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APPLICATION

BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the matter of the application of

	

)
Southern Union Company for authority

	

)
to acquire the common stock of and to

	

)
merge with Valley Resources, Inc., and

	

)

	

Case No. GM- ;L600-507)-
in connection therewith, certain other

	

)
related transactions .

	

)

FILED
FEB 1 7 2000

Missouri PublicService Commission

COMESNOW Southern Union Company ("Southern Union") pursuant to Section 393.190,

RSMo 1994 and 4 CSR 240-2.060(6) and (9), and for its application to the Missouri Public Service

Commission ("Commission") respectfully states as follows :

BACKGROUND INFORMATION

I .

	

Southern Union is a Delaware corporation, in good standing in all respects, with its

principal office and place of business at 504 Lavaca, Suite 900, Austin, Texas 78701 . Southern

Union is a public utility engaged in the distribution ofnatural gas to the public and conducts such

business in the State of Missouri through its Missouri Gas Energy ("MGE") operating division in

those areas ofthe state certificated to it by the Commission. Southern Union is a "gas corporation"

as that term is defined at Section 386.020(18), RSMo Supp. 1998, and is subject to the

Commission's supervision as provided by law. Southern Union's documents ofincorporation have

been filed with the Commission in its Case No. GM-94-40 and said documents are incorporated

herein by reference, collectively, in accordance with 4 CSR 240- 2 .060(2)(E), and made a part hereof

for all purposes .



2 .

	

Pleadings, notices, orders and othercorrespondence and communications concerning

this Application and proceeding should be addressed to :

Dennis K. Morgan
Senior Vice President-Legal and Secretary
Southern Union Company
504 Lavaca, Suite 900
Austin, Texas 78701
Telephone : (512) 370-8310

James C . Swearengen
Paul A. Boudreau
Brydon, Swearengen & England P.C.
312 E. Capitol Avenue
P. O. Box 456
Jefferson City, MO 65102-0456
Telephone : (573) 635-7166

3 .

	

Southern Union has for some time had the goal of selected growth and expansion

within the utility industry including the acquisition of other energy distribution or transmission

businesses . Southern Union's growth and expansion goals and strategies, as well as its specific

acquisitions, have been consistently described in its annual reports to the Securities and Exchange

Commission ("SEC") on Form 10-K .

4 .

	

Because Southern Union is a gas corporation doing business in the State ofMissouri,

it is subject to the provisions of Section 393 .190.2, RSMo 1994, which states, in pertinent part, that

"no [gas] corporation shall directly or indirectly acquire the stocks or bonds of any other corporation

incorporated for or engaged in the same or a similar business . . . unless . . . authorized so to do by

the Commission ." There is no statutory or judicial case law guidance on the scope of the cited

statutory language . Nevertheless, Southern Union has filed for Commission approval in connection



with its recent utility investments in Mexico', Florida2 , and Pennsylvania' .

as follows :

5 .

	

Southern Union is subject to Section 393 .190.1, RSMo 1994, which states, in part,

No gas corporation . . . shall hereafter . . . merge or consolidate such works or
system, or franchises, or any part thereof, with any other corporation, person or
public utility, without having first secured from the commission an order authorizing
it so to do .

6 .

	

Valley Resources, Inc., ("Valley"), a Rhode Island corporation, provides natural gas

service to approximately 64,000 residential, commercial and industrial customers in the State of

Rhode Island through its utility subsidiaries Valley Gas Company ("Valley Gas") and Bristol and

Warren Gas Company ("Bristol"), respectively . Valley Gas' and Bristol's operations are regulated

by the Rhode Island Public Utilities Commission and the Department ofPublic Utilities and Carriers .

THE TRANSACTION

7.

	

OnNovember 30, 1999, Southem Union and Valley entered into an Agreement and

Plan of Merger (the "Agreement") pursuant to which Southern Union, through its special purpose

acquisition subsidiary, SUG Acquisition Corporation ("SUG"), a Rhode Island corporation, has

agreed to acquire Valley for approximately $160 million, including the assumption ofValley long-

term indebtedness, as more particularly described in the Agreement. The Agreement calls for each

Valley shareholder to receive $25.00 in cash per share ofValley common stock . As ofthe Effective

Time, as defined in Section 1 .3 ofthe Agreement and as provided in Section 1 .1 of the Agreement,

' Case No . GM-97-341 .

Z Case No . GM-98-146 .

' Case No . GM-2000-43 .



SUG will be merged with and into Valley and Valley will be the surviving corporation . Immediately

thereafter, Valley Gas and Bristol will each be merged with and into Valley . Immediately thereafter,

Valley will be merged with and into Southern Union, the ultimate surviving corporation, all as more

specifically set forth in Section 1 .5 of the Agreement. The foregoing transactions are hereinafter

collectively referred to as "the Merger." A copy ofthe Agreement is marked Appendix 1 , attached

hereto and incorporated herein for all purposes .

ADDITIONAL DOCUMENTATION

8 .

	

A certified copy of the resolutions of the Board of Directors of Southern Union

authorizing the Merger and related transactions contemplated by the Agreement and the filing ofthis

Application is marked Appendix 2 , attached hereto, and made a part hereoffor all purposes .

9 .

	

Acopy oftheproforma balance sheet and statement ofoperations of Southern Union

as ofand for the twelve months ended September 30, 1999, showing the effect ofthe Merger, as well

as the pending mergers with Providence Energy Corporation and Fall River Gas Company that are

the subject ofseparate applications before the Commission filed concurrently herewith, on Southern

Union, is marked Appendix 3, attached hereto, and made a part hereof for all purposes .

10 .

	

Attached hereto, marked Appendix 4 and made a part hereof for all purposes is a list

of all documents generated relative to the analysis of the Merger and acquisition in question.

PUBLIC INTEREST

11 .

	

For the following reasons, the proposed acquisition of the stock of Valley, the

proposed Merger and the related transactions are not detrimental to the public interest and, in fact,

will be consistent with and will promote the public interest .

12 .

	

Southern Union is fully qualified, in all respects, to own and operate the systems

4



currently being operated by Valley and to otherwise provide efficient, safe, reliable and affordable

service . MGE, which provides service to Missouri customers, will continue to utilize the rates, rules

and regulations and other tariffs currently on file with and approved by the Commission and will

continue to operate under those rates, rules and regulations until such time as they may be modified

according to law . MGE's customers will continue to experience quality day-to-day utility service

at reasonable rates . The transaction will be entirely transparent to MGE's customers .

13 .

	

Southern Union sought the three pending mergers in the New England area (Valley,

Fall River Gas Company and Providence Energy Corporation) for strategic purposes . By expanding

the geographic diversity of its operations, Southern Union will further reduce its dependence on

economic and weather conditions in any single operating region. Thus, the stability of Southern

Union's earnings and cash flow will be enhanced . Also, as a result of the mergers, Southern Union

will extend and enhance the scope of its operations in the northeastern United States beyond its

recently completed Pennsylvania acquisition . Although Southern Union's primary motivation in

arranging the mergers is strategic, some savings are likely to be realized through consolidation of

certain "public company" functions, e .g ., directors and shareholders meetings, annual reports and

SEC requirements .

MISSOURI IMPLICATIONS, PROPOSED ASSURANCES AND CONDITIONS

14 .

	

The authority requested by Southern Union will have no detrimental impact on the

Missouri customers of Southern Union. As noted above, Southern Union's Missouri customers will

see no change in their day-to-day utility service or rates as a result of the Merger with Valley and

said customers will continue to be served effectively and efficiently .

15 .

	

Since Valley's operations are wholly outside the State of Missouri, the proposed

5



Merger will have no impact on the tax revenues ofthe Missouri political subdivisions in which any

of the structures, facilities or equipment ofMGE are located .

16 .

	

Since Valley's operations are wholly outside the State of Missouri, the proposed

Merger will have no impact on Southern Union's MGE operations .

17 .

	

The Commission will retain full regulatory supervision over Southern Union after the

Merger is completed . The Merger will not restrict access to Southern Union's books and records

as is reasonably necessary to carry out the Commission's responsibilities with respect to MGE's

operations, including proper audits .

18 .

	

In addition, Southern Union agrees to the following as conditions to the

Commission's approval of this application :

(A)

	

Southern Union will ensure that the Merger will have no adverse effect on MGE's

budget to complete its service line and main replacement program. Southern Union, through its

MGE operating division, remains committed to the Safety Line Replacement Program schedules

currently in effect and approved by the Commission in Case Nos . GO-99-302 and GO-91-277 .

(B)

	

The amount of any asserted merger premium (i.e ., the amount ofthe total purchase

price above net book value, including transaction costs) paid by Southern Union for Valley or

incurred as a result ofthe Merger shall be treated belowthe line for ratemaking purposes in Missouri

and not recovered in rates . Southern Union shall not seek either direct or indirect rate recovery or

recognition of the merger premium, including transaction costs, through any purported merger

savings adjustments (or similar adjustment) in any future ratemaking proceeding in Missouri .

Southern Union reserves the right to seek Missouri rate recovery of internal payroll costs necessary

to obtain Missouri regulatory approval of the Merger, to the extent that it can be shown that the

6



savings achieved and allocated to MGE as a result of the Merger are equal to or in excess of such

costs . Other parties to any such proceeding will not be precluded from opposing rate recovery of

such costs, regardless ofany asserted merger savings . In addition, Southern Union shall not seek

to recover in Missouri the amount of any asserted merger premium in the Merger as being a

"stranded cost" regardless of the terms of any legislation permitting the recovery of stranded costs

from Missouri ratepayers .

(C)

	

Total joint and common costs allocated to Missouri will not increase as aresult ofthe

Merger. Southern Union agrees to make available to the Staff and the Office ofthe Public Counsel

("OPC"), at reasonable times and places, all books and records and employees and officers of

Southern Union and any affiliate, division or subsidiary of Southern Union as provided under

applicable law and Commission rules . Southern Union agrees that, in any MGE-initiated rate

proceeding, it has the burden ofproving the reasonableness ofany allocated or assigned cost to MGE

from any Southern Union affiliate, division or subsidiary, including all corporate overhead

allocations .

(D)

	

Southern Union will retain all documentation relative to the analysis of the Merger .

This documentation will include a list of: a) all Southern Union personnel, consultants, legal,

financial and accounting advisors involved in the acquisition; b) the time (in hours) spent by those

individuals on work related to the proposed acquisition; c) other expenses, costs or expenditures

incurred or recognized by Southern Union that are related to the proposed acquisition; d) business

entity (corporate, subsidiary, division) where the costs were booked, including account number,

account description and amount; e) description of the nature of costs incurred . Southern Union will

maintain its books and records so that all acquisition and merger costs (includingthis transactionand

7



future Southern Union merger and acquisition transactions) are segregated and recorded separately.

During MGE's next general rate proceeding, Southern Union agrees to work with the Staffand OPC

to identify all Merger-related costs recorded in Southern Union's books and records in the

appropriate test year. This condition does not restrict Southern Union's right to seek rate recovery

of merger and acquisition costs related to future transactions . Other parties to this proceeding

reserve the right to oppose recovery of merger and acquisition costs related to future transactions .

Southern Union agrees to create and maintain records listing the names of Southern Union

employees (excluding current Valley employees), number of hours worked, type ofwork performed

and travel and other expenses incurred for all work related to Valley after the closing of the Merger

through the end of the test year, updated test year or true-up test year in MGE's next rate case .

Southern Union will submit to the Commission's accounting department and OPC verifiedjournal

entries reflecting the recording of the Merger in Southern Union's books and records within forty-

five (45) days of closing .

(E)

	

Southern Union will not seek an increase in Cost of Capital for MGE as a result of

the Merger . Any increases in the cost of capital Southern Union seeks for MGE will be supported

by documented proof. that the increases are a result of factors not associated with the Merger; that

the increases are not a result ofchanges in business, market, economic, or other conditions for MGE

caused by the Merger; or that the increases are not a result of changes in the risk profile ofMGE

caused by the Merger. Southern Union will ensure that the rates for MGE ratepayers will not

increase as a result of the Merger .

(F)

	

Southern Union agrees that any Stipulation and Agreement to which Southern Union

is a signatory, with regard to any MGE Actual Cost Adjustment case approved by the Commission

9



which occurs prior to the merger closing of Southern Union and Valley, will be adhered to by

Southern Union .

(G)

	

Southern Union agrees that within six (6) months ofthe close ofthe merger, it shall

meet with the Staff and OPC to discuss the impact of the Valley acquisition on the Company's

structure and organization, including Southern Union's progress toward incorporating Valley's

operations into its Administrative and General ("A&G") expense allocation methodology . In its

A&G expense allocation methodology, Southern Union should specifically identify how its total

company corporate overheads are to be allocated between Southern Union's regulated and non-

regulated functions of its regulated divisions, as well as its non-regulated subsidiaries . Southern

Union agrees that the types and the availability of raw data necessary to perform allocations of

corporate overhead costs shall be discussed at the meetingto occur within six (6) months ofthe close

of the Merger . This raw data to be discussed should include, but not be limited to, regulated and

non-regulated information concerning customer numbers andbilling information, revenue data, asset

information (gross and net plant, etc.), management work time allocations, employee numbers and

other payroll data, and the Missouri jurisdictional rate of return on investment ("ROR") and return

on equity ("ROE") . The allocation procedures to be discussed may include, but need not be limited

to, the use of cost allocation manuals, time sheets, time studies, and/or other means oftracking and

allocating costs . The allocation procedures agreed upon should provide a means to identify and

substantiate the portions ofeach individual corporate employee's time and associated payroll costs

to be allocated to Southern Union's regulated divisions .

19 .

	

Southern Unionhereby restates, ratifies and confirms its commitmentto the customer

service performance measures and customer service operating procedures agreed to and approved

9



by the Commission in its October 21, 1999, Order Approving Stipulation and Agreement in Case

No. GM-2000-43 . See, Stipulation ~ 2 .

20 .

	

Southern Union understands that the Commission's approval ofthe Application will

not constitute a finding by the Commission ofthe value ofthe Merger for ratemaking purposes and

that the Commission may reserve the right to consider the ratemaking treatment afforded the Merger

and the effects on cost ofcapital at a later time in any appropriate proceeding .

21 .

	

Southern Union, the surviving corporation, will continue to be bound by any

affirmative obligations to which it is currently subject .

22 .

	

Southern Union anticipates that all other preconditions for closing will be satisfied

by the end of Summer 2000. Accordingly, Southern Union desires an order from the Commission

approving this Application effective no later than July 15, 2000 .

WHEREFORE, Southern Union respectfully requests that the Commission issue its order

effective no later than July 15, 2000:

(A)

	

finding that the Merger is not detrimental to the public interest ;

(B)

	

authorizing Southern Union to acquire the common stock and to merge with Valley,

Valley Gas and Bristol and to otherwise accomplish the Merger all pursuant to the terms of the

Agreement and Plan ofMerger, Appendix 1 hereto ;

(C)

	

authorizing Southern Union to enter into, execute and perform in accordance with the

terms of the Agreement and Plan of Merger, Appendix 1 hereto ;

(D)

	

authorizing Southern Union to enter into, execute and perform in accordance with the

terms of all other documents and to take any and all other actions which may be reasonably

necessary and incidental to the performance of the Merger; and,

10



(E)

	

granting such other reliefas may be deemed necessary and appropriate to accomplish

the purposes of the Agreement and Plan of Merger and this Application and to consummate the

Merger and related transactions in accordance with the Agreement and Plan of Merger .

Respectfully submitted,

James C. Swearengen

	

#21510
Paul A. Boudreau

	

#33155
BRYDON, SWEARENGEN & ENGLAND P.C .
312 E. Capitol Avenue
P. O . Box 456
Jefferson City, MO 65102-0456
(573) 635-7166

ATTORNEYSFORSOUTHERNUNIONCOMPANY

Certificate of Service

I hereby certify that a true and correct copy ofthe above and foregoing document was sent
by U.S . Mail, postage prepaid, or hand-delivered, on this I1 1 t- day o

	

, 2000, to:

The Office of the Public Counsel
Truman Building, Room 250
P.O . Box 7800
Jefferson City, MO 65102-7800



STATE OF TEXAS
) ss

COUNTY OF TRAVIS

	

)

AFFIDAVIT

l, Peter H. Kelley, having been duly sworn upon my oath, state that I am the
President and Chief Operating Officer of Southern Union Company, that I am duly
authorized to make this affidavit on behalf of Southern Union Company and that
the matters and things stated in the foregoing Application and Appendices thereto
are true and correct to the best of my information, knowledge and belief .

F,azi,14 . K~
Peter H. Kelley

Subscribed and sworn before me this 16t' day of February, 2000.

Notary Public in and for the
State of Texas

My Commission Expires : 1/27/2003



State of Missouri

	

)
SS

County ofJackson

	

)

MyCommission expires :

KIMW. HENZI
Notary Public - Notary Seal

Stateof Missouri
Jackson County

MyCommission Expires Feb 3, 2003

AFFIDAVIT

I, Steven W. Cattron, having been duly sworn upon my oath, state that I am the President
and Chief Operating Officer ofMissouri Gas Energy, that I am duly authorized to make this
affidavit on behalf ofMissouri Gas Energy and that the matters and things stated in the foregoing
Application and Appendices thereto are true and correct to the best ofmy information,
knowledge and belief.

Steven W. Cattron

; ,Subscribed and sworn before me this

	

#-H,day of

	

2, rUlt.r

	

, 2000 .

Nob
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AGREEMENT AND PLAN OF MERGER, dated as of November 30, 1999 (this
"Agreement'), by and among Valley Resources, Inc ., a Rhode Island corporation (the
"Company"), Southern Union Company, a Delaware corporation ("Parent'), and SUG
Acquisition Corporation, a Rhode Island corporation and a wholly-owned subsidiary of Parent
("Merger Sub").

WHEREAS, the Company and Parent have determined to engage in a business
combination transaction on the terms stated herein ; and

WHEREAS, the respective Boards of Directors of the Company, Parent and Merger Sub
have approved and deemed it advisable and in the best interests of their respective shareholders
to consummate the transactions contemplated herein under which the businesses ofthe Company
and Parent would be combined by means of the merger of Merger Sub with and into the
Company and the subsequent mergers of the Company and its regulated subsidiaries into Parent;

NOW, THEREFORE, in consideration of the premises and the representations,
warranties, covenants and agreements contained herein, the parties hereto, intending to be legally
bound hereby, agree as follows :
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ARTICLE I
THE MERGER

Section 1 .1

	

The Merger. Upon the terms and subject to the conditions of this
Agreement, at the Effective Time (as defined in Section 1 .3), Merger Sub shall be merged with
and into the Company (the "Merger") in accordance with the laws of the State of Rhode Island .
As a result of the Merger, the separate corporate existence of Merger Sub shall cease and the
Company shall be the surviving corporation in the Merger and shall continue its corporate
existence under the laws of the State of Rhode Island. The effects and the consequences ofthe
Merger shall be as set forth in Section 1 .2 . Throughout this Agreement, the term the "Company"
shall refer to the Company prior to the Merger and the term "Surviving Corporation" shall refer
to the Company in its capacity as the surviving corporation in the Merger.

Section 1 .2

	

Effects ofthe Merger. Pursuant to the Merger, (i) the Articles of
Incorporation of the Surviving Corporation shall be amended and restated at and as of the
Effective Time to be identical to the Articles of Incorporation of Merger Sub, as in effect
immediately prior to the Effective Time, until thereafter amended as provided by law, except that
Article 1 of the Articles ofIncorporation shall be changed so that the name of the Surviving
Corporation shall be "Valley Resources, Inc ." and (ii) the By-laws of the Surviving Corporation
shall be amended and restated at and as of the Effective Time to be identical to the By-laws of
Merger Sub, as in effect immediately prior to the Effective Time, until thereafter amended as
provided by law, except that the By-laws shall be changed so that the name of the Surviving
Corporation shall be "Valley Resources, Inc ." Subject to the foregoing, the additional effects of
the Merger shall be as provided in Section 7-1 .1-69 of the Rhode Island Business Corporation
Act (the "RIBCA") .



