithmatic mean total return rate on
the Standard & Poor's 500 Composite
Index - 19261995 (1) 125 % 125 %
2, Arithmatic mean totat return rate on
the Salomon Brothers Long-Term
High-Grade Corporate Bond Index
1926-1995 (1) (8.0} (6.0}
3. Historical Equity Rlsk Premium 65 % 65 %
4, Forecasted 3-5 year Total Annual
Market Relurn (2) 12.9 % 129 %
5. Prospactive Yleld an Aaa Rated
Corporate Bonds (3) (7.3} (T3}
8. Foracasted Equity Risk Premium 5.6 % 56 %
7. Average of Historical and Forecasted
Equity Risk Premium (4) 61 % 6.1 %
8. Adjusted Value Line Beta (5) 0.59 0.64
9. Beta Adjusted Equity Risk Premlum 3.6 % L3 %

Notes: (1) From Stocks, Bonds, Bllls and Inflation - 1986 Yearbook - Market Resulls for 1928-1985, Ibbotson
Agsociatas, inc., Chicago, IL 1985.
{2) From note 1, page 4 of SCHEDULE FJH-15,
{3) Avarage forecast based upon five quarterly estimatas of Aaa rated corporate bonds per the

consensus of nearly 50 aconomists raported In Biue Chip Financial Forecasts dated December 1,
1996 (see page 2 of this Schedule). The estimates are delalled below.

Fourth Quarter 1996 73 %
Flrst Quarter 1997 7.3
Second Quarier 1997 7.3
Third Quarler 1997 7.3
Fourth Quarter 1997 72

Average I3 %

{4) Avsrage of the Historical Equity Risk Premium of 6.5% from Line No. 3 and the Forecasted Equity

Risk Premlum 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.

SCHEDULE FJH-14
Page 9 of 11
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Line

Time Perlod

Notes: (1)}
@
3

Derivalion ofMean EquﬁyR;sk PremlumBasad on a Study
Using Helding Period Retumns of Public Uiiities

Artthmelic Mean Holding Period
Returns (2);
Standard & Poor’s Public
Utikity Index

Salomon Brothers Long-Temm
High-Grade Corporate Bond index

Equity Risk Premium

Adjustment to reflect yield
spread between A rated public
utility bonkds and bonds used
in the study

Adjusted Equity Risk Premium

Over A Raled
Public Uiility Bonds

AUS Consullants -
Utility Services
Study (1)

1
1928-1985

12 %

6.2

05 @)
47 %

S&P Public Ulility index and Long-Term Corporate Bonds (Salomon Brothers Long-Term High-Grade
Corporate Bond Index year-by-year total relums 1928-1995, AUS Consultants - Utility Services, 1596,
Holding period returns are calculated basad upon income received {dividends and interest) plus the relative

change in the market value of a securi
Spread calculated as the difference in

over a one-year holding period.
arithmelic mean yields on A rated public utllity bonds of 6.52% and

Aaa and Aa rated corporate bonds &g a proxy for the Salomon Brothers Long-Term High-Grade Corporate
Bend Index of 6.05% for the years 1928-1985, inclusive, 0.47 %, rotinded to 0.5%.

SCHEDULE FJH-14
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Value Line Adjusted Betas for the
Proxy Group of Seven 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 Valug
Lina Gas Distribution Companies

AGL. Resources, Inc.

Atmos Energy Corp.

Bay State Gas Company
Brookiyn 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
ONEOCK Inc.

Peoples Energy Cormp.

Piedmont Natural Gas Company
South Jersey Industries, Inc.
Washington Gas Light Company
WICOR, Inc.

Average

Source of Information:

September 27, 1996

Value Line
Adjusted
Beta

0.56
0.55
0.656
0.55
0.65
0.65
0.55

Q.59

0.756
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

SCHEDULE FJH-14
Page 11 of 11
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Line

Notes:

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 Distribulion Companies and lhg

Proxy Group of Twenty Value Line Gas Distribution Companies

Proxy Group
of Seven
Gas Distribution
Companies
Traditional Capital Assel Pricing Model
Risk-Free Rate (1) 6.6 %
Average Company-Specific
Market Premium (2) 4.0
Capital Asset Pricing Model
Darived Company Equity
Cost Rale 106 %
Empirical Capital 2 Pricing Model
Risk-Free Rate (1) 6.6 %
Average Company-Specific
Market Pramium (3) 4.7
Capital Assel Pricing Modsl
Derived Company Equity
Cost Rate 113 %

