Southern
Union
Company

504 Lavaca Street, Eighth Floor
Austin, Texas ' 7870¢: *° * ~ -*- - - ¢

October 3, 2000 T, 0L Tt

Dear Stockholder: N e

You are cordially invitéd to attend the Annual Meetlng of Stockholders of Southern Union Company (the "Company")
to be held at 2:00 p. m. (Céntral Standard Time) on Tuesday, November 142000 in the eighth floor atrium of the
Company's offices at Lavaca Plaza, 504 Lavaca Streef; Austin, Texas“ Anoti¢éof the meetlng aproxy. and a proxy
statement containing information about the- matters to'bé acted upon ‘are enclosed.

In addition to the specific matters to be acted upon, there will be a report on the progress of the Company and an
opportunity for questions of general interest to the stockholders. »
Whether or not you plan to attend the meeting on November 14, 2000 please mark, sign and date the enclosed proxy
and return it in the envelope provided (which requires no postage if mailed in the United States) so that your shares
will be represented. Your prompt cooperation will be appreciated. N

i

On behalf of the Board of Directors,

Sincerely,

EORGE L. LINDEMA
Chaimnan of the Board and
Chief Executive Qfficer
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Southern Union Company
504 Lavaca Street, Eighth Floor
Austin, Texas 78701

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
To Be Held November 14, 2000

To the Holders of Common Stock of

SOUTHERN UNION COMPANY: .

The 2000 Annual Meeting of Stockholders of Southern Union Company, a Delaware corporation, will be held in the
eigthth floor atrium of the Company’s offices at Lavaca Plaza, 504 Lavaca Street, Austin, Texas on Tuesday,
November 14, 2000 at 2:00 p. m. (Cen_tral Startdard Time) to oonsioer and take aptton upon the follo,v_\ring:

(i) the election of four persons to serve as the Class | directors until the 2003 Annuat Meetmg of Stockhotders or
until their successors are duly elected and qualifi ied; ' :

Your Board of Dlrectors recommends a vote “FOR” theee nomlnees The Board of Directors i |s not" aware of
any other business to come before-the Annual Meeting:

Stockholders of record of the Compdny’s Common‘Stock at the close of business on October 2, 2000 will be éntitied
to vote at the Annual Meeting or any adjournment or postporiement thereof. A compléte list of stockholders of record
entitled to vote at the Annual Meeting will be maintained in the Company's corporate oft" ices at 504 Lavaca Street
Eighth Floor Austm Texas 78701 forten days pnorto the Annual Meetmg N

Whether or not you plan to attend the Annuat Meeting in person, please mark, execute, date and return the enclosed
proxy in the envelope provided (which requires no postage if malled within the United States). Shouid you attend
the Annual‘Meeting in person you may, if you wnsh wﬂhdraw your proxy and vote your shares m person

By Order of the Board of Drrectors,_

-

DENNIS K. MORGA‘j

Secretary

Austin, Texas
October 3, 2000




DEFINED TERMS

"1982 Plan™ means Southem .quon's 1882 Stock Opticn i?lan. .

"1992 Plan"” means Southern Union's 1992 Long Term Stock Incentive Plan.
"401(k) Plan™ means Southem Union's Savings Plan.

“Board” or “Board of Directors” means Southern Union's Board of Directors.
"Qprﬁmbfj'Stock" means Sodthenjl Union's Conimon Stoek.f o

"Comp.any" or "Southern Union” or "we" means Southém Union Company.
"Directors’ Plan" mearse SB’uthem Unicn's;birecter's' Deferrec_i 1Cdmper1'sation Rian.

"Pennsylvania.incentive Plan" means the Pennsyivania Division Stock Incentive Plan.which was assumed by
Southern Union upon the November 4, 1999 acquisition of Pennsylvania Enterprises,. Inc. .

"Pennsylvania Option Plan” means.the Pennsylvania Division 1992 Stock Option Plan which. was.assumed by

‘Southemn Union upon the. November 4,1999. acquisition of Pennsylvama Enterprises, Inc.

"Plan Committee™ means the 1992 Long-Term Stock Incentlve Plan Commlttee of the Board of Directors of the
Caompany, which administers the 1992 Plan, the 1982 Plan, ‘the Pennsylvanla Incentive Plan and the Pennsylvania

Option Plan. P

i

"Stock Plan means Soethem Umon s Executwe Deferred Stock Plan in which the parucnpant has deferred receipt
of the stock from their options exercise which is held in the Trust under the Stock Plan.