Section 1 .3

	

Effective Time of the Merger. On the Closing Date (as defined in Section
3 .1), with respect to the Merger, a duly executed Articles of Merger complying with Section 7-
1 .1-65 of the RIBCA shall be filed with the Secretary of the State of Rhode Island . The Merger
shall become effective upon the issuance of a Certificate of Merger by the Secretary of State of
the State of Rhode Island (the "Effective Time") .

Section 1 .4

	

Directors and Officers . The directors and officers of Merger Sub
immediately prior to the Effective Time shall be the directors and officers of the Surviving
Corporation and shall hold office from the Effective Time until their respective successors are
duly elected or appointed and qualified in the manner provided in the Articles of Incorporation
and By-laws ofthe Surviving Corporation, or as otherwise provided by the RIBCA.

Section 1 .5

	

Other Transactions . Immediately after the Effective Time, the Surviving
Corporation shall adopt an agreement and plan of merger pursuant to which Valley Gas
Company ("Valley"), a wholly-owned Subsidiary (as defined in Section 4.1) of the Company,
shall merge with and into the Surviving Corporation on the Closing Date, with the Surviving
Corporation being the surviving corporation, by complying with the requirements of the RIBCA
(the "Valley Merger") . Immediately following the consummation of the Valley Merger, the
Surviving Corporation shall adopt an agreement and plan of merger pursuant to which Bristol
and Warren Gas Company ("Bristol"), a wholly-owned Subsidiary of the Company, shall merge
with and into the Surviving Corporation on the Closing Date, with the Surviving Corporation
being the surviving corporation, by complying with the requirements of the RIBCA (the "Bristol
Merger") . Immediately following the consummation of the Bristol Merger, Parent shall adopt an
agreement and plan of merger pursuant to which the Surviving Corporation shall merge with and
into Parent on the Closing Date, with Parent being the surviving corporation by complying with
the requirements of the RIBCA and the Delaware General Corporation Law (the "Company
Merger") . The Merger, the Bristol Merger, the Valley Merger and the Company Merger shall
hereinafter be referred to collectively as the "Mergers ."

Section 1 .6

	

Certificate of-Incorporation : By-laws . Pursuant to the Company Merger,
the Restated Certificate of Incorporation of Parent, as in effect immediately prior to the Effective
Time, shall be the Certificate of Incorporation of Parent until thereafter amended as provided by
law and (ii) the By-laws of Parent, as in effect immediately prior to the Effective Time, shall be
the By-laws of Parent until thereafter amended as provided by law .

Section 1 .7

	

Directors and Officers . The directors and officers of Parent immediately
prior to the Effective Time will be the directors and officers of Parent after consummation of the
Company Merger, each to hold office in accordance with Restated Certificate of Incorporation
and By-laws of Parent .
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Section 2 .1

	

Effect ofthe Merger on Capital Stock. At the Effective Time, by virtue of
the Merger and without any action on the part of any holder of any capital stock of the Company
or Merger Sub:

(a)

	

Shares ofMerger Sub Stock. Each share of common stock, $1 .00 par value, of'
Merger Sub that is issued and outstanding immediately prior to the Effective Time shall be
converted into and become one fully paid and nonassessable share of common stock, $1 .00 par
value, of the Surviving Corporation .

(b)

	

Cancellation ofCertain Company Common Stock. Each share of common stock,
$1 .00 par value, of the Company (the "Company Common Stock") that is owned by the
Company as treasury stock and all shares of Company Common Stock that are owned by Parent
shall be canceled and shall cease to exist, and no stock of Parent or other consideration shall be
delivered in exchange therefor .

(c)

	

Conversion ofCompany Common Stock. Subject to the provisions of this Section
2.1, each share of Company Common Stock (which shall be deemed to include without
limitation each related associated preferred stock purchase right (collectively, the "Rights")
issued pursuant to the Rights Agreement, dated as of June 18, 1991, between the Company and
State Street Bank and Trust Company, as Rights Agent (the "Company Rights Agreement"),
which will be terminated at the Effective Time (any reference in this Agreement to Company
Common Stock will be deemed to include without limitation the associated Rights)), other than
shares canceled pursuant to Section 2 .1(b), issued and outstanding immediately prior to the
Effective Time shall by virtue of the Merger and without any action on the part of the holder
thereof, be converted into the right of each holder thereof to receive $25 .00 in cash (the "Merger
Consideration") .

Section 2.2

	

Exchange ofCertificates .

ARTICLE 11
TREATMENT OF SHARES

(a)

	

Deposit with Exchange Agent. As soon as practicable after the Effective Time,
Parent shall deposit with a bank or trust company as may be selected by Parent and be reasonably
acceptable to the Company (the "Exchange Agent"), pursuant to an agreement in form and
substance reasonably acceptable to Parent and the Company, an amount of cash representing the
aggregate Merger Consideration .

(b)

	

Exchange and Payment Procedures. As soon as practicable after the Effective
Time, Parent shall cause Parent's transfer agent and registrar, as paying agent (the "Paying
Agent"), to mail to each holder of record as ofthe Effective Time of a certificate or certificates
representing the shares of Company Common Stock ("Company Certificates") that have been
converted pursuant to Section 2.1(c) : (i) a letter of transmittal (which shall specify that delivery
shall be effected, and risk of loss and title to the Company Certificates shall pass, only upon
actual delivery of the Company Certificates to the Paying Agent and shall be in such form and
have such other provisions as Parent may reasonably specify) and (ii) instructions for effecting

3



the surrender ofthe Company Certificates and receiving the Merger Consideration to which such
holder shall be entitled therefor pursuant to Section 2.1 . Upon surrender of a Company
Certificate for cancellation to the Paying Agent or to such other agent or agents as may be
appointed by Parent, together with a duly executed letter of transmittal and such other documents
as the Paying Agent may require, the holder of such Company Certificate shall be entitled to
receive in exchange therefor the Merger Consideration to which such holder is entitled in
accordance with Section 2 .1(c), and the Company Certificate so surrendered shall forthwith be
canceled . If payment of the Merger Consideration is to be made to any person other than the
person in whose name the surrendered Company Certificate is registered, it shall be a condition
of payment that the Company Certificate so surrendered shall be properly endorsed or shall be
otherwise in proper form for transfer and that the person requesting such payment shall have paid
any transfer and other Taxes (as defined in Section 4.8) required by reason of the payment of the
Merger Consideration to a person other than the registered holder of the Company Certificate
surrendered or shall have established to the satisfaction of Parent that such Tax either has been
paid or is not applicable . Until surrendered as contemplated by this Section 2 .2, each Company
Certificate (other than a certificate representing shares of Company Common Stock to be
canceled in accordance with Section 2 .1(b)) shall be deemed at any time after the Effective Time
to represent only the right to receive upon such surrender the Merger Consideration contemplated
by Section 2 .1 . No interest will be paid or will accrue on any cash payable to holders of
Company Certificates pursuant to the provisions of this Article II .

(c)

	

Investment ofFunds. The Exchange Agent shall invest the funds representing the
aggregate Merger Consideration, as directed by the Parent, in (i) direct obligations of the United
States of America, (ii) obligations for which the full faith and credit of the United States of
America is pledged to provide for the payment of principal and interest or (iii) commercial paper
rated the highest quality by either Moody's Investors Service, Inc . or Standard and Poor's
Ratings Services, a division of The McGraw-Hill Companies, Inc . ; provided , however , that,
notwithstanding anything to the contrary in this Agreement, if the Exchange Agent is not able or
refuses to so invest such funds, the Parent may deposit such funds in trust with another bank or
trust company which has a net capital ofnot less than $100,000,000, as may be selected by
Parent, so long as the Exchange Agent is allowed to draw on such funds to the extent required to
pay the Merger Consideration . Any net earnings with respect to such funds shall be the property
of and paid over to Parent as and when requested by Parent .

(d)

	

Lost, Stolen or Destroyed Certificates . In the event any Company Certificate
shall have been lost, stolen or destroyed, upon the making of an affidavit of that fact by the
person claiming such Company Certificate to be lost, stolen or destroyed, the Exchange Agent
will issue in exchange for such lost, stolen or destroyed Company Certificate the Merger
Consideration deliverable in respect thereof as determined in accordance with this Article II ;
provided , however, that the person to whom the Merger Consideration is paid shall, if required
by Parent, as a condition precedent to the payment thereof, give the Exchange Agent a bond in
such sum as it may ordinarily require and indemnify Parent in a manner satisfactory to it against
any claim that may be made against Parent with respect to the Company Certificate claimed to
have been lost, stolen or destroyed .
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(e)

	

Closing ofTransfer Books . After the Effective Time, the stock transfer books of
the Company shall be closed and there shall be no transfers on the stock transfer books of the
Surviving Corporation of shares of Company Common Stock that were outstanding immediately
prior to the Effective Time. If, after the Effective Time, Company Certificates are presented to
Parent, they shall be canceled and exchanged for the appropriate amount of Merger
Consideration as provided in Section 2.1 and in this Section 2 .2 .

()7

	

Termination ofExchange Agent . All funds held by the Exchange Agent for
payment to the holders of unsurrendered Company Certificates and unclaimed at the end of one
year from the Effective Time shall be returned to Parent, after which time any holder of
unsurrendered Company Certificates shall look as a general creditor only to Parent for payment
of such funds to which such holder may be due, subject to applicable law .

(g)

	

Escheat. Neither the Surviving Corporation nor Parent shall be liable to any
holder ofCompany Common Stock for Merger Consideration delivered to a public official
pursuant to any applicable abandoned property, escheat or similar law . Any amounts remaining
unclaimed by holders of any such shares of Company Common Stock five years after the
Effective Time (or such earlier date immediately prior to the time at which such amounts would
otherwise escheat to or become property of any Governmental Authority (as defined in Section
4.4(c)) shall, to the extent permitted by applicable law, become the property of Parent, free and
clear of any claims or interest of any such holders or their successors, assigns or personal
representatives previously entitled thereto .

Section 3 .1

	

Closing. The closing of the Merger (the "Closing") shall take place at the
offices of Hughes Hubbard & Reed LLP, New York, New York, at 10:00 a.m ., Eastern time, on a
date selected by Parent and reasonably satisfactory to the Company which is no more than five
business days following the date on which the last of the conditions set forth in Article VIII
hereof is fulfilled or, ifpermissible, waived (other than conditions that by their nature are
required to be performed on the Closing Date, but subject to satisfaction of such conditions), or
at such other time and date and place as the Company and Parent shall mutually agree (the
"Closing Date") .
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ARTICLE III
THE CLOSING

ARTICLE IV
REPRESENTATIONS AND WARRANTIES OF THE COMPANY

The Company represents and warrants to Parent as follows :

Section 4 .1

	

Organization And Qualification . The Company and each of its
Subsidiaries (as defined below) is a corporation duty organized, validly existing and in good
standing under the laws of its jurisdiction of incorporation or organization, has all requisite
corporate power and authority, and has been duly authorized by all necessary approvals and
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orders of the Rhode Island and all other regulatory authorities, in each such case, to own, lease
and operate its assets and properties to the extent owned, leased and operated and to carry on its
business as it is now being conducted and is duly qualified and in good standing to do business in
each jurisdiction in which the nature of its business or the ownership or leasing of its assets and
properties makes such qualification necessary, other than in such jurisdictions where the failure
to be so qualified and in good standing will not, when taken together with all other such failures,
have a material adverse effect (i) on the business, properties, financial condition or results of
operations of the Company and its Subsidiaries taken as a whole or (ii) on the ability of the
Company and its Subsidiaries to consummate the Mergers in accordance with this Agreement
and the Related Documents (as defined in Section 4 .4(a)) (any such material adverse effect being
hereafter referred to as a "Company Material Adverse Effect") . As used in this Agreement, the
term "Subsidiary" of a person shall mean any corporation or other entity (including partnerships
and other business associations) of which a majority of the outstanding capital stock or other
voting securities having the power under ordinary circumstances to elect directors or similar
members ofthe governing body of such corporation or entity (or otherwise having the power to
direct the business and policies of that other corporation or other entity) shall at the time be held,
directly or indirectly, by such person .

Section 4.2

	

Subsidiaries . Section 4.2(i) of the Company Disclosure Schedule (as
defined in Section 7.6) sets forth a description of all Subsidiaries and Joint Ventures (as defined
below) of the Company and its Subsidiaries, including the name of each such entity, the state or
jurisdiction of its incorporation or organization, the Company's or its Subsidiary's interest
therein and a brief description of the principal line or lines of business conducted by each such
entity . Except as set forth in Section 4 .2(ii) of the Company Disclosure Schedule, none of the
Company's Subsidiaries is a "public utility company," a "holding company," a "subsidiary
company" or an "affiliate" of any "public utility company" or of any "holding company" within
the meaning of Section 2(a)(5), 2(a)(7), 2(a)(8) or 2(a)(11) of the Public Utility Holding
Company Act of 1935, as amended (the "1935 Act") . Except as set forth in Section 4.2(i) of the
Company Disclosure Schedule, all of the issued and outstanding shares of capital stock owned,
directly or indirectly, by the Company of each Subsidiary or Joint Venture of the Company are
validly issued, fully paid, nonassessable and free ofpreemptive rights, and are owned, directly or
indirectly, by the Company free and clear of any liens, claims, encumbrances, security interests,
equities, charges and options of any nature whatsoever (collectively, "Liens"), and there are no
outstanding subscriptions, options, calls, contracts, voting trusts, proxies or other commitments,
understandings, restrictions, arrangements, rights or warrants, including any right of conversion
or exchange under any outstanding security, instrument or other agreement, obligating the
Company or any Subsidiary of the Company to issue, deliver or sell, or cause to be issued,
delivered or sold, additional shares of its capital stock or obligating it to grant, extend or enter
into any such agreement or commitment . As used in this Agreement, the term "Joint Venture" of
a person shall mean any corporation or other entity (including partnerships and other business
associations) that is not a Subsidiary of such person, in which such person or one or more of its
Subsidiaries owns an equity interest, other than equity interests held for passive investment
purposes which are less than 2% of any class ofthe outstanding voting securities or equity of any
such entity .
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Section 4.3

	

Capitalization. The authorized capital stock of the Company consists of
(i) 20,000,000 shares of Company Common Stock and (ii) 500,000 shares of preferred stock,
$100 par value (the "Company Preferred Stock") . As ofthe close of business on November
29, 1999, there were issued and outstanding 4,991,264 shares of Company Common Stock . No
shares of Company Preferred Stock are issued or outstanding . There are no shares of Company
Common Stock or Company Preferred Stock reserved for issuance upon exercise of outstanding
Company stock options or stock appreciation rights . All of the issued and outstanding shares of
the capital stock ofthe Company are validly issued, fully paid, nonassessable and free of
preemptive rights . Except as set forth in Section 4 .3 of the Company Disclosure Schedule, there
are no outstanding subscriptions, options, stock appreciation rights, calls, contracts, voting trusts,
proxies or other commitments, understandings, restrictions, arrangements, rights or warrants,
including any right ofconversion or exchange under any outstanding security, instrument or
other agreement, obligating the Company or any Subsidiary of the Company to issue, deliver or
sell, or cause to be issued, delivered or sold, additional shares of the capital stock of the
Company or any Subsidiary of the Company, or obligating the Company or any of its
Subsidiaries to grant, extend or enter into any such agreement or commitment .

Section 4 .4

	

Authority; Non-contravention; Statutory Approvals ; Compliance .

(a)

	

Authority . The Company and each applicable Subsidiary of the Company has all
requisite corporate power and authority to enter into this Agreement and the Related Documents
and, subject to obtaining the Company Shareholders' Approval (as defined in Section 4.12), the
Company Required Statutory Approvals (as defined in Section 4.4(c)) and the Legislative
Actions (as defined in Section 6.1(y)), to consummate the transactions contemplated hereby and
thereby . The execution and delivery of this Agreement and the Related Documents and the
consummation by the Company and its Subsidiaries of the transactions contemplated hereby and
thereby have been duly authorized by all necessary corporate action on the part of the Company
and its Subsidiaries, subject to obtaining the Company Shareholders' Approval . This Agreement
has been, and as of the Closing the Related Documents to be executed by the Company and its
applicable Subsidiaries will be, duly and validly executed and delivered by the Company or its
applicable Subsidiary, as the case may be, and, assuming the due authorization, execution and
delivery by the other signatories hereto and thereto, constitutes or will constitute, as the case may
be, the valid and binding obligations of the Company or its applicable Subsidiary, as the case
may be, enforceable against it in accordance with its terms, except to the extent that
enforceability may be limited by applicable bankruptcy, insolvency or other laws affecting the
enforcement of creditors' rights generally and subject to the general principles of equity
(regardless of whether enforcement is sought in a court of law or equity) . As used in this
Agreement, the term (i) "Related Documents" shall mean any Contract provided for in this
Agreement to be entered into by one or more of the parties hereto or their respective Subsidiaries
in connection with the Mergers, and (ii) "Contract" shall mean any agreement, contract,
document, instrument, obligation, promise, commitment or undertaking (whether written or oral)
to which any person is a party or by which any person or its assets may be bound.

(b)

	

Non-Contravention . The execution and delivery of this Agreement and the
Related Documents by the Company and its Subsidiaries do not, and the consummation of the
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transactions contemplated hereby and thereby will not, violate, conflict with, or result in a breach
of any provision of, or constitute a default (with notice or lapse of time) under, or result in the
termination or modification of, or accelerate the performance required by, or result in a right of
termination, cancellation, or acceleration of any obligation or the loss of a benefit under, or result
in the creation of any Lien upon any of the properties or assets of the Company or any of its
Subsidiaries or any of its Joint Ventures (any such violation, conflict, breach, default, right of
termination, modification, cancellation or acceleration, loss or creation, a "Violation" with
respect to the Company, its Subsidiaries and Joint Ventures) pursuant to any provisions of (i) the
articles of incorporation, by-laws or similar governing documents of the Company, subject to
Section 4.4(b)(i) of the Company Disclosure Schedule, any of its Subsidiaries or any of its Joint
Ventures, (ii) subject to obtaining the Company Required Statutory Approvals and the receipt of
the Company Shareholders' Approval, any statute, law, ordinance, rule, regulation, judgment,
decree, order, injunction, writ, permit or license ofany Governmental Authority applicable to the
Company, any of its Subsidiaries or any of its Joint Ventures, or any of their respective
properties or assets or (iii) subject to obtaining the third-party consents or other approvals set
forth in Section 4.4(b)(iii) of the Company Disclosure Schedule (the "Company Required
Consents"), any note, bond, mortgage, indenture, deed of trust, license, franchise, permit,
concession, contract, lease, commitment, security agreement, loan agreement, or other
instrument, obligation, agreement or other Contract of any kind to which the Company, any of its
Subsidiaries or any of its Joint Ventures is a party or by which any of such persons or any of their
properties or assets may be bound or affected, excluding from the foregoing clauses (ii) and (iii)
such Violations as would not have, individually or in the aggregate, a Company Material
Adverse Effect .

(c)

	

Statutory Approvals. Except as described in Section 4.4(c) of the Company
Disclosure Schedule (the "Company Required Statutory Approvals"), no declaration, filing or
registration with, or notice to or authorization, consent or approval of, any court, federal, state,
local or foreign governmental or regulatory body (including a stock exchange or other self-
regulatory body) or authority (each, a "Governmental Authority") is necessary for the execution
and delivery of this Agreement and the Related Documents by the Company and its Subsidiaries
or Joint Ventures or the consummation by the Company and its Subsidiaries or Joint Ventures of
the transactions contemplated hereby and thereby, the failure to obtain, make or give which are,
individually or in the aggregate, reasonably likely to have a Company Material Adverse Effect, it
being understood that references in this Agreement to "obtaining" such Company Required
Statutory Approvals shall mean making such declarations, filings or registrations, giving such
notices, obtaining such authorizations, consents or approvals and having such waiting periods
expire as are necessary to avoid a violation of law .