{1} Developed in note 2 of page 4 of this Exhibit.
{2} Developed on page 2 of this Exhibit,
{3) Deveioped on page 3 of this Exhibit,

Proxy Group
of Twenty
Value Line

Gas Distribution

Companies

6.6 %

109 %

66 %

118 %

SCHEDULE FJH-15
Page 1 of 5



Proxy Group of Saven
Gas Distribution Companies

Bay State Gas Company
Cascads Natural Gas Company
Connecticut Energy Cormp.
Connecticut Natural Gas Comp.
Energen Corporation

Indiana Energy, Inc.

Laclede Gas Company

Average

Proxy Group of Twenty Value
Line Gas Distribution Companies

AGL Resourcas, inc.

Almos Energy Coip.

Bay State Gas Company
Brooklyn Union Gas Company
Cascade Nalural Gas Company
Connecticut Energy Corp.
Connacticut Natural Gas Corp.
Energen Corporation

indlana Energy, Inc.

Laclede Gas Company

MCN Corporation

New Jersey Resources Corp.
NICOR, inc.

MNotrthwest Naturat Gas Company
ONEOCK Inc.

Peoples Energy Corp.

Piedmont Naturael Gas Company
South Jersey Industries, inc.

Washington Gas Light Company
WICOR, inc.

Average
See page 4 for notes.

Ind

CAPM Result
including
Risk-Frea

Rate of 6.8% (2)

MO0 O ALKEIISAS YYagiom 89 Lompan
icated Common Equity Cost Rate Through Use
Company-Spacific
Value Line Risk Premium
Adjusted Based on Market
Beta Premium of 8.8% (1)
Imaditional Capital Asset Pricing Moded (3)
0.55 A7T%
0.55 37
0.85 4.4
0.55 3.7
0.65 4.4
0.85 4.4
0.55 N A
Q.59 440 %
0.75 51 %
0.85 4.4
0.55 .7
0.60 41
0.55 3.7
0.65 4.4
0.55 a7
0.85 44
0.85 4.4
0.55 37
Q.70 4.8
0.85 4.4
0.70 48
0.45 31
0.80 54
0.80 54
0.85 4.4
0.55 a7
0.70 48
0.60 4.1
0.84 43 %

103 %
10.3
11.0
10.3
1.0
11.0

108 %

1.7 %
11.0
0.3
10.7
10.3
1.0
10.3
11.0
1.0
10.3
114
11.0
1t.4
9.7
12,0
12,0
11.0
10.3
11.4

109 %

SCHEDULE FJH-15
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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 Valus
Line Gas Diglribution Companies

AGL Resources, inc.

Atmos Energy Corp.

Bay Stale Gas Company
Brooklyn Unlon Gas Company
Cascade Natural Gas Company
Connecticut Energy Comp.
Connecticut Natural Gas Coip.
Enengen Corporalion

indiana Energy, inc.

Lacleda Gas Company

MCN Cormporation

Naw Jorsay Rescurces Comp.
NICOR, inc.

Northwest Natural Gas Company
ONEOK Inc.

Peoples Energy Corp.

Pisdmont Natural Gas Company
South Jersey Industries, Inc,

Washington Gas Light Company
WICOR, Inc. N

Average
Sea page 4 for notes.

Ind

AXTIPEN

CAPM Resuit
Incltding
Risk-Free

Rate of 8.8% (2)

(R385 YYOSHOIT] 2%
lcated Common Equity Cost Rate Through Use
of the Capilal Assel Pricing Model
Company-Spexific
Value Line Risk Premium
Adjusted Based on Market
Bela Premium of 6.8% (1)
Emplrical Capital Asset Pricing Model {4)

0.55 45 %
0.55 4.5

0.65 5.0

0.55 4.5

0.65 50

065 50

0.55 4.5

.59 41 %
0.75 55 %
0.65 5.0

0.55 4.5

0.60 48

0.55 4.5

0.65 5.0

0.55 4.5

0.85 5.0

065 5.0

0.55 4.5

0.70 53

0.65 5.0

0.70 53

0.45 4.0

0.80 58

0.80 58

0.65 50

0.55 4.5

0.70 53

0.60 48

064 840 %

11 %
11.1
118 %
it
11.6
1.8

113 %

121 %
116
111
tt4
1.1
116
1.1
116
1.6
11.4
11.9
1.6
1.9
10.6
12.4
124
11.6
111
11.9

e %

SCHEDULE FJH-15
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Notes:

