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In the matter of the application of

	

)
Southern Union Company for authority

	

)
to acquire the common stock of and to

	

)
merge with Fall River Gas Company,

	

)

	

Case No. GM- 2000 - 5"0,3
and, in connection therewith, certain

	

)
other related transactions .

	

)

APPLICATION

COMESNOWSouthern 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

1 .

	

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 of natural 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 bylaw. Southern Union's documents of incorporation 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 apart hereof

for all purposes .
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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 SouthernUnion is a gas corporation doing business in the State ofMissouri,

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

"no [gas] corporation shall directly or indirectly acquire the stocks or bonds ofany 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', Florida, 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 .

	

Fall River Gas Company ("FAL"), a Massachusetts corporation, provides natural gas

service to approximately 47,000 residential, commercial and industrial customers in the city ofFall

River and the towns of Somerset, Swansea and Westport, all of which are located in southeastern

Massachusetts. FAL's operations are regulated by the Massachusetts Department of

Telecommunications and Energy .

THE TRANSACTION

7.

	

OnOctober 4, 1999, Southern Union and FAL entered into an Agreement of Merger

(the "Agreement") pursuant to which Southern Union has agreed to acquire FAL for approximately

$72 million, including the assumption of FAL long-term indebtedness, as more particularly

described in the Agreement . The Agreement calls for each FAL shareholder to receive $23 .50 per

share in Southern Union common stock, cash or a combination of stock and cash . The number of

shares received for each FAL share will depend on the average closing price of Southern Union's

stock for a period often consecutive trading days ending on the third full trading day before the day

that the transaction is completed, as explained in Section 3.1 of the Agreement. As ofthe Effective

'Case No. GM-97-341 .
'Case No. GM-98-146 .
'Case Nos. GM-2000-43 .



Time, as defined in Section 2.2 ofthe Agreement, FAL will be merged with and into Southern Union

and Southern Union will be the surviving corporation . The foregoing transaction is hereinafter

referred to as "the Merger." A copy of the 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 hereof for all purposes .

9 .

	

Acopy oftheproforma balance sheet and statement ofoperations ofSouthern Union

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

as the pending mergers with Providence Energy Corporation and Valley Resources, Inc., that are the

subject of separate 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 hereoffor all purposes is a list

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

PUBLIC INTEREST

11 .

	

Forthe following reasons, the proposed acquisition ofthe stock ofFAL, 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

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

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

4



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 pending mergers in the New England area (FAL,

Providence Energy Corporation and Valley Resources, Inc.) 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 merger, 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 ofthe Merger with FAL and said

customers will continue to be served effectively and efficiently .

15 .

	

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

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

of the structures, facilities or equipment of MGE are located .

5



16 .

	

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

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

17 .

	

TheCommission 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 ofthis 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 ofany asserted merger premium (i.e ., the amount of the total purchase

price above net bookvalue, including transaction costs), paid by Southern Union for FAL or incurred

as a result ofthe Merger shall be treated below the 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

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

6



such costs, regardless of any 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 a result 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 ofthe 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 ofthe nature ofcosts incurred . Southern Union will

maintain its books and records so that all acquisition and merger costs (including this transaction and

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

7



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 FAL employees), number of hours worked, type ofwork performed

and travel and other expenses incurred for all work related to FAL 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 ofcapital 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 of MGE

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

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

Union.



(G)

	

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

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

structure and organization, including Southern Union's progress toward incorporating FAL'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 atthe meeting to 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 and billing 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 of tracking and

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

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

to be allocated to Southern Union's regulated divisions .

19 .

	

Southern Union hereby restates, ratifies and confirms its commitment to the customer

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

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

No. GM-2000-43 . See, Stipulation 12.



20.

	

Southern Union understands thatthe 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 rightto consider the ratemaking treatment afforded the Merger

and the effects on cost of capital 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 of and to merge with FAL

and to otherwise accomplish the Merger all pursuant to the terms of the Agreement of Merger,

Appendix 1 hereto ;

(C)

	

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

terms of the Agreement of Merger, Appendix 1 hereto ;

(D)

	

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

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,

(E)

	

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

1 0



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

related transactions in accordance with the Agreement of Merger.

Respectfully submitted,

Certificate of Service

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

James C. Swearengen
Paul A. Boudreau
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P . O. Box 456
Jefferson City, MO 65102-0456
(573) 635-7166

ATTORNEYS FORSOUTHERNUNION COMPANY

1 hereby certify that a true and correct copy of the above and foregoing document was
sent by U.S . Mail, postage prepaid, or hand-delivered, on this 1'7 day of .�,_
2000, to:



STATE OF TEXAS

	

)
ss

COUNTY OF TRAVIS

	

)

AFFIDAVIT

I, 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 .

{.\ .
Peter H. Kelley

Subscribed and sworn before me this 16" day of February, 2000 .

oar/ K . Sherben~

Notary Public in and for the
State of Texas

My Commission Expires: 1/27/2003



State of Missouri

	

)
ss

County of Jackson

	

)

I, Steven W. Cattron, having been duly sworn upon my oath, state that I am the President
and Chief Operating Officer of Missouri Gas Energy, that I am duly authorized to make this
affidavit on behalf of Missouri Gas Energy 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.

h

	

/
Subscribed and sworn before me this

	

day of

	

eb fuar

	

, 2000 .

My Commission expires :

KIMW. HENZI
Notary Public - Notary Seal

State of Missouri
Jacksoncounty

My commission Expires Feb3. 2003

AFFIDAVIT

Steven W . Cattron
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Certified copy of the resolutions of the Board of Directors of Southern Union
authorizing the Merger and related transactions contemplated by the agreement of
corporate merger and this Application

Appendix 3

	

Copy of the pro forma balance sheet and statement of operations of Southern
Union as of and for the twelve months ended September 30, 1999

Appendix 4

	

List of all documents generated relative to the analysis of the merger and
acquisition in question
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AGREEMENT OF MERGER

This AGREEMENT OF MERGER (this "Agreement") is made as of the 4th day of
October, 1999, by and between SOUTHERN UNION COMPANY, a Delaware corporation
("SUG"), and FALL RIVER GAS COMPANY, a Massachusetts corporation ("FAL") .

RECITALS

WHEREAS, the Board of Directors of each of SUG and FAL has approved and deems it
advisable and in the best interests of their respective stockholders to consummate the merger of
FAL with and into SUG upon the terms and subject to the conditions set forth herein ; and

WHEREAS, in furtherance thereof, the Board of Directors of each of SUG and FAL has
approved this Agreement and the merger of FAL with and into SUG, with SUG being the
surviving corporation (the "Merger") ;

NOW, THEREFORE, in consideration of the foregoing and the mutual covenants and
agreements herein contained, and intending to be legally bound hereby, SUG and FAL hereby
agree as follows :

ARTICLE I
DEFINITIONS

Section 1.1

	

Certain Defined Terms. For purposes of this Agreement, the following
terms have the meanings specified or referred to in this Article I (such definitions to be equally
applicable to both the singular and plural forms of the terms defined) :

"Acquired Companies"--FAL and its Subsidiaries, collectively, and each, an "Acquired
Company ."

"Affiliate"--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 indirectly, of 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) .

"Applicable Contract"--any Contract (a) under which any Acquired Company has any
rights, (b) under which any Acquired Company has any obligation or liability, or (c) by which
any Acquired Company or any of the assets owned or used by it is bound.

"Average Trading Price"--of SUG Common Stock, as of any date, will equal the average
of the reported closing market prices of such stock for the ten consecutive trading days ending on
the third trading day prior to such date (counting from and including the trading day immediately
preceding such date). The closing market price for each day in question will be the last sale
price, regular way or, if no such sale takes place on such day, the average of the closing bid and
W6-NY992090.199
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asked prices, regular way, in either case as reported in the principal consolidated transaction
reporting system of the principal national securities exchange on which SUG Common Stock is
listed or admitted to trading .

"CERCLA"--the Comprehensive Environmental Response, Compensation and Liability
Act of 1980, as amended.

"Contract"--any agreement, contract, document, instrument, obligation, promise or
undertaking (whether written or oral) that is legally binding.

"Encumbrance"--any charge, adverse claim, lien, mortgage, pledge, security interest or
other encumbrance .

"Environment"--soil, land surface or subsurface strata, surface waters (including
navigable waters, ocean waters, streams, ponds, drainage basins, and wetlands), groundwaters,
drinking water supply, stream sediments, ambient air (including indoor air), plant and animal
life, and any other environmental medium or natural resource .

"ERISA"--the Employee Retirement Income Security Act of 1974, as amended, or any
successor law, and regulations and rules issued pursuant to that act or any successor law .
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"Closing Date"--the date on which the Closing actually takes place .

"DGCL"--the Delaware General Corporation Law.

"Environmental Law"--any Legal Requirement that requires or relates to :

(a)

	

advising appropriate authorities, employees, and the public of intended or
actual releases of pollutants or hazardous substances or materials, violations of discharge
limits, or other prohibitions and of the commencements of activities, such as resource
extraction or construction, that could have significant impact on the Environment ;

(b)

	

preventing or reducing to acceptable levels the release of pollutants or
hazardous substances or materials into the Environment ;

(c)

	

reducing the quantities, preventing the release, or minimizing the
hazardous characteristics of wastes that are generated;

(d)

	

reducing to acceptable levels the risks inherent in the transportation of
hazardous substances, pollutants, oil, or other potentially harmful ; or

(e)

	

making responsible parties pay private parties, or groups of them, for
damages done to their health or the Environment, or permitting self-appointed
representatives of the public interest to recover for injuries done to public assets or for
damages to natural resources .
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"Exchange Act"--the Securities Exchange Act of 1934, as amended, or any successor law,
and regulations and rules issued by the SEC pursuant to that act or any successor law .

"Facilities"--any real property, leaseholds, or other interests currently or formerly owned
or operated by any Acquired Company and any buildings, plants, structures, or equipment
(including motor vehicles, tank cars, and rolling stock) currently or formerly owned or operated
by any Acquired Company.

"FAL Balance Sheet"--the audited consolidated balance sheet of the Acquired Companies
at September 30, 1998 (including the notes thereto), provided by FAL to SUG as part of the FAL
Financial Statements .

"FAL Common Stock"--the common stock, par value $.83'/, per share, of FAL.

"FAL Disclosure Schedule"--the disclosure schedule delivered by FAL to SUG
concurrently with the execution and delivery of this Agreement.

"FAL Material Adverse Effect"--a material adverse effect (i) on the business, operations,
financial condition or results of operations of FAL and its Subsidiaries, taken as a whole, or (ii)
on the ability of FAL and its Subsidiaries to consummate the Merger in accordance with this
Agreement.

"FAL Permitted Liens"--Encumbrances securing Taxes, assessments, governmental
charges or levies, or the claims of materialmen, mechanics, carriers and like persons, all of which
are not yet due and payable or which are being contested in good faith; Encumbrances (other
than any Encumbrance imposed by ERISA) incurred on deposits made in the Ordinary Course of
Business in connection with worker's compensation, unemployment insurance or other types of
social security ; the Encumbrances created by the Indenture of First Mortgage, dated as of
December 1, 1952, between FAL and State Street Bank and Trust Company, successor in interest
to the First National Bank of Boston, successor by merger to Old Colony Trust Company, as
Trustee, as amended or supplemented from time to time ; in the case of leased real property,
Encumbrances (not attributable to an Acquired Company as lessee) affecting the landlord's (and
any underlying landlord's) interest in any leased real property ; and such other Encumbrances
which are not, individually or in the aggregate, reasonably likely to have a FAL Material
Adverse Effect .

"Final Order"--an action by a Governmental Body 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 Body 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 Body's action is pending or in effect and the deadline for filing any such appeal or
request has passed .
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basis.
"GAAP"--generally accepted United States accounting principles, applied on a consistent

"Governmental Authorization"--any approval, consent, license, franchise, certificate of
public convenience and necessity, permit, waiver or other authorization issued, granted, given, or
otherwise made available by or under the authority of any Governmental Body or pursuant to any
Legal Requirement .
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"Governmental Body"--any :

(a)

	

nation, state, county, city, town, village, district or other jurisdiction of
any nature ;

(b)

	

federal, state, county, local, municipal or other government ;

(c)

	

governmental or quasi-governmental authority of any nature (including
any governmental agency, branch, department, official or entity and any court or other
tribunal) ; or

(d)

	

body exercising, or entitled to exercise, any administrative, executive,
judicial, legislative, police, regulatory or taxing authority or power of any nature .

"Hazardous Activity"--the distribution, generation, handling, importing, management,
manufacturing, processing, production, refinement, Release, storage, transfer, transportation,
treatment, or use (including any withdrawal or other use of groundwater) of Hazardous Materials
in, on, under, about, or from the Facilities or any part thereof into the Environment, any other act,
business, operation, or thing that increases the danger, or risk of danger, or poses an unreasonable
risk of harm to persons or property on or off the Facilities, or that may affect the value of the
Facilities or the Acquired Companies.

"Hazardous Materials"--any waste or other substance that is listed, defined, designated,
or classified as, or otherwise determined to be, hazardous, radioactive, or toxic or a pollutant or a
contaminant under or pursuant to any Environmental Law, including any admixture or solution
thereof, and specifically including petroleum and all derivatives thereof or synthetic substitutes
therefor and asbestos or asbestos-containing materials .

"HSR Act"--the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, or
any successor law, and regulations and rules issued by the U.S . Department of Justice or the
Federal Trade Commission pursuant to that act or any successor law .

"IRC"--the Internal Revenue Code of 1986, as amended .

"IRS"--the Internal Revenue Service or any successor agency .

"Knowledge"--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. A Person (other
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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 material Subsidiary of
it or other management employee with direct responsibility for such particular fact or other
matter of such Person or any material Subsidiary of it (or in any similar capacity) has actual
knowledge of such fact or other matter.

"Legal Requirement"--any federal, state, county, local, municipal, foreign, international,
multinational, or other administrative order, constitution, law, ordinance, principle of common
law, regulation, rule, tariff, franchise agreement, statute or treaty.

"Material Contract"--a Contract involving a total commitment by or to any party thereto
of at least $65,000 on an annual basis or at least $250,000 on its remaining term which cannot be
terminated on no more than sixty (60) days' notice without penalty or additional cost to the
Acquired Company as the terminating party .

"MBCL"--the Massachusetts Business Corporation Law.

"Order"--any award, decision, decree, injunction, judgment, order, writ, ruling, subpoena,
or verdict entered, issued, made, or rendered by any court, administrative agency, or other
Governmental Body or by any arbitrator.

"Ordinary Course ofBusiness"--an action taken by a Person will be deemed to have been
taken in the "Ordinary Course of Business" only if.

(a)

	

such action and authorization therefor is consistent with the past practices
of such Person and is taken in the ordinary course of the normal day-to-day operations of
such Person ; and

(b)

	

such action is not required by law to be authorized by the board of
directors (or similar authority) of such Person or of such Person's parent company (if
any) .

"Organizational Documents"--(a) the articles or certificate of incorporation or
organization and the bylaws of a corporation ; (b) the partnership agreement and any statement of
partnership of a general partnership; (c) the limited partnership agreement and the certificate of
limited partnership of a limited partnership; (d) the certificate of formation and the members,
operating or similar agreement of a limited liability company ; (e) any charter or similar
document adopted or filed in connection with the creation, formation or organization of a Person ;
and (f) any amendment to any of the foregoing .

"Person"--any individual, corporation (including any non-profit corporation), general or
limited partnership, limited liability company, joint venture, estate, trust, association,
organization, labor union, organized group of persons, entity of any other type, or Governmental
Body.
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"Proceeding"--any action, arbitration, hearing, litigation or suit (whether civil, criminal,
administrative, investigative, or informal) commenced, brought, conducted, or heard by or
before, or otherwise involving, any Governmental Body or arbitrator.

"PUHCA"--the Public Utility Holding Company Act of 1935, as amended, or any
successor law, and regulations and rules issued by the SEC pursuant to that act or any successor
law.

"Related Documents"--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 Merger.

"Release"--any spilling, leaking, emitting, discharging, depositing, escaping, leaching,
dumping, or other releasing into the Environment, whether intentional or unintentional .

"Representative"--with respect to a particular Person, any director, officer, employee,
agent, consultant, advisor, or other representative of such Person, including legal counsel,
accountants, and financial advisors .

"Securities Act"--the Securities Act of 1933, as amended, or any successor law, and
regulations and rules issued by the SEC pursuant to that act or any successor law .

"Subsidiary"--with respect to any Person (the "Owner"), any Person of which securities
or other interests having the power to elect a majority of that other Person's board of directors or
similar governing body, or otherwise having the power to direct the business and policies of that
corporation or other Person (other than securities or other interests having such power only upon
the happening of a contingency that has not occurred) are held by the Owner or one or more of its
Subsidiaries ; when used without reference to a particular Person, "Subsidiary" means a
Subsidiary of FAL.

"SUG Balance Sheet"--the audited consolidated balance sheet of SUG at June 30, 1999
(including the notes thereto), provided by SUG to FAL as part of the SUG Financial Statements.

"SUG Disclosure Schedule"--the disclosure schedule delivered by SUG to FAL
concurrently with the execution and delivery of this Agreement.

"SUG Material Adverse Effect"--a material adverse effect (i) on the business, operations,
financial condition or results of operations of SUG and its Subsidiaries, taken as a whole, or (ii)
on the ability of SUG to consummate the Merger in accordance with this Agreement.

"Tax"--any tax (including any income tax, capital gains tax, value-added tax, sales and
use tax, franchise tax, payroll tax, withholding tax or property tax), levy, assessment, tariff, duty
(including any customs duty), deficiency, franchise fee or payment, payroll tax, utility tax, gross

6
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"SEC"--the United States Securities and Exchange Commission or any successor agency .

"SUG Common Stock'--the common stock, par value $1 .00 per share, of SUG.



receipts tax or other fee or payment, and any related charge or amount (including any fine,
penalty, interest or addition to tax), imposed, assessed or collected by or under the authority of
any Governmental Body or payable pursuant to any tax-sharing agreement or any other Contract
relating to the sharing or payment of any such tax, levy, assessment, tariff, duty, deficiency or
fee .

"Tax Return"--any return (including any information return), report, statement, schedule,
notice, form, or other document or information filed with or submitted to, or required to be filed
with or submitted to, any Governmental Body in connection with the determination, assessment,
collection, or payment of any Tax or in connection with the administration, implementation, or
enforcement of or compliance with any Legal Requirement relating to any Tax.

"Threatened'--a claim, Proceeding, dispute, action, or other matter will be deemed to
have been "Threatened" if any demand or statement has been made (orally or in writing) or any
notice has been given (orally or in writing), or if any other event has occurred or any other
circumstance exists, that would lead a director, officer or management employee of a comparable
gas distribution company to conclude that such a claim, Proceeding, dispute, action, or other
matter is likely to be asserted, commenced, taken or otherwise pursued in the future .