(d)

	

Compliance; Contracts . Except as set forth in Section 4 .10 of the Company
Disclosure Schedule, or as disclosed in the Company SEC Reports (as defined in Section 4.5)
delivered to Parent prior to the date of this Agreement, neither the Company nor any of its
Subsidiaries nor any of its Joint Ventures is in violation of, is under investigation with respect to
any violation of, or has been given notice of, or been charged with any violation of, or failure to
comply with, any law, statute, order, rule, regulation, tariff, franchise agreement, principle of
common law, ordinance or judgment (including, without limitation, any applicable
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Environmental Law, as defined in Section 4 .10(i)(ii)) of any Governmental Authority except for
violations that, individually and in the aggregate, do not have a Company Material Adverse
Effect . The Company and its Subsidiaries and Joint Ventures have all permits, licenses,
franchises and other governmental authorizations, consents and approvals necessary to conduct
their respective businesses and to own, operate and vote all of their respective assets as currently
conducted in all respects, except those which the failure to obtain would not, individually or in
the aggregate, have a Company Material Adverse Effect . Neither the Company nor any of its
Subsidiaries nor any of its Joint Ventures nor to the Knowledge (as defined below) of any of the
foregoing, any other party thereto, is in breach or violation of or in default in the performance or
observance of any term or provision of, and no event has occurred or is occurring which, with
lapse oftime or action by a third party, could result in a default by any party thereto under, (i) its
articles of incorporation or by-laws or similar governing document or (ii) any commitment, deed
oftrust, franchise, permit, concession, security agreement, obligation, agreement, indenture,
mortgage, loan agreement, note, lease, bond, or other Contract, license, approval or other
instrument to which it is a party or by which it is bound or to which any of its property is subject,
except for breaches, violations or defaults that, individually and in the aggregate, do not have a
Company Material Adverse Effect . Set forth in Section 4.4(d) of the Company Disclosure
Schedule is a list as the date hereof of all Contracts to which any ofthe Company or any of its
Subsidiaries is a party involving a total commitment by or to any party thereto of more than
$125,000 on an annual basis or more than 5500,000 on its remaining term which cannot be
terminated on no more than sixty (60) days' notice without penalty or additional cost to the
Company or its applicable Subsidiary as the terminating party. Except as disclosed in the
Company SEC Reports delivered to Parent prior to the date of this Agreement, and with such
exceptions as are not, individually or in the aggregate, reasonably likely to have a Company
Material Adverse Effect, each Contract to which the Company or any of its Subsidiaries is a
party is in full force and effect and constitutes the valid and binding obligation o£ the parties
thereto, enforceable against such party in accordance with its terms, except to the extent that
enforceability may be limited by applicable bankruptcy, insolvency or other laws affecting the
enforcement of creditors' rights generally and subject to the general principles of equity
(regardless of whether enforcement is sought in a court of law or equity) . For purposes of this
Agreement, (i) an individual will be deemed to have "Knowledge" of a particular fact or other
matter if such individual is actually aware of such fact or other matter and (ii) a person (other
than an individual) will be deemed to have "Knowledge" of a particular fact or other matter if
any individual who is serving as a director or officer of such person or any Subsidiary of it has
actual knowledge after reasonable inquiry of such fact or other matter.

(e)

	

Except as set forth in Section 4 .4(e) of the Company Disclosure Schedule, there is
no "non-competition" or other similar Contract that restricts the ability of the Company or any of
its Affiliates to conduct business in any geographic area or that would reasonably be likely to
restrict Parent or any of its Affiliates to conduct business in any geographic area . As used in this
Agreement, the term "Affiliate" shall mean, with respect to any person, any other person that
directly, or through one or more intermediaries, controls or is controlled by or is under common
control with such first person . As used in this definition, "control" (including with correlative
meanings, "controlled by" and "under common control with") shall mean possession, directly or
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indirectly, or power to direct or cause the direction of management or policies (whether through
ownership of securities or partnership or other ownership interests, by contract or otherwise) .

Section 4.5

	

Reports and Financial Statements . The filings required to be made by the
Company and its Subsidiaries and Joint Ventures since January l, 1996 under the Securities Act
of 1933, as amended (the "Securities Act'), the Securities Exchange Act of 1934, as amended
(the "Exchange Act'), the 1935 Act and applicable state public utility laws and regulations have
been filed with the Securities and Exchange Commission (the "SEC") or the appropriate state
public utilities commission, as the case may be, including all forms, statements, financial
statements, reports, agreements (oral or written) and all documents, exhibits, schedules,
amendments and supplements appertaining thereto, were duly made and complied (or, with
respect to such documents to be filed after the date of this Agreement, will be duly made and will
comply), as of their respective dates, in all material respects with all applicable requirements of
the appropriate statute and the rules and regulations thereunder . The Company has made
available to Parent a true and complete copy of each report, schedule, registration statement and
definitive proxy statement filed by the Company with the SEC since January 1, 1997 (as such
documents, including those filed after the date of this Agreement, have since the time of their
filing been amended, the "Company SEC Reports") . As of their respective dates, the Company
SEC Reports did (or will) not contain any untrue statement of a material fact or omit to state a
material fact required to be stated therein or necessary to make the statements therein, in light of
the circumstances under which they were made, not misleading . The audited consolidated
financial statements and unaudited interim financial statements of the Company included in the
Company SEC Reports (collectively, the "Company Financial Statements") have been (or will
be) prepared in accordance with U.S . generally accepted accounting principles applied on a
consistent basis ("GAAP") (except as may be indicated therein or in the notes thereto and except
with respect to unaudited statements as permitted by Form 10-Q of the SEC) and fairly present
(or will fairly present) the consolidated financial position of the Company and its Subsidiaries as
of the dates thereof and the consolidated results of operations and cash flows for the periods then
ended. True, accurate and complete copies of the articles of incorporation and by-laws of the
Company, each of its Subsidiaries and each of its Joint Ventures have been made available to
Parent . The Company SEC Reports delivered to Parent prior to the date of this Agreement
accurately disclose all material regulation of the Company and each of its Subsidiaries and Joint
Ventures that relates to the utility business of any of the Company and each of its Subsidiaries
and Joint Ventures .

Section 4.6

	

Absence of Certain Changes or Events . Except as disclosed in the
Company SEC Reports delivered to Parent prior to the date of this Agreement, from August 31,
1999, the Company and each of its Subsidiaries have conducted their businesses only in the
ordinary course of business consistent with past practice, and there has not been, and no fact or
condition exists which, individually or in the aggregate, would have or, insofar as reasonably can
be foreseen, could have, a Company Material -Adverse Effect.

Section 4.7

	

Litigation . Except as disclosed in the Company SEC Reports delivered to
Parent prior to the date of this Agreement or as set forth in Section 4,8(g) or Section 4.10 of the
Company Disclosure Schedule, (a) there are no claims, suits, actions or proceedings pending or,
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to the Knowledge of the Company and its Subsidiaries, threatened, nor are there any
investigations, requests for information, or reviews pending or, to the Knowledge of the
Company and its Subsidiaries, threatened against, relating to or affecting the Company or any of
its Subsidiaries, and (b) there are no judgments, decrees, injunctions, rules or orders of any court,
governmental department, commission, agency, instrumentality or authority or any arbitrator
applicable to the Company or any of its Subsidiaries, except for any of the foregoing under
clauses (a) and (b) that, individually and in the aggregate, would not reasonably be expected to
have a Company Material Adverse Effect . There is no claim, suit, action or proceeding pending
that challenges, or that may have the effect of preventing, delaying, making illegal, or otherwise
interfering with, the Mergers or any of the transactions contemplated hereby .

Section 4.8

	

TaxMatters . "Taxes," as used in this Agreement, means any federal,
state, county, local or foreign taxes, charges, fees, levies or other assessments, including, without
limitation, all net income, gross income, sales and use, ad valorem, transfer, gains, profits,
excise, franchise, real and personal property, gross receipts, capital stock, production, business
and occupation, disability, employment, payroll, license, estimated, stamp, custom duties,
severance or withholding taxes or charges imposed by any governmental entity, and includes any
interest and penalties (civil or criminal) on or additions to any such taxes . "Tax Return," as used
in this Agreement, means a report, return or other written information required to be supplied to a
governmental entity with respect to Taxes.

(a)

	

Filing ofTimely Tax Returns. Except as set forth in Section 4.8(a) of the
Company Disclosure Schedule, the Company and each of its Subsidiaries have duly filed (or
there has been filed on its behalf) within the time prescribed by law all material Tax Returns
(including withholding Tax Returns) required to be filed by each of them under applicable law .
Any such Tax Returns were and are in all material respects true, complete and correct .

(b)

	

Payment of Taxes. Except as set forth in Section 4.8(a) of the Company
Disclosure Schedule, the Company and each of its Subsidiaries have, within the time and in the
manner prescribed by law, paid all Taxes (including withholding Taxes) required to have been
paid except for those contested in good faith and for which adequate reserves have been taken .

(c)

	

Tax Reserves . All material Taxes payable by the Company and its Subsidiaries
for all taxable periods and portions thereof through the date of the most recent financial
statements contained in the Company Financial Statements delivered to Parent prior to the date
of this Agreement are properly reflected in such financial statements in accordance with GAAP,
and the unpaid Taxes of the Company and its Subsidiaries do not exceed the amount shown
therefor on such financial statements, adjusted for the Taxes incurred in the ordinary course of
business through the Effective Time.

(d)

	

Extensions ofTime for Filing Tar Returns . Except as set forth in Section 4.8(d)
of the Company Disclosure Schedule, neither the Company nor any of its Subsidiaries have
requested any extension oftime within which to file any material Tax Return, which Tax Return
has not since been filed .
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(e)

	

Waivers ofStatute ofLimitations. Neither the Company nor any of its
Subsidiaries has executed any outstanding waivers or comparable consents regarding the
application of the statute of limitations with respect to any Taxes or Tax Returns .

Expiration ofStatute ofLimitations. The statute of limitations for the assessment
of all material Taxes has expired for all applicable material Tax Returns of the Company and
each of its Subsidiaries, or those material Tax Returns have been examined by the appropriate
taxing authorities for all periods through the date hereof, and no deficiency for any material
Taxes has been proposed, asserted or assessed against the Company or any of its Subsidiaries
that has not been resolved and paid in full .

(g)

	

Audit, Administrative and Court Proceedings . Except as set forth in Section
4.8(g) ofthe Company Disclosure Schedule, no material claims, audits, disputes, controversies,
examinations, investigations or other proceedings are presently pending, or, to the Knowledge of
the Company and its Subsidiaries, threatened, with regard to any Taxes or Tax Returns of the
Company or any of its Subsidiaries.

(h)

	

Tax Rulings. Neither the Company nor any of its Subsidiaries has received a Tax
Ruling (as defined below) or entered into a Closing Agreement (as defined below) with any
taxing authority that would have a continuing effect after the Closing Date . "Tax Ruling," as
used in this Agreement, shall mean a written ruling of a taxing authority relating to Taxes .
"Closing Agreement," as used in this Agreement, shall mean a written and legally binding
agreement with a taxing authority relating to Taxes .

(i)

	

Availability of Tay Returns. The Company has provided or made available to
Parent complete and accurate copies of (i) all Tax Returns, and any amendments thereto, filed by
the Company or any of its Subsidiaries (or any predecessors thereto) for all open years, (ii) all
audit reports received from any taxing authority relating to any Tax Return filed by the Company
or any of its Subsidiaries and (iii) any Closing Agreements entered into by the Company or any
of its Subsidiaries with any taxing authority .

(l)

	

Tax Sharing Agreements . Except as set forth in Section 4.8(j) of the Company
Disclosure Schedule, neither the Company nor any of its Subsidiaries is a party to any
agreement, understanding or arrangement relating to allocating or sharing of Taxes .

(k)

	

Liabilityfor Others. Neither the Company nor any of its Subsidiaries has any
liability for any material Taxes of any person other than the Company and its Subsidiaries (i)
under Treasury Regulation Section 1 .1502-6 (or any similar provision of state, local or foreign
law), (ii) as a transferee or successor, (iii) by contract or (iv) otherwise .

(1)

	

Code Section 897. To the Knowledge of the Company and its Subsidiaries after
due inquiry, no foreign person owns or has owned beneficially more than five percent of the total
fair market value of Company Common Stock during the applicable period specified in Section
897(c)(1)(A)(ii) of the Internal Revenue Code of 1986, as amended (the "Code") .
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(m)

	

Code Section 280G. Neither the Company nor any of its Subsidiaries is a party to
any agreement that could result in a non-deductible expense under Section 280G of the Code.

(n)

	

Code Section 481 . Neither the Company nor any of its Subsidiaries has agreed to
or is required to make any adjustment pursuant to Section 481 of the Code.

(o)

	

Code Section 3410 . Neither the Company nor any of its Subsidiaries has made
an election under Section 341(f) ofthe Code.

(p)

	

Code Section 355. Neither the Company nor any of its Subsidiaries has made a
distribution or has been the subject of a distribution intended to qualify under Section 355 of the
Code.

below :
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Section 4.9

	

Employee Matters; ERISA.

(a)

	

For purposes of this Section 4 .9, the following terms have the definitions set forth

(i)

	

"Controlled Group Liability" means any and all liabilities (a) under
Title IV ofthe Employee Retirement Income Security Act of 1974, as amended
("ERISA"), (b) as a result of a failure to comply with the minimum funding
requirements of Section 302 ofERISA or Section 412 of the Code, (c) under
Section 4971 of the Code, and (d) as a result of a failure to comply with the
continuation coverage requirements of Section 601 et seq . of ERISA and Section
4980B of the Code, other than such liabilities that arise solely out of, or relate
solely to, the Employee Benefit Plans .

(ii)

	

"ERISA Affiliate" means, with respect to any entity, trade or
business, any other entity, trade or business that is a member of a group described
in Section 414(b), (c), (m) or (o) of the Code or Section 4001(b)(1) of ERISA that
includes the first entity, trade or business, or that is a member of the same
"controlled group" as the first entity, trade or business pursuant to Section
4001(a)(14) of ERISA .

(iii)

	

An"Employee Benefit Plan" means any employee benefit plan,
program, policy, practice, agreement or other arrangement providing benefits to
any current or former employee, officer or director of the Company or any of its
Subsidiaries or any beneficiary or dependent thereof that is sponsored or
maintained by the Company or any of its Subsidiaries or to which the Company or
any of its Subsidiaries contributes or is obligated to contribute, whether or not
written, including without limitation any employee welfare benefit plan within the
meaning of Section 3(1) ofERISA, any employee pension benefit plan within the
meaning of Section 3(2) of ERISA (whether or not such plan is subject to ERISA)
and any bonus, incentive, deferred compensation, vacation, sick leave, disability,
stock purchase, stock option, stock award, phantom stock, stock appreciation
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right, severance, employment, change ofcontrol or fringe benefit plan, program or
agreement .

(iv)

	

A"Plan" means any Employee Benefit Plan other than a
Multiemployer Plan .

(v)

	

A"Multiemployer Plan" means any "multiemployer plan" within
the meaning of Section 4001(a)(3) or 3(37) of ERISA.

(vi)

	

"Withdrawal Liability" means liability to a Multiemployer Plan as
a result of a complete or partial withdrawal from such Multiemployer Plan, as
those terms are defined in Part I of Subtitle E of Title IV of ERISA or under the
terms of the Multiemployer Plan .

(b)

	

Section 4.9(b) of the Company Disclosure Schedule includes a complete list of all
Employee Benefit Plans and, with respect to executive welfare benefit plans and nonqualified
pension, savings and deferred compensation plans, states the number of employees participating
in or covered by such plans . Such list identifies all Plans which are funded with or provide
benefits in the form of Company Common Stock or other securities of the Company or its
Subsidiaries .

(c)

	

With respect to each Plan, the Company has delivered to Parent a true, correct and
complete copy of: (i) each writing constituting a part of such Plan, including without limitation
all plan documents, trust agreements, and insurance contracts and other funding vehicles, and a
description of each unwritten plan ; (ii) the three most recent Annual Reports (Form 5500 Series)
and accompanying schedules, if any ; (iii) the current summary plan description and any material
modifications thereto, ifrequired to be fumished under ERISA; (iv) the most recent annual
financial report, if any ; (v) the three most recent actuarial reports, if any; (vi) the most recent
determination letter from the Internal Revenue Service (the "IRS"), if any; (vii) the three most
recent Pension Benefit Guaranty Corporation ("PBGC") Forms 1 ; and (viii) loan documents in
connection with loans by the Plan . Prior to the date of this Agreement, the Company has
delivered to Parent a true, correct and complete copy of each current employee handbook relating
to employees of the Company or any of its Subsidiaries . Except as specifically provided in the
foregoing documents delivered to Parent, there are no amendments to any Plan that have been
adopted or approved nor has the Company or any of its Subsidiaries undertaken to make any
such amendments or to adopt or approve any new Plan .

(d)

	

Section 4.9(b) of the Company Disclosure Schedule identifies each Plan that is
intended to be a "qualified plan" within the meaning of Section 401(a) ofthe Code ("Qualified
Plans") . The IRS has issued a favorable determination letter with respect to each Qualified Plan
and the related trust that has not been revoked, and, to the Knowledge of the Company and its
Subsidiaries, nothing has occurred since the date of such determination letter which cannot be
remedied by timely amendment and which would adversely affect the qualified status of such
plan . Section 4.9(b) of the Company Disclosure Schedule identifies each Plan or related trust
which is intended to meet the requirements of Code Section 501(c)(9) (a "VEBA"), and except as
disclosed in Section 4.9(d) of the Company Disclosure Schedule, each such VEBA meets such
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requirements, has received a favorable determination letter from the IRS, and provides no
disqualified benefits (as such term is defined in Code Section 4976(b)) .

(e)

	

All contributions required to be made to any Plan by applicable law or regulation
or by any Plan document or other contractual undertaking, and all premiums due or payable with
respect to insurance policies funding any Plan, have been timely made or paid in full . Each Plan
that is an employee welfare benefit plan under Section 3(1) of ERISA (i) is funded through an
insurance company contract or a contract with a health maintenance organization, (ii) is, or is
funded through, a VEBA identified as such in Section 4 .9(b) of the Company Disclosure
Schedule, or (iii) is unfunded .

(f)

	

With respect to each Employee Benefit Plan, the Company and its Subsidiaries
have substantially complied, and are now in substantial compliance, with all provisions of
ERISA, the Code and all laws and regulations applicable to such Employee Benefit Plans and
each Plan has been administered in all material respects in accordance with its terms and the
terms of any applicable collective bargaining agreement . There is not now, nor do any
circumstances now exist that could reasonably be expected to give rise to, any requirement for
the posting of security with respect to a Plan or the imposition of any Lien on the assets of the
Company or any of its Subsidiaries under ERISA or the Code. To the Knowledge of the
Company and its Subsidiaries, no non-exempt prohibited transaction (as defined in Section 406
of ERISA or Section 4975 of the Code) or breach of fiduciary duty has occurred with respect to
any Plan, and no event has occurred which would subject the Company or Parent to any material
liability for any excise tax, tax on unrelated business taxable income, penalty, or fine under
ERISA or the Code.

(g)

	

With respect to each Plan that is subject to Title IV of ERISA, the minimum
funding requirements of Section 302 of ERISA or Section 412 of the Code, or Section 4971 of
the Code: (i) there does not exist any accumulated funding deficiency within the meaning of
Section 412 of the Code or Section 302 of ERISA, whether or not waived ; (ii) as of August 31,
1999, the fair market value of the assets of each such Plan that is a defined benefit plan equals or
exceeds the "projected benefit obligation" (within the meaning of Financial Accounting Standard
No . 87) under such Plan, based upon the actuarial assumptions set forth in the most recent
actuarial report for such Plan ; (iii) no reportable event within the meaning of Section 4043(c) of
ERISA for which the 30-day notice requirement has not been waived has occurred since
December 31, 1994 in respect of any such Plan which is a defined benefit Plan ; (iv) all premiums
to the PBGC have been timely paid in full ; (v) no liability (other than for premiums to the PBGC
not yet due and for the payment of benefits and contributions in the ordinary course) under Title
IV of ERISA has been incurred by the Company or any of its Subsidiaries ; (vi) to the Knowledge
of the Company and its Subsidiaries, the PBGC has not instituted proceedings to terminate any
such Plan and no condition exists that presents a material risk that such proceedings will be
instituted or which would constitute grounds under Section 4042 of ERISA for the termination
of, or the appointment of a trustee to administer, any such Plan ; and (vii) neither the Company
nor any of its Subsidiaries has taken any action to terminate such Plan .
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(h)

	

NoEmployee Benefit Plan is a Multiemployer Plan or a plan that has two or more
contributing sponsors at least two of which are not under common control, within the meaning of
Section 4063 of ERISA (a "Multiple Employer Plan") . None of the Company and its
Subsidiaries nor any of their respective ERISA Affiliates has, at any time during the last six
years, contributed to or been obligated to contribute to any Multiemployer Plan or Multiple
Employer Plan . None of the Company and its Subsidiaries nor any of their respective ERISA
Affiliates has incurred any Withdrawal Liability or other liability that has not been satisfied in
full .