)]

(2}

)

{4)

]
Development of the Market-Required Rate of Retum on Common Equity Using
the Capital Assat Pricing Model for
the Proxy Group of Seven Gas Distribution Companies and the
Proxy Group of Twenty Value Line Gas Distribution Companies
Adjusted to Reflect a Forecasted Risk-Free Rate and Markat Retum

From the twelve previous month-end {Nov. '95 - Oct. '96), as waell as a recently availabie (Nov. 29, 1996), Value Line
Summary & Index, a forecastad 3-5 year fotal annual market return of 12.9% can be derived by averaging the 12-month,
8-monith, 3-month and spot forecasted total 3-6 year total appreciation, converting it into an annual markel appreciation
and adding the Value Line average forecasted annual dividend yield.

The 3-5 year average lotal market appreciation of 50%, produces a four-year average annual return of 10.67%
((1.50™) - 1). When the avefage annual forecasted dividend yield of 2.23% is added, a lotal average market retum of
12.90%, (2.23% + 10.67%) is derived.

The 12-month, 6-month, 3-month and spat forecastad tolal market retum of 12.9% mlnus lhe risk-free rate of 6.6%
(developed in Nate 2) is 6.3% (12.9% - 6.6%). The Ibbotson Associates calcutated market premium of 7.3% for the
period 1926-1995 results from a lotal market retum of 12.5% less the average income retum on fong-term U.S.
Govemment Securities of §.2% (12.5% - 5.2% = 7.3%). Thia is then averaged with the 6.3% Value Lina market premium
resulting in a 6.8% market premium. The 6.8% market premium is then multiptied by the beta in column 1 of pages 2
and 3 of this Schedule.

Average forecast based upon five quarterly estimates of 30-year Treasury Bond yields per the consensus of nearly 50

economists reporied in the Blue Chip Financial Forecasts dated December 1, 1996 (see page 2 of SCHEDULE FJH
-14). The estimatas are delailed below:

Treasury Bond Yield

30-Year
Fourth Quarter 1996 6.6%
First Quarter 1997 66
Second Quarter 1997 6.6
Third Quarter 1997 6.5
Fourth Quarter 1997 6.5
Average 6.6%

The traditional Capital Asset Pricing Mode! (CAPM) is appfied using the following formula:

Rs=Re+ [ (Ry-Ry)

where R; = Retum rate of common stock
R¢ = Risk Free Rate
f = Value Line Adjusted Beta
Ry, = Retum on the market as a whole

The empirical CAPM is applied using the following formula:
Rg=Re+.25(Ry, -R )+ .75B(Ry -R)
where R; = Relum rate of common stock

R; = Risk-Free Rate

B =Value Line Adjusled Beta
R,; = Retum on the market as a whole

Source of Information:  Yalue Line Summary & Index
Blue Chip Financiaf Forecasts, December 1, 1996
Mah.@_i.m_lnmmmm Seplember 27, 1996