Section 1 .2

	

Other Defined Terms. In addition to the terms defined in Section 1 .1,
certain other terms are defined elsewhere in this Agreement as indicated below and, whenever
such terms are used in this Agreement, they shall have their respective defined meanings .
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Term

Agreement

Business Combination

Cash Consideration

Cash Election

Cash Election Number

Cash Election Shares

Cash Fraction

Certificates

Closing

Confidentiality Agreement

Dissenting Shares

Effective Time

Election Deadline

7

Section

Introductory Paragraph

6.1(h)(4)

3.1 (a)

3.1 (b)

3 .1 (b)

3 .1 (c)

3 .1 (c)

3 .2(c)

2.3

6.1(c)(1)

3.3

2.2

3 .2(b)
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Employees 6 .2(b)

Exchange Ratio 3 .1 (a)

FAL Introductory Paragraph

FAL Benefit Plans 5 .18(a)

FAL Commonly Controlled Entity 5 .18(e)

FAL Financial Statements 5 .9

FAL Meeting 6.10)(1)

FAL Proxy Statement 4.18

FAL SEC Documents 5.9

FAL Stockholders' Approval 5.24

Form of Election 3 .2(b)

Indemnified Parties 9.1 (a)

Initial Termination Date 8 .1 (k)

Maximum Value 3 .1 (a)

Merger Recitals

Merger Consideration 3 .1 (a)

Minimum Value 3 .1 (a)

NYSE 3 .1 (e)

Paying Agent 3.2(a)

PBGC 4.14(b)

PEI 4.2

PEI Merger Agreement 4.2

Registration Statement 4.18

Rule 145 Affiliates 6.1 (k)

Rule 145 Letters 6.1(k)

Stock Consideration 3 .1 (a)

SUG Introductory Paragraph

SUG Benefit Plans 4.14(a)

SUG Commonly Controlled Entity 4.14(d)
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ARTICLE 11
THE MERGER; OTHER TRANSACTIONS

Section 2.1

	

The Merger.

	

Upon the terms and subject to the conditions of this
Agreement, at the Effective Time, FAL will be merged with and into SUG in accordance with
the laws of the State of Delaware and the Commonwealth of Massachusetts . SUG will be the
surviving corporation in the Merger (the "Surviving Corporation") and will continue its corporate
existence under the laws of the State of Delaware . The Merger will have the effect as provided
in the applicable provisions of the DGCL and the MBCL. Without limiting the generality of the
foregoing, upon.the Merger, all the rights, privileges, immunities, powers and franchises of FAL
and SUG will vest in the Surviving Corporation and all obligations, duties, debts and liabilities
of FAL and SUG will be the obligations, duties, debts and liabilities of the Surviving
Corporation .

Section 2.2

	

Effective Time of the Merger. On the Closing Date, with respect to the
Merger, (i) a duly executed certificate of merger complying with the requirements of the DGCL
will be executed and filed with the Secretary of State of the State of Delaware and (ii) duly
executed articles of merger complying with the requirements of the MBCL will be filed with the
Secretary of State of the Commonwealth of Massachusetts . The Merger will become effective
upon filing the certificate of merger with the Secretary of State of the State of Delaware and the
articles of merger with the Secretary of State of the Commonwealth of Massachusetts (the
"Effective Time") .

Section 2.3

	

Closing. Unless this Agreement has been terminated and the transactions
contemplated herein have been abandoned pursuant to Article VIII hereof, the closing of the
transactions contemplated by this Agreement (the "Closing") will take place at 10 :00 a.m.,
Eastern Time, on the Closing Date to be specified by the parties, which shall be no later than the
tenth business day after satisfaction or waiver of all of the conditions set forth in Article VII
hereof (other than Sections 7 .1(a), 7.1(b), 7 .1(c), 7 .1(f), 7.1(g), 7.1(h), 7.1(k), 7.1(1), 7.2(a),
7 .2(b), 7.2(c), 7.2(e), 7 .2(f) and 7.2(h), which shall be satisfied or waived on the Closing Date) at
the offices of Hughes Hubbard & Reed LLP, New York, counsel to SUG, unless another date or
place is agreed to in writing by the parties hereto .
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ARTICLE III
CONVERSION OF SHARES

Section 2.4

	

Certificate of Incorporation; Bylaws.

	

Pursuant to the Merger, the
Restated Certificate of Incorporation of SUG, as in effect immediately prior to the Effective
Time, shall be the Certificate of Incorporation of the Surviving Corporation until thereafter
amended as provided by law and (ii) the bylaws of SUG as in effect immediately prior to the
Effective Time, shall be the bylaws of the Surviving Corporation until thereafter amended as
provided by law .

Section 2.5

	

Directors and Officers . The directors and officers of SUG immediately
prior to the Effective Time will be the directors and officers of the Surviving Corporation, each
to hold office in accordance with the Certificate of Incorporation and bylaws of the Surviving
Corporation .

Section 3.1

	

Effect of the Merger. As of the Effective Time, by virtue of the Merger
and without any action on the part of the holders of any shares of FAL Common Stock :

(a)

	

Each issued and outstanding share of FAL Common Stock (other than
Dissenting Shares) will be converted into the right of each holder thereof to receive (i) that
number of fully paid and nonassessable shares of SUG Common Stock (the "Stock
Consideration") equal to $23.50 divided by the Exchange Ratio rounded to the nearest hundred-
thousandth or (ii) upon a valid Cash Election as provided in Section 3.1(b), $23 .50 in cash (the
"Cash Consideration"), subject to the limitations set forth in Section 3 .1(b), 3 .1(c), and 3 .1(e) . In
the case of the consideration to be received by the holders of FAL Common Stock in the
aggregate, "Merger Consideration" shall mean the Cash Consideration together with the Stock
Consideration . In the case of the consideration to be received by an individual holder of FAL
Common Stock, "Merger Consideration" shall mean the Cash Consideration and/or the Stock
Consideration to be received by such holder, as the case may be.

"Exchange Ratio" shall mean the Average Trading Price of SUG Common Stock as of
the Closing Date . Notwithstanding the foregoing, if the Exchange Ratio as calculated pursuant
to the preceding sentence and without regard to this sentence (i) is less than the Minimum Value,
then the Exchange Ratio will be equal to the "Minimum Value," or (ii) is greater than the
"Maximum Value," then the Exchange Ratio will be equal to the "Maximum Value."
"Minimum Value" will be $16.875 and "Maximum Value" will be $19.6875 .

(b)

	

Subject to the immediately following sentence and to Section 3 .1 (c) and
3 .1(e), each record holder of shares of FAL Common Stock immediately prior to the Effective
Time shall be entitled to elect to receive cash for all or any part of such shares of FAL Common
Stock (a "Cash Election") . Notwithstanding the foregoing, the aggregate number of shares of
FAL Common Stock that may be converted into the right to receive cash consideration shall not
exceed the Cash Election Number. To the extent not covered by a properly given Cash Election,
all shares of FAL Common Stock issued and outstanding immediately prior to the Effective
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Time shall, except as provided in Section 3.1(g), be converted solely into shares of SUG
Common Stock.

"Cash Election Number" shall equal, subject to reduction pursuant to Section
3.1(e), the amount by which (i) 50% of the number of shares of FAL Common Stock outstanding
immediately prior to the Effective Time, exceeds (ii) the sum of (a) the number of shares of FAL
Common Stock to be exchanged for cash in lieu of fractional shares pursuant to Section 3.1(g),
and (b) the number of Dissenting Shares .

(c)

	

Ifthe aggregate number of shares of FAL Common Stock covered by Cash
Elections (the "Cash Election Shares") exceeds the Cash Election Number, each Cash Election
Share shall be converted into (i) the right to receive an amount in cash, without interest, equal to
the product of (a) $23 .50 and (b) a fraction (the "Cash Fraction"), the numerator of which shall
be the Cash Election Number and the denominator of which shall be the total number of Cash
Election Shares, and (ii) a number of shares of SUG Common Stock equal to the product of (a)
$23 .50 divided by the Exchange Ratio and (b) a fraction equal to one minus the Cash Fraction .
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(d)

	

SUG will make all computations to give effect to this Section 3 .1 .

(e)

	

If, after having made the calculation under Section 3 .1(b), the value of the
SUG Common Stock (excluding fractional shares to be paid in cash) to be issued in the Merger,
valued at the lesser of the Average Trading Price as of the Closing Date and the closing price of
SUG Common Stock on the last trading day before the Closing Date (or, if determined to be
more appropriate to ensure the status of the Merger as a reorganization under Section
368(a)(1)(A) of the IRC, the trading price as of the time of the Closing), as reported on the New
York Stock Exchange ("NYSE"); is less than 50% of the total consideration to be paid in
exchange for the shares of FAL Common Stock (including, without limitation, the amount of
cash to be paid in lieu of fractional shares and treating any Dissenting Shares as having been
exchanged for the Cash Consideration) (the "Total Consideration"), then the Cash Election
Number shall be reduced to the extent necessary so that the value of the SUG Common Stock to
be issued in the Merger (as determined above) is 50% of the Total Consideration .

(f)

	

Each holder of FAL Common Stock shall surrender all such holder's
certificates formerly representing ownership of FAL Common Stock in the manner provided in
Section 3 .2 .

	

All such shares of FAL Common Stock, when so converted, shall no longer be
outstanding and shall be canceled and automatically converted into the right to receive the
Merger Consideration (and cash in lieu of fractional shares) therefor upon the surrender of such
certificate in accordance with Section 3.2 . Any payment made pursuant to this Section 3 .1 shall
be made net of applicable withholding taxes to the extent such withholding is required by law.

(g)

	

No fractional share of SUG Common Stock shall be issued in connection
with the Merger. Each holder of shares of FAL Common Stock shall be entitled to receive in
lieu of any fractional share of SUG Common Stock to which such holder otherwise would have
been entitled pursuant to this Section 3 .1 (after taking into account all shares of FAL Common
Stock then held of record by such holder) a cash payment in an amount equal to the product of
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(i) the fractional interest of a share of SUG Common Stock to which such holder otherwise
would have been entitled and (ii) the closing price of a share of SUG Common Stock on the
NYSE on the trading day immediately prior to the Effective Time. Payment of such amounts
shall be made by SUG.

Section 3 .2

	

Exchange of FAIL Common Stock Certificates .

(a)

	

SUG's registrar and transfer agent, or such other bank or trust company as
may be selected by SUG and be reasonably acceptable to FAL, will act as paying agent ("Paying
Agent") for the holders of FAL Common Stock in connection with the Merger, pursuant to an
agreement providing for the matters set forth in this Section 3 .2 and such other matters as may be
appropriate and the terms ofwhich shall be reasonably satisfactory to SUG and FAL.

(b)

	

(i) Not fewer than 15 business days prior to the Closing Date, SUG will
cause the Paying Agent to mail a form of election (the "Form of Election") to holders of record
of shares of FAL Common Stock (as of a record date as close as practicable to the date of
mailing) . In addition, the Paying Agent will use its reasonable efforts to make the Form of
Election available to the Persons who become stockholders of FAL during the period between
such record date and the Election Deadline . Any election to receive Cash Consideration
contemplated by Section 3.1 (b) will have been properly made only if the Paying Agent shall have
received at its designated office or offices, by 4 :00 p.m., Eastern Time, on the third business day
prior to the Closing Date (the "Election Deadline"), a Form of Election properly completed, as
set forth in such Form of Election . An election may be revoked only by written notice received
by the Paying Agent prior to the Election Deadline . In addition, all elections shall automatically
be revoked if the Paying Agent is notified by SUG and FAL that the Merger has been abandoned.
SUG shall have the discretion, which it may delegate in whole or in part to the Paying Agent, to
determine whether Forms of Election have been properly completed, signed and submitted or
revoked pursuant to this Section 3 .2(b), and to disregard immaterial defects in Forms of Election .
The decision of SUG (or the Paying Agent, as the case may be) in such matters shall be
conclusive and binding .

(c)

	

At the Effective Time of the Merger, SUG will instruct the Paying Agent
to promptly, and in any event not later than three (3) business days following the Effective Time,
mail (and to make available for collection by hand) to each holder of record of a certificate or
certificates, which immediately prior to the Effective Time represented outstanding shares of
FAL Common Stock (the "Certificates"), whose shares of FAIL Common Stock were converted
pursuant to Section 3 .1 (a) into the right to receive the Merger Consideration (and cash in lieu of
fractional shares) (i) a letter oftransmittal (which shall specify that delivery shall be effected, and
risk of loss and title to the Certificates shall pass, only upon delivery of the Certificates to the
Paying Agent and shall be in such form and have such other provisions as SUG may reasonably
specify) and (ii) instructions (which shall provide that at the election of the surrendering holder
Certificates may be surrendered, and payment therefor collected, by hand delivery) for use in
effecting the surrender of the Certificates in exchange for payment of the Merger Consideration
(and cash in lieu of fractional shares) .

	

Upon surrender of a Certificate for cancellation to the
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Paying Agent or to such other agent or agents as may be appointed by SUG, together with such
letter of transmittal, duly executed, the holder of such Certificate shall be entitled to receive in
exchange therefor the Merger Consideration for each share of FAL Common Stock formerly
represented by such Certificate (and cash in lieu of fractional shares), to be mailed (or made
available for collection by hand if so elected by the surrendering holder) within three (3) business
days of receipt thereof, and the Certificate so surrendered shall forthwith be canceled . If
payment of the Merger Consideration (and cash in lieu of fractional shares) is to be made to a
Person other than the Person in whose name the surrendered Certificate is registered, it shall be a
condition of payment that the 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 required by reason of the payment of the Merger Consideration (and
cash in lieu of fractional shares) to a Person other than the registered holder of the Certificate
surrendered or shall have established to the satisfaction of the Surviving Corporation that such
Tax either has been paid or is not applicable . Until surrendered as contemplated by this Section
3.2, each Certificate (other than Certificates representing FAL Common Stock held by SUG or
Dissenting Shares) shall be deemed at any time after the Effective Time to represent only the
right to receive the Merger Consideration (and cash in lieu of fractional shares) as contemplated
by this Section 3 .2 .

(d)

	

In the event any Certificate shall have been lost, stolen or destroyed, upon
the making of an affidavit of that fact by the Person claiming such Certificate to be lost, stolen or
destroyed, the Paying Agent will issue in exchange for such lost, stolen or destroyed Certificate
the Merger Consideration (and cash in lieu of fractional shares) deliverable in respect thereof as
determined in accordance with this Article III, provided that the Person to whom the Merger
Consideration (and cash in lieu of fractional shares) is paid shall, as a condition precedent to the
payment thereof, give the Paying Agent a bond in such sum as it may ordinarily require and
indemnify the Surviving Corporation in a manner satisfactory to it against any claim that may be
made against the Surviving Corporation with respect to the Certificate claimed to have been lost,
stolen or destroyed .

(e)

	

After the Effective Time, the stock transfer books of FAL shall be closed
and there shall be no transfers on the stock transfer books of the Surviving Corporation of shares
of FAL Common Stock that were outstanding immediately prior to the Effective Time. If, after
the Effective Time, Certificates are presented to the Surviving Corporation, they shall be
canceled and exchanged for the Merger Consideration (and cash in lieu of fractional shares) as
provided in this Article III .

(f)

	

The Surviving Corporation shall not be liable to any holder of FAL
Common Stock for Merger Consideration (and cash in lieu of fractional shares) delivered to a
public official pursuant to any applicable abandonment, escheat or similar law . Any amounts
remaining unclaimed by holders of any such shares of FAL Common Stock seven 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 Body) shall, to the extent
permitted by applicable law, become the property of the Surviving Corporation, free and clear of
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any claims or interest of any such holders or their successors, assigns or personal representatives
previously entitled thereto .

Section 3.3

	

Dissenting Shares. Notwithstanding any provision of this Agreement to
the contrary, the shares of any holder of FAL Common Stock who has demanded and perfected
appraisal rights for such shares in accordance with the MBCL and who, as of the Effective Time,
has not effectively withdrawn or lost such appraisal rights ("Dissenting Shares"), shall not be
converted into or represent a right to receive the Merger Consideration (and cash in lieu of
fractional shares) pursuant to Section 3.1, but the holder thereof shall only be entitled to such
rights as are granted by the MBCL. Notwithstanding the foregoing, if any holder of shares of
FAL Common Stock who demands appraisal of such shares under the MBCL shall effectively
withdraw the request for appraisal or lose the right to appraisal, then, as of the later of the
Effective Time and the occurrence of such event, such holder's shares shall automatically be
converted into and represent only the right to receive the Merger Consideration and cash in lieu
of fractional shares, without interest thereon, upon surrender of the certificate representing such
shares. FAL shall give SUG prompt notice of any demands received by FAL for appraisal of
FAL Common Stock, and, prior to the Effective Time, SUG shall have the right to participate in
all negotiations and proceedings with respect to such demands. Prior to the Effective Time, FAL
shall not, except with the prior written consent of SUG, make any payment with respect to or
offer to settle, any such demands.

ARTICLE IV
REPRESENTATIONS AND WARRANTIES OF SUG

SUG, as to SUG and its Subsidiaries, represents and warrants to FAL that :

Section 4.1

	

Organization, Existence and Qualification . SUG is a corporation duly
incorporated, validly existing, and in good standing under the laws of the State of Delaware, with
full corporate power and authority to conduct its business as it is now being conducted, to own or
use the properties and assets that it purports to own or use, to perform its obligations under all
Contracts to which it is a party, and to execute and deliver this Agreement. SUG is duly
qualified to do business as a foreign corporation and is in good standing under the laws of each
state or other jurisdiction in which either the ownership or use of the properties owned or used by
it, or the nature of the business conducted by it, requires such qualification as a foreign
corporation except for such failures to be so qualified or in good standing as are not, individually
or in the aggregate, reasonably likely to have a SUG Material Adverse Effect .

Section 4.2

	

Capitalization . As of the date of this Agreement, the authorized capital
stock of SUG consists of (i) 50,000,000 shares of SUG Common Stock, of which 31,288,321
shares were issued and 31,236,696 were outstanding on September 30, 1999, and (ii) 1,500,000
shares of Cumulative Preferred Stock, no par value, none of which are issued or outstanding .
The issued and outstanding shares of SUG Common Stock have been validly issued and are fully
paid and nonassessable . The shares of SUG Common Stock to be issued as the Merger
Consideration have been duly authorized and when issued and delivered in accordance with the
terms of this Agreement, will have been validly issued and will be fully paid and nonassessable
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and the issuance thereof is not subject to any preemptive or other similar right.