(i)

	

There does not now exist, nor do any circumstances exist that could reasonably be
expected to result in, any Controlled Group Liability to the Company, any of its Subsidiaries, or
Parent with respect to any employee benefit plan of any ERISA Affiliate of the Company or any
its Subsidiaries . Without limiting the generality of the foregoing, neither the Company nor any
of its Subsidiaries, nor any of their respective ERISA Affiliates, has engaged in any transaction
described in Section 4069 or Section 4204 or 4212(c) of ERISA since December 31, 1993 .

(j)

	

Except as set forth in Section 4.90) of the Company Disclosure Schedule and
except for health continuation coverage as required by Section 4980B of the Code or Part 6 of
Title 1 of ERISA or applicable state law, the Company and its Subsidiaries have no material
liability for life, health, medical or other welfare benefits to former employees or beneficiaries or
dependents of former employees .

(k)

	

Neither the execution and delivery of this Agreement nor the consummation of
any of the transactions contemplated hereby will (either alone or in conjunction with any other
event) cause any amount to be payable, cause the accelerated funding, vesting, exercisability,
payment or delivery of, or increase the amount or value of, any payment or benefit to any current
or former employee, officer or director of the Company or any of its Subsidiaries .

(1)

	

Section 4.9(1)(i) ofthe Company Disclosure Schedule sets forth a list as of no
more than thirty (30) days prior to the date of this Agreement, of all the present officers and
employees of the Company and its Subsidiaries, indicating each employee's base salary or wage
rate and identifying those who are union employees and those who are part-time employees .
Except as set forth in Section 4.9(1)(ii) of the Company Disclosure Schedule, as of the date of
this Agreement, no labor union or other collective bargaining unit has been certified or
recognized by the Company or any of its Subsidiaries . The Company has provided to Parent a
true, complete and correct copy of each collective bargaining agreement covering employees of
the Company and its Subsidiaries . No labor organization or group of employees ofthe Company
or any of its Subsidiaries has made a pending demand for recognition or certification, and there
are no representation or certification proceedings or petitions seeking a representation proceeding
presently pending or, to the Knowledge of the Company or any of its Subsidiaries, threatened to
be brought or filed with the National Labor Relations Board or any other labor relations tribunal
or authority . There are no organizing activities, strikes, work stoppages, slowdowns, lockouts,
arbitrations or material grievances, or other material labor disputes pending or, to the Knowledge
of the Company or any of its Subsidiaries, threatened against or involving the Company or any of
its Subsidiaries . Each of the Company and its Subsidiaries is in compliance in all material
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respects with all applicable laws and collective bargaining agreements respecting employment
and employment practices, terms and conditions of employment, wages and hours and
occupational safety and health .

(m)

	

There are no pending or, to the Knowledge of the Company and its Subsidiaries,
threatened claims (other than claims for benefits in the ordinary course), lawsuits or arbitrations,
and, to the Knowledge of the Company and its Subsidiaries, there is no set of circumstances
which may reasonably give rise to a claim or lawsuit, against the Plans, any fiduciaries thereof
with respect to their duties to the Plans, or the assets of any of the trusts under any of the Plans
which could reasonably be expected to result in a material liability. No Plan is the subject of any
pending, or, to the Knowledge of the Company and its Subsidiaries, threatened, governmental
audit or investigation .

(n)

	

Except as set forth in Section 4.9(n) of the Company Disclosure Schedule, the
Company and its Subsidiaries, as applicable, have reserved the right to unilaterally amend and
terminate each Plan which is an "employee welfare benefit plan," as such term is defined in
Section 3(1) of ERISA, which provides health or life insurance benefits after termination of
employment.

(o)

	

Except as set forth in Section 4.9(o) ofthe Company Disclosure Schedule, as of
the date of this Agreement, none of the Company and its Subsidiaries is a party to any
employment agreement with any employee pertaining to any of the Company and its
Subsidiaries .

Section 4.10

	

Environmental Protection . Except asset forth in Section 4 .10 ofthe
Company Disclosure Schedule or as disclosed in the Company SEC Reports delivered to Parent
prior to the date of this Agreement:

(a)

	

Compliance. Except where the failure to be in such compliance would not,
individually or in the aggregate, have a Company Material Adverse Effect, (i) the Company and
each of its Subsidiaries are in compliance with all applicable Environmental Laws (as defined in
Section 4.10(i)(ii)) and (ii) neither the Company nor any of its Subsidiaries has received any
communication from any Governmental Authority or any written communication from any other
person that alleges that the Company or any of its Subsidiaries is not in compliance with
applicable Environmental Laws.

(b)

	

Environmental Permits . The Company and each of its Subsidiaries has obtained
or has applied for all environmental, health and safety permits and governmental authorizations
(collectively, the "Environmental Permits") necessary for the construction of its facilities or the
conduct of its operations, and all such Environmental Permits are in good standing or, where
applicable, a renewal application has been timely filed and is pending agency approval, and the
Company and its Subsidiaries are in compliance with all terms and conditions of the
Environmental Permits, and the Company reasonably believes that any transfer, renewal or
reapplication for any Environmental Permit required as a result ofthe Mergers can be
accomplished in the ordinary course of business, except where the failure to obtain or to be in
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such compliance would not, individually or in the aggregate, have a Company Material Adverse
Effect .

(c)

	

Environmental Claims . There are no Environmental Claims (as defined in
Section 4.10(i)(i)) pending or, to the Knowledge of the Company and its Subsidiaries, threatened
(i) against the Company or any of its Subsidiaries or Joint Ventures, or (ii) against any real or
personal property or operations that the Company or any of its Subsidiaries owns, leases or
manages, in whole or in part, that, if adversely determined, would have, individually or in the
aggregate, a Company Material Adverse Effect.

(d)

	

Releases . Exc°pt for Releases of Hazardous Materials the aggregate liability for
which would not have a Com )any Material Adverse Effect, there have been no Releases (as
defined in Section 4.10(i)(iv);i of any Hazardous Material (as defined in Section 4.10(i)(iii)) that
would be reasonably likely to-(i) form the basis of any Environmental Claim against the
Company or any of its Subsidiaries or Joint Ventures, or (ii) to the Knowledge of the Company
and its Subsidiaries, cause damage or diminution of value to any ofthe operations or real
properties owned, leased or rranaged, in whole or in part, by the Company or any of its
Subsidiaries or Joint Venture: .

(e)

	

Predecessors. the Company and its Subsidiaries have no Knowledge of any
Environmental Claim pending!, or threatened, or of any Release of Hazardous Materials that
would be reasonably likely to form the basis of any Environmental Claim, in each case against
any person or entity (includin, ;, without limitation, any predecessor of the Company or any of its
Subsidiaries) whose liability the Company or any of its Subsidiaries or Joint Ventures retained,
succeeded to, acquired, or ass imed, either contractually or by operation of law, or against any
real or personal property which the Company or any of its Subsidiaries or Joint Ventures
formerly owned, leased or ma;zaged, in whole or in part, except for Releases of Hazardous
Materials the liability for which would not have, individually or in the aggregate, a Company
Material Adverse Effect .

(/)

	

Listed Sites . T ;aere have been no Hazardous Materials generated by the Company
or any of its Subsidiaries or Jc int Ventures (or predecessors of any of them) that have been
disposed of or come to rest at any site that has been included in any published federal, state, or
local priority list of hazardous, or toxic waste sites .

(g)

	

Environmental'Reports . A copy of all environmental investigations, studies,
audits, tests, reviews or analyses relating to the Company or any of its Subsidiaries or Joint
Ventures conducted by any ofthem or any consultant engaged by any of them within the last
three years have been provided to Parent prior to the date of this Agreement.

(h)

	

Liens. The real property owned, operated or leased by the Company and its
Subsidiaries is not subject to any Lien, securing the costs of environmental remediation, arising
under Environmental Laws.

	

'
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(i)

	

"Environmental Claim" means any and all administrative,
regulatory or judicial actions, suits, demands, demand letters, directives, claims,
liens, investigations, requests for information, proceedings or notices of
noncompliance or violation by any person or entity (including any Governmental
Authority) alleging potential liability (including, without limitation, potential
responsibility for or liability for enforcement costs, investigatory costs, cleanup
costs, governmental response costs, removal costs, remedial costs, natural-
resources damages, property damages, personal injuries, fines or penalties) arising
out of, based on or resulting from (A) the presence, or Release or threatened
Release into the environment, of any Hazardous Materials at any location,
whether or not owned, operated, leased or managed by the Company, Parent or
any of their respective Subsidiaries or Joint Ventures ; or (B) circumstances
forming the basis of any violation, alleged violation of, or failure to comply with
any Environmental Law; or (C) any and all claims by any third party seeking
damages, contribution, indemnification, cost recovery, compensation or injunctive
relief resulting from the presence or Release of any Hazardous Materials .

(ii)

	

"Environmental Laws" means all federal, state, local laws, rules,
ordinances and regulations relating to pollution, the environment (including,
without limitation, ambient air, surface water, groundwater, land surface or
subsurface strata), protection of human health as it relates to the environment, or
occupational health and safety, including, without limitation, laws and regulations
relating to Releases or threatened Releases of Hazardous Materials, damage to the
environment, resource extraction or other activities that could have impact on the
Environment, or the manufacture, processing, distribution, use, treatment, storage,
disposal, transport or handling of Hazardous Materials .

(iii)

	

"Hazardous Materials" means (A) any petroleum or petroleum
products, radioactive materials, asbestos in any form that is or could become
friable, urea formaldehyde foam insulation, coal tar residue, and transformers or
other equipment that contain dielectric fluid containing polychlorinated biphenyls
("PCBs") in regulated concentrations ; and (B) any chemicals, materials or
substances which are now defined as or included in the definition of "hazardous
substances," "hazardous wastes," "hazardous materials," "extremely hazardous
wastes," "restricted hazardous wastes," "toxic substances," "toxic pollutants,"
"hazardous constituents" or words of similar import, under any Environmental
Law ; and (C) any other chemical, material, substance or waste, exposure to which
is now prohibited, limited or regulated under any Environmental Law in a
jurisdiction in which the Parent, the Company or any of their Subsidiaries or Joint
Ventures operates or has stored, treated or disposed ofHazardous Materials .

(iv)

	

"Release" means any release, spill, emission, leaking, injection,
deposit, disposal, discharge, dispersal, leaching or migration into the atmosphere,
soil, surface water, groundwater or property .
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Section 4.11

	

Regulation as a Utility. Except as set forth in Section 4.11 of the
Company Disclosure Schedule, neither the Company nor any "associate company," "subsidiary
company" or "affiliate" (as such terms are defined in the 1935 Act) of the Company is subject to
regulation as (a) a "holding company," a "public-utility company," a "subsidiary company" or an
"affiliate" of a "holding company," within the meaning of Sections 2(a)(7), 2(a)(5), 2(a)(8) and
2(a)(11), respectively, of the 1935 Act, (b) a "public utility" under the Power Act, (c) a "natural-
gas company" under the Natural Gas Act or (d) a public utility or public service company (or
similar designation) by any state in the United States other than Rhode Island or by any foreign
country .

Section 4.12

	

Vote Required. The approval ofthe Merger by a majority of the shares
entitled to be voted by the holders of Company Common Stock (the "Company Shareholders'
Approval") is the only vote of the holders of any class or series of the capital stock of the
Company or any of its Subsidiaries required to approve this Agreement, the Mergers and the
other transactions contemplated hereby.

Section 4.13

	

Opinion offinancial Advisor. The Company has received the opinion of
PaineWebber Incorporated, dated as of the date of this Agreement, to the effect that the Merger
Consideration is fair from a financial point of view to the holders of Company Common Stock,
and a copy of such opinion will be provided to Parent promptly after the execution of this
Agreement .

Section 4.14

	

Ownership ofParent Common Stock. The Company does not
"beneficially own" (as such term is defined for purposes of Section 13(d) of the Exchange Act)
any shares of common stock ofParent .

Section 4.15

	

Intellectual Property . Neither the Company nor any of its Subsidiaries has
any Knowledge of (i) any infringement or claimed infringement by the Company or any of its
Subsidiaries of any patent or patent license rights, trademarks or copyrights of others or (ii) any
infringement of the patent or patent license rights, trademarks or copyrights owned by or under
license to the Company or any of its Subsidiaries, except for any such infringements of the type
described in clause (i) or (ii) that are not, individually or in the aggregate, reasonably likely to
have a Company Material Adverse Effect .

Section 4.16

	

Title to Assets . Except as disclosed in the Company SEC Reports
delivered to Parent prior to the date of this Agreement, none of the assets of the Company or any
of its Subsidiaries are subject to any Lien .

Section 4.17

	

Indebtedness . All outstanding principal amounts of indebtedness for
borrowed money of the Company and its Subsidiaries as of November 23, 1999 .are set forth in
Section 4.17 of the Company Disclosure Schedule .

Section 4.18

	

Machinery and Equipment . Except for normal wear and tear, and with
such other exceptions as are not, individually or in the aggregate, reasonably likely to have a
Company Material Adverse Effect, the machinery and equipment of the Company and its
Subsidiaries are in good operating condition and in a state of reasonable maintenance and repair .
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Section 4.19

	

Insurance . Section 4.19 of the Company Disclosure Schedule sets forth a
list of all policies of insurance held by the Company and its Subsidiaries as of the date of this
Agreement . Since September 30, 1997, the assets and the business of the Company and its
Subsidiaries have been continuously insured with what the Company reasonably believes are
reputable insurers against all risks and in such amounts normally insured against by companies
of the same type and in the same line of business as the Company and its Subsidiaries . No notice
of cancellation, non-renewal or material increase in premiums has been received by any of the
Company and its Subsidiaries with respect to such policies, and none of the Company and its
Subsidiaries has Knowledge of any fact or circumstance that could reasonably be expected to
form the basis for any cancellation, non-renewal or material increase in premiums, except for
such cancellations, non-renewals and increases which are not, individually or in the aggregate,
reasonably likely to have a Company Material Adverse Effect . None of the Company and its
Subsidiaries is in default with respect to any provision contained in any such policy or binder nor
has there been any failure to give notice or to present any claim relating to the business or the
assets of the Company and its Subsidiaries under any such policy or binder in a timely fashion or
in the manner or detail required by the policy or binder, except for such defaults or failures which
are not, individually or in the aggregate, reasonably likely to have a Company Material Adverse
Effect . There are no outstanding unpaid premiums (except premiums not yet due and payable),
and no notice of cancellation or renewal with respect to, or disallowance of any claim under, any
such policy or binder has been received by the Company and its Subsidiaries, except for such
non-payments of premiums, cancellations, renewals or disallowances which are not, individually
or in the aggregate, reasonably likely to have a Company Material Adverse Effect .

Section 4.20

	

Regulatory Proceedings . Except as disclosed in the Company SEC
Reports delivered to Parent prior to the date of this Agreement, other than purchase gas
adjustment provisions, none of the Company or its Subsidiaries all or part of whose rates or
services are regulated by a Governmental Authority (a) has rates that have been or are being
collected subject to refund, pending final resolution of any rate proceeding pending before a
Governmental Authority or on appeal to the courts, or (b) is a party to any rate proceedings
before a Governmental Authority that are, individually or in the aggregate, reasonably likely to
result in any orders having a Company Material Adverse Effect .

Section 4 .21

	

The Company Rights Agreement . Prior to the date of this Agreement, the
Company has delivered to Parent a true and complete copy of the Company Rights Agreement.
The consummation of the transactions contemplated by this Agreement will not result in the
triggering of any right or entitlement of the holders of the Company Common Stock or other
Company securities under the Company Rights Agreement . Neither the Company nor any of its
Subsidiaries is a party to any agreement similar to the Company Rights Agreement.
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ARTICLE V
REPRESENTATIONS AND WARRANTIES OF PARENT

Parent represents and warrants to the Company as follows :
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Section 5 .1

	

Organization and Qualification . Each of Parent and Merger Sub is a
corporation duly organized, validly existing and in good standing under the laws of its
jurisdiction of incorporation, has all requisite corporate power and authority, and Parent has been
duly authorized by all necessary approvals and orders of the Florida, Missouri, Pennsylvania and
Texas regulatory authorities and the Federal Energy Regulatory Commission (the "FERC"), to
own, lease and operate its assets and properties to the extent owned, leased and operated and to
carry on its business as it is now being conducted .

Section 5.2

	

Authority ; Statutory Approvals .

(a)

	

Authority . Each of Parent and Merger Sub has all requisite corporate power and
authority to enter into this Agreement and, subject to the applicable Parent Required Statutory
Approvals (as defined in Section 5.2(b)), to consummate the transactions contemplated hereby .
The execution and delivery of this Agreement, and the consummation by Parent and Merger Sub
of the transactions contemplated hereby have been duly authorized by all necessary corporate
action on the part of Parent and Merger Sub . This Agreement has been duly and validly executed
and delivered by Parent and Merger Sub and, assuming the due authorization, execution and
delivery by the other signatories hereto, constitutes a valid and binding obligation of Parent and
Merger Sub enforceable against them in accordance with its terms, except to the extent that
enforceability may be limited by applicable bankruptcy, insolvency or similar laws affecting the
enforcement of creditors' rights generally and subject to the general principles of equity
(regardless of whether enforcement is sought in a court of law or equity) .

(b)

	

Statutory Approval. Except as described in Section 5 .2(b) of the Parent
Disclosure Schedule (as defined in Section 7.6) (the "Parent Required Statutory Approvals"), no
declaration, filing or registration with, or notice to or authorization, consent or approval of, any
Governmental Authority is necessary for the execution and delivery of this Agreement by Parent
or Merger Sub or the consummation by Parent or Merger Sub of the transactions contemplated
hereby, the failure to obtain, make or give which would have, individually or in the aggregate, a
material adverse effect on the ability of Parent and Merger Sub to consummate the Mergers in
accordance with this Agreement (any such material adverse effect being hereafter referred to as a
"Parent Material Adverse Effect"), it being understood that references in this Agreement to
"obtaining" such Parent Required Statutory Approvals shall mean making such declarations,
filings or registrations ; giving such notices ; obtaining such authorizations, consents or approvals ;
and having such waiting periods expire as are necessary to avoid a violation of law.

ARTICLE VI
CONDUCT OF BUSINESS PENDING THE MERGER

Section 6.1

	

Covenants ofthe Company. From the date hereof until the Effective Time
or earlier termination of this Agreement, the Company agrees as follows, as to itself and to each
of its Subsidiaries, except as expressly consented to in writing by Parent :

(a)

	

Ordinary Course ofBusiness . The Company shall, and shall cause its
Subsidiaries to, carry on their respective businesses in the usual, regular and ordinary course in
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substantially the same manner as heretofore conducted and use all commercially reasonable
efforts to (i) not make or permit any material change in the general nature of its business,
(ii) preserve intact their present business organizations and goodwill, preserve the goodwill and
relationships with customers, suppliers and others having business dealings with them,
(iii) subject to prudent management of workforce needs and ongoing programs currently in force,
keep available the services of their present officers and employees as a group, (iv) maintain and
keep material properties and assets in as good repair and condition as at present, subject to
ordinary wear and tear, and maintain supplies and inventories in quantities consistent with past
practice, and (v) preserve all franchises, tariffs, certificates of public convenience and necessity,
licenses, authorizations and other governmental rights and permits .