“"Supplemental ﬁian" means Southem Uriion's Supplemental Deferred Compensation Plan.




Southern Union Company
504 Lavaca Street, Eighth Floor
Austin, Texas 78701

PROXY STATEMENT

el

The accompanying proxy, to be mailed to stockholders together with the Notice of Annual Meeting and this F:troxy
Statement on or about October 6, 2000, is solicited by Southern Union Company:in.connection with: the- Annual
Meeting of Stockhoiders to be held on November 14, 2000

QUESTIONS AND ANSWERS o

L R

Q: What amlvotmg on? ” o

A: Election of four directors (John E. Brennan FrankW Denius, RogerJ Pearson'and Ronald W. Slmms) (See
page 3 for more details.). . -

Ui 4

Q: Who is entitled to vote? _
B YRR TS 3t ,E,, . .
Stockholders as of the close of business on the Record.Date, October 2, 2000, are entitled to vote at the Annual
Meeting. Each share of Common Stock is entitled to-oné voté. With respect-to the- election of difectors,
stockholders have cumuiative voting rights, which entitle each stockholder to that number of votes which equals
the number of shares he of she holds multiplied bythe-number of directors to be elected at the Annual: Meeting;
which is four, The Bylaws of the: Company require that a stockholder whd'intends to’exercise cumulative voting
rights at the Annual Meeting must give written notice to the Secretary of the Company no laterthan ten (10)- days
after not|ce of the Annual Meetmg -Was. f rst sent to stockholders .

- Ve L o RS L

Q: Howdo | vote?

A: Sign and date each Proxy Card you:receive and retdrn:it in the prepaid ‘envelope.' If you dé not mark any
selections, your Proxy Card will:be voted'in favor of the four nominees. You hive the right to revoke your proxy
at any time before the Annual Meeting by (1) natifying' Southemn Union's Corporate-Secretary, (2) attending the
Annual Meeting and voting in-person or-(3) feturning a later-dated proxy: If you'réturn your signed Proxy Card,
but do net indicate your voting preférences, the proxy will be voted:oir your behaif FOR the foarnominees.

LT e o ET T : o . R S o

The Board of Directors is not aware of any matter other than'‘the election described above to-be presented for
action at the Annual Meeting. If a-proposal other than the election described in.the.Notice is properly presented
at the Annual-Meeting, your signed proxy card gives authority to George L.'Lindéemann and Peter'H. Kelley to
vote on such matters They lntend to vote in accordance with their best judgment

Proxies should NOT be'sent by stockholders of record 10 the: ‘Company but to Fleet Bank N. A., olo EqunServe

L.P., the Company's Registrar and Transfer Agent, at 150 Royall Street, Canton, Massachusetts 02021.

Beneﬂcial.holders shouid return-their proxies in accordance with instructions they receive from their broker, bank
or other custodian, nominee, fiduciary or agent.

Q: is my vote confidential?

Yes. Proxy cards, bailots and voting tabulations that identify individual stockholders are confidential. Only the
inspectors of election and certain employees associated with processing proxy cards and counting the vote have
access to your card. Additionally, all comments directed to management (whether written on the Proxy Card or
elsewhere) will remain confidential, unless you ask that your name be disclosed.




Who will count the vote?

A: Representatives of the Company and its Iegal counsel, Fletschman and Walsh, L.L.P., will tabulate the votes and
act as inspectors of election.
Q: What does it mean if | get more than one proxy card?

It is an indication that your shares are registered differently and are in more than one account, including your
accounts in Southern Union's Direct Stock Purchase Plan, the executive compensation plans, empioyee benefit
plans and shares credited to your Savings Plan account held in custody by the trustee, Wilmington Trust. Sign
and return ail proxy cards to ensure that all your shares are voted.

B . .. . .. . - s . . . . Y

What constitutes a.quorum?: -

As of the Record Date, 50,895,272 shares of the Company's Common Stock were issued and outstanding. A
majority of the outstanding shares, present-orrepresented by proxy, constitutes a quorum for the transaction of
adopting proposals at the Annual Meeting. If you submit a properly executed proxy card, then you wili be
considered part of the quorum. If you are present or represented by a proxy at the Annual Meeting and you
ahstain, your abstention will have the same effect as a vote AGAINST the proposal to elect the four directors.