	

Except as
specifically described in the SUG SEC Documents delivered to FAL prior to the date of this
Agreement, as of the date of this Agreement, no shares of SUG Common Stock are held, in
treasury or otherwise, by SUG or any of its Subsidiaries and except as set forth in Section 4.2 of
the SUG Disclosure Schedule, as of the date of this Agreement, there are no outstanding (i)
securities convertible into SUG Common Stock or other capital stock of SUG or any of its
material Subsidiaries, (ii) warrants or options to purchase SUG Common Stock or other
securities of SUG or any of its material Subsidiaries or (iii) commitments to issue shares of SUG
Common Stock (other than pursuant to the Merger and other than pursuant to the Agreement of
Merger, dated as of June 7, 1999 (the "PEI Merger Agreement"), by and between SUG and
Pennsylvania Enterprises, Inc . ("PEI")) or other securities of SUG or any of its material
Subsidiaries .

Section 4.3

	

Subsidiaries ; Investments . Except as set forth in Section 4 .3 of the SUG
Disclosure Schedule, as of the date of this Agreement, SUG has no Subsidiaries or investments
in any Person except for marketable securities reflected in the SUG SEC Documents delivered to
FAL prior to the date of this Agreement, and SUG is the registered owner and holder of all of the
issued and outstanding shares of capital stock of its Subsidiaries and has good title to such
shares . The outstanding capital stock of each material Subsidiary of SUG has been validly issued
and is fully paid and nonassessable .

Section 4.4

	

Authority Relative to this Agreement and Binding Effect.

	

The
execution, delivery and performance of this Agreement and the Related Documents by SUG have
been duly authorized by all requisite corporate action . The execution, delivery and performance
of this Agreement and the Related' Documents by SUG will not result in a violation or breach of
any term or provision of, constitute a default, or require a consent, approval or notification, or
accelerate the performance required under, the Organizational Documents of SUG, any
indenture, mortgage, deed of trust, security agreement, loan agreement, or other Contract to
which SUG is a party or by which its assets are bound, or violate any Order, with such
exceptions as are not, individually or in the aggregate, reasonably likely to have a SUG Material
Adverse Effect . This Agreement constitutes and the Related Documents to be executed by SUG
when executed and delivered will constitute valid and binding obligations of SUG, enforceable
against SUG in accordance with their terms, except as enforceability may be limited by (i)
bankruptcy or similar laws from time to time in effect affecting the enforcement of creditors'
rights generally or (ii) the availability of equitable remedies generally .

Section 4.5

	

Governmental Approvals. Except as set forth in Section 4.5 of the SUG
Disclosure Schedule and as required by the HSR Act, no approval or authorization of any
Governmental Body with respect to performance under this Agreement or the Related
Documents by SUG is required to be obtained by SUG in connection with the execution and
delivery by SUG of this Agreement or the Related Documents or the consummation by SUG of
the transactions contemplated hereby or thereby, the failure to obtain which are, individually or
in the aggregate, reasonably likely to have a SUG Material Adverse Effect .
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Section 4.6

	

Public Utility Holding Company Status ; Regulation as a Public
Utility . SUG is a "gas utility company" (as such term is defined in PUHCA). SUG indirectly
owns a minority interest in a "foreign utility company" (as such term is defined in PUHCA) that
is exempt from, and is deemed not to be a public utility company for purposes of, PUHCA
pursuant to Section 33 thereof with respect to which SUG has filed with the SEC a Form U-57
notification of foreign utility company status . Except as stated above in this Section 4.6, neither
SUG nor any of its Subsidiaries is a "holding company," a "subsidiary company," a "public
utility company" or an "affiliate" of a "public utility company," or a "holding company" within
the meaning of such terms in PUHCA.

Section 4.7

	

Compliance with Legal Requirements ; Governmental Authorizations.

(a)

	

Except as set forth in Section 4 .7 of the SUG Disclosure Schedule or
specifically described in the SUG SEC Documents delivered to FAL prior to the date of this
Agreement, and subject to Section 4.15 of this Agreement, to the Knowledge of SUG, SUG is
not in violation of any Legal Requirement that is applicable to it, to the conduct or operation of
its business, or to the ownership or use of any of its assets, other than such violations, if any,
which are not, individually or in the aggregate, reasonably likely to have a SUG Material
Adverse Effect.

(b)

	

The SUG SEC Documents delivered to FAL prior to the date of this
Agreement accurately describe all material regulation of SUG that relates to the utility business
of SUG as of the date of this Agreement .

	

Except as set forth in Section 4.7 of the SUG
Disclosure Schedule, SUG has, and is in material compliance with, all material Governmental
Authorizations necessary to conduct its business and to own, operate and use all of its assets as
currently conducted .

Section 4.8

	

Legal Proceedings ; Orders.

	

Except as set forth in Section 4.8 of the
SUG Disclosure Schedule or as specifically described in the SUG SEC Documents delivered to
FAL prior to the date ofthis Agreement, there is no pending Proceeding:
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(1)

	

that has been commenced by or against, or that otherwise relates
to, SUG or, if the merger with PEI is consummated, PEI, that is reasonably likely
to have a SUG Material Adverse Effect ; or

(2)

	

as of the date of this Agreement, that challenges, or that may have
the effect of preventing, delaying, making illegal, or otherwise interfering with,
the Merger or any of the transactions contemplated hereby .

To the Knowledge of SUG, no such Proceedings, audits or investigations have been Threatened
that are, individually or in the aggregate, reasonably likely to have a SUG Material Adverse
Effect . As of the date of this Agreement, SUG is not subject to any Orders that are, individually
or in the aggregate, reasonably likely to have a SUG Material Adverse Effect .
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Section 4.9

	

SEC Documents. SUG has made (and, with respect to such documents
filed after the date hereof through the Closing Date, will make) available to FAL a true and
complete copy of each report, schedule, registration statement (other than on Form S-8), and
definitive proxy statement filed by SUG with the SEC since September 16, 1999 and through the
Closing Date in substantially the form filed with the SEC (the "SUG SEC Documents") . As of
their respective dates, the SUG SEC Documents, including without limitation any financial
statements or schedules included therein, complied (or will comply), in all material respects with
the requirements of the Securities Act or the Exchange Act, as the case may be, and the rules and
regulations of the SEC thereunder applicable to such SUG SEC Documents, and did not (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 SUG included in the SUG SEC Documents
(collectively, the "SUG Financial Statements") were (or will be) prepared in accordance with
GAAP applied on a consistent basis (except as may be indicated therein or in the notes thereto
and except with respect to unaudited statements as permitted by Form 10-Q) and fairly present
(or will fairly present) in all material respects the financial position of SUG as of the respective
dates thereof or the results of operations and cash flows for the respective periods then ended, as
the case may be, subject, in the case of unaudited interim financial statements, to normal,
recurring adjustments which are not material in the aggregate .

Section 4.10

	

Taxes.

	

Except as set forth in Section 4.10 of the SUG Disclosure
Schedule :

(a)

	

SUG and its Subsidiaries have timely filed all United States federal, state
and local income Tax Returns required to be filed by or with respect to them or requests for
extensions to file such Tax Returns have been timely filed, granted and have not expired, and
SUG and its Subsidiaries have timely paid and discharged all Taxes due in connection with or
with respect to the periods or transactions covered by such Tax Returns and have paid all other
Taxes as are due or made adequate provision therefor in accordance with GAAP except where
the failures to so file, pay or discharge are not, individually or in the aggregate, reasonably likely
to have a SUG Material Adverse Effect . As of the date of this Agreement, there are no pending
audits or other examinations relating to any Tax matters . There are no Tax liens on any assets of
SUG or its Subsidiaries . As of the date of this Agreement, SUG and its Subsidiaries have not
granted any waiver of any statute of limitations with respect to, or any extension of a period for
the assessment of, any Tax. The accruals and reserves (including deferred taxes) reflected in the
SUG Balance Sheet are in all material respects adequate to cover all material Taxes accruable
through the date thereof (including interest and penalties, if any, thereon and Taxes being
contested) in accordance with GAAP.

(b)

	

Neither SUG' nor any of its Subsidiaries is obligated under any Contract
with respect to industrial development bonds or other obligations with respect to which the
excludability from gross income of the holder for federal or state income tax purposes could be
affected by the Merger or any of the transactions contemplated by this Agreement.
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(c)

	

SUG has no present plan or intention after the Merger to (i) sell or
otherwise dispose of any of the assets of the Surviving Corporation, including the assets of FAL
acquired pursuant to the Merger, except for dispositions made in the ordinary course of business
or to a corporation controlled by the Surviving Corporation within the meaning of
Section 368(a)(2)(C) ofthe IRC, or (ii) reacquire any of the SUG Common Stock included in the
Merger Consideration, other than repurchases in the open market pursuant to stock repurchase
plans undertaken for reasons unrelated to the transactions contemplated by this Agreement.

Section 4.11

	

Intellectual Property. SUG has no Knowledge of (i) any infringement or
claimed infringement by it of any patent rights or copyrights of others or (ii) any infringement of
the patent or patent license rights, trademarks or copyrights owned by or under license to it,
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 SUG Material Adverse Effect .

Section 4.12

	

Contracts.

	

Except as described in Section 4.12 of the SUG Disclosure
Schedule or as specifically described in the SUG SEC Documents delivered to FAL prior to the
date of this Agreement, and with such exceptions as are not, individually or in the aggregate,
reasonably likely to have a SUG Material Adverse Effect, all of SUG's Contracts are in full force
and effect and neither SUG nor, to the Knowledge of SUG, any other party thereto is in default
thereunder nor has any event occurred or is any event occurring that, with notice or the passage
of time or otherwise, is reasonably likely to give rise to an event of default thereunder by any
party thereto .

Section 4.13

	

Indebtedness.

	

All outstanding principal amounts of indebtedness for
borrowed money of SUG as of October 1, 1999 are set forth in Section 4.13 of the SUG
Disclosure Schedule .
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Section 4.14

	

Employee Benefit Plans.

(a)

	

Except as set forth in Section 4 .14 of the SUG Disclosure Schedule, each
of the SUG Benefit Plans has been operated and administered in all material respects in
accordance with its governing documents and applicable federal and state laws (including, but
not limited to, ERISA and the IRC). For purposes ofthis Agreement, "SUG Benefit Plans" shall
mean all employee retirement, welfare, stock option, stock ownership, deferred compensation,
bonus or other benefit plans, agreements, practices, policies, programs, or arrangements that are
applicable to any employee, director or consultant of SUG or its Subsidiaries or maintained by or
contributed to by SUG or its Subsidiaries .

(b)

	

Except as set forth in Section 4.14 of the SUG Disclosure Schedule, as to
any SUG Benefit Plan subject to Title IV of ERISA, there is no event or condition which
presents the material risk of plan termination, no accumulated funding deficiency, whether or not
waived, within the meaning of Section 302 of ERISA or Section 412 of the IRC has been
incurred for which any liability is outstanding, no reportable event within the meaning of Section
4043 of ERISA (for which the notice requirements of Regulation §4043 promulgated by the
Pension Benefit Guaranty Corporation ("PBGC") have not been waived) has occurred within the
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last six years, no notice of intent to terminate the SUG Benefit Plan has been given under Section
4041 of ERISA, no proceeding has been instituted under Section 4042 of ERISA to terminate the
SUG Benefit Plan, there has been no termination or partial termination of the SUG Benefit Plan
within the meaning of Section 411(d)(3) of the IRC within the last six years, except with respect
to the conversion of the retirement income plan to a cash balance plan for which full vesting was
granted with respect to affected employees, no event described in Sections 4062 or 4063 of
ERISA has occurred, all PBGC premiums have been timely paid and no liability to the PBGC
has been incurred, except for PBGC premiums not yet due .

(c)

	

Except as set forth in Section 4 .14 of the SUG Disclosure Schedule, each
trust funding a SUG Benefit Plan, which trust is intended to be exempt from federal income
taxation pursuant to Section 501(c)(9) of the IRC, satisfies the requirements of such section and
has, whenever required by law, received a favorable determination letter from the IRS regarding
such exempt status, and to the Knowledge of SUG has not, since receipt of the most recent
favorable determination letter, been amended or operated in any way which would adversely
affect such exempt status .

(d)

	

Except as set forth in Section 4 .14 of the SUG Disclosure Schedule, with
respect to any SUG Benefit Plan or any other "employee benefit plan" as defined in Section 3(3)
of ERISA which is established, sponsored, maintained or contributed to, or has been established,
sponsored, maintained or contributed to or, to the Knowledge of SUG, with respect to any such
plan which has been established, sponsored, maintained or contributed to within six years prior
to the Closing Date, by SUG or its Subsidiaries or any corporation, trade, business or entity
under common control or being a part of an affiliated service group with SUG, within the
meaning of Section 414(b), (c) or (m) of the IRC or Section 4001 of ERISA ("SUG Commonly
Controlled Entity'), (i) no withdrawal liability, within the meaning of Section 4201 of ERISA,
has been incurred, which withdrawal liability has not been satisfied and no such withdrawal
liability is reasonably expected to be incurred, (ii) no liability under Title IV of ERISA
(including, but not limited to, liability to the PBGC) has been incurred by SUG or any SUG
Commonly Controlled Entity, which liability has not been satisfied (other than for PBGC
premiums not yet due), (iii) no accumulated finding deficiency, whether or not waived, within
the meaning of Section 302 of ERISA or Section 412 of the IRC has been incurred for which any
liability is outstanding, (iv) there has been no failure to make any contribution (including
installments) to such plan required by Section 302 of ERISA and Section 412 of the IRC which
has resulted in a lien under Section 302 of ERISA or Section 412 of the IRC and for which any
liability is currently outstanding, (v) to the Knowledge of SUG, no action, omission or
transaction has occurred with respect to any such plan or any other SUG Benefit Plan which
could subject SUG or the plan or trust forming a part thereof to a material civil liability or
penalty under ERISA or other applicable laws, or a material Tax under the IRC, (vi) any such
plan which is a Group Health Plan has complied in all material respects with the provisions of
Sections 601-608 of ERISA and Section 4980E of the IRC, (vii) there are no pending or, to the
Knowledge of SUG. Threatened claims by or on behalf of any such plan or any other SUG
Benefit Plan, by any employees, former employees or plan beneficiaries covered by such plan or
otherwise by or on behalf of any person involving any such plan (other than routine non-
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contested claims for benefits) which could result in a material liability to SUG and its
Subsidiaries, taken as a whole, and (viii) neither SUG nor any SUG Commonly Controlled Entity
has engaged in, or is a successor or parent corporation to any entity or person that has engaged
in, a transaction described in Section 4069 of ERISA.

(e)

	

The execution and delivery of this Agreement and the consummation of
the transactions contemplated hereby will not (i) increase the amount of benefits otherwise
payable under any SUG Benefit Plan, (ii) result in the acceleration of the time of eligibility to
participate in any SUG Benefit Plan, or of any payment, exercisability, funding or vesting of any
benefit under any SUG Benefit Plan, (iii) result in payment becoming due or with respect to any
current or former employee, director or consultant, or (iv) result in any payment becoming due in
the event of a termination of employment or service of any employee, director or consultant .

(f)

	

SUG is not a party to any Contract nor has it established any policy or
practice, which would require SUG to make a payment or provide any other form of
compensation or benefit to any Person performing (or who within the past twelve months
performed) services for SUG during or upon termination of such services which would not be
payable or provided in the absence of the consummation of the transactions contemplated by this
Agreement.

(g)

	

Except as would affect unionized employees and/or retirees who are
covered by bargaining agreements, if any, and as otherwise set forth in Section 4.14 of the SUG
Disclosure Schedule, each SUG Benefit Plan which is an "employee welfare benefit plan," as
such term is defined in Section 3(1) of ERISA, may be unilaterally amended or terminated in its
entirety without any liability being incurred by SUG or any Affiliate of SUG, except as to
benefits accrued thereunder prior to such amendment or termination.

(h)

	

As of the date of this Agreement, SUG has not contributed nor been
obligated to contribute to any "multi-employer plan" within the meaning of Section 3(37) of
ERISA within the last six years and has no outstanding liability with respect to any such plan .

Section 4.15

	

Environmental Matters. Except as set forth in Section 4.15 of the SUG
Disclosure Schedule or as specifically described in the SUG SEC Documents delivered to FAL
prior to the date of this Agreement, and with such other exceptions as are not, individually or in
the aggregate, reasonably likely to have a SUG Material Adverse Effect :

(a)

	

To the Knowledge of SUG, SUG and any Person for whose conduct SUG
is reasonably likely to be held responsible, is currently and at all times has been, in material
compliance with any Environmental Law. SUG has not received any Order, notice, or other
communication from (i) any Governmental Body or private citizen acting in the public interest,
or (ii) the current or prior owner or operator of any Facilities, of any violation or failure to
comply with any Environmental Law, or of any obligation to undertake or bear the cost of any
environmental cleanup; or with respect to any property or Facility at which Hazardous Materials
generated by SUG or any other Person for whose conduct SUG may be held responsible were
transported for disposal ; and
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(b)

	

There are no pending or, to the Knowledge of SUG, Threatened claims or
Encumbrances arising under or pursuant to any Environmental Law with respect to or affecting
any of the Facilities or any other properties and assets (whether real, personal, or mixed) in
which SUG has or had a direct or indirect interest (including by ownership or use) .

Section 4.16

	

No Material Adverse Change.

	

Except as described in the SUG SEC
Documents that have been provided to FAL prior to the date of this Agreement, since the date of
the SUG Balance Sheet, there has not been any SUG Material Adverse Effect, and no events
have occurred or circumstances exist that are, individually or in the aggregate, reasonably likely
to have a SUG Material Adverse Effect, except that any SUG Material Adverse Effect that
results from or relates to (a) general business or economic conditions, (b) conditions generally
affecting the industries in which SUG competes or (c) the announcement of the transactions
contemplated by this Agreement shall be disregarded .

Section 4.17

	

Brokers.

	

SUG is not a party to, or in any way obligated under any
Contract, and there are no outstanding claims against SUG, for the payment of any broker's or
finder's fees in connection with the origin, negotiation, execution or performance of this
Agreement .

Section 4.18

	

Proxy Statement; Registration Statement.

	

None of the information
supplied or to be supplied to FAL by or on behalf of SUG for inclusion in the proxy statement, in
definitive form, relating to the FAL Meeting to be held in connection with the Merger (the °FAL
Proxy Statement"), or supplied by or on behalf of SUG in the Registration Statement on Form S-
4 (and any amendments thereto) to be filed by SUG with the SEC pursuant to the Securities Act
to register the shares of SUG Common Stock constituting the Stock Consideration (the
"Registration Statement") will, in the case of the Registration Statement, at the effective time of
the Registration Statement, at any time the Registration Statement is amended or supplemented,
at the date the FAL Proxy Statement is first mailed to FAL's stockholders, at any time the FAL
Proxy Statement is amended or supplemented, at the time of the FAL Meeting and at the
Effective Time, and in the case of the FAL Proxy Statement, at the date the FAL Proxy
Statement is first mailed to FAL's stockholders, at any time the FAL Proxy Statement is
amended or supplemented and at the time of the FAL Meeting (giving effect to any documents
incorporated by reference therein), 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 light of the circumstances under which they are made, not misleading . The
Registration Statement will comply as to form and in substance in all material respects with the
applicable provisions of the Securities Act and the rules and regulations thereunder.