(b)

	

Dividends . The Company shall not, nor shall it permit any of its Subsidiaries to :
(i) declare or pay any dividends on or make other distributions in respect of any capital stock
other than (A) dividends by a wholly-owned Subsidiary of the Company to the Company or
another wholly-owned Subsidiary of the Company, and (B) regular dividends on Company
Common Stock with usual record and payment dates that do not exceed the current rate of $0.75
per share of Company Common Stock per year, (ii) split, combine or reclassify any of its capital
stock or the capital stock of any of its Subsidiaries or issue or authorize or propose the issuance
ofany other securities in respect of, in lieu of, or in substitution for, shares of its capital stock or
the capital stock of any of its Subsidiaries, or (iii) redeem, repurchase or otherwise acquire any
shares of its capital stock or the capital stock of any of its Subsidiaries, other than redemptions,
repurchases and other acquisitions of shares of capital stock in connection with the
administration of employee benefit and dividend reinvestment plans as in effect on the date
hereof in the ordinary course of the operation of such plans consistent with past practice .

(c)

	

Issuance ofSecurities . Except asset forth in Section 6.1(c) of the Company
Disclosure Schedule, the Company shall not, nor shall it permit any of its Subsidiaries to, issue,
agree to issue, deliver, sell, award, pledge, dispose of or otherwise encumber or authorize or
propose the issuance, delivery, sale, award, pledge, disposal or other encumbrance of, any shares
of their capital stock of any class or any securities convertible into or exchangeable for, or any
rights, warrants or options to acquire, any such shares or convertible or exchangeable securities .

(d)

	

Compliance With Law. The Company shall, and shall cause its Subsidiaries to,
comply in all material respects with all applicable legal requirements and permits, including
without limitation those relating to the filing of reports and the payment of Taxes due to be paid
prior to the Closing, other than those contested in good faith with adequate reserves set forth in
the Company Financial Statements delivered to Parent prior to the date of this Agreement.

(e)

	

Charter Documents; Other Actions . The Company shall not, nor shall it permit
any of its Subsidiaries to, (i) amend or propose to amend its respective articles of incorporation,
by-laws or regulations, or similar organizational documents or (ii) take or fail to take any other
action, which in any such case would reasonably be expected to prevent or materially impede or
interfere with the Mergers .
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(fl

	

Acquisitions. Except as disclosed in Section 6 .1(f) of the Company Disclosure
Schedule, the Company shall not, nor shall it permit any of its Subsidiaries to, acquire or agree to
acquire, by merging or consolidating with, or by purchasing an equity interest in or a portion of
the assets of, or by any other manner, any business or any corporation, partnership, association or
business organization or division thereof, or otherwise acquire or agree to acquire any material
amount of assets .

(g)

	

Contracts . The Company and its Subsidiaries shall not enter into any transaction
or any Contract involving a total commitment by or to any party thereto of more than $125,000
on a yearly basis or more than $500,000 on its remaining term which cannot be terminated on no
more than 60 days' notice without penalty or cost to the Company or any of its Subsidiaries as a
terminating party. Without limiting the prior sentence, the Company shall not, except in the
ordinary course of business consistent with past practice, modify, amend, terminate, renew or fail
to use reasonable business efforts to renew any material Contract to which the Company or any
of its Subsidiaries is a party or waive, release or assign any material rights or claims with respect
thereto .

(h)

	

Capital Expenditures. The Company shall not, nor shall it permit any of its
Subsidiaries to, make capital expenditures in an aggregate amount in excess of the amount
budgeted by the Company or its Subsidiaries for capital expenditures as set forth in Section
6.1 (h) of the Company Disclosure Schedule .

(i)

	

No Dispositions. The Company shall not, nor shall it permit any of its
Subsidiaries to, sell, lease, license, encumber or otherwise dispose of, any of its respective assets,
other than encumbrances or dispositions in the ordinary course of business consistent with past
practice .

()

	

Indebtedness . The Company shall not, nor shall it permit any of its Subsidiaries
to, incur or guarantee any indebtedness (including any debt borrowed or guaranteed or otherwise
assumed including, without limitation, the issuance of debt securities or warrants or rights to
acquire debt) or enter into any "keep well" or other agreement to maintain any financial
statement condition of another person or enter into any arrangement having the economic effect
of any of the foregoing other than (i) short-term indebtedness in the ordinary course of business
consistent with past practice which is subject to redemption or prepayment at any time at the
option of the Company or its applicable Subsidiary on no more than 30 days' notice without any
penalty or premium or (ii) arrangements between the Company and its wholly-owned
Subsidiaries or among its wholly-owned Subsidiaries .

(k)

	

Compensation, Benefits; Employees. Except as may be required by applicable
law or under existing Employee Benefit Plans or collective bargaining agreements, as may be
required to facilitate or obtain a determination letter from the IRS that a plan is a Qualified Plan,
or as expressly contemplated by this Agreement, the Company shall not, nor shall it permit any
of its Subsidiaries to, (i) enter into, adopt or amend or increase the amount or accelerate the
payment or vesting of any benefit or amount payable under any Employee Benefit Plan, or
otherwise increase the compensation or benefits of any director, officer or other employee of the
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Company or any of its Subsidiaries, except for normal increases in compensation and benefits
(including incentive compensation) or actions in the ordinary course of business, that are
consistent with the Company's past practice of adjusting compensation and benefits to reflect the
average compensation and benefits as determined by general industry or market surveys ;
provided that prior to implementing any such increases on the basis of such surveys the
Company shall advise Parent of its intention so to increase compensation or benefits and of the
basis therefor and shall otherwise consult with Parent concerning such proposed increases, or
(ii) enter into or amend any employment, severance or special pay arrangement with respect to
the termination of employment or other similar contract, agreement or arrangement with any
director or officer or other employee . This subsection (k) is not intended to (A) restrict the
Company or its Subsidiaries from granting promotions to officers or employees based upon job
performance or workplace requirements in the ordinary course of business consistent with past
practice or (B) restrict the Company's ability to make available to employees the plans, benefits
and arrangements that have customarily and consistent with past practices been available to
officers and employees in the context of such merit-based promotion . The Company and its
Subsidiaries shall not hire any new employee unless such employee is a bona fide replacement
for a presently-filled position with the Company or a Subsidiary as of the date hereof.

(1)

	

1935 Act . The Company shall not, nor shall it permit any of its Subsidiaries to,
engage in any activities which would cause a change in its status, or that of its Subsidiaries,
under the 1935 Act .

(m)

	

Accounting. The Company shall not, nor shall it permit any of its Subsidiaries to,
make any changes in their accounting methods, principles and practices, except as required by
law, rule, regulation or GAAP.

(n)

	

Cooperation, Notification . The Company shall, and shall cause its Subsidiaries
to, (i) confer on a regular and frequent basis with one or more representatives of Parent to
discuss, subject to applicable law, material operational matters and the general status of its
ongoing operations, (ii) promptly notify Parent of any significant changes in its business,
properties, assets, condition (financial or other), results of operations or prospects, (iii) advise
Parent of any change or event which has had or, insofar as reasonably can be foreseen, is
reasonably likely to result in a Company Material Adverse Effect, and (iv) without limiting the
Company's and its Subsidiaries' obligations under Section 6 .1(u)(i), promptly provide Parent
with copies of all filings made by the Company or any of its Subsidiaries with any state or
federal court, administrative agency, commission or other Governmental Authority in connection
with this Agreement and the transactions contemplated hereby .

(o)

	

Third-Party Consents . The Company shall, and shall cause its Subsidiaries to,
use all commercially reasonable efforts to obtain all the Company Required Consents and other
consents required to consummate the transactions contemplated hereby . The Company shall
promptly notify Parent of any failure or prospective failure to obtain any such consents and, if
requested by Parent, shall provide copies of all the Company Required Consents obtained by the
Company to Parent .
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(p)

	

Discharge ofLiabilities. The Company shall not, nor shall it permit any of its
Subsidiaries to, pay, discharge or satisfy any material claims, liabilities or obligations (absolute,
accrued, asserted or unasserted, contingent or otherwise), other than the payment, discharge or
satisfaction, in the ordinary course of business consistent with past practice (which includes the
payment of final and unappealable judgments) or in accordance with their terms, of liabilities
reflected or reserved against in, or contemplated by, the most recent consolidated financial
statements (or the notes thereto) of the Company included in the Company SEC Reports
delivered to Parent prior to the date of this Agreement, or incurred in the ordinary course of
business consistent with past practice .

(q)

	

Insurance . The Company shall, and shall cause its Subsidiaries to, maintain with
financially responsible insurance companies insurance in such amounts and against such risks
and losses as are customary for companies engaged in the electric and gas utility industry .

(r)

	

Permits . The Company shall, and shall cause its Subsidiaries to, use reasonable
efforts to maintain in effect all existing governmental permits pursuant to which the Company or
any of its Subsidiaries operate .

(s)

	

No Rights Triggered. The Company shall ensure that the entering into of this
Agreement and the Related Documents and the consummation of the transactions contemplated
hereby and thereby and any other action or combination of actions, or any other transactions
contemplated hereby and thereby, do not and will not result, directly or indirectly, in the grant of
any rights to any person under any Contract (other than the employment agreements disclosed in
Section 6.1 (s) ofthe Company Disclosure Schedule) to which it or any of its Subsidiaries is a
party or otherwise . In addition, the Company shall not amend or waive any rights in a manner
that would adversely affect any party's ability to consummate the Mergers or the economic
benefits of the Mergers to Parent .

(t)

	

Taxes. The Company shall not, and shall cause its Subsidiaries not to, (i) make or
rescind any express or deemed material election relating to Taxes, (ii) settle or compromise any
material claim, audit, dispute, controversy, examination, investigation or other proceeding
relating to Taxes, (iii) materially change any of its methods of reporting income or deductions for
federal income Tax purposes, except as may be required by'applicabte law, or (iv) file any
material Tax Return other than in a manner consistent with past custom and practice .
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(u)

	

The Company and its Subsidiaries shall :

(i)

	

Not file any material application, petition, motion, order, brief,
settlement or agreement in any material proceeding before any Governmental
Authority which involves the Company or any of its Subsidiaries, and appeals
related thereto without, to the extent reasonably practicable, consulting Parent;
provided , however, that if such proceeding is reasonably likely to have a
Company Material Adverse Effect, the Company shall not make any such filing
without the consent of Parent, which consent shall not be unreasonably withheld
or delayed;
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(ii)

	

Not engage in or modify, except in the ordinary course of business,
any material intercompany transactions involving any other Subsidiary of the
Company ;

(iii)

	

Not make any changes in financial policies or practices, or
strategic or operating policies or practices ;

(iv)

	

Not make any loan or advance to any officer, director, shareholder,
employee or any other person other than advances for business purposes to
employees in the ordinary course of business ;

(v)

	

Not purchase, sell, lease, dispose of or otherwise transfer or make
any Contract for the purchase, sale, lease, disposition or transfer of, or subject to
Lien, any of the assets of the Company or its Subsidiaries other than in the
ordinary course of business ; and

(vi)

	

Not terminate any existing gas purchase, exchange or
transportation contract necessary to supply firm gas at all city gate delivery points
or enter into any new contract for the supply, transportation, storage or exchange
of gas with respect to the Company's or its Subsidiaries' regulated gas
distribution operations or renew or extend or negotiate any existing contract
providing for the same where such contract is not terminable within sixty (60)
days without penalty without obtaining Parent's prior written consent ; provided ,
however, that if the Company provides Parent with a copy of any such proposed
new Contract, Parent shall be deemed to have consented to the entering into of
such Contract if Parent does not notify the Company of its disapproval of such
Contract by the end of the second business day after receipt by Parent of such
copy of such proposed new Contract .

(v)

	

Customer Notifications . At any time and from time to time as reasonably
requested by Parent prior to the Closing Date, each of the Company and its Subsidiaries will
permit Parent at Parent's expense to insert preprinted single-page customer education materials
into billing documentation to be delivered to customers affected by this Agreement; provided ,
however, that the Company has reviewed in advance and consented to the content of such
materials, which consent shall not be unreasonably withheld or delayed. Other means of
notifying customers may be employed by either the Company or Parent, at the expense of the
initiating party, but in no event shall any notification be initiated without the prior consent of the
other party (which consent shall not be unreasonably withheld or delayed) .

(w)

	

Company Bondholders' Consent . The Company shall use its reasonable best
efforts to obtain consents from all holders of each series of First Mortgage Bonds issued under
the Indenture of First Mortgage dated as of December 15, 1992 between Valley, the Company, as
Guarantor, and State Street Bank and Trust Company, as Trustee, and from all holders of each
series of debentures issued under the Indenture between the Company and Mellon Bank, N .A.,
dated as of September 1, 1997, each as amended or supplemented from time to time, to such
amendments to such Indentures as requested by Parent .
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(x)

	

Financing Activities . The Company shall, and shall cause its Subsidiaries to,
cooperate, to the fullest extent commercially reasonable and practicable, with Parent's requests
with respect to refinancing by the Company and its Subsidiaries of the current maturities of any
of their indebtedness, and any repurchase, redemption or prepayment by the Company or any of
its Subsidiaries of any of their indebtedness that may be required prior to or because of the
Mergers or that Parent may request that the Company or any of its Subsidiaries effect prior to the
Mergers, so as to permit Parent to have the maximum opportunity to refinance, on or promptly
after the Closing Date without any penalty except as may be due pursuant to the terms of the
Company's or its Subsidiaries' indebtedness as in effect on the date of this Agreement, any of the
Company's or its Subsidiaries' indebtedness outstanding on the Closing Date ; provided ,
however, that neither the Company nor any of its Subsidiaries shall be required to consummate
prior to the Effective Time any such refinancing, repurchase, redemption or repayment requested
by Parent .

(y)

	

Legislative Action. The Company shall, and shall cause its Subsidiaries to, use
commercially reasonable efforts to cause the Rhode Island Legislature to : (i) unconditionally
amend the legislative charter of Valley to expressly and unconditionally approve and authorize
the Valley Merger, (ii) unconditionally amend the legislative charter of Bristol to expressly and
unconditionally approve and authorize the Bristol Merger, (iii) expressly and unconditionally
approve and authorize the Company Merger, and (iv) expressly and unconditionally permit
Parent to qualify to do business in Rhode Island in accordance with the RIBCA, notwithstanding
contrary provisions of §7-1 .1-3 and §7-1 .1-99 (collectively, the "Legislative Actions") . All
Legislative Actions shall be in form and substance reasonably acceptable to Parent . The
Company shall, and shall cause its Subsidiaries to, cooperate with Parent to effect the Legislative
Actions as soon as practicable after the date of this Agreement .

Section 6.2

	

Covenant ofthe Company; Alternative Proposals . (a) From and after the
date hereof, the Company agrees (i) that it will not, its Subsidiaries will not, and it will not
authorize or permit any of its or its Subsidiaries' officers, directors, employees, agents and
representatives (including, without limitation, any investment banker, financial advisor, attorney
or accountant retained by it or any of its Subsidiaries or any of the foregoing) to, directly or
indirectly, encourage, initiate or solicit (including by way of furnishing information) or take any
other action designed or which could be reasonably expected to facilitate any inquiries or the
making of any proposal or offer (including, without limitation, any proposal or offer to its
shareholders) which constitutes or may reasonably be expected to lead to an Alternative Proposal
(as defined below) from any person or engage in any discussion or negotiations concerning, or
provide any non-public information or data to make or implement or otherwise in any way
cooperate or facilitate the making of an Alternative Proposal ; (ii) that it will immediately cease
and cause to be terminated any existing solicitation, initiation, encouragement, activity,
discussions or negotiations with any parties conducted heretofore with a view of formulating an
Alternative Proposal ; and (iii) that it will notify Parent orally and in writing of any such inquiry,
offer or proposals, within one business day of the receipt thereof, and that it shall keep Parent
informed ofthe status of any such inquiry, offer or proposal ; provided , however, that
notwithstanding any other provision hereof, the Company may (1) at any time prior to the time at
which the Company Shareholders' Approval shall have been obtained, engage in discussions or
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negotiations with a third party who (without solicitation in violation of the terms of this
Agreement) seeks to initiate such discussions or negotiations and may furnish such third party
information concerning the Company and its business, properties and assets if, and only to the
extent that, (A) (x) the third party has first made an Alternative Proposal that, in the good faith
judgment of the Company's Board of Directors (after consulting with its financial and legal
advisors) is financially superior to the Company's shareholders than the Merger and has
demonstrated that it will have adequate sources of financing to consummate such Alternative
Proposal, and (y) the Board of Directors of the Company shall conclude in good faith, based
upon the advice of outside counsel and such other matters as the Board of Directors of the
Company deems relevant, that such actions are necessary for the Company's Board of Directors
to act in a manner consistent with its fiduciary duties to shareholders under applicable law, and
(B) prior to furnishing such information to, or entering into discussions or negotiations with,
such person or entity, the Company (x) provides at least two business days' prior written notice
to Parent to the effect that it intends to furnish information to, or intends to enter into discussions
or negotiations with, such person or entity, and of the identity of the person or group making the
Alternative Proposal and the material terms thereof, including a copy of any offer or proposal
submitted in writing, and (y) receives from such person an executed confidentiality agreement
containing the same terms and conditions as the Confidentiality Agreement (as defined in
Section 7 .1) except that such confidentiality agreement shall not prohibit such person from
making an unsolicited Alternative Proposal, and (2) comply with Rule 14e-2 promulgated under
the Exchange Act with regard to a tender or exchange offer . "Alternative Proposal" shall mean
any merger, acquisition, consolidation, reorganization, business combination, share exchange,
tender offer, exchange offer or similar transaction involving the Company or any of the
Company's Subsidiaries, or any proposal or offer to acquire in any manner, directly or indirectly,
a material equity interest in or a material portion of the assets of the Company or any of the
Company's Subsidiaries, including any single or multi-step transaction or series of related
transactions .

(b)

	

Neither the Board ofDirectors of the Company nor any committee thereof may,
(i) withdraw or modify, or propose publicly to withdraw or modify, in a manner adverse to
Parent, the approval or recommendation by the Board of Directors of the Company or such
committee of the Merger or this Agreement, (ii) approve or recommend or propose publicly to
approve or recommend an Alternative Proposal or (iii) cause the Company or any of its
Subsidiaries to enter into any letter of intent, agreement in principle, acquisition agreement or
other similar agreement related to any Alternative Proposal . Notwithstanding the foregoing,
prior to the time at which the Company Shareholders' Approval has been obtained, in response to
an Alternative Proposal (without solicitation in violation of the terms of this Agreement) from a
third party, if the Board of Directors of the Company determines, in its good faith judgment, after
consultation with and the receipt of the advice of its financial advisor and outside counsel, that
such proposal is financially superior to the Company's shareholders than the Merger and that
failure to do any of the actions set forth in clauses (i), (ii) or (iii) above of this Section 6 .2(b)
would create a reasonable possibility of a breach of the fiduciary duties of the Company's Board
of Directors under applicable law, the Board of Directors of the Company may (i) withdraw or
modify its approval or recommendation of the Merger or this Agreement, approve or recommend
an Alternative Proposal or cause the Company to enter into an Alternative Proposal and (ii)
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negotiate with a third party with respect to such Alternative Proposal, and subject to the
Company having paid to Parent the fees described in Section 9.3 hereof and having entered into a
definitive agreement with respect to such Alternative Proposal, terminate this Agreement;
provided , however, that prior to entering into a definitive agreement with respect to an
Alternative Proposal, the Company shall give Parent at least five (5) days' notice thereof, and
shall cause its representatives to negotiate with Parent to make such adjustments in the terms and
conditions of this Agreement as would enable the Company to proceed with the transactions
contemplated herein on such adjusted terms; provided , further, that if the Company and Parent
are unable to reach an agreement on such adjustments within five (5) days after such notice from
the Company, the Company may enter into such definitive agreement, subject to the provisions
of Article IX.