+

Begusg_mg_zw&lbbo&on Assoc:alesinc Chwago IL

SCHEDULE FJH-15
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Moody's

Discount 00-Day 5-¥r 10-Yr 0-Yr A Raled
Nov-94 458 % 4.58 % 862 % 742 % 192 % 905 %
Oec-81 4.1 4.0r .19 1.9 7.70 888
Jan-92 3.50 3.80 8.24 1.03 1.58 8.64
Feb-92 3.50 3.64 6.58 734 1.85 893
Mar-92 3.50 404 6.95 754 791 8.97
Apr-92 350 375 8.78 748 7.98 8.93
May-92 3.50 383 6.69 .9 1.80 B.87
Jun-92 3.50 3.68 6.48 726 T.84 8.78
Jui-92 3.02 324 5.84 6.84 7.60 8.57
Aug-92 3.00 313 5.60 §.59 1.30 8.44
Sep-92 3.00 291 5.38 8.42 7.34 8.40
Oct-92 3.00 2.86 5.60 6.5¢ 7.53 8.54
Noy-92 3.00 313 6.04 6.87 7.61 8.83
Dec-92 3.00 ax 8.08 6.17 744 8.43
Jan-93 200 3.00 5.83 8.60 7.4 827
Feb-83 3.00 26 5.43 628 709 8.04
Mar-03 3.00 265 5.1 508 8.62 7.00
Apr-03 3.0 287 5.3 597 8.85 7.81
May-93 3.00 2.96 520 5.04 §.02 1.86
Jun93 3.00 307 522 596 8.81 1.75
Jul-93 3.00 304 5.08 581 8.63 754
Aug-93 3.00 3.02 5.03 568 8.32 726
Sep-93 300 295 473 5.36 5.00 7.04
oct-93 3.00 302 4.74 533 554 7.03
Nov-83 3.00 3.0 5.06 5.2 621 7.30
Doc-83 3.00 3.08 5.15 5.77 625 1.4
Jan-94 3.00 298 5.08 5.75 6.28 133
Fob-04 3.00 325 5.40 597 8.49 747
Mar-94 3.00 3.50 504 8.48 694 785
Apr-94 3.00 388 8.52 8.97 .27 8.22
Mey-94 324 4.14 8.78 7.18 741 8.3
Jun-94 3.50 4.14 8.70 T.10 740 8.31
Jub-94 3.50 4.33 8.1 7.30 7.58 847
Aug-84 3.78 4.48 8.88 724 7.49 8.41
Sep-9d 4.00 4.62 1.08 7.48 774 8.64
Oct-04 4.00 495 T.40 7.74 784 8.85
Nov-94 4.40 529 1.2 1.98 8.08 8.98
Doc-94 4.75 5.60 7.78 151 7.87 8.76
Jarr95 475 571 7.76 1.78 7.85 8.73
Feb-895 525 5.77 1.37 14T 784 8.52
Mar85 5.25 573 708 7.2 745 8.37
Apr-95 525 585 8,88 7.08 7.38 827
May-96 526 5.67 8.41 8.63 6.95 T8t
Jun-95 5.26 5.47 593 8.17 6.57 7.60
HE-95 525 5.50 §.01 828 6.72 7.70
Aug-95 525 5.40 §.24 8.49 6.58 7.83
Sep-96 525 528 800 820 6.55 7.62
Qct-95 526 528 556 6.04 8.37 748
Nov-85 5§26 536 569 583 826 743
Dec-95 525 5.44 §.51 5.1 8.08 TR
Jan-96 §.24 5.00 5.38 585 8.05 ]
Feb-06 5.00 483 5.38 581 824 737
Mar-06 £.00 4.98 5.7 627 6.60 7.73
Apr-06 5.00 495 8.30 8.5¢ 8.19 7.89
May-06 5.00 502 6.48 874 6.83 7.98
Jun-96 5.00 508 8.69 891 7.08 8.08
Jub-08 500 5.15 §.64 8§87 7.03 8.02
Aug-06 500 5.05 839 §.64 6.84 785
Sepr96 5.00 500 8.60 683 7.03 8.01
Oct-96 5.00 499 8.27 853 881 .77
|Absoluta Change in %
from 1191 to 10/06 042 % 043 % (0.35) % {0.89) % (111)% (129)%
% Changa In Cost
from 1191 1o 1096 9147 % 4% (529} % (11.99)% (14.02)%  (fd14)%
Standard Daviation 0.9563 1.0155 07792 0.6758 0.6032 0.5722

SCHEDULE FJH-15
Source of information:  Federal Reserve Siatistical Relaasa Page 5 of 5
Moody's Bornd Survey
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Non-Utlity Group Comparable (o the
Proxy Group of Seven Gas
Distritution Companies (1)

Buckeye Partnors LP
Carpentar Technology
Ceodar Fair ¥

Cen. Newspapers ‘A’
Chemed Corp.
Chavren Corp.
Clncinnatl Financlal
Commerce Bancahs.
Commerclal Metals
Curtiss-Wright
Donaldson Co.

Excel Realty Trust
Fedorat Rity. Inv. T
Flonda Rock

FMC Corp.

Glant Food A’
Harfand (John H.)
Harsco Corp.