Section 4.19

	

No Vote Required. No vote of the holders of any class or series of the
capital stock of SUG is required to approve this Agreement and the Merger.

Section 4.20 Disclaimer of Representations and Warranties. EXCEPT FOR THE
REPRESENTATIONS AND WARRANTIES CONTAINED IN THIS ARTICLE IV, SUG
MAKES NO OTHER REPRESENTATIONS OR WARRANTIES, EXPRESS OR IMPLIED,
AND SUG HEREBY DISCLAIMS ANY SUCH OTHER REPRESENTATIONS OR
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WARRANTIES, WHETHER BY SUG, ANY SUBSIDIARY OF SUG, OR ANY OF THEIR
RESPECTIVE OFFICERS, DIRECTORS, EMPLOYEES, AGENTS OR
REPRESENTATIVES, OR ANY OTHER PERSON, WITH RESPECT TO THIS
AGREEMENT AND THE TRANSACTIONS CONTEMPLATED HEREBY,
NOTWITHSTANDING THE DELIVERY OR DISCLOSURE TO FAL OR ANY OF ITS
DIRECTORS, OFFICERS, EMPLOYEES, AGENTS OR REPRESENTATIVES, OR ANY
OTHER PERSON, OF ANY DOCUMENTATION OR OTHER INFORMATION BY SUG,
ANY SUBSIDIARY OF SUG, OR ANY OF THEIR RESPECTIVE DIRECTORS, OFFICERS,
EMPLOYEES, AGENTS OR REPRESENTATIVES, OR ANY OTHER PERSON, WITH
RESPECT TO ANY OF THE FOREGOING.
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ARTICLE V
REPRESENTATIONS AND WARRANTIES OF FAL

FAL, as to the Acquired Companies, represents and warrants to SUG as follows :

Section 5.1

	

Organization, Existence and Qualification.

(a)

	

Each Acquired Company is a corporation duly incorporated, validly
existing, and in good standing under the laws of its state of incorporation or organization, with
full corporate power and authority to conduct its business as it is now being conducted, to own or
use the properties and assets that it purports to own or use, and to perform all its obligations
under all Applicable Contracts . Section 5.1(a) of the FAL Disclosure Schedule sets forth the
name of each Acquired Company, the state or jurisdiction of its incorporation or organization,
and each state or jurisdiction where such Acquired Company is duly qualified as a foreign
corporation. Each Acquired Company is duly qualified to do business as a foreign corporation
and is in good standing under the laws of each state or other jurisdiction in which either the
ownership or use of the properties owned or used by it, or the nature of the business conducted
by it, requires such qualification as a foreign corporation except for such failures to be so
qualified or in good standing as are not, individually or in the aggregate, reasonably likely to
have a FAL Material Adverse Effect.

(b)

	

FAL has delivered to SUG copies of the Organizational Documents, as
currently in effect, of each Acquired Company .

Section 5.2

	

Capitalization . The capital stock of FAL consists of 2,951,334 shares of
FAL Common Stock, of which 2,220,086 shares are issued and outstanding .

	

The issued and
outstanding shares of FAL Common Stock have been validly issued and are fully paid and
nonassessable . Except as specifically described in the FAL SEC Documents delivered to SUG
prior to the date of this Agreement, no shares of FAL Common Stock are held, in treasury or
otherwise, by FAL or any of its Subsidiaries and there are no outstanding (i) securities
convertible into FAL Common Stock or other capital stock of FAL or any of its Subsidiaries, (ii)
warrants or options to purchase FAL Common Stock or other securities of FAL or any of its
Subsidiaries or (iii) other commitments to issue shares of FAL Common Stock or other securities
of FAL or any of its Subsidiaries .
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Section 5.3

	

Subsidiaries ; Investments . Except as set forth in Section 5 .3 of the FAL
Disclosure Schedule, FAL has no Subsidiaries or investments in any Person (except for
marketable securities disclosed to SUG prior to the date of this Agreement) and FAL is the
registered owner and holder of all of the issued and outstanding shares of capital stock of its
Subsidiaries and has good title to such shares . The outstanding capital stock of each Subsidiary
has been validly issued and is fully paid and nonassessable . All such capital stock owned by any
Acquired Company is free and cleat of any Encumbrance (except for any Encumbrance disclosed
in the FAL SEC Documents delivered to SUG prior to the date of this Agreement, or created or
incurred by this Agreement in favor of SUG, or imposed by federal or state securities laws) .

Section 5.4

	

Authority Relative to this Agreement and Binding Effect.

	

The
execution, delivery and performance of this Agreement and the Related Documents by FAL have
been duly authorized by all requisite corporate action, except, as of the date of this Agreement,
for the FAL Stockholders' Approval . Except as set forth in Section 5 .4 of the FAL Disclosure
Schedule, the execution, delivery and performance ofthis Agreement and the Related Documents
by FAL will not result in a violation or breach of any term or provision of, or constitute a default,
require a consent, approval or notification, or accelerate the performance required under, the
Organizational Documents of any of the Acquired Companies, any indenture, mortgage, deed of
trust, security agreement, loan agreement, or other Applicable Contract to which any of the
Acquired Companies is a party or by which its assets are bound, or violate any Order, with such
exceptions as are not, individually or in the aggregate, reasonably likely to have a FAL Material
Adverse Effect . This Agreement constitutes and the Related Documents to be executed by any
of the Acquired Companies when executed and delivered will constitute valid and binding
obligations of such Acquired Company, enforceable against such Acquired Company in
accordance with their terms, except as enforceability may be limited by (i) bankruptcy or similar
laws from time to time in effect affecting the enforcement of creditors' rights generally or (ii) the
availability of equitable remedies generally .

Section 5.5

	

Governmental Approvals. Except as set forth in Section 5 .5 of the FAL
Disclosure Schedule and as required by the HSR Act, no approval or authorization of any
Governmental Body with respect to performance under this Agreement or the Related
Documents by any Acquired Company is required to be obtained by FAL in connection with the
execution and delivery by FAL of this Agreement or the Related Documents or the
consummation by the Acquired Companies of the transactions contemplated hereby or thereby,
the failure to obtain which are, individually or in the aggregate, reasonably likely to have a FAL
Material Adverse Effect .

Section 5.6

	

Public Utility Holding Company Status ; Regulation as a Public
Utility . None of the Acquired Companies is a "holding company," a "subsidiary company," a
"public utility company," or an "affiliate" of a "public utility company" or a "holding company"
within the meaning of such terms in PUHCA.
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Section 5.7

	

Compliance with Legal Requirements ; Governmental Authorizations .

(a)

	

Except as set forth in Section 5 .7(a) of the FAL Disclosure Schedule or as
specifically described in the FAL SEC Documents delivered to SUG prior to the date of this
Agreement, and subject to Section 5 .19 of this Agreement, to the Knowledge of any Acquired
Company, no Acquired Company is in violation of any Legal Requirement that is applicable to
it, to the conduct or operation of its business, or to the ownership or use of any of its assets, other
than such violations, if any, which are not, individually or in the aggregate, reasonably likely to
have a FAL Material Adverse Effect .

(b)

	

The FAL SEC Documents delivered to SUG prior to the date of this
Agreement accurately describe all material regulation of each Acquired Company that relates to
the utility business of any Acquired Company. Except as set forth on Section 5 .7(a) of the FAL
Disclosure Schedule, each Acquired Company has, and is in material compliance with, all
material Governmental Authorizations necessary to conduct its business and to own, operate and
use all of its assets as currently conducted .

Section 5.8

	

Legal Proceedings ; Orders.

	

Except as set forth in Section 5 .8 of the
FAL Disclosure Schedule or as specifically described in the FAL SEC Documents delivered to
SUG prior to the date of this Agreement, there is no pending Proceeding:
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(1)

	

that has been commenced by or against, or that otherwise relates
to, any Acquired Company that is reasonably likely to have a FAL Material
Adverse Effect ; or

(2)

	

as of the date of this Agreement, that challenges, or that may have
the effect of preventing, delaying, making illegal, or otherwise interfering with,
the Merger or any of the transactions contemplated hereby .

To the Knowledge of FAL, except as set forth in Section 5.8 of the FAL Disclosure Schedule, as
of the date of this Agreement, no such Proceedings, audits or investigations have been
Threatened that are, individually or in the aggregate, reasonably likely to have a FAL Material
Adverse Effect . As of the date of this Agreement, none of the Acquired Companies is subject to
any Orders that are, individually or in the aggregate, reasonably likely to have a FAL Material
Adverse Effect .

Section 5.9

	

SEC Documents. FAL has made (and, with respect to such documents
filed after the date hereof through the Closing Date, will make) available to SUG a true and
complete copy of each report, schedule, registration statement (other than on Form S-8), and
definitive proxy statement filed by FAL with the SEC since September 30, 1998 through the
Closing Date in substantially the form filed with the SEC (the "FAL SEC Documents") . As of
their respective dates, the FAL SEC Documents, including without limitation any financial
statements or schedules included therein, complied (or will comply), in all material respects with
the requirements of the Securities Act or the Exchange Act, as the case may be, and the rules and
regulations of the SEC thereunder applicable to such FAL SEC Documents, and did not (or will
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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 FAL included in the FAL SEC Documents
(collectively, the "FAL Financial Statements") were (or will be) prepared in accordance with
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) and fairly present (or will fairly present) in all
material respects the financial position of FAL and its Subsidiaries, as of the respective dates
thereof or the results of operations and cash flows for the respective periods then ended, as the
case may be, subject, in the case of unaudited interim financial statements, to normal, recurring
adjustments which are not material in the aggregate .

Section 5.10

	

Taxes.

	

Except as set forth in Section 5 .10 of the FAL Disclosure
Schedule :

(a)

	

The Acquired Companies have timely filed all United States federal, state
and local income Tax Returns required to be filed by or with respect to them or requests for
extensions to file such Tax Returns have been timely filed, granted and have not expired, and the
Acquired Companies have timely paid and discharged all Taxes due in connection with or with
respect to the periods or transactions covered by such Tax Returns and have paid all other Taxes
as are due or made adequate provision therefor in accordance with GAAP except where failures
to so file, pay or discharge are not, individually or in the aggregate, reasonably likely to have a
FAL Material Adverse Effect . There are no pending audits or other examinations relating to any
Tax matters . There are no Tax liens on any assets of the Acquired Companies . As of the date of
this Agreement, none of the Acquired Companies has granted any waiver of any statute of
limitations with respect to, or any extension of a period for the assessment of, any Tax. The
accruals and reserves (including deferred taxes) reflected in the FAL Balance Sheet are in all
material respects adequate to cover all material Taxes accruable through the date thereof
(including interest and penalties, if any, thereon and Taxes being contested) in accordance with
GAAP.

(b)

	

None of the Acquired Companies is obligated under any Applicable
Contract with respect to industrial development bonds or other obligations with respect to which
the excludability from gross income of the holder for federal or state income tax purposes could
be affected by the Merger or any ofthe transactions contemplated by this Agreement.

Section 5.11

	

Intellectual Property. No Acquired Company has any Knowledge of (i)
any infringement or claimed infringement by any Acquired Company of any patent rights or
copyrights of others or (ii) any infringement of the patent or patent license rights, trademarks or
copyrights owned by or under license to any Acquired Company, 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 FAL Material Adverse Effect .

Section 5.12

	

Title to Assets .

	

Except (i) as set forth in Section 5 .12 of the FAL
Disclosure Schedule, (ii) as specifically described in the FAL SEC Documents delivered to SUG
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prior to the date of this Agreement, (iii) as set forth in Section 5.19 of this Agreement or (iv) as
set forth in Section 5 .19 of the FAL Disclosure Schedule, none of the Acquired Companies'
assets are subject to any Encumbrance other than FAL Permitted Liens .

Section 5.13

	

Indebtedness.

	

All outstanding principal amounts of indebtedness for
borrowed money of the Acquired Companies as of October 4, 1999 are set forth in Section 5.13
of the FAL Disclosure Schedule .

Section 5.14

	

Machinery and Equipment. Except for normal wear and tear, and with
such exceptions as are not, individually or in the aggregate, reasonably likely to have a FAL
Material Adverse Effect, the machinery and equipment of the Acquired Companies necessary for
the conduct by the Acquired Companies of their respective businesses as presently conducted are
in good operating condition and in a state of reasonable maintenance and repair .

Section 5.15

	

Applicable Contracts . Set forth in Section 5.15(a) of the FAL Disclosure
Schedule is a list as the date hereof of all Applicable Contracts to which any Acquired Company
is a party involving a total commitment by or to any party thereto of more than $65,000 on an
annual basis or more than $250,000 on its remaining term which cannot be terminated on no
more than sixty (60) days' notice without penalty or additional cost to the Acquired Company as
the terminating party. Except as specifically described in the FAL SEC Documents delivered to
SUG prior to the date of this Agreement, and with such exceptions as are not, individually or in
the aggregate, reasonably likely to have a FAL Material Adverse Effect, all Applicable Contracts
of the Acquired Companies are in full force and effect and no Acquired Company nor, to the
Knowledge of FAL, any other party thereto is in default thereunder nor has any event occurred or
is any event occurring that with notice or the passage of time or otherwise, is reasonably likely to
give rise to an event of default thereunder by any party thereto .

Section 5.16

	

Insurance. Section 5 .16(a) of the FAL Disclosure Schedule sets forth a
list of all policies of insurance held by the Acquired Companies as of the date of this Agreement.
Since June 30, 1994, the assets and the business of the Acquired Companies have been
continuously insured with what FAL 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 any of the Acquired Companies. As of the date of this Agreement, no notice of
cancellation, non-renewal or material increase in premiums has been received by any of the
Acquired Companies with respect to such policies, and no Acquired Company 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 FAL
Material Adverse Effect .

	

None of the Acquired Companies 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 Acquired Companies 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 FAL Material Adverse Effect . As of the date of this Agreement,
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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 Acquired Companies as of the date hereof, except for
such non-payments of premiums, cancellations, renewals or disallowances which are not,
individually or in the aggregate, reasonably likely to have a FAL Material Adverse Effect .

Section 5.17

	

Employees . Section 5 .17(a) of the FAL 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 o£ the Acquired Companies, 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 5 .17(6) of the FAL Disclosure Schedule, as of the date
of this Agreement, no labor union or other collective bargaining unit has been certified or
recognized by any of the Acquired Companies, and, to the Knowledge of the Acquired
Companies, as of the date of this Agreement, there are no elections, organizing drives or material
controversies pending or Threatened between any of the Acquired Companies and any labor
union or other collective bargaining unit representing any of the Acquired Companies'
employees . There is no pending or, to the Knowledge of FAL, Threatened labor practice
complaint, arbitration, labor strike or other material labor dispute (excluding grievances)
involving any of the Acquired Companies which are, individually or in the aggregate, reasonably
likely to have a FAL Material Adverse Effect . Except for collective bargaining agreements or as
set forth in Section 5 .17(c) of the FAL Disclosure Schedule, none of the Acquired Companies is
a party to any employment agreement with any employee pertaining to any of the Acquired
Companies .

(a)

	

Each of the FAL Benefit Plans has been operated and administered in all
material respects in accordance with its governing documents and applicable federal and state
laws (including, but not limited to, ERISA and the IRC). For purposes of this Agreement, "FAL
Benefit Plans" shall mean all employee retirement, welfare, stock option, stock ownership,
deferred compensation, bonus or other benefit plans, agreements, practices, policies, programs,
or arrangements, that are applicable to any employee, director or consultant of the Acquired
Companies or maintained by or contributed to by any of the Acquired Companies.

(b)

	

As to any FAL Benefit Plan subject to Title IV of ERISA, there is no
event or condition which presents the material risk of plan termination, no accumulated funding
deficiency, whether or not waived, within the meaning of Section 302 of ERISA or Section 412
of the IRC has been incurred for which any liability is outstanding, no reportable event within the
meaning of Section 4043 of ERISA (for which the notice requirements of Regulation §4043
promulgated by the PBGC have not been waived) has occurred within the last six years, no
notice of intent to terminate the FAL Benefit Plan has been given under Section 4041 of ERISA,
no proceeding has been instituted under Section 4042 of ERISA to terminate the FAL Benefit
Plan, there has been no termination or partial termination of the FAL Benefit Plan within the
meaning of Section 411(d)(3) of the IRC within the last six years, no event described in Sections
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Section 5.18

	

Employee Benefit Plans.
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4062 or 4063 of ERISA has occurred, all PBGC premiums have been timely paid and no liability
to the PBGC has been incurred, except for PBGC premiums not yet due.

(c)

	

There is no matter pending (other than qualification determination
applications and filings

	

and other required periodic filings) with respect to any of the FAL
Benefit Plans before the IRS, the Department of Labor, the PBGC or in or before any other
governmental authority .

(d)

	

Each trust funding a FAL Benefit Plan, which trust is intended to be
exempt from federal income taxation pursuant to Section 501(c)(9) of the IRC, satisfies the
requirements of such section and has received a favorable determination letter from the IRS
regarding such exempt status and to the Knowledge of any Acquired Company has not, since
receipt of the most recent favorable determination letter, been amended or operated in any way
which would adversely affect such exempt status.

(e)

	

With respect to any FAL Benefit Plan or any other "employee benefit
plan" as defined in Section 3(3) of ERISA which is established, sponsored, maintained or
contributed to, or to the Knowledge of the Acquired Companies, with respect to any such plan
which has been established, sponsored, maintained or contributed to within six years prior to the
Closing Date, by the Acquired Companies or any corporation, trade, business or entity under
common control or being a part of an affiliated service group with any of the Acquired
Companies, within the meaning of Section 414(b), (c) or (m) of the IRC or Section 4001 of
ERISA ("FAL Commonly Controlled Entity"), (i) no withdrawal liability, within the meaning of
Section 4201 of ERISA, has been incurred, which withdrawal liability has not been satisfied and
no such withdrawal liability is reasonably expected to be incurred, (ii) no liability under Title IV
of ERISA (including, but not limited to, liability to the PBGC) has been incurred by the
Acquired Companies or any FAL Commonly Controlled Entity, which liability has not been
satisfied (other than for PBGC premiums not yet due), (iii) no accumulated funding deficiency,
whether or not waived, within the meaning of Section 302 of ERISA or Section 412 of the IRC
has been incurred for which any liability is outstanding, (iv) there has been no failure to make
any contribution (including installments) to such plan required by Section 302 of ERISA and
Section 412 of the IRC which has resulted in a lien under Section 302 of ERISA or Section 412
of the IRC and for which any liability is currently outstanding, (v) to the Knowledge of any
Acquired Company, no action, omission or transaction has occurred with respect to any such
plan or any other FAL Benefit Plan which could subject any of the Acquired Companies, the
plan or trust forming a part thereof, or SUG to a material civil liability or penalty under ERISA
or other applicable laws, or a material Tax under the IRC, (vi) any such plan which is a Group
Health Plan has complied in all material respects with the provisions of Sections 601-608 of
ERISA and Section 4980E of the IRC, (vii) there are no pending or, to the Knowledge of any
Acquired Company, Threatened claims by or on behalf of any such plan or any other FAL
Benefit Plan, by any employees, former employees or plan beneficiaries covered by such plan or
otherwise by or on behalf of any person involving any such plan (other than routine non-
contested claims for benefits) which could result in a material liability to the Acquired
Companies taken as a whole, and (viii) neither the Acquired Companies nor any FAL Commonly
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Controlled Entity has engaged in, or is a successor or parent corporation to any entity or person
that has engaged in, a transaction described in Section 4069 of ERISA .