Section 6.3

	

Employment Agreement. Parent and Mr. Alfred P . Degen have entered
into an employment agreement in the form attached hereto as Exhibit A (the "Employment
Agreement"), which will become effective upon consummation of the Merger .
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Section 7.1

	

Access to Information .

ARTICLE VII
ADDITIONAL AGREEMENTS

(a)

	

Upon reasonable notice and during normal business hours, the
Company shall, and shall cause its Subsidiaries to, afford to the officers, directors,
employees, accountants, counsel, investment bankers, financial advisors and other
representatives of Parent reasonable access, throughout the period prior to the Effective
Time, to all of its and its Subsidiaries' properties, books, contracts, commitments and
records (including, but not limited to, Tax Returns) and during such period, the Company
shall, and shall cause its Subsidiaries to, furnish promptly to Parent access to each report,
schedule and other document filed or received by it or any of its Subsidiaries pursuant to
the requirements of federal or state securities laws or filed with or sent to the SEC, the
Department of Justice, the Federal Trade Commission or any other federal or state
regulatory agency or commission . Each party shall, and shall cause its Subsidiaries to,
afford to the officers, directors, employees, accountants, counsel, investment bankers and
other representatives of the other reasonable access to all information concerning
themselves, their subsidiaries, directors, officers and shareholders and such other matters
as may be reasonably requested by the other party in connection with any filing-s,
applications or approvals required or contemplated by this Agreement . Each party shall,
and shall cause its Subsidiaries and representatives to, hold in strict confidence all
Proprietary Information (as defined in the Confidentiality Agreement) concerning the
other parties furnished to it in connection with the transactions contemplated by this
Agreement in accordance with Confidentiality Agreement dated October 14, 1999
between the Company and Parent, as it may be amended from time to time (the
"Confidentiality Agreement") .
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(b)

	

As promptly as practicable after Parent's request, the Company
will furnish such financial and operating data and other information pertaining to the
Company or its Subsidiaries and their businesses and assets as Parent may reasonably
request;

	

rovi ed, lLow_ .eti'er, that nothing herein will obligate the Company or any of its
Subsidiaries to take actions that would unreasonably disrupt its ordinary course of
business or violate the terms of any legal requirement or Contract to which the Company
or its Subsidiary is a party or to which any of its assets is subject in providing such
information, or to incur any costs with respect to Parent's external auditors (or the
Company's or its Subsidiaries' external auditors in the event a report by such auditors is
requested by Parent) providing accounting services with respect to issuing an auditor's
report required by or for Parent .

Section 7.2

	

Proxy Statement .

(a)

	

(i) As soon as practicable after the date hereof, the Company shall take such
reasonable steps as are necessary for the prompt preparation and filing with the SEC of a proxy
statement relating to the Company Special Meeting (as defined in Section 7.4(a)) (together with
any amendments thereto or supplements thereto, the "Proxy Statement") . Each of Parent and the
Company shall furnish all information concerning it, its officers and directors, and the holders of
its capital stock as the other may reasonably request in connection with the preparation and tiling
ofthe Proxy Statement . The Company will use all commercially reasonable efforts to cause the
Proxy Statement to be cleared by the SEC as promptly as practicable after filing and as promptly
as practicable after such clearance, the Company shall mail the Proxy Statement to its
shareholders entitled to notice ofand to vote at the Company Special Meeting . As promptly as
practical after consultation between Parent and the Company, the Company shall respond to any
comments made by the SEC: with respect to the Proxy Statement,
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(ii) The Company agrees that information supplied by the Company for
inclusion or incorporation by reference in the Proxy Statement sbalI not, at the
date of the mailing of the Proxy Statement (or any supplement thereto) and at the
time of the Company Special Meeting, contain any untrue statement ofa material
fact or omit to state any material fact required to be stated therein or necessary in
order to make the statements therein, in the light ofthe circumstances under which
they were made, not misleading. If at any time prior to the Company Special
Meeting any event or circumstance relating to the Company or any of its
Subsidiaries, or its or their respective officers or directors, should be discovered
by the Company that should be set forth in a supplement to the Proxy Statement,
the Company shall promptly inform Parent, All documents that the Company is
responsible for filing with the SEC in connection with the transactions
contemplated hereby shall comply as to form in all material respects with the
applicable requirements of the Securities Act and the regulations thereunder and
the Exchange Act and the regulations thereunder .

(iii) Parent agrees that information supplied by Parent for inclusion or
incorporation by reference in the Proxy Statement shall not, at the date of the
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mailing of the Proxy Statement (or any supplement thereto) or at the time of the
Company Special Meeting, contain any untrue statement of a material fact or omit
to state any material fact required to be stated therein or necessary in order to
make the statements therein, in the light ofthe circumstances under which they
are made, not misleading . If at any time prior to the Company Special Meeting
any event or circumstance relating to Parent or any of its Subsidiaries, or to their
respective officers or directors, should be discovered by Parent that should be set
forth in a supplement to the Proxy Statement, Parent shall promptly inform the
Company .

(iv) No representation, warranty, covenant or agreement is made by or on
behalf of the Company with respect to information supplied by any other person
other than its Subsidiaries for inclusion in the Proxy Statement . No
representation, warranty, covenant or agreement is made by or on behalf of Parent
with respect to information supplied by any other person for inclusion in the
Proxy Statement . No filing of, or amendment or supplement to, the Proxy
Statement shall be made by the Company without providing Parent with the
opportunity to review and comment thereon ; provided , however, that no such
filing, amendment or supplement (i) that relates to Parent or any of its
Subsidiaries or (ii) that is reasonably likely to have a material adverse effect on
Parent or any of its Subsidiaries, shall be made without Parent's prior written
approval . If at any time prior to the Company Special Meeting any information
relating to any party hereto or any of their respective officers, directors,
shareholders or Subsidiaries, should be discovered by any party hereto which
should be set forth in an amendment or supplement to the Proxy Statement so that
the Proxy Statement would not include any untrue statement of a material fact or
omit to state any material fact necessary to make the statements therein, in light of
the circumstances under which they were made, not misleading, the party which
discovers such information shall promptly notify the other party hereto and an
appropriate amendment or supplement describing such information shall be
promptly prepared, filed with the SEC and, to the extent required by law,
disseminated to the shareholders of the Company.

(b)

	

Letter ofthe Company's Accountant. Following receipt by Grant Thornton LLP,
the Company's independent auditor, of an appropriate request from the Company pursuant to
SAS No. 72, the Company shall use its best efforts to cause to be delivered to Parent a letter of
Grant Thornton LLP dated a date within two business days before the date of the Proxy
Statement, and addressed to Parent, in form and substance reasonably satisfactory to Parent and
customary in scope and substance for the "cold comfort" letters delivered by independent public
accountants in connection with proxy statements similar to the Proxy Statement .

Section 7.3

	

Regulatory Matters . Each party hereto shall cooperate and use its
commercially reasonable efforts to promptly prepare and file all necessary documentation, to
effect all necessary applications, notices, petitions, filings and other documents, and to use all
commercially reasonable efforts to obtain no later than the Initial Termination Date (as defined in
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Section 9.1(b)), as such date may be extended pursuant to Section 9 .1(b), all necessary permits,
consents, approvals and authorizations of all Governmental Authorities necessary or advisable to
consummate the transactions contemplated by this Agreement, including, without limitation, the
Company Required Statutory Approvals, the Parent Required Statutory Approvals and the
Legislative Actions . Notwithstanding anything to the contrary contained in this Agreement,
including this Section 7.3, neither Parent, nor any of Parent's Affiliates shall be required to
divest themselves of any of their respective assets or properties or agree to limit the ownership or
operation by Parent or any of Parent's Affiliates of any assets including any of the assets of the
Company and its Subsidiaries and Joint Ventures .
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Section 7 .4

	

Company Shareholders' Approval .

(a)

	

Company Special Meeting. Subject to the provisions of Section 7 .4(b), the
Company shall, as soon as reasonably practicable after the date hereof (i) take all steps necessary
to duly call, give notice of, convene and hold a meeting of its shareholders (the "Company
Special Meeting") for the purpose of securing the Company Shareholders' Approval,
(ii) distribute to its shareholders the Proxy Statement in accordance with applicable federal and
state law and with its articles of incorporation and by-laws, (iii) subject to the fiduciary duties of
its Board of Directors, recommend to its shareholders the approval of this Agreement and the
transactions contemplated hereby, (iv) solicit from its shareholders proxies in favor of the Merger
and take all other action reasonably necessary, or, in the reasonable opinion ofParent, advisable
to secure the Company Shareholders' Approval, and (v) cooperate and consult with Parent with
respect to each of the foregoing matters .

(b)

	

Meeting Date. The Company Special Meeting for the purpose of securing the
Company Shareholders' Approval shall be held on such date as the Company and Parent shall
mutually determine .

Section 7 .5

	

Directors' anti Officers' Indemnification .

(a)

	

Indemnification and Insurance . For a period of six years after the Effective Time,
Parent will indemnify and hold harmless the present and former officers and directors of the
Company and its Subsidiaries (the "Indemnified Parties") in respect of acts or omissions
occurring prior to the Effective Time to the extent provided under the Company's articles of
incorporation and by-laws in effect on the date hereof; provided , however , that if any claim or
claims are asserted or made within such six-year period, all rights to indemnification in respect of
such claims shall continue until the final disposition of any and all such claims . For six years
after the Effective Time, Parent will use its reasonable best efforts to provide officers' and
directors' liability insurance in respect of acts or omissions occurring prior to the Effective Time
covering each such person currently covered by the Company's officers' and directors' liability
insurance policy on terms with respect to coverage and amount no less favorable than those of
such policy in effect on the date hereof; provided , however, that in satisfying its obligation under
this Section, if the annual premiums of such insurance coverage exceed 200% of the previous
year's premiums, Parent will be obligated to obtain a policy with the best coverage available, in
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the reasonable judgment of the Board of Directors of Parent, for a cost not exceeding such
amount.

(b)

	

Successors . In the event Parent or any of its successors or assigns (i) consolidates
with or merges into any other person and is not the continuing or surviving corporation or entity
of such consolidation or merger or (ii) transfers all or substantially all of its properties and assets
to any person, then and in either such case, proper provisions must be made so that the
successors and assigns of Parent will assume the obligations set forth in this Section 7 .5 .

(c)

	

Survival ofIndemnification . To the fullest extent permitted by law, from and after
the Effective Time, all rights to indemnification as of the date hereof in favor of the employees,
agents, directors and officers of the Company and its Subsidiaries with respect to their activities
as such prior to the Effective Time, as provided in its respective articles of incorporation and by-
laws in effect on the date hereof, or otherwise in effect on the date hereof, shall survive the
Merger and shall continue in full force and effect for a period of not less than six years from the
Effective Time (or in the event any relevant claim is asserted or made within such six-year
period, until final disposition of such claim) .

(d)

	

Benefit . The provisions of this Section 7.5 are intended to be for the benefit of,
and shall be enforceable by, each Indemnified Party, his or her heirs and his or her
representatives .

Section 7.6

	

Disclosure Schedules . On the date hereof, (a) Parent has delivered to the
Company a schedule (the "Parent Disclosure Schedule"), accompanied by a certificate signed by
an authorized officer of Parent stating the Parent Disclosure Schedule is being delivered pursuant
to this Section 7.6(a), and (b) the Company has delivered to Parent a schedule (the "Company
Disclosure Schedule"), accompanied by a certificate signed by an authorized officer of the
Company stating the Company Disclosure Schedule is being delivered pursuant to this Section
7.6(b) . The Company Disclosure Schedule and the Parent Disclosure Schedule are collectively
referred to herein as the "Disclosure Schedules ." The Disclosure Schedules constitute an integral
part of this Agreement and modify the respective representations, warranties, covenants or
agreements of the parties hereto contained herein to the extent that such representations,
warranties, covenants or agreements expressly refer to the Disclosure Schedules . Anything to the
contrary contained herein or in the Disclosure Schedules notwithstanding, any and all statements,
representations, warranties or disclosures set forth in the Disclosure Schedules shall be deemed
to have been made on and as of the date hereof.

Section 7.7

	

Public Announcements. Subject to each party's disclosure obligations
imposed by law or the applicable regulations of any securities exchange upon which such party's
securities are listed, the Company and Parent will cooperate with each other in the development
and distribution of all news releases and other public information disclosures with respect to this
Agreement or any of the transactions contemplated hereby and shall not issue any public
announcement or statement with respect hereto without the consent of the other party (which
consent shall not be unreasonably withheld) .
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Section 7.8

	

Certain Employee Agreements. Subject to Section 7.9, Parent shall
assume all contracts, agreements and collective bargaining agreements of the Company and its
Subsidiaries which apply to any current or former employee or current or former director of the
Company or any of its Subsidiaries ; provided, however , that the foregoing shall not prevent
Parent from enforcing such contracts, agreements and collective bargaining agreements in
accordance with their terms, including, without limitation, any reserved right to amend, modify,
suspend, revoke or terminate any such contract, agreement or collective bargaining agreement . It
is the present intention ofParent and the Company that following the Effective Time there will
be no involuntary reductions in force at the Company or its Subsidiaries, but that Parent will
achieve workforce reductions through attrition ; however, Parent reserves the right to respond as
it deems appropriate based on business conditions and regulatory environments . If reductions in
workforce in respect of employees of the Company and its Subsidiaries become necessary, they
shall be made on a fair and equitable basis, in light of the circumstances and the objectives to be
achieved, giving consideration to previous work history, job experience, qualifications, and
business needs, and any employees whose employment is terminated or jobs are eliminated by
Parent shall be entitled to participate on a fair and equitable basis in the job posting programs
offered by Parent. Any workforce reductions carried out following the Effective Time by Parent
shall be done in accordance with all applicable collective bargaining agreements, and all
applicable laws and regulations governing the employment relationship and termination thereof
including, without limitation, the Worker Adjustment and Retraining Notification Act and
regulations promulgated thereunder, and any comparable state or local law .

Section 7 .9

	

Employee Benefit Plans .

(a)

	

Except as may be required by applicable law, each Plan in effect on the date
hereof (or as amended or established in accordance with or as permitted by this Agreement) shall
be maintained in effect with respect to the employees, former employees, directors or former
directors of the Company and any of its Subsidiaries who are covered by such plans, programs,
agreements or arrangements immediately prior to the Effective Time until Parent determines
otherwise on or after the Effective Time, and Parent shall assume as of the Effective Time each
Plan maintained by the Company immediately prior to the Effective Time and perform such plan,
program, agreement or arrangement in the same manner and to the same extent that the Company
would be required to perform thereunder; provided, however that nothing herein contained shall
limit any reserved right contained in any such Plan to amend, modify, suspend, revoke or
terminate any such plan, program, agreement or arrangement ; provided, further that, except as
may be required by applicable law, Parent or its Subsidiaries shall provide to the employees of
the Company and its Subsidiaries who are employed immediately prior to the Effective Time and
who are not covered by a collective bargaining agreement ("Covered Company Employees") for
a period of no less than 24 months following the Effective Time, base salary levels, bonus
opportunity levels and employer-provided benefits under Qualified Plans, supplemental
retirement benefit plans which are not Qualified Plans and welfare plans that are comparable in
the aggregate to those provided immediately prior to the Effective Time. Without limiting the
foregoing, each Covered Company Employee who is a participant in any Plan shall receive credit
for purposes of eligibility to participate, vesting and eligibility to receive benefits (but
specifically excluding for benefit accrual purposes) under any replacement benefit plan of Parent
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or any of its Subsidiaries or Affiliates in which such employee becomes a participant for service
credited for the corresponding purpose under any such Plan, unless such crediting of service
would operate to cause any such plan or agreement to fail to comply with the applicable
provisions of the Code and ERISA or other applicable law . Notwithstanding the foregoing, but
subject to Section 7.9(b), Parent acknowledges that each Covered Company Employee who is a
participant in the Valley Gas Company Supplemental Retirement Plan (the "SERP") as of the
date hereof shall continue to accrue benefits for 24 months after the Effective Time under terms
at least as favorable as the terms of the SERF in effect on the date of this Agreement, taking into
account service and compensation earned while employed by Parent and its Subsidiaries after the
Effective Time. After the 24 months immediately following the Effective Time, Parent agrees to
maintain during the next 24-month period, for Covered Company Employees who continue their
service with Parent, base salary levels, bonus opportunity and employer-provided benefits under
Qualified Plans, supplemental retirement benefit plans which are not Qualified Plans and welfare
plans that are appropriate for the market given Parent's financial circumstances, the industry in
which it operates, and regulatory considerations . No provision contained in this Section 7 .9 shall
be deemed to constitute an employment contract between Parent or any of its Subsidiaries and
any individual, or a waiver ofParent's or any of its Subsidiaries' right to discharge any employee
at any time, with or without cause .

(b)

	

The Company shall take all necessary actions so that, effective no later than
immediately before the date the Company Shareholders' Approval is obtained, (i) each of the
SERP, the Morris Merchants, Inc . Executive Deferred Compensation Plan and all other executive
benefit plans and programs of the Company and its Subsidiaries shall be amended to the extent
necessary so that any provisions therein that prohibit or limit the amendment or termination
thereof following a change of control do not apply to individuals who are not participants therein
as of the date of this Agreement and (ii) subject to applicable law and the provisions of any
applicable collective bargaining agreement, each Qualified Plan shall be amended to the extent
necessary so that any provisions therein that call for the waiver or elimination of vesting
requirements upon or following a change in control shall apply only to individuals who are
participants therein immediately before the Effective Time. Section 7.9(b) of the Company
Disclosure Schedule sets forth a list of all Plans which contain provisions that either (x) prohibit
or limit the amendment or termination thereof following a change of control, or (y) call for the
waiver or elimination of vesting requirements upon a change ofcontrol .

(c)

	

Parent will permit each of the Covered Company Employees to carry forward all
days of sick leave accrued prior to the Effective Time.

(d)

	

For a 5-year period from the Effective Time, Parent agrees to provide retiree
medical plan coverage which is substantially comparable to the coverage under the Company
retiree medical plan as of the date hereof, subject to Parent's right to adjust copayment and cost
sharing provisions (which may be continued in the same proportions to the Company-provided
portions of cost) to any former Covered Company Employee (and his or her eligible dependents)
who is currently receiving such benefits thereunder, or any active Covered Company Employee
(and his or her eligible dependents) who would be eligible for such benefits if he or she retired on
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the Effective Time (or who, within 5 years of the Effective Time, retires and is eligible to receive
benefits thereunder) .

Section 7.10

	

Company Stock Plans . With respect to each Plan that provides for benefits
in the form of Company Common Stock ("Company Stock Plans"), the Company and Parent
shall take all corporate action necessary or appropriate to (i) provide for the issuance or purchase
in the open market of common stock of Parent rather than Company Common Stock, pursuant
thereto, and otherwise to amend such Company Stock Plans to reflect this Agreement and the
Merger, (ii) obtain shareholder or board of director approval with respect to such Company Stock
Plans to the extent such approval is required for purposes of the Code or other applicable law, or
to enable such Company Stock Plans to comply with Rule 16b-3 promulgated under the
Exchange Act, (iii) reserve for issuance under such Company Stock Plans or otherwise provide a
sufficient number of shares ofParent Common Stock for delivery upon payment of benefits,
grant of awards or exercise of options under such Company Stock Plans and (iv) as soon as
practicable after the Effective Time, file registration statements on Form S-8 (or any successor or
other appropriate forms), with respect to the shares of Parent Common Stock subject to such
Company Stock Plans to the extent such registration statement is required under applicable law,
and Parent shall use its best efforts to maintain the effectiveness of such registration statements
(and maintain the current status of the prospectuses contained therein) for so long as such
benefits and grants remain payable and such options remain outstanding . With respect to those
individuals who subsequent to the Merger will be subject to the reporting requirements under
Section 16(a) of the Exchange Act, the Company shall administer the Company Stock Plans,
where applicable, in a manner that complies with Rule 16b-3 promulgated under the Exchange
Act . This Section 7.10 shall not limit any reserved right contained in any Plan to amend, modify,
suspend, revoke or terminate any such plan, program, agreement or arrangement .