Int't Aluminurm

JS8 Financial

Lee Entorprizes
Longs Drug Stones.
MG Properties

Adj,
Bala

0.80
0.70
0.80
0.70
0.80
0.85
.70
0.55
0.75
0.70
0.65
0.80
0.75
0.65
0.80
0.75
0.60
0.65
0.80
0.65
0.75
0.80
0.80
0.80
0.75
0,70
0.55
0.80
0.80
055
0.70
0.80
0.75
0.80
065
0.80

Unad].
Bela

068
0.53
0.85
0.51
0.63
0.48
0.53
0.30
0.61
0.49
043
0.68
0.59
040
062
0.58
.37
0.46
Q.67
0.41
0.55
058
0.64
0.68
0.58
0.47
0.20
0.66
0.62
0.30
0.50
083
0.59
063
046
062

Resldual
Standard
Ermor

27712
22146
2,808
2.2030
24312
21825
25784
23618
26555
23324
25747
24230
23394

23443
26705
22545
28113
2.5909
26684
27532
25370
2.7874
25173
2.7018
27001
24910
24744
23210
26126
22668
24331
2.3829
22800
24413
25818

corrparable o Eamings Anaysls

Rata of Retum on Net Worth
3-Year 4-Year 5-Year 5-Year
1831 1992 1803 1904 1895 Average (2) Averaga (2) Average(2)  Projected (3)
53 % 50 % 6.2 % 72 % 9.3 % 45 % 4.0 % 3T % 125 %
8.6 1na 128 124 125 128 122 115 16.0
1.9 7.3 58 6.7 52 59 63 T4 105
147 15.7 13.3 140 19.7 15.7 15.7 155 185
26.8 248 19.1 217 243 21.7 25 233 18.0
15 5.9 48 19.0 213 15.0 128 125 215
198 19.1 323 272 252 282 282 250 235
121 15.3 17.8 196 19.0 18.8 179 16.8 165
10.7 6.7 1241 16.0 18.0 154 132 127 200
652 528 503 528 436 4890 49.9 529 31.0
8.9 8.7 114 142 156 13.7 125 118 150
79 10.7 125 8.4 100 103 104 9.9 15.5
:¥:) 11,8 130 116 13.7 128 125 11.7 17.0
7.1 741 76 7.2 59 69 7.0 70 7.5
18 119 122 13.2 122 12,5 124 123 120
5.9 59 2.2 10.8 135 112 29 81 125
14.2 128 9.8 123 10.6 109 114 119 1.0
17.3 161 16.2 168 174 16.8 16.6 16.8 16.5
0.3 8.5 11.7 14.1 103 12.0 10.7 8.6 150
3 3.7 6.2 66 70 66 59 53 105
1.2 23 35 9.0 13 79 65 55 105
NMF NMF NMF 416 3390 373 373 373 190
14.0 123 2.8 125 124 12.7 12.5 128 13.5
20.1 21 286 252 20.7 269 253 4.0 270
18.0 180 133 139 16.9 136 151 153 17.5
6.1 0.8 36 71 118 75 59 5.9 115
4.7 7.9 6.3 72 6.5 6.7 1.0 8.5 8.5
17.2 189 18.5 21.0 188 194 19,3 18.9 180
134 118 10.0 9.3 104 9.9 103 109 120
4.2 5.0 47 57 6.2 55 54 52 75
110 18 124 11.2 13.2 12.2 1"Aa 141 1790
438 46 63 6.8 27 53 51 5.0 10.0
109 108 10.7 114 126 16 114 113 13.0
14.4 13.4 106 11.3 2.1 1.3 118 123 "o
120 10.7 86 98 110 98 100 104 11.0
138 153 15.7 15.8 140 15.2 152 14.9 14.0
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Non-Utlity Group Comparable 1o the
Proxy Group of Seven Gas
Digtribution Comoanies (1)

Pennzoll Company
Penn. R.E.LT.
Santa Fe Pac. Plpek
ServicaMaster L.P.
Tootsle Rofl Ind.
Unitrin, [nc.

Vulcan Materlals
Wast Co.
Wikmnington Trust
Winn-Dixle Stores

Average for the Non-Utiity Group

Average for the Proxy Group of
Seaven Gas Distribution Companles

Medlan

Average of the Medlan
Historical Returns
Conclusion (5)

Sea page 5 for hotes.