(f)

	

The execution and delivery of this Agreement and the consummation of
the transactions contemplated hereby will not (i) increase the amount of benefits otherwise
payable under any FAL Benefit Plan, (ii) result in the acceleration of the time of eligibility to
participate in any FAL Benefit Plan, or any payment, exercisability, funding or vesting of any
benefit under any FAL Benefit Plan, (iii) result in any payment becoming due to or with respect
to any current or former employee, director or consultant, or (iv) result in any payment becoming
due in the event of a termination of employment or service of any employee, director or
consultant .

(g)

	

None of the Acquired Companies is a party to any Applicable Contract nor
has it established any policy or practice, which would require it or SUG to make a payment or
provide any other form of compensation or benefit to any Person performing (or who within the
past twelve months performed) services for any of the Acquired Companies during or upon
termination of such services which would not be payable or provided in the absence of the
consummation of the transactions contemplated by this Agreement.

(h)

	

Except as would affect unionized employees and/or retirees who had been
unionized employees, each FAL Benefit Plan which is an "employee welfare benefit plan," as
such term is defined in Section 3(1) of ERISA, may be unilaterally amended or terminated in its
entirety without any liability being incurred by any of the Acquired Companies, SUG or any
Affiliate of SUG, except as to benefits accrued thereunder prior to such amendment or
termination .

(i)

	

None of the Acquired Companies has contributed nor been obligated to
contribute to any "multi-employer plan" within the meaning of Section 3(37) of ERISA within
the last six years, and none of the Acquired Companies has any outstanding liability with respect
to any such plan .

0)

	

Section 5.180) of the FAL Disclosure Schedule contains a true and
complete list of each FAL Benefit Plan, and any management, employment, deferred
compensation, severance (including any payment, right or benefit resulting from a change in
control), bonus, or other contract for personal services with any current or former officer, director
or employee, any consulting contract with any person who prior to entering this such contract
was a director or officer or owner of 5% or more of the stock of any Acquired Company or
family member of any such director, officer or stockholder, or any plan, agreement, arrangement
or understanding similar to any of the foregoing . There are no outstanding options to purchase
FAL capital stock or other securities . FAL has provided to SUG a complete and correct copy of
each FAL Benefit Plan (or written summary of any unwritten FAL Benefit Plan), and with
respect to each FAL Benefit Plan, the current summary plan description, related trust agreements,
related insurance contracts, the latest IRS determination letter, the last three annual reports on
Form 5500 series (including all required schedules), and the most recent actuarial report and
annual financial statements .
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Section 5.19

	

Environmental Matters . Except as set forth in Section 5 .19 of the FAL
Disclosure Schedule or as specifically described in the FAL SEC Documents delivered to SUG
prior to the date of this Agreement, and with such other exceptions as are not, individually or in
the aggregate, reasonably likely to have a FAL Material Adverse Effect :

(a)

	

To the Knowledge of any Acquired Company, no Facility owned or
operated by any Acquired Company is currently, or was at any time, listed on the National
Priorities List promulgated under CERCLA, or on any comparable state list, and no Acquired
Company has received any written notification of potential or actual liability or a written request
for information from any Person under or relating to CERCLA or any comparable Legal
Requirement with respect to any Acquired Company or the Facilities ;

(b)

	

To the Knowledge of any Acquired Company, each Acquired Company
and any Person for whose conduct any Acquired Company is reasonably likely to be held
responsible, is currently and at all times has been, in material compliance with any
Environmental Law. No Acquired Company has received any Order, notice, or other
communication from (i) any Governmental Body or private citizen acting in the public interest,
or (ii) the current or prior owner or operator of any Facilities, of any violation or failure to
comply with any Environmental Law, or of any obligation to undertake or bear the cost of any
environmental cleanup, or with respect to any property or Facility at which Hazardous Materials
generated by any Acquired Company were transported for disposal ;

(c)

	

There are no pending or, to the Knowledge of any Acquired Company,
Threatened claims arising under or pursuant to any Environmental Law with respect to or
affecting any of the Facilities or any other properties and assets (whether real, personal, or
mixed) in which any Acquired Company has or had a direct or indirect interest (including by
ownership or use); and

(d)

	

FAL has delivered or made available to SUG true and complete copies and
results of any environmental site assessments, studies, analyses, tests or monitoring possessed by
any Acquired Company of which any Acquired Company has Knowledge pertaining to
Hazardous Materials or Hazardous Activities in, on or under the Facilities, or concerning
compliance by any Acquired Company or any other Person for whose conduct any Acquired
Company is reasonably likely to be held responsible, with Environmental Laws.

Section 5.20

	

No Material Adverse Change. Since the date of the FAL Balance Sheet,
except as specifically described in the FAL SEC Documents delivered to SUG prior to the date
of this Agreement, there has not been any FAL Material Adverse Effect, and no events have
occurred or circumstances exist that are, individually or in the aggregate, reasonably likely to
have a FAL Material Adverse Effect, except that any FAL Material Adverse Effect that results
from or relates to (a) general business or economic conditions, (b) conditions generally affecting
the industries in which the Acquired Companies compete or (c) the announcement of the
transactions contemplated by this Agreement shall be disregarded.
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Section 5.21

	

Brokers . No Acquired Company is a party to, or in any way obligated
under any Applicable Contract, and there are no outstanding claims against any Acquired
Company, for the payment of any broker's or finder's fees in connection with the origin,
negotiation, execution or performance ofthis Agreement.

Section 5.22

	

Regulatory Proceedings . Except as set forth in Section 5 .22 of the FAL
Disclosure Schedule, other than purchase gas adjustment provisions, none of FAL or its
Subsidiaries all or part of whose rates or services are regulated by a Governmental Body (a) has
rates that have been or are being collected subject to refund, pending final resolution of any rate
proceeding pending before a Governmental Body or on appeal to the courts, or (b) is a party to
any rate proceeding before a Governmental Body that are, individually or in the aggregate,
reasonably likely to result in any Orders having a FAL Material Adverse Effect .

Section 5.23

	

Proxy Statement; Registration Statement.

	

None of the information
supplied or to be supplied by or on behalf of the Acquired Companies in either the FAL Proxy
Statement or supplied or to be supplied by the Acquired Companies to SUG for inclusion in the
Registration Statement, will, in the case of the Registration Statement, at the effective time of the
Registration Statement, at any time the Registration Statement is amended or supplemented, at
the date the FAL Proxy Statement is first mailed to FAL's stockholders, at any time the FAL
Proxy Statement is amended or supplemented, at the time of the FAL Meeting and at the
Effective Time, and in the case of the FAL Proxy Statement, at the date the FAL Proxy
Statement is first mailed to FAL's stockholders, at any time the FAL Proxy Statement is
amended or supplemented and at the time of the FAL Meeting (giving effect to any documents
incorporated by reference therein), 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 light of the circumstances under which they are made, not misleading . The FAL
Proxy Statement will comply as to form and in substance in all material respects with the
applicable provisions of the Exchange Act and the rules and regulations thereunder .

Section 5.24

	

Vote Required. Other than the approval of the Merger by the holders of
two thirds of the outstanding shares of FAL Common Stock entitled to vote on the question (the
"FAL Stockholders' Approval"), no vote of the holders of any class or series of the capital stock
of any Acquired Company is required to approve this Agreement and the Merger.

Section 5.25

	

Opinion of Financial Advisor.

	

FAL has provided SUG a copy of the
opinion of Legg Mason Wood Walker, Incorporated, dated as of the date hereof, with respect to
the Merger Consideration to be received by the holders of FAL Common Stock pursuant to the
transactions contemplated by this Agreement.

Section 5.26 Disclaimer of Representations and Warranties . EXCEPT FOR THE
REPRESENTATIONS AND WARRANTIES CONTAINED IN THIS ARTICLE V, FAL
MAKES NO OTHER REPRESENTATIONS OR WARRANTIES, EXPRESS OR IMPLIED,
AND FAL HEREBY DISCLAIMS ANY SUCH OTHER REPRESENTATIONS OR
WARRANTIES, WHETHER BY FAL, ANY SUBSIDIARY OF FAL, OR ANY OF THEIR
RESPECTIVE OFFICERS, DIRECTORS, EMPLOYEES, AGENTS OR
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REPRESENTATIVES, OR ANY OTHER PERSON, WITH RESPECT TO THIS
AGREEMENT AND THE TRANSACTIONS CONTEMPLATED HEREBY,
NOTWITHSTANDING THE DELIVERY OR DISCLOSURE TO SUG OR ANY OF ITS
DIRECTORS, OFFICERS, EMPLOYEES, AGENTS OR REPRESENTATIVES, OR ANY
OTHER PERSON, OF ANY DOCUMENTATION OR OTHER INFORMATION BY FAL,
ANY SUBSIDIARY OF FAL, OR ANY OF THEIR RESPECTIVE DIRECTORS, OFFICERS,
EMPLOYEES, AGENTS OR REPRESENTATIVES, OR ANY OTHER PERSON, WITH
RESPECT TO ANY OF THE FOREGOING.

ARTICLE VI
COVENANTS

Section 6.1

	

Covenants of FAL . FAL agrees to observe and perform the following
covenants and agreements :

(a)

	

Conduct of the Business Prior to the Closing Date .

	

With respect to the
Acquired Companies, except (i) as contemplated in this Agreement, (ii) as required by law or
regulation, or (iii) as otherwise expressly consented to in writing by SUG which consent shall not
be unreasonably withheld or delayed, prior to the Closing, FAL will cause each Acquired
Company to :
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(1)

	

Not make or permit any material change in the general nature of its
business ;

(2)

	

Maintain its Ordinary Course of Business in accordance with
prudent business judgment and consistent with past practice and policy, and
maintain its assets in good operating repair, order and condition, reasonable wear
and tear excepted, subject to retirements in the Ordinary Course of Business ;

(3)

	

Preserve the Acquired Company as an ongoing business and use
reasonable efforts to maintain the goodwill associated with the Acquired
Company;

(4)

	

Preserve all of the Acquired Companies' franchises, tariffs,
certificates of public convenience and necessity, licenses, authorizations and other
governmental rights and permits ;

Not enter into any material transaction or Material Contract ;

(6)

	

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 Acquired Company other than in the Ordinary Course
of Business ;
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(7)

	

Not hire any new employee unless such employee is a bona fide
replacement for a presently-filled position with the Acquired Company as of the
date hereof;

(8)

	

Not file any material applications, petitions, motions, orders,
briefs, settlement or agreements in any material Proceeding before any
Governmental Body which involves any Acquired Company, and appeals related
thereto ;

(9)

	

Not engage in or modify, except in the Ordinary Course of
Business, any material intercompany transactions involving any other Acquired
Company;

(10)

	

Not voluntarily change in any material respect or terminate any
insurance policies disclosed on Section 5 .16(a) of the FAL Disclosure Schedule
that presently are in effect unless equivalent coverage is obtained ;

(11)

	

Except as disclosed or specifically contemplated in this Agreement
or in Section 6.1(a)(I1) of the FAL Disclosure Schedule, and with respect to
budgeted expenditures known and specifically disclosed in writing to SUG,
subject to adjustments in the Ordinary Course of Business and other deviations
(which in the aggregate shall not exceed 5% on an annualized basis during the
period from the date of this Agreement until the Closing Date), not make any
capital expenditure or capital expenditure commitment ;

(12) Not make any changes in financial policies or practices, or
strategic or operating policies or practices, in each case which involve any
Acquired Company ;

(13)

	

Comply in all material respects with all applicable material Legal
Requirements and permits, including without limitation those relating to the filing
ofreports and the payment of Taxes due to be paid prior to the Closing, other than
those contested in good faith ;

(14)

	

Not adopt, amend (other than amendments that reduce the amounts
payable by SUG or any of its Subsidiaries or amendments required by law) or
assume an obligation to contribute to any FAL Benefit Plan or collective
bargaining agreement or enter into any employment, consulting, severance or
similar Contract with any Person (including without limitation, contracts with
management of any Acquired Company or any of its Affiliates that might require
payments be made upon consummation of the transactions contemplated hereby)
or amend any such existing contracts ;

(15)

	

Except in the Ordinary Course of Business or as required by the
terms of any existing Contract, FAL Benefit Plan or collective bargaining
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agreement, not grant any increase or change in total compensation, benefits or pay
any bonus to any employee, director or consultant ;

(16)

	

Not grant or enter into or extend the term of any Contract with
respect to continued employment or service for any employee, officer, director or
consultant ;

(17)

	

Not make any loan or advance to any Person other than to any
officer, director, stockholder or employee in the Ordinary Course of Business ;

(18) 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 Acquired Companies' 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 ;

(19)

	

Not amend any of its Organizational Documents ; and

(20)

	

Subject to Section 6.1(1), not issue or assume any note, debenture
or other evidence of indebtedness which by its terms does not mature within one
year from the date of execution or issuance thereof, unless otherwise redeemable
or subject to prepayment at any time at the option of the Acquired Company on
not more than thirty (30) days notice without penalty for such redemption or
prepayment .

(b)

	

Customer Notifications . At any time and from time to time reasonably
requested by SUG prior to the Closing Date, each Acquired Company will permit SUG at FAL'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 FAL 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 party, 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) .

(c)

	

Access to the Acquired Companies' Offices, Properties and Records ;
Updating Information.

(1)

	

From and after the date hereof and until the Closing Date, the
Acquired Companies shall permit SUG and its Representatives to have, on
reasonable notice and at reasonable times, reasonable access to such ofthe offices,
properties and employees of the Acquired Companies, and shall disclose, and
make available to SUG and its Representatives all books, papers and records to
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the extent that they relate to the ownership, operation, obligations and liabilities of
or pertaining to the Acquired Companies, their businesses, assets and liabilities .
Without limiting the application of the Confidentiality Agreement dated October
4, 1999 between FAL and SUG (the "Confidentiality Agreement"), all documents
or information fumished by the Acquired Companies hereunder shall be subject to
the Confidentiality Agreement.

(2)

	

FAL will notify SUG as promptly as practicable of any significant
change in the Ordinary Course of Business or operation of any of the Acquired
Companies and of any material complaints, investigations or hearings (or
communications indicating that the same may be contemplated) by any
Governmental Body, or the institution or overt threat or settlement of any material
Proceeding involving or affecting any of the Acquired Companies or the
transactions contemplated by this Agreement, and shall use reasonable efforts to
keep SUG fully informed of such events and permit SUG's Representatives
access to all materials prepared in connection therewith, consistent with any
applicable Legal Requirement or Contract.

(3)

	

As promptly as practicable after SUG's request, FAL will fttmish
such financial and operating data and other information pertaining to the Acquired
Companies and their businesses and assets as SUG may reasonably request ;
provided, however , that nothing herein will obligate any of the Acquired
Companies 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
Acquired Company is a party or to which any of its assets is subject in providing
such information, or to incur any costs with respect to SUG's external auditors (or
the Acquired Companies' external auditors in the event a report by such auditors
is requested by SUG) providing accounting services with respect to issuing an
auditor's report required by or for SUG.

(d)

	

Governmental Approvals ; Third Party Consents . FAL will use its
reasonable best efforts to obtain all necessary consents, approvals and waivers from any Person
required in connection with the transactions contemplated hereby under any license, lease, permit
or Contract applicable to the Acquired Companies, including, without limitation, the approvals of
those Governmental Bodies and the consents of those third parties listed in Section 5 .4 and
Section 5 .5 of the FAL Disclosure Schedule and as required by the HSR Act .

(e)

	

Dividends .

	

FAL 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 of its or their
capital stock other than (A) dividends by a wholly-owned Subsidiary to FAL or another wholly
owned Subsidiary, or (B) regular quarterly dividends on FAL Common Stock with usual record
and payment dates that do not exceed the current rate of $0.96 per fiscal year ; (ii) split, combine
or reclassify any of its capital stock or the capital stock of any Subsidiary or issue or authorize or
propose the issuance of any other securities in respect of, or in substitution for, shares of its
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capital stock or the capital stock of any Subsidiary; or (iii) redeem, repurchase or otherwise
acquire any shares of its capital stock or the capital stock of any Subsidiary other than
redemptions, repurchases and other acquisitions of shares of capital stock in connection with the
administration ofemployee benefit and dividend reinvestment and customer stock purchase plans
as in effect on the date hereof in the ordinary course of the operation of such plans consistent
with past practice .

(f)

	

Issuance of Securities . FAL 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 its or 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, other than as provided for in the FAL Benefit Plans, and
its dividend reinvestment plan in effect as of the date hereof.

(g)

	

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

(h)

	

No Shopping .

(1)

	

FAL shall not, and shall not authorize or permit any of its (or any
of its Subsidiaries') officers, directors, agents, financial advisors, attorneys,
accountants or other Representatives to, directly or indirectly, solicit, initiate or
encourage submission of proposals or offers from any Person relating to, or that
could reasonably be expected to lead to, a Business Combination or participate in
any negotiations or discussions regarding, or furnish to any other Person any
information with respect to, or otherwise cooperate in any way with, or assist or
participate in, facilitate or encourage, any effort or attempt by any other Person to
do or seek a Business Combination ; provide , however, that, prior to the FAL
Stockholders' Approval, FAL may, in response to an unsolicited written proposal
from a third party with respect to a Business Combination that FAL's Board of
Directors determines, in its good faith judgment, after consultation with and the
receipt of the advice of its financial advisor and outside counsel with customary
qualifications, is a Superior Proposal, (i) furnish information to, and negotiate,
explore or otherwise engage in substantive discussions with such third party, only
if FAL's Board of Directors determines, in its good faith judgment after
consultation with its financial advisors and outside legal counsel, that it is
reasonably necessary in order to comply with its fiduciary duties under applicable
law and (ii) take and disclose to FAL's stockholders a position with respect to
another Business Combination proposal, or amend or withdraw such position,
pursuant to Rule 14d-9 and 14e-2 under the Exchange Act, or make such
disclosure to FAL's stockholders which in the good faith judgment of FAL's
Board of Directors is required by applicable law, based on the advice of its
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outside counsel . Prior to furnishing any non-public information to, entering into
negotiations with or accepting a Superior Proposal from such third party, FAL
will (i) provide written notice to SUG to the effect that it is furnishing information
to or entering into discussions or negotiations with such third party and
(ii) receive from such third party an executed confidentiality agreement containing
substantially the same terms and conditions as the Confidentiality Agreement.
FAL will immediately cease and cause to be terminated any existing solicitation,
initiation, encouragement, activity, discussion or negotiations with any parties
conducted heretofore by FAL or any of its representatives with respect to any
Business Combination .