Section 7 .11

	

Expenses . Subject to Section 9 .3, all costs and expenses incurred in
connection with this Agreement and the transactions contemplated hereby shall be paid by the
party incurring such expenses .

Section 7 .12

	

Further Assurances. Each party will, and will cause its Subsidiaries to,
execute such further documents and instruments and, subject to the last sentence of Section 7 .3
take such further actions as may reasonably be requested by any other party in order to
consummate the Mergers in accordance with the terns hereof.

Section 7.13

	

Community Involvement . For two years after the Effective Time, Parent
will make at least $60,000 per year in charitable contributions to the communities served by the
Company prior to the Merger and otherwise maintain a substantial level of involvement in
community activities in the State of Rhode Island that is similar to, or greater than, the level of
community development and related activities carried on by the Company .

Section 7.14

	

Financial Statements to be Provided. Upon Parent's request, the
Company shall (i) provide to Parent audited and unaudited financial statements required to be
included in (a) the proxy statements and the registration statement contemplated by the
Agreement of Merger, dated as of October 4, 1999, by and between Parent and Fall River Gas
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Company and (b) the proxy statement contemplated by the Agreement and Plan of Merger, dated
as of November 15, 1999, by and between Parent, GUS Acquisition Corporation and Providence
Energy Corporation, and (ii) cause its independent accountants to deliver to Parent, Fall River
Gas Company and Providence Energy Corporation the required consents in connection therewith .

Section 7.15

	

Offcers of Valley Division . From the Effective Time until the earlier of
their resignation, removal by Parent, or reassignment by Parent in the event of a restructuring of
the Valley Division, the following individuals shall serve the Valley Division of the New
England Business Unit of Parent in the following capacities :

Alfred P. Degen as President and Chief Executive Officer
Charles K. Meunier as Vice President, Operations
Richard G. Drolet as Vice President, Information Systems and Corporate Planning
Sharon Partridge as Vice President, Chief Financial Officer and Treasurer
Jeffrey P . Polucha as Vice President, Marketing and Development
James P. Carney as Assistant Vice President, Human Resources
William D. Mullin as Assistant Vice President, Operations
Alan H. Roy as Assistant Vice President, Gas Supply
Robert A. Young as Assistant Vice President and Chief Engineer

Parent expressly reserves the right to restructure the operations of the Valley Division or the New
England Business Unit at any time and from time to time in any manner that it deems appropriate
in its sole discretion .

ARTICLE VIII
CONDITIONS

Section 8.1

	

Conditions to Each Party's Obligation to Effect the Mergers. The
respective obligations of each party to effect the Mergers shall be subject to the satisfaction at or
prior to the Closing of the following conditions, except, to the extent permitted by applicable
law, that such conditions maybe waived in writing pursuant to Section 9.5 by the joint action of
the parties hereto :

(a)

	

Shareholder Approval. The Company Shareholders' Approval shall have been
obtained .

(b)

	

No Injunction . No temporary restraining order or preliminary or permanent
injunction or other order by any federal or state court preventing consummation of the Mergers
shall have been issued and be continuing in effect, and the Mergers and the other transactions
contemplated hereby shall not have been prohibited under any applicable federal or state law or
regulation.

Section 8.2

	

Conditions to Obligation ofParent to Effect the Mergers . The obligation
of Parent to effect the Mergers shall be further subject to the satisfaction, at or prior to the
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Closing, of the following conditions, except as may be waived by Parent in writing pursuant to
Section 9.5 :

(a)

	

Performance of Obligations ofthe Company. The Company (and its appropriate
Subsidiaries) shall have performed in all material respects its agreements and covenants
contained in or contemplated by this Agreement to be performed by it at or prior to the Effective
Time .

(b)

	

Representations and Warranties . The representations and warranties of the
Company set forth in this Agreement shall be true and correct (i) on and as of the date hereof and
(ii) on and as of the Closing Date with the same effect as though such representations and
warranties had been made on and as of the Closing Date (except for representations and
warranties that expressly speak only as of a specific date or time other than the date hereof or the
Closing Date, which need only be true and correct as of such date or time) except in the case of
clauses (i) and (ii) for such failures of representations or warranties to be true and correct
(without regard to any materiality quali fications contained in any of such representations or
warranties) which, individually and in the aggregate, would not be reasonably likely to result in a
Company Material Adverse Effect .

(c)

	

Closing Certificates . Parent shall have received a certificate signed by an
authorized officer of the Company, dated the Closing Date, to the effect that the conditions set
forth in Section 8.2(a) and Section 8.2(b) of this Agreement have been satisfied .

(d)

	

Statutory Approvals . The Company Required Statutory Approvals, the Parent
Required Statutory Approvals and all other approvals, consents, opinions or rulings of
Governmental Authorities required in order to consummate the transactions contemplated
hereby, shall have been obtained, such approvals shall have become Final Orders (as defined
below) and such Final Orders shall not impose terms or conditions which, individually or in the
aggregate, would be reasonably likely to have a Company Material Adverse Effect or a material
adverse effect on the business, operations, properties, financial condition or results of operation
of Parent, or which would otherwise, in the reasonable determination of Parent, be unduly
burdensome to Parent in a manner that would be, individually or in the aggregate, reasonably
likely to have, a Company Material Adverse Effect or a material adverse effect on the business,
operations, properties, financial condition or results of operation of Parent . A "Final Order"
means an action by a Governmental Authority as to which : (a) no request for stay of the action is
pending, no such stay is in effect and if any time period is permitted by statute or regulation for
filing any request for such stay, such time period has passed ; (b) no petition for rehearing,
reconsideration or application for review of the action is pending and the time for filing any such
petition or application has passed ; (c) such Governmental Authority does not have the action
under reconsideration on its own motion and the time in which such reconsideration is permitted
has passed ; and (d) no appeal to a court, or a request for stay by a court of the Governmental
Authority's action is pending or in effect and the deadline for filing any such appeal or request
has passed . The applicable waiting period under the Hart-Scott-Rodino Antitrust Improvements
Act of 1976, as amended, with respect to the transactions contemplated hereby, shall have
expired or been terminated.
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(e)

	

No Company Material Adverse Effect . No Company Material Adverse Effect
shall have occurred, and there shall exist no fact or circumstance other than facts and
circumstances disclosed in the Company SEC Reports delivered to Parent prior to the date of this
Agreement which is reasonably likely to have a Company Material Adverse Effect .

()Company Required Consents . Each of the Company Required Consents shall
have been obtained to the reasonable satisfaction of Parent, other than any such consents which,
ifnot obtained, are not, individually or in the aggregate, reasonably likely to result in a Company
Material Adverse Effect after the Closing . In addition, all consents and approvals required under
the terms of any note, bond or indenture listed in Section 4.4(b) of the Company Disclosure
Schedule to which the Company or any of its Subsidiaries is a party, shall have been obtained .

(g)

	

Resignations . Each director ofthe Company, and each director of the Subsidiaries
of the Company, shall resign or retire as a director of the applicable entity effective as of the
Effective Time in accordance with such entity's organizational documents and applicable
provisions of the RIBCA or other applicable state law, as the case may be; provided , however ,
that such resignations (but not retirements) shall not cause the termination of any such person's
employment as an employee of the Company or its Subsidiaries .

(h)

	

Tax Good Standing. Letters of Tax Good Standing shall have been obtained for
the Company and its Subsidiaries from the Rhode Island Department of Taxation .

(i)

	

Company Bondholders' Consent . All holders of each series of First Mortgage
Bonds issued and outstanding under the Indenture of First Mortgage, dated as of December 15,
1992, between Valley, the Company, as Guarantor, and State Street Bank and Trust Company, as
Trustee, and all holders of each series of debentures issued and outstanding under the Indenture
between the Company and Mellon Bank, N.A., dated as of September 1, 1997, each as amended
or supplemented from time to time, shall have consented to such amendments to such Indentures
as requested by Parent.

(l)

	

Legislative Actions . The Legislative Actions shall have been completed.

Section 8 .3

	

Conditions to Obligation ofthe Company to Effect the Mergers . The
obligation of the Company to effect the Mergers shall be further subject to the satisfaction, on or
prior to the Closing Date, of the following conditions, except as may be waived by the Company
in writing pursuant to Section 9 .5 :

(a)

	

Performance of Obligations ofParent. Parent shall have performed in all material
respects its agreements and covenants contained in or contemplated by this Agreement to be
performed by it at or prior to the Effective Time.

(b)

	

Representations and Warranties . The representations and warranties of Parent set
forth in this Agreement shall be true and correct (i) on and as of the date hereof and (ii) on and as
of the Closing Date with the same effect as though such representations and warranties had been
made on and as of the Closing Date (except for representations and warranties that expressly
speak only as of a specific date or time other than the date hereof or the Closing Date, which
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need only be true and correct as of such date or time) except in the case of clauses (i) and (ii) for
such failures of representations or warranties to be true and correct (without regard to any
materiality qualifications contained in any of such representations and warranties) which, in the
aggregate, would not be reasonably likely to result in a Parent Material Adverse Effect .

(c)

	

,Statutory Approvals . The Company Required Statutory Approvals and the Parent
Required Statutory Approvals shall have been obtained. The applicable waiting period under the
Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, with respect to the
transactions contemplated hereby, shall have expired or been terminated .

(d)

	

Closing Certificates . The Company shall have received a certificate signed by an
authorized officer of Parent, dated the Closing Date, to the effect that the conditions set forth in
Section 8 .3(a) and Section 8 .3(b) of this Agreement have been satisfied .
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ARTICLE IX
TERMINATION, AMENDMENT AND WAIVER

Section 9 .1

	

Termination . This Agreement may be terminated at any time prior to the
Closing Date, whether before or after approval by the shareholders ofthe Company contemplated
by this Agreement:

(a)

	

by mutual written consent of the Company and Parent;

(b)

	

by any party hereto, by written notice to the other parties, if
the Effective Time shall not have occurred on or before the date that is 15
months from the date hereof (the "Initial Termination Date"); provided ,
however , that if on the Initial Termination Date the conditions to the
Closing set forth in Section 8 .2(d), 8 .3(c) or 8 .2() shall not have been
fulfilled but all other conditions to the Closing shall be fulfilled or shall be
capable of being fulfilled, then the Initial Termination Date shall be
extended to the 18-month anniversary of the date hereof; and provided ,
further , that the right to terminate this Agreement under this Section 9 .1(b)
shall not be available to any party whose failure to fulfill any obligation
under this Agreement or whose breach of any agreement or covenant has
been the cause of, or resulted directly or indirectly in, the failure of the
Effective Time to occur on or before the Initial Termination Date or as it
may be so extended ;

(c)

	

by any party hereto, by written notice to the other parties, if
the Company Shareholders' Approval shall not have been obtained at a
duly held Company Special Meeting, including any adjournments thereof,
by the Initial Termination Date ;

(d)

	

by any party hereto, by written notice to the other parties if
any state or federal law, order, rule or regulation is adopted or issued,
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which has the effect of prohibiting the Mergers, or by any party hereto if
any court of competent jurisdiction in the United States or any State shall
have issued an order, judgment or decree permanently restraining,
enjoining or otherwise prohibiting the Mergers, and such order, judgment
or decree shall have become final and nonappealable ;

(e)

	

by the Company prior to the time at which the Company
Shareholders' Approval shall have been obtained, upon five days' prior
written notice to Parent, if the Board of Directors ofthe Company
determines in good faith that termination of this Agreement is necessary
for the Board of Directors of the Company to act in a manner consistent
with its fiduciary duties to shareholders under applicable law by reason of
an Alternative Proposal meeting the requirements of Section 6 .2 having
been made; provided that

(A) the Board of Directors of the Company shall determine based
on advice of outside counsel with respect to the Board of Directors'
fiduciary duties that notwithstanding a binding commitment to
consummate an agreement ofthe nature of this Agreement entered into in
the proper exercise of its applicable fiduciary duties, and notwithstanding
all concessions which may be offered by Parent in negotiation entered into
pursuant to Section 6.2(b), it is necessary pursuant to such fiduciary duties
that the directors reconsider such commitment as a result of such
Alternative Proposal ;

(B) the other provisions of Section 6.2(b) have been complied
with by the Company; and

(C) the Company's ability to terminate this Agreement pursuant to
Section 9.1 (e) is conditioned upon the payment by the Company to Parent
of the amounts owed by it pursuant to Section 9.3 ;

(f)

	

by the Company, by written notice to Parent, if (i) there
exist breaches of the representations and warranties of Parent made herein
as of the date hereof which breaches, individually or in the aggregate,
would or would be reasonably likely to result in a Parent Material Adverse
Effect, and such breaches shall not have been remedied within 20 days
after receipt by Parent ofnotice in writing from the Company, specifying
the nature of such breaches and requesting that they be remedied, or
(ii) Parent shall have failed to perform and comply with, in all material
respects, its agreements and covenants hereunder, and such failure to
perform or comply shall not have been remedied within 20 days after
receipt by Parent of notice in writing from the Company, specifying the
nature of such failure and requesting that it be remedied ;
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(g)

	

by Parent, by written notice to the Company, if (i) there
exist breaches of the representations and warranties of the Company made
herein as of the date hereof which breaches, individually or in the
aggregate, would or would be reasonably likely to result in a Company
Material Adverse Effect, and such breaches shall not have been remedied
within 20 days after receipt by the Company of notice in writing from
Parent, specifying the nature of such breaches and requesting that they be
remedied, (ii) the Company (or its appropriate Subsidiaries) shall not have
performed and complied with its agreements and covenants contained in
Sections 6.1 (b) and 6.1 (c) or shall have failed to perform and comply with,
in all material respects, its other agreements and covenants hereunder, and
such failure to perform or comply shall not have been remedied within 20
days after receipt by the Company of notice in writing from Parent,
specifying the nature of such failure and requesting that it be remedied, or
(iii) the Board of Directors of the Company or any committee thereof (A)
shall withdraw or modify or proposes to withdraw or modify in any
manner adverse to Parent its approval or recommendation of this
Agreement or the transactions contemplated hereby, (B) shall fail to
reaffirm such approval or recommendation upon Parent's request within
two days of such request, (C) shall approve or recommend any acquisition
of the Company or any of its Subsidiaries or a material portion of their
respective assets or any tender offer for the shares of capital stock of the
Company or any of its Subsidiaries or any other Alternative Proposal, in
each case by a party other than Parent or any of its Affiliates, (D) causes
the Company or any of its Subsidiaries to enter into a definitive agreement
related to the Alternative Proposal or (E) shall resolve to take any of the
actions specified in clause (A), (B), (C) or (D) ; or

(h)

	

by Parent, by written notice to Company, if a third party,
including a group (as defined under the Exchange Act), acquires securities
representing greater than 50% of the voting power of the outstanding
voting securities of Company .

Section 9 .2

	

Effect ofTermination . In the event of termination of this Agreement by
either the Company or Parent pursuant to Section 9.1, there shall be no liability on the part of any
party or its Affiliates, shareholders, officers or directors, agents or other representatives
hereunder ; provided, however, that (i) any fee payable under Section 9.3 is paid to Parent and (ii)
no such termination shall relieve any party of liability for any claims, damages or losses suffered
by the other party as a result ofthe negligent or willful failure of a party to perform any
obligations required to be performed by it hereunder on or prior to the date of termination and
(iii) the agreement contained in the last sentence of Section 7.1 (a) and Sections 7.11, 9 .3, 10 .3,
10.4, 10.5, 10.6, 10.7, 10.8, 10.9 and 10.10 shall survive any termination of this Agreement.
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Section 9.3

	

Termination Fee; Expenses .

(a)

	

The Company shall pay Parent a fee of $5 .0 million in cash ("Termination Fee")
upon the termination of this Agreement by the Company pursuant to Section 9 .1 (e) or by Parent
pursuant to Section 9.1(g)(iii) or 9.1(h) .

(b)

	

Liquidated Damages; Prompt Payment . The parties agree that the agreements
contained in this Section 9.3 are an integral part of the transactions contemplated by the
Agreement and constitute liquidated damages and not a penalty . If the Company fails to pay
promptly to Parent the fee due under Section 9.3, in addition to any amounts paid or payable
pursuant to Section 9.3, the Company shall pay the costs and expenses (including legal fees and
expenses) in connection with any action, including the filing of any lawsuit or other legal action,
taken to collect payment, together with interest on the amount of any unpaid fee at the prime rate
published in The Wall Street Journal on the date (or preceding business day if such date is not a
business day) such fee was required to be paid, compounded on a daily basis using a 360-day
year .

Section 9.4

	

Amendment . This Agreement may be amended by the Boards of Directors
of the parties hereto, at any time before or after approval hereofby the shareholders of the
Company and prior to the Effective Time, but after such approvals, no such amendment shall
(a) alter or change the amount of the Merger Consideration, or (b) alter or change any of the
terms and conditions ofthis Agreement if any of the alterations or changes, alone or in the
aggregate, would materially adversely affect the rights ofholders of Company capital stock,
except for alterations or changes that could otherwise be adopted by the Board of Directors of the
Company, without the further approval of such shareholders . This Agreement may not be
amended except by an instrument in writing signed on behalf of each of the parties hereto .

Section 9.5

	

Waiver. At any time prior to the Effective Time, the parties hereto may (a)
extend the time for the performance of any of the obligations or other acts of the other parties
hereto, (b) waive any inaccuracies in the representations and warranties contained herein or in
any document delivered pursuant hereto and (c) waive compliance with any of the agreements or
conditions contained herein, to the extent permitted by applicable law . Any agreement on the
part of a party hereto to any such extension or waiver shall be valid if set forth in an instrument
in writing signed on behalf of such party. Except as otherwise expressly provided in this
Agreement, neither the failure nor any delay on the part of any party to exercise any right, power
or privilege hereunder shall operate as a waiver thereof, nor shall any single or partial exercise or
waiver of any such right, power or privilege preclude any other or further exercise thereof, or the
exercise of any other right, power or privilege available to each party at law or in equity .

W6-N3200170.DOC
V5

ARTICLE X
GENERAL PROVISIONS

Section 10.1

	

Non-survival. All representations, warranties and agreements in this
Agreement shall not survive the Merger, except as otherwise provided in this Agreement and
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If to the Company, to:

with a copy to :

except for the agreements contained in this Section 10.1, in Articles I and 11 and in Sections 7 .5,
7.11,9 .3,10.3,10.4,10.5,10.6,10.7,10.8,10.9and10.10 .

Section 10.2

	

Brokers . The Company represents and warrants that, except for
PaineWebber Incorporated whose fees have been disclosed to Parent prior to the date hereof, no
broker, finder or investment banker is entitled to any brokerage, finder's or other fee or
commission in connection with the Mergers or the transactions contemplated by this Agreement
based upon arrangements made by or on behalfofthe Company or any of its Subsidiaries .
Parent represents and warrants that no broker, finder or investment banker is entitled to any
brokerage, finder's or other fee or commission in connection with the Mergers or the transactions
contemplated by this Agreement based upon arrangements made by or on behalf of Parent .