¢ Jo g 83eq
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Ad).
Bota

0.70
0.60
0.55
075
0.70
0.60
0.85
0.60
0.80
080

Q72

Unad|.
Bela

0.52
0.34
025
0.60
048
063
0.44
037
063
064

%3

035 )

Resldual
Standard
Emor

2.6483
23908
22434
26106
27359
2.6933
2.4298
26945
26213
27135

28173

24854

Comparable
for & Non-Utllity

153

Gi
)

A% Yyasioim 8 el
Eamings Analysis
roup Comparable to the

RATIDAUDON 4O

Rata of Return on Net Worth
3-Year 4-Year 5Year 5-Year
1901 1992 1993 1994 1995 Average (2) Average(2) Average(2)  Projected (3)
25 15 52 NMF NMF 52 34 31 160
206 174 217 15.7 210 19.5 19.0 193 s
205 23.0 258 255 25 83 263 255 280
€5.7 45.1 40.0 455 230 362 384 439 20
174 17.6 18.7 158 148 158 162 16.5 125
73 84 45 84 99 76 78 77 10.5
7.7 130 128 134 209 15.6 150 135 7.0
8.4 11.7 12,0 12.0 113 11.8 118 111 1.5
208 209 209 204 186 203 205 205 19.5
199 27 240 204 187 210 215 2141 15.5
122 % 125 % 121 % 153 %
124 %

128 %



Comparable Eamings Analysts.

fora Non-UtlIIty Group Cornparabie to the
N
Rate of Return on Net Worth
Non-Utlity Group Gomparabie to the Residual
Proxy Group of Twenty Value Adl. Unad). Standard 3-Year 4-Yaar 5-Year 5-Year
Line Gas Distribution Comparles (6} Beta Bata Emor 1991 1892 1903 1994 1905 Average (2  Averaga (2l  Average(2)  Prolected (3)
Amoco Corp. 070 053 22146 86 % 111 % 128 % 124 % 125 % 75 % 70 % 64 % 16.0 %
ARCO Chemical 0.75 0.55 22333 141 155 138 174 258 18.9 181 16.7 20
Aflantic Richfield 0670 0.51 22030 14.7 15.7 133 14.0 19.7 15.7 15.7 155 185
Bandag, Inc. 0.80 063 24312 268 248 19.1 217 243 1.7 225 233 19.0
Bames Group 0.65 046 21825 15 58 48 16.0 213 15.0 128 125 215
Brown-Forman ‘B 0.70 053 25784 19.9 19.1 323 212 252 282 282 260 235
Buckeye Partners L.P 055 0.30 23819 124 153 178 198 19.0 8.8 78 16.8 18.5
Carpenter Technology 0.75 0.61 26555 10.7 6.7 121 16.0 18.0 154 132 12.7 200
Codar Falr L.P. 0.7¢ 049 23324 65.2 528 50.3 528 436 489 499 529 310
Cen. Newspapers ‘A’ 0.65 043 25747 8.9 8.7 1.4 14.2 156 137 125 118 15.0
Chemed Corp. 0.80 0.66 24230 7.9 10.7 125 84 100 103 104 9.8 155
Chevron Cop. 0.75 0.59 23394 a8 118 13.0 116 13.7 128 125 1.7 17.0
Cincinnatl Financiat 085 0.40 25235 7.1 7.1 78 72 59 6.9 7.0 10 7.5
Commerce Bancshs. 0.80 0.62 23443 11.8 11.8 122 13.2 122 125 124 123 12,0
Commerclal Metals 0.75 0.58 28705 59 59 9.2 108 135 112 89 2.1 125
Curtiss-Wright 0.50 0.37 22545 142 12.8 9.8 12.3 106 109 114 119 11.0
Excel Realty Trust 0.80 0.67 25908 03 65 "7 141 10.3 120 107 8.6 150
Foderal Rity. Iav. T 065 041 2.6684 3.1 3.7 62 66 7.0 66 59 53 10.5
First Empire State 0370 053 20760 125 156 14.1 16.3 155 153 154 14.8 125
FMC Corp. 0.80 0.68 25370 NMF NMF NMF 416 330 373 373 37.3 19.0
Harland {John H.) 0.30 068 25178 201 2.4 288 252 20.7 26.9 253 24.0 27.0
Hubbel Inc. 'B' 075 0.56 20939 17.5 174 119 175 183 15.9 16.3 16.5 185
Int'l Aluminum 0.70 047 27001 6.1 0.8 36 74 119 7.5 5.9 59 115
JSB Financlal 055 029 24910 4.7 79 63 7.2 6.5 8.7 70 6.5 85
Kerr-McGee Colp. 0.85 0m 26519 6.7 NMF 5.1 82 9.7 10 1.0 69 145
Kimco Realty 0.60 0.35 21259 .o 123 84 128 118 1.4 116 1.6 135
Lee Enterprisas 080 0.66 24744 17.2 18.9 185 210 18.8 194 183 18.9 180
Longs Drug Stores 0.60 0.62 23210 131 118 100 9.3 104 89 10.3 10.9 12.0
MG Properties 055 0.30 26126 42 5.0 4.7 5.7 62 55 54 52 15
Mobl Corp. 0.70 0.50 22668 1.9 79 124 12 132 122 11.1 111 17.0
Murphy O Corp. 0.80 063 24331 48 46 63 6.8 27 5.3 51 50 100
National Sefvice ind 0.75 0.59 23829 108 108 10.7 14 126 118 114 11.3 13.0
NCH Corp. 0.80 063 22800 144 131 106 13 124 113 11.8 123 110
New Plan R'ty Trust 085 0.46 24413 120 0.7 8.8 9.8 110 9.8 10,0 104 11.0
Old Kent Financlat 0.80 0.62 25818 138 153 15.7 15.8 140 152 152 14.9 14.0
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Non-Utlity Group Comparablo to the
Proxy Group of Twenty Value