(2)

	

Except as expressly permitted by this Section 6 .1(h), neither the
FAL Board of Directors nor any committee thereof may, (i) withdraw or modify,
or propose publicly to withdraw or modify, in a manner adverse to SUG, the
approval or recommendation by such Board of Directors or such committee of the
Merger or this Agreement, (ii) approve or recommend, or propose publicly to
approve or recommend, a Business Combination or (iii) cause FAL to enter into
any letter of intent, agreement in principle, acquisition agreement or other similar
agreement related to any Business Combination . Notwithstanding the foregoing,
prior to the time at which the FAL Stockholders' Approval has been obtained, in
response to an unsolicited Business Combination proposal from a third party, if
FAL's Board of Directors determines, in its good faith judgment, after
consultation with and the receipt of the advice of its financial advisor and outside
counsel with customary qualifications, that such proposal is a Superior Proposal
and that failure to do any of the actions set forth in clauses (i), (ii) or (iii) above
would create a reasonable possibility of a breach of the fiduciary duties of FAL's
Board of Directors under applicable law, FAL's Board of Directors may
(i) withdraw or modify its approval or recommendation of the Merger or this
Agreement, approve or recommend a Business Combination or cause FAL to
enter into a Business Combination and (ii) negotiate with a third party with
respect to such Business Combination proposal and, subject to FAL having paid
to SUG the fees described in Section 8 .3(a) hereof and having entered into a
definitive agreement with respect to such Business Combination proposal,
terminate this Agreement; provided, however, that prior to entering into a
definitive agreement with respect to a Business Combination proposal, FAL shall
give SUG at least five (5) day's notice thereof, and shall cause its Representatives
to, negotiate with SUG to make such adjustments in the terms and conditions of
this Agreement as would enable FAL to proceed with the transactions
contemplated herein on such adjusted terms; provided, further, that if FAL and
SUG are unable to reach an agreement on such adjustments within five (5) days
after such notice from FAL, FAL may enter into such definitive agreement,
subject to the provisions of Article VIII .
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(3)

	

FAL shall notify SUG orally and in writing of any such inquiries,
offers or proposals (including, without limitation, the material terms and
conditions of any such offer or proposal and the identity of the Person making it),
within one business day of the receipt thereof, shall use all reasonable efforts to
keep SUG informed ofthe status and details of any such inquiry, offer or proposal
and shall give SUG two (2) days advance notice of the first delivery of non-public
information to such Person . If any such inquiry, offer or proposal is in writing,
FAL shall promptly deliver to SUG a copy of such inquiry, offer or proposal .

(4)

	

For purposes of this Agreement, (i) "Business Combination"
means (other than the transactions contemplated or permitted by this Agreement)
(A) a merger, consolidation or other business combination, share exchange, sale
of shares of capital stock, tender offer or exchange offer or similar transaction
involving FAL or any of its Subsidiaries, (B) acquisition in any manner, directly
or indirectly, of a material interest in any capital stock of, or a material equity
interest in a substantial portion of the assets of, FAL or any of its Subsidiaries,
including any single or multi-step transaction or series of related transactions that
is structured to permit a third party to acquire beneficial ownership of a majority
or greater equity interest in FAL or any of its Subsidiaries, or (C) the acquisition
in any manner, directly or indirectly, of any material portion of the business or
assets (other than immaterial or insubstantial assets or inventory in the Ordinary
Course of Business) of FAL or any of its Subsidiaries and (ii) "Superior Proposal"
means a proposed Business Combination involving at least 50% of the shares of
capital stock or a material portion of the assets of FAL that FAL's Board of
Directors determines, after consulting with FAL's financial advisors and outside
counsel, is financially superior to the transactions contemplated hereby and it
appears that the parry making the proposal is reasonably likely to have the funds
necessary to consummate the Business Combination .

(i)

	

Solicitation of Proxies ; FAL Proxy Statement. Subject to Section 6.1(h),
FAL shall use its reasonable best efforts to solicit from its stockholders proxies in favor of the
Merger and shall take all other action necessary or, in the reasonable opinion of SUG, advisable
to secure the FAL Stockholders' Approval .

0)

	

FAL Stockholders' Approval .

(1)

	

Subject to the provisions of Section 6.1(h) and Section 6.10)(2),
FAL 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
stockholders (including all adjournments thereof, the "FAL Meeting") for the
purpose of securing the FAL Stockholders' Approval, (ii) distribute to its
stockholders the FAL Proxy Statement in accordance with applicable federal and
state law and with its Organizational Documents, (iii) subject to the fiduciary
duties of its Board of Directors, recommend to its stockholders the approval and
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adoption of this Agreement and the transactions contemplated hereby and (iv)
cooperate and consult with SUG with respect to each of the foregoing matters .

(2) The FAL Meeting for the purpose of securing the FAL
Stockholders' Approval, including any adjournments thereof, will be held on such
date or dates as FAL and SUG mutually determine .

(k)

	

Rule 145 Letters . FAL shall promptly identify to SUG all officers and
directors of any Acquired Company and any other persons who are "affiliates" within the
meaning of such term as used in Rule 145 under the Securities Act ("Rule 145 Affiliates"), and
FAL shall use its reasonable efforts to provide to SUG undertakings from such persons ("Rule
145 Letters") to the effect that no disposition of shares of SUG Common Stock received in the
Merger will be made by such persons except within the limits and in accordance with the
applicable provisions of said Rule 145, as amended from time to time, or except in a transaction
which, in the opinion of legal counsel satisfactory to SUG, is exempt from registration under the
Securities Act.

(1)

	

Financing Activities . FAL shall, and shall cause its Subsidiaries to,
cooperate, to the fullest extent commercially reasonable and practicable, with SUG's requests
with respect to refinancing by the Acquired Companies of the current maturities of any of their
indebtedness, and any repurchase, redemption or prepayment by any o£ the Acquired Companies
of any of its indebtedness that may be required prior to or because of the Merger or that SUG
may request that the Acquired Companies effect prior to the Merger, so as to permit SUG 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 Acquired Companies' indebtedness as
in effect on the date of this Agreement, any of the Acquired Companies' indebtedness
outstanding on the Closing Date ; provided, however, that no Acquired Company shall be
required to consummate prior to the Effective Time any such refinancing, repurchase,
redemption or repayment requested by SUG.

(m)

	

FAL Disclosure Schedule . On the date hereof, FAL has delivered to SUG
the FAL Disclosure Schedule, accompanied by a certificate signed by an executive officer of
FAL stating the FAL Disclosure Schedule is being delivered pursuant to this Section 6.1(m) . The
FAL Disclosure Schedule constitutes an integral part of this Agreement and modifies the
representations, warranties, covenants or agreements of FAL contained herein to the extent that
such representations, warranties, covenants or agreements expressly refer to the FAL Disclosure
Schedule .

(n)

	

FAL Bondholders' Consent . FAL shall use its reasonable best efforts to
obtain consents from all holders of each series of First Mortgage Bonds issued and outstanding
under the Indenture of First Mortgage, dated as of December 1, 1952, between FAL and State
Street Bank and Trust Company, successor in interest to the First National Bank of Boston,
successor by merger to Old Colony Trust Company, as Trustee, as amended or supplemented
from time to time, to such amendments to such Indenture as requested by SUG.
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Section 6.2

	

Covenants of SUG . SUG agrees to observe and perform the following
covenants and agreements :

(a)

	

Governmental Approvals ; Third Party Consents . SUG will use its
reasonable best efforts at SUG's sole expense to obtain all necessary consents, approvals and
waivers from any Person required in connection with the transactions contemplated hereby under
any license, lease, permit, Contract or agreement applicable to SUG, including, without
limitation, the approvals of those Governmental Bodies and the consents of those third parties
listed in Section 4.5 of the SUG Disclosure Schedule and as required by the HSR Act.

(b)

	

Employees; Benefits . With respect to the employees (excluding unionized
employees) listed in Section 5.17(a) of the FAL Disclosure Schedule (or their successors
employed pursuant to Section 6.1(a)(7) above) (the "Employees"), except as otherwise specified
herein, SUG agrees as follows:

(1)

	

During the 12 months immediately following the Closing Date, to
make available to the Employees who continue their service with the Surviving
Corporation or any Subsidiary of the Surviving Corporation employee benefit
plans or arrangements that are no less favorable, in the aggregate, than the FAL
Benefit Plans listed in Section 5 .180) of the FAL Disclosure Schedule offered to
the Employees immediately prior to the date ofthis Agreement.

(2)

	

For purposes of eligibility, vesting and benefit accrual under all
benefit plans provided to the Employees after the Closing Date, SUG will
recognize the tenure of employment, as recognized by the Acquired Companies as
of the Closing Date .

(3)

	

All vacation time earned by the Employees prior to the Closing
Date must be taken by the end of the calendar year in which the Closing Date
occurs, except where the Employee is requested by FAL or SUG to forego their
vacation for business-related reasons . For purposes of awarding vacation time at
the beginning of each calendar year following the Closing Date, SUG will
recognize the tenure of employment, as recognized by the Acquired Company as
ofthe Closing Date.

(c)

	

Blue Sky Permits . SUG shall use its reasonable best efforts to obtain,
prior to the effective date of the Registration Statement, all necessary state securities laws or
"blue sky" permits and approvals required to carry out the transactions contemplated by the
Agreement, and will pay all expenses incident thereto .

(d)

	

Listing Application . Prior to the Closing, SUG shall cause the shares of
SUG Common Stock constituting the Stock Consideration to be listed on the NYSE, subject to
official notice of issuance thereof.
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(1)

business ;

(e)

	

Collective Bargaining Agreements . At the Effective Time, SUG agrees to
assume all collective bargaining agreements covering employees of any Acquired Company, and
shall discharge when due any and all liabilities of any Acquired Company under such collective
bargaining agreements relating to periods after the Effective Time.

(f)

	

SUG Disclosure Schedule . On the date hereof, SUG has delivered to FAL
the SUG Disclosure Schedule, accompanied by a certificate signed by an executive officer of
SUG stating that the SUG Disclosure Schedule is being delivered pursuant to this Section 6.2(f) .
The SUG Disclosure Schedule constitutes an integral part of this Agreement and modifies the
representations, warranties, covenants or agreements of SUG contained herein to the extent that
such representations, warranties, covenants or agreements expressly refer to the SUG Disclosure
Schedule .

(g)

	

Conduct of the Business Prior to the Closing Date .

	

Except (i) as
contemplated in this Agreement, (ii) in connection with the transactions contemplated by the PEI
Merger Agreement, (iii) as required by law or regulation or (iv) as otherwise expressly consented
to in writing by FAL which consent will not be unreasonably withheld or delayed, prior to the
Closing, SUG will :

Not make or permit any material change in the general nature of its

(2)

	

Maintain its present operations in the Ordinary Course of Business
in accordance with prudent business judgment and consistent with past practice
and policy, and maintain its assets in good repair, order and condition, reasonable
wear and tear excepted, subject to retirements in the Ordinary Course of Business ;

(3)

	

Preserve SUG as an ongoing business and use reasonable efforts to
maintain the goodwill associated with SUG; and

(4)

	

Preserve all of SUG's franchises, tariffs, certificates of public
convenience and necessity, licenses, authorizations and other governmental rights
and permits .

(h)

	

Access to SUG's Offices, Properties and Records ; Updating Information .

(1)

	

From and after the date hereof and until the Closing Date, SUG
and its Subsidiaries shall permit FAL and its Representatives to have, on
reasonable notice and at reasonable times, reasonable access to such of the offices,
properties and employees of SUG and its Subsidiaries, and shall disclose, and
make available to FAL and its Representatives all books, papers and records to the
extent that they relate to the ownership, operation, obligations and liabilities of or
pertaining to SUG, its Subsidiaries and their respective businesses and assets .
Without limiting the application of the Confidentiality Agreement, all documents
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or information furnished by SUG and its Subsidiaries hereunder shall be subject
to the Confidentiality Agreement.

(2)

	

SUG will notify FAL as promptly as practicable of any significant
change in the Ordinary Course of Business or operation of SUG or any of its
Subsidiaries and of any material complaints, investigations or hearings (or
communications indicating that the same may be contemplated) by any
Governmental Body, or the institution or overt threat or settlement of any material
Proceeding involving or affecting SUG or any of its Subsidiaries or the
transactions contemplated by this Agreement, and shall use reasonable efforts to
keep FAL fully informed of such events and permit FAL's Representatives access
to all materials prepared in connection therewith consistent with any applicable
Legal Requirement or Contract.

Section 6.3

	

Additional Agreements .

(a)

	

The Registration Statement and the FAL Proxy Statement . As soon as
practicable after the date hereof, FAL and SUG shall take such reasonable steps as are necessary
for the prompt preparation and filing with the SEC of (i) the FAL Proxy Statement by FAL and
(ii) the Registration Statement, which will include certain information contained in the FAL
Proxy Statement, by SUG. The foregoing shall include without limitation : (i) obtaining and
furnishing the information required to be included therein, (ii) after consultation between FAL
and SUG, responding promptly to any comments made by the SEC with respect to the FAL
Proxy Statement and the Registration Statement and any amendments and preliminary version
thereof and (iii) causing the Registration Statement to become effective, and the FAL Proxy
Statement to be mailed to FAL's stockholders at the earliest practicable date . FAL agrees, as to
information with respect to FAL, its officers, directors, stockholders and Subsidiaries contained
in the Registration Statement and the FAL Proxy Statement, and SUG agrees, as to information
with respect to SUG, its officers, directors, stockholders and Subsidiaries contained in the
Registration Statement and the FAL Proxy Statement, that such information, in the case of the
FAL Proxy Statement at the time of the mailing of the FAL Proxy Statement and (as then
amended or supplemented) at the time of the FAL Meeting, or in the case of the Registration
Statement at the time of the mailing of the FAL Proxy Statement (as then amended or
supplemented), at the time of the FAL Meeting and at the effective time of the Registration
Statement, will not contain any untrue statement of material fact required to be stated therein or
necessary in order to make the statements therein, in light of the circumstances under which they
are made, not misleading . No representation, warranty, covenant or agreement is made by or on
behalf of FAL with respect to information supplied by any other Person for inclusion in the FAL
Proxy Statement or the Registration Statement . No representation, warranty, covenant or
agreement is made by or on behalf of SUG with respect to information supplied by any other
Person for inclusion in the FAL Proxy Statement or the Registration Statement . No filing of, or
amendment or supplement to, the FAL Proxy Statement or the Registration Statement shall be
made by any party hereto without providing the other party with the opportunity to review and
comment thereon (except for any ongoing SEC reporting required of SUG or FAL that will be
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incorporated by reference) . If at any time prior to the Effective Time any information relating to
any party hereto or any of their respective officers, directors, stockholders or Subsidiaries, should
be discovered by any party hereto which should be set forth in an amendment or supplement to
the FAL Proxy Statement or the Registration Statement so that the FAL Proxy Statement or the
Registration 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 stockholders of FAL, as may be necessary.

(b)

	

Further Assurances. Each of SUG and FAL agrees, and FAL agrees to
cause its Subsidiaries, to take all such reasonable and lawful action as may be necessary or
appropriate in order to effectuate the Merger in accordance with this Agreement as promptly as
possible. If, at any time after the Effective Time, any such further action is necessary or
desirable to carry out the purpose of this Agreement and to vest the Surviving Corporation with
full right, title and possession to all assets, property, rights, privileges, powers and franchises of
the Acquired Companies, the officers and directors of the Surviving Corporation will be fully
authorized to take, and will take, all such lawful and necessary action.

(c)

	

Financial Statements to be Provided . Upon SUG's request. FAL shall
(i) provide to SUG audited and unaudited financial statements required to be included in the
proxy statements and the registration statement contemplated by the PEI Merger Agreement and
(ii) cause its independent accountants to deliver to SUG and PEI the required consents in
connection therewith .

W6-NY992090 .199
V14

ARTICLE VII
CONDITIONS

Section 7.1

	

Conditions to SUG's Obligation to Effect the Merger . The obligation
of SUG to effect the transactions contemplated by this Agreement shall be subject to fulfillment
at or prior to the Closing of the following conditions :

(a)

	

Representations and Warranties True as of the Closing Date .

	

FAL's
representations and warranties in this Agreement shall have been accurate in all material respects
as of the date of this Agreement and shall be accurate in all material respects as of the Closing
Date as if made on the Closing Date; provided, however, that any such representation or warranty
that is qualified by any standard of materiality (including, but not limited to, FAL Material
Adverse Effect) shall have then been, and shall then be, accurate in all respects .

(b)

	

Compliance with Agreements . The covenants, agreements and conditions
required by this Agreement to be performed and complied with by any of the Acquired
Companies shall have been performed and complied with in all material respects prior to or at the
Closing Date .
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(c)

	

Certificate . FAL shall execute and deliver to SUG a certificate of an
authorized officer of FAL, dated the Closing Date, stating that the conditions specified in
Sections 7.1(a) and 7 .1(b) of this Agreement applicable to the Acquired Companies have been
satisfied .

(d)

	

Governmental Approvals . All approvals, consents, opinions or rulings of
all Governmental Bodies required in order to consummate the transactions contemplated hereby
shall have been obtained by Final Order in such form as is, and with no conditions that are,
individually or in the aggregate, reasonably likely to have a FAL Material Adverse Effect or a
material adverse effect on the business, operations, properties, financial condition or results of
operations of the Surviving Corporation, or which would otherwise, in the reasonable
determination of SUG, be unduly burdensome to the Surviving Corporation or any of its
Affiliates . In addition, and without limitation of the condition set forth in the immediately
preceding sentence, the Massachusetts Department of Telecommunications and Energy shall
have resolved, by means of a Final Order, the manner in which the Surviving Corporation as a
whole and its operating division in Massachusetts will be regulated under Chapter 164 of the
Massachusetts General Laws, and such resolution shall be acceptable to SUG in its sole
discretion . The applicable waiting period under the HSR Act with respect to the transactions
contemplated hereby shall have expired or have been terminated.

(e)

	

Third Party Consents . Each of the consents required under Section 5.4 of
this Agreement shall have been obtained to the reasonable satisfaction of SUG, other than any
such consents which, if not obtained, are not, individually or in the aggregate, reasonably likely
to result in a FAL 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 5 .4 of the
FAL Disclosure Schedule to which any of the Acquired Companies is a party, shall have been
obtained .