. Broker. non-yotes will be counted as part of the quorum but will not be part of the voting power present.

Who can attend the Annual Meeting?

All stockholders as of the Record Date can attend.

ol » ©

g

When are the 2001 stockholder proposals due? . - . . - :

in orderto be consndered for mclus:on ln next year’s proxy statemenl stockholder proposals must be submitted
in-writing by June 30, 2001, to Denms K. Morgan, Corporate Secretary, Southerm. Unlon Company, 504 Lavaca

.- Street, Eighth Floor, Austin, Texas 78701.

How does a stockholder nommate someone to be con5|dered for electlon as a director of Southern

" Union?

;. Any stockholder may recommend any, person-as-a nominee for director.of Southern Union by writing to the

Company's Secretary at least 45 days before an annual. meeting (which was September 30, 2000-for this year's

_ Annual- Meetmg) orno.later than ten (10).days after the.date of the notice of.a special meeting.. The notice must

.include certain mformaﬂon about. the nominating stockholder: and the. nominee(s). ..Certain persons are

dlsquahf ied by.the Bylaws frorn serving, as directors. A copy.of the relevant Bylaws provisions may be obtained
from the Company's Secretary. As of the date of this Proxy Statement, no stockholder has nominated any
person to serve as a director of the Company. . o . .

“.') [

- Stock:..

Who pays for this--proxy.- solicitation? : ) C gt

Southern Union will reimburse brokerage houses and other custodians nominees and fiduciaries for their
reasonable out-of—pocket expenses for forwarding proxy and solicitation materiai-to the .owners of. Common

'




PROPOSALS TO BE VOTED UPON

Election of Directors [LRNE

Nominees for election this year are John E. Brennan, Frank W: Denius, Roger J: Pearson and Ronald W. Slmms
Each has consented to servea three-year term (See page 4 for more mformatlon )- 2T .
Dlrectors are elected by a plurailty of the votes of shares present in person ‘or represented by proxy:-and entutled’
fo vote in the etec’non Your Board recommends a vote FOR.election.of these four directors. :
IR P T N SR T v R _i o . R
If any director declmes or becomes unable to serve as a director for any reason, votes W|II be cast mstead for
a substitute nominee designatéd by the Board of Directors. ‘If no substitute is demgnated votes will-be cast
according to the judgment of George L. Lindemann and Peter H. Kelley, !f cumulative voting is in-effect by a-
stockholder, unless authority is withheld, George L. Lindemann and Peter H. Kelley will allocate the votes

represented by such proxy in the manner they deem proper in their bestJudgment S
T T s RAES IS L L B LT 20 BT A T .
R TR TR S S TP R SRR .
I B T T . - S
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BOARD OF DIRECTORS
Board Size and Composition

The.Board of Directors.of the Companyis comprised of thirteen directors and.is divided into three classes, each of
which serves a staggered three-year term: The terms of.the Class |- directors expire:at the Annual Meeting. The
Class |l directors will serve until the 2001 Annual Meeting of Stockholders and the Class Il directors will serve until
the:-2002 -Annual Meeting. of Stockholders. This,years Nominees, John E. Brennan;. Frank W. Denius,
Roger J. Pearson and Ronald W. Simms, arethe Class | directors standing for election for a three-year term of office
expmng at the 2003 Annual Meetlng of Stockholders or when their successors are duly elected and qualified.

The followmg pages contatn mformatlon concemlng the Nomlnees and the dlrectors whose terms of office will
contlnue -after the. meetmg Coe } . o . ST e e

NOMINEES , :

Class | - Term expires in 2000

John E. Brennan has been Vice Chairman of the Board and Assistant Secretary of Southern Union since February
1990. Mr. Brennan has also been engaged in private investments since May 1992, Priorto May 1992, Mr. Brennan
had been President and Chief Operating Officer of Metro Mobile CTS, Inc. ("Metro Mobile"). Director since February
1990. Age: 54,

Frank W. Denius has been Chairman Emeritus of Southern Union since February 1890, Since February 1990,
Mr. Denius has been engaged primarily in the private practice of law in Austin, Texas. Priorto 1990, Mr. Denius had
been Chairman of the Board and President of the Company. Director since 1976. Age: 75.