Pennzol Company
Penn. RE.LT,
Santa Fe Pac. Plpel
ServicaMaster |.P,
Simon Debariolo Grou
8L Paul Cos.
Unitsin, Inc.

Vuican Matarials
Walngarten Realty
Wast Co.
Wikmington Trust

Average for the Non-Utity Group

Average for the Proxy Group of
Twenty Valus Line Gas
Distribution Companles

Madian

Average of the Medlan
Historical Returns
Concluslon (8)

Sae page 5 for notes.

Ad.
Beota

6.70
0.60
0.55
Q.75
085
0.85
0.80
0.65
0.60
0.60
Q.80

A

Unad}.
Bata

052
034
025
0.60
0.1
0.70
083
0.44
0.33
037
083

0.52

241 (7)

Residual
Standard
Emor

26483
23908
22434
26108
21736
24815
2.6933
24298
2.1201
2.6845
28213

24278

Rt Of AFK
Comparable

m:
for & Non-Utlitty Group Comparable to
A L Line Gas Of
Rate of Return on Net Worth
3-Year 4-Yaar S5-Year 5-Year
1991 1992 1993 1894 1995 Avorage (2}  Average(2) Average(2) Projecied (3)
25 15 52 NMF NMF 52 34 31 16.0
206 174 21.7 15.7 210 195 19.0 193 335
205 230 258 255 275 26.3 263 255 280
85.7 451 400 455 230 36.2 384 439 220
- -- - NMF NMF NMF NMF NMF NMF
15.2 55 142 162 140 148 125 13.0 15.5
13 84 45 84 8.8 16 18 77 105
1.7 13.0 126 134 209 15.6 15.0 135 17.0
125 ".r 8.5 104 109 103 10.6 1.0 13.0
8.4 1.7 120 120 113 118 11.8 1.1 1.5
208 209 209 204 198 20.3 205 205 19.5
123 % 124 % 113 % 155 %
123 %

1328 %



Notes: (1)

(2)
3
(4)

(5)

(6)

M

(8)

Associated Natural Gas Company
A Dividion of Arkansas Western Gas Company
C ble Earnings Analvsi

The criteria for selectlon 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
Invesiment Survey. The non-utllity group was selected based upon the proxy group of
seven gas distribulion 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 criterla for selection of the non-utility group was that the non-ulility companies be
domestic and have a rale of retumn on net worth or pariners' capital reported In Value Line
Investment Survey. The non-utility group was selected based upon the proxy group of
twenty Value Line gas distribuion companies' unadjusted beta range of 0.09 - 0.73 and
residual standard error range of 2.0722 - 2.7016.

The siandard deviation of the proxy group of twenty Value Line gas dislribution
companies' unadjusted beta Is 0.1065.

Equal welght 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 Invesiment Survey
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