(f)

	

Injunctions . On the Closing Date, there shall be no Orders which operate
to restrain, enjoin or otherwise prevent the consummation of this Agreement or the Merger.

(g)

	

Resignations . Each director of each Acquired Company shall resign any
position as a director of an Acquired Company effective as of the Closing Date in accordance
with such Acquired Company's Organizational Documents and applicable provisions of the
MBCL; provided , however, that such resignations shall not cause the termination of any such
Person's employment as an employee of an Acquired Company or reduce any such employee's
then current level of compensation.

(h)

	

Opinion of Tax Counsel . On the Closing Date, SUG shall have received
from Hughes Hubbard & Reed LLP, counsel to SUG, an opinion to the effect that the Merger
will constitute a "reorganization" within the meaning of IRC Section 368(a)(1)(A), and that no
gain or loss will be recognized by SUG or FAL with respect to the Merger.

(i)

	

FAL Stockholders' Approval . The FAL Stockholders' Approval shall
have been obtained .
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(J)

	

Appraisal Rights. Demand for payment for shares and appraisal thereof by
stockholders of FAL in accordance with the MBCL with respect to the Merger shall not equal or
exceed 5 percent of the shares of FAL Common Stock entitled to vote on the Merger.

(k)

	

Rule 145 Letters . Each Rule 145 Affiliate shall have executed and
delivered to SUG a Rule 145 Letter, in form and substance reasonably satisfactory to SUG and
its counsel .

(1)

	

Registration Statement . The Registration Statement shall have become
effective, no stop order suspending the effectiveness of the Registration Statement shall have
been issued and no proceedings for that purpose shall have been initiated or threatened by the
SEC .

(m)

	

Listing of SUG Common Stock . The shares of SUG Common Stock
constituting the Stock Consideration shall have been authorized for listing, upon official notice
of issuance, on the NYSE.

(n)

	

FAL Bondholders' Consent . All holders of each series of First Mortgage
Bonds issued and outstanding under the Indenture of First Mortgage, dated as of December 1,
1952, between FAL and State Street Bank and Trust Company, successor in interest to the First
National Bank of Boston, successor by merger to Old Colony Trust Company, as Trustee, as
amended or supplemented from time to time, shall have consented to such amendments to such
Indenture as requested by SUG.

Section 7.2

	

Conditions to FAL's Obligations to Effect the Merger. The obligation
of FAL to effect the transactions contemplated by this Agreement shall be subject to fulfillment
at or prior to the Closing of the following conditions :

(a)

	

Representations and Warranties True as of the Closing Date .

	

SUG's
representations and warranties in this Agreement shall have been accurate in all material respects
as of the date of this Agreement and shall be accurate in all material respects as of the Closing
Date as if made on the Closing Date ; provided, however, that any such representation or warranty
that is qualified by any standard of materiality (including, but not limited to, SUG Material
Adverse Effect) shall have then been, and shall then be, accurate in all respects .

(b)

	

Compliance with Agreements . The covenants, agreements and conditions
required by this Agreement to be performed and complied with by SUG shall have been
performed and complied with in all material respects prior to or at the Closing Date .

(c)

	

Certificate .

	

SUG shall execute and deliver to FAL a certificate of an
authorized officer of SUG, dated the Closing Date, stating that the conditions specified in
Sections 7.2(a) and 7 .2(b) of this Agreement applicable to SUG have been satisfied .

(d)

	

Governmental Approvals . All approvals, consents, opinions or rulings of
all Governmental Bodies required in order to consummate the transactions contemplated hereby
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shall have been obtained by Final Order in such form as is, and with no conditions that are,
individually or in the aggregate, reasonably likely to have a material adverse effect on the
business, operations, properties, financial condition or results of operations of the Surviving
Corporation . The applicable waiting period under the HSR Act with respect to the transactions
contemplated hereby shall have expired or have been terminated .

(e)

	

Injunctions . On the Closing Date, there shall be no Orders which operate
to restrain, enjoin or otherwise prevent the consummation of this Agreement or the Merger.

(f)

	

Opinion of Counsel . On the Closing Date, FAL shall have received from
Rich, May, Bilodeau & Flaherty, P .C., counsel to FAL, an opinion to the effect that the Merger
will be treated for federal income tax purposes as a "reorganization" within the meaning of IRC
Section 368(a), and that no gain or loss will be recognized for federal income tax purposes by the
stockholders of FAL who receive SUG Common Stock in the Merger upon their receipt of the
Merger Consideration, except that any realized gain will be recognized to the extent of the
amount of cash received (including cash in lieu ofthe fractional shares) .

(g)

	

FAL Stockholders' Approval . The FAL Stockholders' Approval shall
have been obtained .

(h)

	

Registration Statement . The Registration Statement shall have become
effective, no stop order suspending the effectiveness of the Registration Statement shall have
been issued and no proceedings for that purpose shall have been initiated or threatened by the
SEC .

(i)

	

Listing of SUG Common Stock. The shares of SUG Common Stock
constituting the Stock Consideration shall have been authorized for listing, upon official notice
of issuance, on the NYSE.

ARTICLE VIII
TERMINATION

Section 8.1

	

Termination Rights. This Agreement may be terminated in its entirety at
any time prior to the Closing:

(a)

	

By the mutual written consent of SUG and FAL;

(b)

	

By FAL, on the one hand, or SUG, on the other hand, in writing if there
shall be in effect a non-appealable order of a court of competent jurisdiction prohibiting the
consummation of the Merger in accordance with this Agreement;

(c)

	

By FAL, by written notice to SUG, if there is a breach of any
representation, warranty, covenant or agreement of SUG, which breach cannot be cured and
would cause the conditions set forth in Section 7.2(a) or (b) to be incapable of being satisfied ;
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(d)

	

By SUG, by written notice to FAL, if there is a breach of any
representation, warranty, covenant or agreement of FAL, which breach cannot be cured and
would cause the conditions set forth in Section 7 .1(a) or (b) to be incapable of being satisfied ;

(e)

	

By FAL, by written notice to SUG in accordance with Section 6.1(h)(2) ;
provide , however, that the termination described in this clause (e) shall not be effective unless
and until FAL shall have paid SUG the fee described in Section 8.3(a) and FAL has substantially
contemporaneously entered into a definitive agreement with respect to the proposed Business
Combination ;

(f)

	

By FAL, by written notice to SUG, if the FAL Stockholders' Approval is
not obtained at the FAL Meeting or by SUG, by written notice to FAL, if the FAL Stockholders'
Approval is not obtained at the FAL Meeting; provide , however, that there has not been a
material misrepresentation or a material breach of covenant, warranty or agreement contained
herein on the part of the party asserting its right to terminate pursuant to this Section 8.1(f) ;

(g)

	

By SUG, by written notice to FAL, if the Board of Directors of FAL or
any committee thereof (i) withdraws or modifies, or proposes publicly to withdraw or modify, in
a manner adverse to SUG, the approval or recommendation by the Board of Directors or such
committee of the Merger or this Agreement, (ii) approves or recommends, or proposes publicly
to approve or recommend, a Business Combination, (iii) causes FAL to enter into a definitive
agreement related to any Business Combination or (iv) resolves to take any of the actions
specified in clause (i), (ii) and (iii) above;

(h)

	

By SUG, by written notice to FAL, 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 FAL; or

(i)

	

By FAL, by written notice to SUG, if the Average Trading Price of the
SUG Common Stock as of the Closing is lower than $15.00 .

(j)

	

By either party in writing at any time after 5 :00 p.m., Eastern Time, on
October 15, 2000 (the "Initial Termination Date"), if the Closing has not occurred prior thereto ;
provided, however, that the right to terminate this Agreement under this Section 8.1(j) will not be
available to any party that is in material breach of its representations, warranties, covenants or
agreements contained herein; and provided, further, that if on the Initial Termination Date (i) the
conditions to closing set forth in Sections 7.1(d) and 7 .2(d) shall not have been fulfilled or
(ii) any approval or authorization of any Governmental Body required in connection with the
consummation of the Merger shall have not been obtained and such approval or authorizations
shall not have become a Final Order, but all other conditions to Closing shall be fulfilled or shall
be capable of being fulfilled, then the Initial Termination Date will be extended to February 28,
2001 .

Section 8.2

	

Effect of Termination .

	

If this Agreement is terminated pursuant to
Section 8 .1, this Agreement shall be of no further force and effect and there shall be no further

W6-NY992090.199
VI4

47



liability hereunder on the part of any party or its Affiliates, directors, officers, stockholders,
agents or other Representatives ; provided, however , that (i) any fee payable under Section 8 .3(a)
is paid to SUG 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 of the 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 . Notwithstanding anything to the contrary contained herein, the provisions of
Section 8.2, Sections 10.1 through 10 .6 and Sections 10.8 through 10.11 of this Agreement shall
survive any termination of this Agreement.

Section 8.3

	

Termination Fee; Expenses .

(a)

	

Termination Fee.

	

If this Agreement is terminated pursuant to Section
8.1(e), 8.1(g) or 8.1(h), then FAL shall pay to SUG promptly (but not later than five business
days after notice is received from FAL) an amount equal to $1 .5 million in cash.

(b)

	

Expenses . The parties agree that the agreements contained in this Section
8 .3 are an integral part of the transactions contemplated by this Agreement and constitute
liquidated damages and not a penalty . Notwithstanding anything to the contrary contained in this
Section 8.3, if FAL fails to pay promptly to SUG the fee due under Section 8.3(a), in addition to
any amounts paid or payable pursuant to Section 8 .3(a), FAL 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 calculated using an annual percentage rate of interest equal to 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 .
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ARTICLE IX
INDEMNIFICATION ; REMEDIES

Section 9 .1

	

Directors' and Officers' Indemnification .

(a)

	

Indemnification and Insurance. For a period of six years after the
Effective Time, the Surviving Corporation will indemnify and hold harmless the present and
former officers and directors of FAL and its Subsidiaries (the "Indemnified Parties") in respect of
acts or omissions occurring prior to the Effective Time to the extent provided under FAL's
articles of organization and bylaws 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, the Surviving Corporation 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 FAL'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
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exceed 200% of the previous year's premiums, the Surviving Corporation will be obligated to
obtain a policy with the best coverage available, in the reasonable judgment of the Board of
Directors of the Surviving Corporation for a cost not exceeding such amount.

(b)

	

Successors . In the event the Surviving Corporation 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 the Surviving Corporation will
assume the obligations set forth in this Section 9.1 .

(c)

	

Survival of Indemnification . 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 any Acquired Company with respect to their
activities as such prior to the Effective Time, as provided in their respective Organizational
Documents in effect on the date hereof, or otherwise in effect on the date hereof, will survive the
Merger and will continue in full force and effect except for amendments to make changes
permitted by law that would enhance the rights of past or present officers and directors to
indemnification or advancement of expenses in respect of acts or omissions occurring prior to the
Effective Time for a period of not less than six years from the Effective Time (or, in the case of
matters occurring prior to the Effective Time which have not been resolved prior to the sixth
anniversary of the Effective Time, until such matters are finally resolved) .

Section 9.2

	

Representations and Warranties .

	

Each and every representation and
warranty of either party shall expire at, and be terminated and extinguished with, the Effective
Time.
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ARTICLE X
GENERAL PROVISIONS

Section 10.1

	

Expenses .

	

Each of the parties will pay all costs and expenses of its
performance of and compliance with this Agreement, except (i) as provided in Section 8.3 and as
expressly provided otherwise herein, (ii) FAL shall pay all fees and expenses of counsel for FAL,
(iii) SUG will pay all real estate transfer taxes and real estate recording fees, if any, including
expenses of counsel associated with real estate title, transfer and recording issues in connection
with the Merger, and all filing and application fees paid to Governmental Bodies in connection
with the Merger and (iv) SUG and FAL will each pay half of the combined costs of printing and
mailing to the FAL stockholders the prospectus that is a part of the Registration Statement and
the FAL Proxy Statement.

Section 10.2

	

Notices. All notices, requests and other communications hereunder shall
be in writing and shall be deemed to have been given upon receipt if either (a) personally
delivered, (b) sent by prepaid first class mail, and registered or certified and a return receipt
requested or (c) by facsimile telecopier with completed transmission acknowledged :
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if to SUG, to:

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

	

Peter H. Kelley
President and Chief Operating Officer

Telecopier :

	

(512) 477-3879

with a copy to:

Pennsylvania Enterprises, Inc .
One PEI Center
Wilkes-Barre, Pennsylvania 18711-0601
Attention :

	

Thomas F . Karam
President and Chief Executive Officer

Telecopier :

	

(570) 829-8900

and

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

	

Garen J. Albert
Telecopier :

	

(212) 422-4726

if to FAL, to:

Fall River Gas Company
155 North Main Street
Fall River, Massachusetts 02722
Attention :

	

Bradford J . Faxon
President and Chief Executive Officer

Telecopier:

	

(508) 675-7811

with a copy to:

Rich, May, Bilodeau & Flaherty, P.C.
176 Federal Street
Boston, Massachusetts 02110
Attention :

	

Eric J. Krathwohl
Telecopier:

	

(617) 556-3889

or at such other address or number as shall be given in writing by a party to the other parties .
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Section 10.3 Assignment. This Agreement may not be assigned by any party hereto
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 .

Section 10.4

	

Successor Bound.

	

Subject to the provisions of Section 10.3, this
Agreement shall be binding upon and inure to the benefit of the parties hereto and their
respective successors and permitted assigns .

Section 10.5

	

Governing Law; Forum; Consent to Jurisdiction .

	

This Agreement
shall be construed in accordance with and governed by the laws of the State of New York except
to the extent that the terms and consummation of the Merger are subject to the DGCL or the
MBCL in which case such laws shall govern . Each party to this Agreement hereby irrevocably
and unconditionally (i) consents to submit to the exclusive jurisdiction of the federal courts of the
Southern District of New York in the county of New York and the borough of Manhattan and the
jurisdiction of the federal courts of the District of Massachusetts in the county of Suffolk and the
city of Boston for any proceeding arising in connection with this Agreement (and each such party
agrees not to commence any such proceeding, except in such courts), (ii) to the extent such party
is not a resident of the State of New York or the Commonwealth of Massachusetts, agrees to
appoint agents in the State of New York and the Commonwealth of Massachusetts as such
party's agents for acceptance of legal process in any such proceeding against such party with the
same legal force and validity as if served upon such party personally within the State of New
York or the Commonwealth of Massachusetts, respectively, and to notify promptly each other
party hereto of the name and address of each such agent, (iii) waives any objection to the laying
of venue of any such proceeding in the federal courts ofthe Southern District of New York in the
county of New York and the borough of Manhattan or the federal courts of the District of
Massachusetts in the county of Suffolk and the city of Boston, and (iv) waives, and agrees not to
plead or to make, any claim that any such proceeding brought in any federal court of the
Southern District of New York or the District of Massachusetts has been brought in an improper
or otherwise inconvenient forum .

Section 10.6 Waiver of Trial By Jury. EACH PARTY TO THIS AGREEMENT
HEREBY WAIVES TRIAL BY JURY IN ANY ACTION OR PROCEEDING TO WHICH
ANY SUCH PARTY MAY BE A PARTY ARISING OUT OF OR IN ANY WAY
PERTAINING TO (i) THIS AGREEMENT, (ii) THE MERGER, (iii) THE
CONFIDENTIALITY AGREEMENT OR (iv) ANY RELATED DOCUMENTS. IT IS
AGREED AND UNDERSTOOD THAT THIS WAIVER CONSTITUTES A WAIVER OF
TRIAL BY JURY OF ALL CLAIMS AGAINST ALL PARTIES WHO ARE PARTIES
TO THIS AGREEMENT. THIS WAIVER IS KNOWINGLY, WILLINGLY AND
VOLUNTARILY MADE BY EACH PARTY HERETO, AND EACH SUCH PARTY
HEREBY REPRESENTS AND WARRANTS THAT NO REPRESENTATIONS OF
FACT OR OPINION HAVE BEEN MADE BY ANY PERSON TO INDUCE THIS
WAIVER OR TRIAL BY JURY OR TO IN ANY WAY MODIFY OR NULLIFY ITS
EFFECT. EACH PARTY TO THIS AGREEMENT FURTHER REPRESENTS AND
WARRANTS THAT EACH SUCH PARTY HAS BEEN REPRESENTED IN THE
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SIGNING OF THIS AGREEMENT AND IN THE MAKING OF THIS WAIVER BY
INDEPENDENT LEGAL COUNSEL, SELECTED OF EACH SUCH PARTY'S OWN
FREE WILL, AND THAT EACH SUCH PARTY HAS HAD THE OPPORTUNITY TO
DISCUSS THIS WAIVER WITH COUNSEL.

Section 10.7

	

Cooperation ; Further Documents .

(a)

	

Each of the parties hereto agrees to use its reasonable best efforts to take
or cause to be taken all action, and to do or cause to be done all things necessary, proper or
advisable under applicable laws, regulations or otherwise, to consummate and to make effective
the transactions contemplated by this Agreement, including, without limitation, the timely
performance of all actions and things contemplated by this Agreement to be taken or done by
each of the parties hereto .

(b)

	

Each party shall cooperate with the other party in such other party's
discharge of the obligations hereunder, which shall include making reasonably available to the
other party such of its personnel as have relevant information, with respect thereto .

Section 10.8

	

Construction of Agreement . The terms and provisions ofthis Agreement
represent the results of negotiations between the parties hereto 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 FAL and SUG hereby waive the application in connection with the
interpretation and construction of this Agreement of any rule of law to the effect that ambiguous
or conflicting terns 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 .

Section 10.9

	

Publicity; Organizational and Operational Announcements . No party
hereto shall issue, make or cause the publication of any press release or other announcement with
respect to this Agreement or the transactions contemplated hereby, or otherwise make any
disclosures relating thereto, without the consent of the other party, such consent not to be
unreasonably withheld or delayed; provided, however, that such consent shall not be required
where such release or announcement is required by applicable law or the rules or regulations of a
securities exchange, in which event, the party so required to issue such release or announcement
shall endeavor, wherever possible, to furnish an advance copy of the proposed release to the
other party .

Section 10.10 Waiver.

	

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-M'992090.199
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Section 10.11 Parties in Interest.

	

This Agreement (including the documents and
instruments referred to herein) is not intended to confer upon any Person, other than the parties
hereto and their successors and permitted assigns, any rights or remedies hereunder, except that
the parties hereto agree and acknowledge that the agreements and covenants contained in Section
9.1 are intended for the direct and irrevocable benefit of the Indemnified Parties described therein
and their respective heirs or legal representatives (each such director or Indemnified Party, a
"Third Party Beneficiary"), and that each such Third Party Beneficiary, although not a party to
this Agreement, shall be and is a direct and irrevocable third party beneficiary of such
agreements and covenants and shall have the right to enforce such agreements and covenants
against the Surviving Corporation in all respects fully and to the same extent as if such Third
Party Beneficiary were a party hereto .