Roger J. Pearson has been an attorney in private practice in Stamford, Connecticut for more than the past five
years. He has been of counsel to the firm of Neville, Shaver, Hubbard & McLean since 1991. Mr. Pearson has been
a Director of the Company since January 1992, Mr Pearson is also a director of Workflow Management, inc. Age:
54,

Ronald W. Simms has been Chief Executive Officer of Petroleumn Services Company, Inc. since 1880. He has also
been Chairman of the Board of Directors and Chief Executive Officer of Mountain Productions, Inc. since 1994.
Mr. Simms was Chairman of the Board of Directors of Pennsylvania Enterprises, Inc. and, upon its merger with
Southern Union in November 1999, became a Director of the Company. Age: 60.

THE BOARD RECOMMENDS A VOTE FOR ALL NOMINEES TO SERVE AS CLASS | DIRECTORS.

DIRECTORS CONTINUING IN OFFICE
Class Il - Term expires in 2001

James H. Dodge has been President and Chief Executive Officer of the Company's New England operations (the
New England operations consist of the Company's recent acquisitions of Providence Energy Corporation, Valley
Resources, Inc. and Fall River Gas Company), and a Director since September 2000. Previously, he had been
President and Chief Executive Officer of Providence Energy Corporation since August 1990. Mr. Dodge is also a
director of Capital Properties, Inc. Age: 60.

Aaron Il. Fleischman has been Senior Partner of Fleischman and Waish, L.L.P., a Washington, D.C. law firm
specializing in reguiatory, corporate-securities, litigation and legislative matters for telecommunications, reguiated
utilities and transportation companies, since 1976. Director since February 1990, Mr. Fleischman is also a director
of Citizens Communications Company. Age: 61.

Kurt A. Gitter, M.D. has been an ophthalmic surgeon in private practice in New Orleans, Louisiana, since 1969. He
has also been a Clinical Professor of Ophthalmology at Louisiana State University since 1978 and an assistant
professor of ophthalmology at Tulane University since 1969. Director since June 1995. Age: 63.




Adam M. Lindemann has been the managing member of:Lindemann Capital Advisors, L.L.C. since'November,
1996, which manages investments for various private investment funds including Lindemann Capital Partners, L.P.
Previously, he had heen a personal investor manager far Third Paint Partners since August 1996, From 1994 until
August 1996, he was a securities analyst for Oppenheimer-& GCompany. Adam M. Lindemann is the son of
George L. Lindemann, Chairman of the Board and’ Chief Executwe Officer- of Southern Umon Director since
February 1990. Age: 39.

George Rountree, lil has been an attorney in-privaté practice in Wilmington, North.Carolina where he has been‘a
senior partner in the f rm of Rountree & Seagle since its formatlon in 1977 Dlrector since February 1990 Age 67.

Class lll - Term ‘expires in 2002

George L. Lindemann has been Chairman of the Board, Chief Executive Officer and a Director of Southern Union
since February 1990. ‘He has been Chairman of the-Executive-Committee of the Board of Directors since March
1990, He was Chairman.of the Board and Chief Executive Officer of Metro Mobile from its formation in 1983 through
April 1892. He has been President and a director of Cellular-Dynamics, Inc., the managing general partner of.
Activated Communications Limited Partnership, a private investment business, since May 1982, Mr. Lindemann is

also a director of Del Laboratories, Inc., YouthStream Media Networks Inc. and Total Research Corporation. Age:
84,

Peter H. Kelley has:been Presidént, Chief Operatlng Officer and a Director of Southern Union since-February 1990, ~
Chief Executive Officer of Southern Union-Gas Company (“Southem Union Gas"), a division of the Company, since
June 1998, and Chief Executive’ Officer of Missouri Gas Energy ("MGE"), a division of the Company, since-
December 19937 From February-1990 to June 1998 Mr. Kelley was also ‘President-and Chief Operating Officer of
Southern Union Gas and'from Decernber 1993-to September 1995, was'also President of MGE Pnor 0] jommg the
Company, he- had been an offcer of Metro Moblle srnce 1986 Age 53

Thomas F. Karam has been Executlve Vice: Presrdent of Corporate Development of the Company, President and
Chief Executive Officer of PG Energy, adivision of thé:Company, and a Director since-Novembet 1999. Previously,
he had been President and Chief Executive Officer of Pennsylvania Enterprises’*Inc., and from September 1995 to
August 1896, he was Executive Vice President of Pennsylvania Enterprises, Inc, From July 19889 to September
1995, Mr. Karam was Vice President,‘Investr'ne'r\t'*Ba’nking, Legg Mason Wood Walker. Age: 41.