Section 10.3

	

Notices . All notices and other communications hereunder shall be in
writing and shall be deemed given if (a) delivered personally, (b) sent by reputable overnight
courier service on the business day after mailing, (c) telecopied (which is confirmed) (if
confirmed during business hours) at the time of such confirmation or (if confirmed outside of
business hours) the next business day or (d) mailed by registered or certified mail (return receipt
requested) five days after being so mailed, in each case to the parties at the following addresses
(or at such other address for a party as shall be specified by like notice) :

Valley Resources, Inc .
1595 Mention Road
P .O. Box 7900
Cumberland, Rhode Island 06144
Attention : Sharon Partridge

Vice President, ChiefFinancial Officer, Secretary and Treasurer
Telephone :

	

(401) 334-1188
Telecopy :

	

(401) 334-9135

Edwards and Angell, LLP
51 John F. Kennedy Parkway
Short Hills, New Jersey 07078
Attention : Christine M . Marx, Esq .
Telephone :

	

(973) 921-5219
Telecopy :

	

(973) 376-3380
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(ii)

	

Ifto Parent or Merger Sub, to :

Southern Union Company
504 Lavaca Street, Suite 800
Austin, Texas 78701
Attention :

	

Peter H. Kelley
President and Chief Operating Officer

Telephone :

	

(512) 370-8307
Telecopy :

	

(512) 477-3879

with a copy to :

Hughes Hubbard & Reed LLP
One Battery Park Plaza
New York, New York 10004
Attention :

	

Kenneth A. Leflcowitz, Esq .
Telephone :

	

(212) 837-6557
Telecopy :

	

(212) 422-4726

Section 10.4

	

Miscellaneous . This Agreement (including the documents and instruments
referred to herein) (a) constitutes the entire agreement and supersedes all other prior agreements
and understandings, both written and oral, among the parties, or any of them, with respect to the
subject matter hereof other than the Confidentiality Agreement; and (b) shall not be assigned by
operation of law or otherwise without the prior written consent of the other parties hereto . Any
assignment in violation of the terms of this Agreement shall be null and void ab initio . This
Agreement shall be construed in accordance with and governed by the laws of the State of
New York (without regard to its principles of conflicts of law other than Sections 5-1401 and 5-
1402 of the New York General Obligations Law), including all matters of construction, validity
and performance, except to the extent that the terms and consummation of the Mergers are
subject to the Delaware General Corporation Law or the RIBCA, in which case such laws shall
govem.

Section 10.5

	

Interpretation . When a reference is made in this Agreement to Sections or
Exhibits, such reference shall be to a Section or Exhibit of this Agreement, respectively, unless
otherwise indicated . The table of contents and headings contained in this Agreement are for
reference purposes only and shall not affect in any way the meaning or interpretation of this
Agreement . Whenever the words "include," "includes" or "including" are used in this
Agreement, they shall be deemed to be followed by the words "without limitation ."

Section 10.6

	

Counterparts ; Effect . This Agreement may be executed in one or more
counterparts, each of which shall be deemed to be an original, but all of which shall constitute
one and the same agreement .

Section 10.7

	

Parties in Interest. This Agreement shall be binding upon and inure solely
to the benefit of each party hereto and their respective successors and permitted assigns, and,
except for rights of Indemnified Parties as set forth in Section 7 .5, nothing in this Agreement,
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express or implied, is intended to confer upon any other person any rights or remedies of any
nature whatsoever under or by reason ofthis Agreement .

Section 10 .8

	

Waiver ofJury Trial. Each party to this Agreement waives, to the fullest
extent permitted by applicable law, any right it may have to a trial by jury in respect of any
action, suit or proceeding arising out of this Agreement.
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Section 10.9

	

Enforcement. The parties agree that irreparable damage would occur in
the event that any of the provisions ofthis Agreement were not performed in accordance with
their specific terms or were otherwise breached . It is accordingly agreed that the parties shall be
entitled to an injunction or injunctions to prevent breaches of this Agreement and to enforce
specifically the terms and provisions of this Agreement in any court ofthe United States located
in the State of Rhode Island or in the Southern District ofNew York in the county of New York
and the borough of Manhattan, or in Rhode Island state court or in New York state court in the
county ofNew York and the borough ofManhattan, this being in addition to any other remedy to
which they are entitled at law or in equity . In addition, each of the parties hereto (a) consents to
submit itself to the personal jurisdiction of any federal court located in the State of Rhode Island
or in the Southern District of New York in the county of New York and the borough of
Manhattan, or any Rhode Island state court or in any New York state court in the county of New
York and the borough of Manhattan in the event any dispute arises out of this Agreement or any
of the transactions contemplated by this Agreement, (b) agrees that it will not attempt to deny
such personal jurisdiction by motion or other request for leave from any such court and (c) agrees
that it will not bring any action relating to this Agreement or any of the transactions
contemplated by this Agreement in any court other than a federal or state court sitting in the State
of Rhode Island or in the county of New York and the borough ofManhattan .

Section 10.10 Construction ofAgreement . The terms and provisions ofthis Agreement
represent the results of negotiations between the parties and their representatives, each of which
has been represented by counsel of its own choosing, and neither ofwhich has acted under duress
or compulsion, whether legal, economic or otherwise . Accordingly, the terms and provisions of
this Agreement shall be interpreted' and construed in accordance with their usual and customary
meanings, and each of the parties hereto hereby waives the application in connection with the
interpretation and construction of this Agreement of any rule of law to the effect that ambiguous
or conflicting terms or provisions contained in this Agreement shall be interpreted or construed
against the party whose attorney prepared the executed draft or any earlier draft of this
Agreement.

[Signature Page Follows]
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IN WITNESS WHEREOF, the Company, Parent and Merger Sub have caused this
Agreement to be signed by their respective officers thereunto duly authorized as of the date first
written above.

W6-N3200170.DOC
V5

VALLEY RESOURCES, INC.

By:

SOUTHERN UNION COMPANY

By:

By:

Name : Alfred P . De.-en
Title :

	

President and Chief Executive Officer

Name: Peter H. Kelley
Title :

	

President and Chief Operating Officer

SUG ACQUISITION CORPORATION
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Name : Peter H. Kelley
Title : President



SECRETARY'S CERTIFICATE
SOUTHERN UNION COMPANY

The undersigned, Susan M . Westbrook, hereby certifies as follows :

1 .

	

The undersigned is the duly appointed and acting Assistant Secretary of Southern
Union Company, a Delaware corporation (the "Company") .

2 .

	

Attached hereto is a true and correct copy of the resolutions adopted by the
Executive Committee of the Board of Directors of the Company at a meeting held on
November, 16, 1999, authorizing the merger of Valley Resources, Inc . ("Valley"), into
the Company for merger consideration of $24 .00 per share of Valley common stock .

IN WITNESS WHEREOF, I have hereunto set my hand and affixed the seal of
the Company the 7' day of January, 2000 .

By :

APPENDIX 2

Susan M . Westbrook, Assistant Secretary



RESOLUTIONS ADOPTED BY THE EXECUTIVE COMMITTEE
OF SOUTHERN UNION COMPANY AT ITS

NOVEMBER 16, 1999 MEETING

Approval of Merger with Valley Resources . Inc.

WHEREAS, certain officers and representatives of the Corporation have commenced
negotiation of an Agreement of Merger (the "Merger Agreement") between the Corporation
and Valley Resources, Inc., (VR) which would provide for the merger of VR into the
Corporation (the "Merger") pursuant to which VR's shareholders would receive
approximately $24 per share in cash, subject to final negotiations between the Corporation
and VR (the "Merger Consideration") ;

WHEREAS, the exact amount of the Merger Consideration shall be subject to
various adjustments based upon the Corporation's due diligence and as set forth in the
Merger Agreement that values VR at $24 per VR share;

WHEREAS, the Board has been provided background information about VR, pro
forma financial information reflecting the Merger, and a draft of the proposed Merger
Agreement.

NOW, THEREFORE, be it and it hereby is :

RESOLVED, that this Board has determined that the Merger, the Merger
Consideration and all other terms and conditions of the Merger Agreement, are advisable
and in the best interests of the Corporation and its stockholders .

RESOLVED, that the Merger Agreement, containing terms substantially consistent
with those reviewed by this Board, hereby is adopted, accepted and approved in all
respects ; that the officers and representatives of the Corporation hereby are authorized
and directed to negotiate or cause to be negotiated, and the proper officers of the
corporation hereby are authorized and directed upon execution and delivery thereof by and
on behalf of VR to execute and deliver a definitive Merger Agreement that reflects such
amendments, schedules, exhibits and supplements as such officers deem necessary or
appropriate ; and that the executed form of the Merger Agreement including any schedules
and exhibits thereto shall be attached to these minutes.

RESOLVED, that the officers of the Corporation hereby are authorized to take or
cause to be taken all actions necessary or appropriate in connection with the preparation
and filing of (i) a Pre-Merger Notification under the Hart-Scott-Rodino Antitrust
Improvements Act of 1976 and (ii) such other certificates, agreements, documents,
instruments and applications as any such officer deems necessary or appropriate, with' any
other federal, state or local governmental authority in order to effect the transactions
contemplated by the Merger Agreement and in order to carry out the intent of the
foregoing resolutions .



RESOLVED, that all actions taken to date by officers or representatives of the
Corporation acting at the direction of officers of the Corporation in connection with the
Merger Agreement hereby are confirmed, ratified and approved in all respects, and that
such officers or representatives hereby are further authorized and directed to take or cause
to be taken all other actions that they may deem necessary or appropriate in connection
with seeking and obtaining any necessary regulatory approval and any other necessary
third party consent or authorization for any part or all of the transactions contemplated by
and appropriate as a result of the Merger Agreement.

RESOLVED, that such officers be, and hereby are, authorized and directed to
execute and deliver all other instruments and documents contemplated by or incidental to
the Merger Agreement and the transactions contemplated thereby that such officers deem
necessary or appropriate, and to take or cause to be taken all actions on behalf of the
Corporation that such officers deem necessary or appropriate to comply with the terms of
and to consummate the transactions contemplated by the Merger Agreement consistent
with applicable legal or regulatory considerations or to otherwise carry out the intent of the
foregoing resolutions.



Southern Union Company
Unaudited Pro Forma Combined Financial Information

as of and for the year ended September 30, 1999

The following unaudited pro forma condensed combined financial statements give effect to the merger of Southern Union Company, Pennsylvania
Enterprises, Inc ., Fall River Gas Company, Providence Energy Company, and Valley Resources, Inc . using the purchase method of accounting. These
unaudited pro forma condensed combined financial statements should be read in conjunction with the historical financial statements and related notes of
Southern Union Company, Pennsylvania Enterprises, Inc ., Fall River Gas Company, Providence Energy Company, and Valley Resources, Inc. The
historical financial statements for Pennsylvania Enterprises, Inc. and Valley Resources, Inc . include certain reclassifications to conform to Southern Union
Company's presentation . These reclassifications have no impact on net income or total stockholders' equity .

The unaudited pro forma condensed combined balance sheet as of September 30, 1999 assumes the mergers had been completed' on September 30, 1999 .
The unaudited pro forma combined income statements for the year ended September 30, 1999 assume the mergers had been completed on October 1, 1998,
the beginning of the earliest period presented .



SOUTHERN UNIONCOMPANY
UNAUDITEDPROFORMACOMBINED STATEMENT OF OPERATIONS

FORTHETWELVE MONTHS ENDED SEPTEMBER 30, 1999

1 Amounn presented areroc 12 monms ended August 31, 1999 (Volley Rmuraes' fisnxl year end) .
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Operating revenues $ 612,562 $ 242,168 $ 42,081 $ 225,029 $ 66,418 $ 112,535 (A) $ 1,300,793
Cost ofgas and other energy 346,904 151,785 22,491 119,043 33,997 79,697 (A) 753,917

Operating margin 265,658 90,383 -19,590 105,986 32,421 32,838 546,876

Operating expenses :
Operating, maintenance and general 108,910 38,419 12,561 53,047 16,901 229,838
Depreciation and amortization 42,286 10,452 2,104 17,496 3,352 14,020 In) 89,710
Tum, other than on income 47,181 12,583 1,602 14,553 4,049 7,609 (A) 87,577

Total operating expenses 198,377 61,454 16,267 85,096 24,302 21,629 407,125
Net operating revenues 67,281 28,929 3,323 20,890 8,119 11,210 139,752

Other income (expenses) :
Interest (35,622) (11,416) (1,636) .(8,700) (3,008) (34,669) (C) (95,051)
Dividends onpreferred securities (9,480) - - - - (9,856) (D) (19,336)
Other, net (3,695) (445) 1,020 1,123 848 5,039 (e) 3,890

Total other expenses, net (48,797) (11,861) (616) (7,577) (2,160) (39,486) (110,497)

Earnings before income taxes 18,484 17,068 2,707 13,313 5,959 (28,277) 29,254
Federal and state income taxes 7,091 6,452 607 4,540 1,772 (4,990) (F) 15,472
Net earnings before preferred stock dividend

requirements 11,393 10,616 2,100 8,773 4,187 (23,287) 13,782
Preferred stock dividend requirements (386) (348) 734 (G) -

Net earnings available for common stock $ 11,393 $ 10,230 $ 2,100 $ 8,425 $ 4,187 $ (22, 553) $ 13,782

Diluted earnings per common share $ 0.35 $ 0.94 $ 0.96 $ 1.40 $ 0.84 $ 0.27

Weighted average shares outstanding-diluted 32,631,942 10,870,757 2,196,938 6,034,134 4,979,508 (6,143,964) (B) 50,569,315

See accompanying notes



(A) Reflects adjustment to increase Southern Union's and Pennsylvania Enterprises, Inc.'s operating revenue, cost of gas and other energy, and revemte-related taxes to reflect weather
at 1(10% of a 30-year measure for the twelve months ended September 30, 1999 .

(B)

	

Reflects amortization of the estimated excess purchase price over the historical book value of the net assets acquired of Pennsylvania Enterprises, Inc ., Fall River Gas Company,
Providence Energy Company, and Valley Resources, Inc. on a straight line basis over a40 year period,

(Q

Southern Union Company
Notes to Unaudited Pro Forma Combined Statement of Operations

For the Twelve Months Ended September 30, 1999

Reflects interest expense on $514 .2 million of long-term debt at an assumed annual interest rate of 8.25% . The long-term debt is assumed o be utilized to finance portions of the purchase of
the common stock of Pennsylvania Enterprises, Inc., Fall River Gas Company, Providence Energy Company, and Valley Resources, Inc . ; to refinance certain short-term debt of
Pennsylvania Enterprises, Inc . ; and o pay for certain acquisition related costs related to change of control agreements, funding of certain benefit plans of the acquired companies and
payment of various professional fees . The amount presented is net of interest expense on the short-term debt refinanced .

Reflects dividend expense on $105 .8 million of preferred securities at an assumed annual ram of9,25% . The preferred securities issuance is assumed to be utilized to finance the
remaining portion of the purchase of Providence Energy Company .

	

,

Reflects elimination of non-recurring charges .

Reflects the income tax consequence of the pro forma adjustments.

Reflects the elimination of preferred stock dividend requirement due to repurchase by Pennsylvania Enterprises Inc . and Providence Energy Company of all subsidiary
preferred stock outstanding prior to the merger closing for Pennsylvania Enterprises, Inc . and as part of the acquisition of Providence Energy Company .

Reflects the elimination of all the acquired companies' common stock, rut of the issuance of Southern Union Company common stock o Pennsylvania Enterprises, Inc .
shareholders at an exchange ratio of 1 .59006 and the issuance of Southern Union Company stock to Fall River Gas Company shareholders at an exchange ratio of 1 .175 .



SOUTHERN UNION COMPANY
UNAUDITED PRO FORMA CONDENSED BALANCE SHEET

SEPTEMBER 30, 1999

See accompanying notes

1 Amoum presented sre for 12 months ended August 31, 1999 (VSltey Resources' fiscal year end).
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Property, plant and equipment $ 1,130,034 $ 389,666 $ 62,319 $ 345,671 $ 86,446 $ - $ 2,014,136
Less accumulated depreciation and amortization (376,440) (102,467) (22,553) (127,481) (34,111) (663,052)

753,594 287,199 39,766 218,190 52,335 - 1,351,084
Additional purchase cost assigned to utility

plant, net 133,275 560,780 (A) 694,055
Net property, plant and equipment 886,869 287,199 39,766 218,190 52,335 560,780 2,045,139

Current assets 84,672 60,183 11,298 27,579 18,612 (54,104) (B) 148,240

Deferred charges 97,425 40,638 437 38,450 21,818 11,611 (G) 210,379
Investment securities 13,413 - 11,186 1,740 - 26,339
Real estate and other 15,251 32,936 4,182 2,628 5,718 8,000 (D) 68,715

Total $ - 1,097,630 $ 420,956 $ 55,683 $ 298,033 $ 100,223 $ 526,287 $ 2,498,812

STOCKHOLDERS' EQUITY AND LIABILITIES

Common stockholders' equity $ 294,723 $ 137,832 $ 17,584 $ 93,107 $ 35,806 $ 76,167 (E) $ 655,219

Preferred stuck 3,200 (3,200) (F) -
Company-obligated mandatorily redeemable preferred

securities of subsidiary trust 100,000 - 105,809 (G) 205,809

Long-Lemldebt and capital lease obligation 390,413 95,000 19,500 91,321 32,648 - 514,196514,196 (HI 1,143,078

Toulcapitalization 785,136 232,832 37,084 187,628 68,454 692,972 2,004,106

Current liabilities 164,848 109,666 10,616 76,674 14,598 (166,685) (q 209,717

Deferred credits and other 79,023 15,106 3,450 9,580 4,303 - 111,462
Accumulated deferred income taxes 68,623 63,352 4,533 24,151 12,868 - 173,527
Commitments and contingencies - - -

Total $ 1,097,630 $ 420,956 $ 55,683 $ 298,033 $ 100,223 . $ 526,287 $ 2,498,812



(B)

	

Reflects the reduction of operating cash that was used to fund portions of the acquisitions .

Southern Union Company
Notes to Unaudted Pro Forma Condensed Balance Sheet

For the Twelve Months Ended September 30, 1999

(A)

	

Reflects the estimated excess of the purchase price over the historical book value of the net assets acquired of Pennsylvania Enterprises, Inc., Fall River Gas Company, Providence
Energy Company, and Valley Resources, Inc.

(C) Reflects the capitalization of estimated debt and preferred securities issuance costs associated with the $514 .2 million in long-term debt and the $105 .8 million in preferred
securities to be amortized on a straight line basis over the life of the new debt and securities .

(D) Reflects the allocation of the excess purchase price adjustment for Pennsylvania Enterprises, Inc. m certain non-regulated assets .

(E) Reflects the elimination of common stockholders' equity of Pennsylvania Enterprises, Inc., Fall River Gas Company, Providence Energy Company, and Valley Resources, as well ns
the issuance of Southern Union Company common stock to Pennsylvania Enterprises, Inc. and Fall River Gas Company shareholders .

(F) Reflects the repurchase by Pennsylvania Enterprises Inc . and Providence Energy Company of all subsidiary preferred stock outstanding prior to the merger closing for Pennsylvania
Enterprises, Inc . and as part of the acquisition of Providence Energy Company .

(G)

	

Reflects issuance of $105 .8 million of preferred securities at an assumed annual rate of9 .25 % . The preferred securities issuance is assumed to be utilized to finance the
remaining portion of the purchase of Providence Energy Company .

(i0 Reflects issuance of $514 .2 million of long-term debt at an assumed annual interest rate of 8 .25% . The long-term debt is assumed to be utilized to finance portions of the purchase of
the common stock of Pennsylvania Enterprises, Inc ., Fall River Gas Company, Providence Energy Company, and Valley Resources, Inc . ; to refinance certain short-term debt of
Pennsylvania Enterprises, Inc . ; and to pay for certain acquisition related costs related to change of control agreements, funding of certain benefit plans of the acquired companies and
payment of various professional fees .

Reflects refinancing of certain short-term debt of Penmylvania Enterprises, Inc . and Southern Union Company .



DOCUMENTS GENERATED BY SOUTHERN UNION COMPANY
RELATIVE TO THE ANALYSIS OF THE MERGER (NON-PRIVILEGED)

WITH VALLEY RESOURCES, INC. (VALLEY)

Due Diligence Request to Valley

Valley Resources Employee Benefits Questions and Issues

Proforma Balance Sheet and Statement of Operations of Southern Union as ofand for the Twelve Months Ended
September 30, 1999 (Appendix 3)

November 16, 1999 Southern Union Company Meeting ofthe Executive Committee Minutes

Resolutions Adopted by the Executive Committee ofthe Southern Union Company, November 16, 1999
(Appendix 2)

SUG Acquisition Corporation, Written Consent of Sole Director, November 24, 1999

Consent in Writing of the Executive Committee ofthe Board of Directors, November 30, 1999

Unanimous Consent in Writing of the Board of Directors of Southern Union Company, November 22, 1999
(Appendix 2)

Agreement and Plan ofMerger (Appendix 1) and Related Documents

Recent Purchases ofNatural Gas Distribution Companies

"Public Company" Function Savings Analysis

APPENDIX 4