Section 10.12 Specific Performance . The parties hereto agree that irreparable damage
would occur to a party in the event that any of the provisions of this Agreement were not
performed in accordance with their specific terms or were otherwise breached . It is accordingly
agreed that any party shall be entitled to an injunction or injunctions to prevent breaches of this
agreement by any other party and to enforce specifically, to the fullest extent available, the terms
and provisions hereof, including each party's obligation to close, in any court of the United
States or any state having jurisdiction, this being in addition to any other right or remedy to
which any party is entitled at law or in equity .

Section 10.13 Section and Paragraph Headings . The section and paragraph headings
in this Agreement are for reference purposes only and shall not affect in any way the meaning or
interpretation of this Agreement.

Section 10.14 Amendment. This Agreement may be amended only by an instrument in
writing executed by the parties hereto .

Section 10.15 Entire Agreement. This Agreement, the exhibits, annexes and schedules
hereto and the documents specifically referred to herein and the Confidentiality Agreement
constitute the entire agreement, understanding, representations and warranties of the parties
hereto with respect to the subject matter hereof.

Section 10.16 Counterparts.

	

This Agreement may be executed in one or more
counterparts, each of which shall be deemed an original, but all of which together shall constitute
one and the same instrument .
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IN WITNESS WHEREOF, the parties have executed and delivered this Agreement as
ofthe date first written above.

SOUTHERN UNIONCOMPANY

By:
Naine: RoYaId J. Endres
Title:

	

Executive Vice President

FALL RIVERGAS COMPANY

By:

By:
Name:

	

Peter H. Thanas
Title:

	

Senior Vice President and Treasurer

[SEAL]

Name:

	

Bradford J. Faxon
Title:

	

President and ChiefExecutive Officer
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IN WITNESS WHEREOF, the parties have executed and delivered this Agreement as ofthe date
first written above.
SOUTHERN UNION COMPANY

FALL RIVER GAS COMPANY

By:
Name: Peter H. Kelley
Title :

	

President and Chief Operating

By:
Narne,~r H. Thanas
Title :

	

Senior Vice President and Treasurer



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 are true and correct copies of. (a) the Unanimous Consent in
Writing of the Board of Directors of the Company dated August 24, 1999, approving the
merger of Fall River Gas Company ("FAL") into the Company for merger consideration
of $23.50 per FAL share, payable in the Company's common stock; and (b) the Consent
in Writing of the Executive Committee of the Board of Directors of the Company dated
September 26, 1999, approving the merger of FAL into the Company for merger
consideration of $23.50 per share of FAL common stock, payable either in the
Company's common stock, or, at the seller's election, in cash .

IN WITNESS WHEREOF, I have hereun
the Company the 7`° day of January, 2000.

By:

APPENDIX 2

set my hand and affixed the seal of

Susan M . Westbrook, Assistant Secretary
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"

	

SOUTHERN UNION COMPANY.

CONSENT IN WRITING OF THE EXECUTIVE COMMITTEE
OF THE BOARD OF DIRECTORS

That the undersigned, being all of the members of the Executive Committee of the
Board of Directors of Southern Union Company, a Delaware corporation, (the
'Corporation) In accordance with Article III, Section 2 of the By-laws of the Corporation,
hereby consent to the adoption of the following resolutions without a meeting;

WHEREAS, on August Z4, 1999, the Board adopted resolutions authorizing the
Corporation to merge with Fall River Gas Company ('FAL'), and to issue shares of the
Corporation's common stock in exchange for FAL common stock; and

WHEREAS, the Corporation has conducted extensive negotiations with respect to
the merger consideration for the acquisition of FAIL common stock and is currently in the
final stages of negotiating an Agreement and Plan of Merger by and between the
Corporation and FAL (the 'Merger Agreement'); and

WHEREAS, FAL desires to allow the sellers of FAL common stock to elect to
receive cash consideration rather than the Corporation's common stock.

NOW, THEREFORE, be it and it hereby is ;

RESOLVED that the officers and representatives of the Corporation are authorized
and directed to cause to be negotiated, and the proper officers of the Corporation are
authorized and directed upon execution and delivery thereof by and on behalf of FAL to
execute and deliver a definitive Merger Agreement having substantially the terms and
conditions previously authorized by the Board, but providing for stock consideration to be
converted to cash consideration, at the seller's election, upon such terms and conditions as
the Corporation's officers deem appropriate .

IN WITNESS WHEREOF, the undersigned has signed this Consent or separate
counterparts thereof which together shall constitute one and the same Ccy1sent as of the
27" day of September, 1999 .

	

"

	

'

	

"

	

'



UNANIMOUS CONSENT IN WItTTING OF THE
BOARD OF DIRECTORS OF SOUTHERN UNION COMPANY

The undersigned, being all of the members of the Board of Directors (this "Board") of
Southern Union Company, a Delaware corporation (the "Corporation"), hereby consent to the
adoption of the following resolutions without a meeting :

Approval of Mercer with Fall River Gas Comoanv

WHEREAS, certain officers and representatives of the Corporation have commenced
negotiation of an Agreement ofMerger (the "Merger Agreement") between the Corporation and Fall
River Gas Company ("FAL"), which would provide for the merger of FAL into the Corporation (the
"Merger") pursuant to which FAL's shareholders would receive newly issued shares (the "Merger
Shares") of the Corporation's Common Stock (the "Merger Consideration") ;

WHEREAS, the exact amount ofthe Merger Consideration shall be determined by a formula
including adjustments thereto, set forth in the Merger Agreement (the "Exchange Ratio"), that values
the shares ofSUG Common Stock to be issued in exchange for FAL Common Stock at $23 .50 per
FAL share ;

WHEREAS, the Board has been provided background information about FAL, proforma
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 Exchange Ratio and
possible adjustments thereto, 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 this Board has determined that the value of the assets of FAL and its
subsidiaries pursuant to the Merger, net of any liabilities assumed by the Corporation as a result of
the Merger, represents adequate consideration for the issuance of the Merger Shares .

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 ofthe corporation hereby are authorized and directed
upon execution and delivery thereof by and on behalf ofFAL 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, upon their issuance at the consummation of the Merger pursuant to the
terms ofthe Merger Agreement, the Merger Shares shall be duly and validly issued, and shall be fully
paid and non-assessable shares ofthe Corporation's Common Stock .

RESOLVED: that, of the value ofFAL and its subsidiaries attributable to the Merger Shares,
$1.00 for each of the Merger Shares shall be designated as capital (for purposes of the Delaware
General Corporation Law ("DGCL")) of the Corporation, and the remainder shall be designated
surplus (for purposes of the DGCL), and the officers of the Corporation be and they are hereby
authorized and directed to make any and all other adjustments to the capital and surplus accounts
of the Corporation as they deem necessary or appropriate for accounting and financial reporting
purposes .

RESOLVED: that the officers of the Corporation hereby are authorized and directed to
reserve or cause to be reserved, to the extent and when available (subject to the authorization of
additional shares pursuant to an amendment to the Corporation's certificate ofincorporation, which
is necessary to consummate, collectively, the Merger and other pending transactions) the proper
number of shares for issuance pursuant to the Merger Agreement, and that the proper officers of the
Corporation hereby are authorized and directed to execute in the name of, and on behalf of, the
Corporation stock certificates evidencing the Merger Shares at the time of their issuance .

RESOLVED: that the officers of the Corporation hereby are authorized and directed to file
an Additional Listing Application with the New York Stock Exchange ("NYSE"), together with
payment of any fees, and to take or cause to be taken such other steps as may be appropriate so that
the Merger Shares shall, upon issuance, be listed for trading on the NYSE.

RESOLVED: that the officers of the Corporation hereby are authorized and directed, with
the assistance of its accountants and counsel, to prepare and, upon approval by this Board, to execute
and file with the SEC on behalf of the Corporation a registration statement on Form S-4 (the
"Registration Statement"), including a prospectus and any and all exhibits and other documents
relating thereto, for the registration under the Securities Act of 1933, as amended, with respect to
the Merger Shares and any and all amendments to the Registration Statement, all in such

RESOLVED: that Dennis K. Morgan hereby is appointed as agent for service with respect
to said Registration Statement.

RESOLVED: that the proper officers of the Corporation or his designee hereby are
authorized, in the name of, and on behalf of, the Corporation to take or cause to be taken any and all



action which they, or any one of them, deem necessary or advisable to register or qualify the Merger
Shares under the Blue Sky or securities laws of such states as they, or any one of them, may deem
necessary or advisable, and in connection therewith, to prepare, execute, acknowledge, file and make
any required payment in connection with such applications, certificates, affidavits, covenants,
consents to service ofprocess and other documents as such officers, or any one of them, may deem
necessary or advisable .

RESOLVED: that it is desirable and in the best interest of the Corporation that the Merger
Shares be qualified or registered for sale in various states; that the President and any Vice President
hereby is authorized to determine the states in which appropriate action shall be taken to qualify or
register for sale all or such part of the securities of the Corporation as said officers may deem
advisable ; that said officers are hereby authorized to perform on behalfofthe Corporation any and
all such acts as they may deem necessary or advisable in order to comply with the applicable laws of
any such states, and in connection therewith to execute and file all requisite papers and documents,
including, but not limited to, applications, reports, surety bonds, irrevocable consents and
appointments ofattorneys for service ofprocess; and the execution by such officers of any such paper
or document or the doing by them of any act in connection with the foregoing matters shall
conclusively establish their authority therefore from the Corporation and the approval and ratification
by the Corporation of the papers and documents so executed and the action so taken .

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 ofand 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.

IN WITNESS WHEREOF, each ofthe undersigned has signed this Consent or one or more
separate counterparts thereo4 all ofwhich together shall constitute one and the same Consent, as of
the 24'" day of August, 1999 .

J hnE. Brennan

George Rountree, III

Roger J. Pearson

Peter H. Ke

	

DanK. Wassong

AIATV. Lindemann

	

Frank W. Denius

Aaron I. Fleischman

	

Kurt A. Gitter, M.D.
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or appropriate to comply with the terns ofand 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.

IN WITNESS WHEREOF, each ofthe undersigned has signed this Consent or one or more
separate counterparts thereof, all ofwhich together shall constitute one and the same Consent, as of
the 24m day of August, 1999 .

George L. Lindemann

	

George Rountree, III

John E. Brennan

	

Roger J. Pearson

Dan K. Wassong

AdamM. Lindemann

	

Frank W. Denius

Aaron I . Fleischman

	

Kurt A Gitter, M.D .



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.

IN R'ITNESS WHEREOF, each ofthe undersigned has signed this Consent or one or more
separate counterparts thereof, all ofwhich together shall constitute one and the same Consent, as of
the 24's day of August, 1999 .

George L. Lindemann

	

George Rountree, III

John E. Brennan

	

Roger J. Pearson

Peter H. Kelley

	

DanY- Wassong

Adam M. Lindemann

	

Frank W. Denius

L804a



George L. Lindemann

or appropriate to comply with the terms ofand to consummate the transactions contemplated by the
Merger Agreement consistent with applicable legal or regulatory considerations or to otherwise carry
out the intent ofthe foregoing resolutions.

IN WITNESS WHEREOF, each ofthe undersigned has signed this Consent or one or more
separate counterparts thereof all ofwhich together shall constitute one and the same Consent, as of
the 20 day of August, 1999 .

John E. Brennan

	

Roger J. Pearson

Peter H. Kelley

	

DanK. Wassong

Adam M. Lindemann

	

Frank W. Denius

Aaron I. Fleischman

	

Kurt A. Gitter, M.D.
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or appropriate to comply with the terms ofand 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.

IN WITNESS WHEREOF, each ofthe undersigned has signed this Consent or one or more
separate counterparts thereof all ofwhich together shall constitute one and the same Consent, as of
the 20 day ofAugust, 1999 .

GeorgeL. Lindemann

	

George Rountree, III

Peter H. Kelley

	

DanK Wassong

Adam M. Lindemann

	

Frank W. Denius

Aaron 1. Fleischman

	

Kurt A Gitter, M.D .



Peter H. Kelley

19049

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.

IN WITNESS WHEREOF, each of the undersigned has signed this Consent or one or more
separate counterparts thereof all ofwhich together shall constitute one and the same Consent, as of
the 24'° day ofAugust, 1999 .

George L. Lindemann

	

George Rountree, III

John E. Brennan

	

Roger J. Pearson

Adam M. Lindemann

	

Frank W. Denius

Aaron I. Fleischman

	

Kurt A. Gitter, M.D.



or appropriate to comply with the terms ofand-to consummate the transactions contemplated by the
Merger Agreement consistent with applicable legal or regulatory considerations or to otherwise carry
out the intent ofthe foregoing resolutions.

IN WITNESS WHEREOF, each of the undersigned has signed this Consent or one or more
separate counterparts thereof all ofwhich together shall constitute one and the same Consent, as of
the 24'° day of August, 1999 .

GeorgeL. Lindemann

	

George Rountree, III

John E. Brennan

	

Roger J . Pearson

Peter H. Kelley

	

DanK. Wassong

Adam N1. Lindemann

Aaron 1. Fleischman

	

Kurt A Gitter, M.D .
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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.

IN WITNESS WHEREOF, each ofthe undersigned has signed this Consent or one or more
separate counterparts thereof all ofwhich together shall constitute one and the same Consent, as of
the 24'° day of August, 1999.

George L. Lindemann

	

George Rountree, III

John E. Brennan

	

Roger 7. Pearson

Peter H. Kelley

	

DanK. Wassong
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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 .



$ 1,300,793
753,917
546,876

(95,051)
(19,336)
3,890

(110,497)

29,254
15,472

13,782

n Amounts presented ale for 12 months ended August 31, 1999 (Valley Resources' fiscal year end) .

SOUTHERN UNION COMPANY
UNAUDITEDPRO FORMA COMBINED STATEMENTOF OPERATIONS

FORTHETWELVE MONTHS ENDEDSEPTEMBER 30, 1999
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Operating revenues $ 612,562 $ 242,168 $ 42,081 $ 225,029 $ 66,418 $ 112,535 (A)
Cost ofgas and other energy 346,904 151,785 22,491 119,043 33,997 79,697 (A)

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

Operating expenses :
Operating, maintenance and general 108,910 38,419 12,561 53,047 16,901 -
Depreciation and amortization 42,286 10,452 2,104 17,496 3,352 14,020 (s)

Taxes, other than on income 47,181 12,583 1,602 14,553 4,049 7,609_ (A)

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

Other income (expenses) :
Interest (35,622) . (11,416) (1,636) .(8,700) (3,008) (34,669) (c)
Dividends on preferred securities (9,480) - - - - (9,856) (D)
Other, net (3,695) (445) 1,020 1,123 848 5,039 (E)

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

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

requirements 11,393 10,616. 2,100 8,773 4,187 (23,287)

Preferred stock dividend requirements (386) (348) 734 (0)

Net earnings available for common stock S 11,3 93 $ 10,230 $ 2,100 $ 8,425 $ 4,187 $ (22,553)

Diluted earnings per common share $ 0.35 $ 0.9 4 $ 0.96 $ 1 .40 $ 0.84

Weighted average shares outstanding -diluted 32,631,942 10,870,757 2,196,938 6,034,134 4,979,508 (6,143,964) P0

See accompanying notes



(n)

	

Reflects adjustment to increase Southern Union's and Pennsylvania Enterprises, Inc .'s operating revenue, cost of gas and other energy, and revenue-related taxes to reflect weather
at 100% of a 30-year measure for the twelve months ended September 30, 1999 .

(n) 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 a 40 year period .

(C) Reflects interest expense on S514 .2 million of long-tents 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. ; m refinance certain snort-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
paymentof various professional fees. The amount presented is net of interest expense on the short-terns debt refinanced .

(D)

	

Reflects dividend expense on $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 .

(8) Reflects elimination of non-recurring charges .

(I) Reflects the income ax consequence of the pro forma adjustments .

Southern Union Company
Not" to Unaudited Pro Forma Combined Statement of Operations

For the Twelve Months Ended September 30, 1999

(G) 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 pan of the acquisition of Providence Energy Company .

UD Reflects the elimination of all the acquired companies' common stuck, net of the issuance of Southern Union Company common stock to 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 .



See accompanying notes

1 Ammou presented are, for 12 months ended Auliust 31, 1999 (Valley aesomnef fisrsl year end).

SOUTHERN UNION COMPANY
UNAUDITED PRO FORMA CONDENSEDBALANCE SHEET

SEPTEMBER 30, 1999

ASSETS

swmete Pennsylvania
Innmlal

P�.iaena valley .
U .I. Fnle"Na Fall mrvG. FmrV aaomea W.F.

Compny Inc. Campny Cp,pny Ine' Ad1plmeea Cemblned
(mpeanm of dellan)

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) Bl 148,240

Deferred charges 97,425 40,638 437 38,450 21,818 11,611 (C) 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 ANDLIABILITIES

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

Preferred stock 3,200 (3,200) (D -
Company-obligated mandatorily redeemable preferred

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

Long-term debt and capital lease obligation 390,413 95,000 19,500 91,321 32,648 514,196 (t0 1,143,078

Total capitalization 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) (0 209,717

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

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



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

(B)

	

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

(ro

Southern Union Company
Notes to Unaudited Pro Forma Condensed Balance Sheet

For the Twelve Months Ended September 30, 1999

Reflects the capitalization of estimated debt and preferred . securities issuance vests 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 .

Reflects the allocation of the excess purchase price adjustment for Pennsylvania Enterprises, Inc. to certain non-regulated assets .

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

(U 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.

(d) Reflects issuance of $105 .8 million of preferred securities at an assumed annual rate of 9 .25% . The preferred securities issuance is assumed to be utilized to finance the
remaining portion of the purchase of Providence Energy Company.

Reflects issuance of$514 .2 million of long-term debt atan 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. ; m 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 "main benefit plans of the acquired companies and
payment of various professional fees.

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



DOCUMENTSGENERATED BY SOUTHERN UNION COMPANY
RELATIVE TO THE ANALYSIS OF THEMERGER (NON-PRIVILEGED)

WITH FALL RIVER GAS COMPANY (FALL RIVER)

Southern Union Presentation to Fall River Board of Directors - September 8, 1999

Due Diligence Request to Fall River

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

August 23, 1999 Southern Union Board of Directors Meeting of the Executive Committee Minutes

Resolutions Adopted by the Executive Committee of Southern Union, August 23, 1999 (Appendix 2)

Unanimous Consent in Writing of the Board of Directors, August 24, 1999 (Appendix 2)

Consent in Writing of the Executive Committee ofthe Board of Directors, September 27, 1999

Agreement of Merger (Appendix 1) andRelated Documents

Recent Purchases ofNatural Gas Distribution Companies

"Public Company" Function Savings Analysis

APPENDIX 4