Dan K. Wassong has been the President, Chief: Executive Officer and‘a director of Del’'Laboratories, Inc., a manu-
facturer of cosmetics, toiletries- and pharmaceuticals, for’more-than the past-five years. Director since February
1990. Mr. Wassong is also a director of Moore Medical Corporation. Age: 70. - -~

SR "' Board Committees and’ Meetlngs - T
L o e Bl e _ .
The Board of Directorshas an Executrve ‘Committee, composed of Messrs. George Lmdemann (Chairman), Brennan
and Kelley. The Executive Committee held four meetings and acted by unanimous written consent on thirty-one
occasions during fiscal year 2000. During the mtervals between meetings of the Board of Directors, this committee
has the authority to; and may-exercise ali of the-powers of, the Board'of Directdrs in the managément of the business,
property and affarrs of the Company in'all' matters that are not- required by statute or'by the:Company's Restated
Certificate of Incorporatron or Bylaws to be acted | upon- by the Board. ‘This committee must’ exercise such authority

in such manner as’it:deems to be in the best mterests of the Company and consrstent with' any specrf” c drrectrons
of the Board.

The Board of Directors has an Audit Committee, currently composed of Messrs. Denius (Chairman), Grtter and
Simms. The Audit-Committée met six times- during fiscal year 2000. " This*dommittee has the duties of recom-
mending to the Board the appointment of independent auditors, reviewing their charges for services, reviewing the
scope and results of the audits performed, reviewing the adequacy and operation of the Company's internal audit
function, and performing such other duties or functions with respect to the Company's accounting, financial and
operating controls as deemed appropriate by it or the Board.

The Board of Directars has a Long-Term Stock Incentive Plan Committee which may consist of no fewer than two
directors. The Plan Committee is currently composed of Messrs. Rountree {Chairman) and Pearson who have the




authority to make all decisions regarding: (i) the granting of awards under the Company’s stock-based employee
benefit plans; (i) eligibility of employees to receive awards under the stock-based employee benefit plans; and (jii)
interpretation of the stock-based empioyee benefit plans. To serve onthe Plan Committee a director may notreceive
any awards under the stock-based employee benefit plans during the prior year, cannot currently be eligible to
receive any awards under the stock-based employee benefit plans and must be an “outside” non-employee director.
The Plan Committee met one time and acted by unanimous written consenl on five occasions during fiscal year 2000.

The Board has a Human Resources Committee currently composed of Messrs. Pearson (Chairman) and Gitter. The
Human Resocurces Committee was formed in 1998 and met five times during the fiscal year 2000. This Committee
has the authority to investigate any allegations of harassment or discrimination against any senior executive officers
of the Company. This Committee also reviews, on a quarterly basis, all outstanding claims of discrimination which
resuit in an administrative claim or litigation.

The Board of Directors held two meetings and acted by unanimous written consent on thiteen occasions during fiscal
year 2000. All directors attended at least 75% . of the total number of meetings of the Board and committees,
collectively, on which they served that were held in fiscal year 2000 while they were directors and a member of any
such committee.

Board Compensation

Compensation for each director is $20,000. per year, payabie in quarterly installments, except for:
Mr. George Lindemann (who is compensated as the Chief Executive Officer of the Company); Mr. Brennan (who
receives $175,011 per year as Vice Chairman of the Board of the Company and a member of the Executive
Committee); Mr. Kelley. (who is compensated as an execulive officer and employee of the Company and its divisions
and subsidiaries); Mr. Karam (who Is compensated as Executive Vice President of Corporate Development of the
Company and President and Chief Executive Officer of PG Energy); Mr. Dodge (who is compensated as President
and Chief Executive Officer of the Company's New England operations); and the chairman and the other members
of the Audit Committee of the Board, who receive $30,000 and $25,000 per year, respectively. Members of the
Board,of Directors also are reimbursed for travel expenses incurred in connection with Company business, including
attendance at meetings of the Board and its committees.

Directors' Deferred Compens'at'ion Plan

The Board of Directors has a Directors' Deferred Compensation Plan which is designed to attract and retain weli-
qualified individuals to serve as outside directors and to enhance the identity of their interests and the interests of
stockhelders. Participation in the Directors' Plan is optional.

Under the Directors' Pian, each director who is not also an employee of the Company may choose to defer all or any
percentage of his or her director's fees and invest such deferred amount in Common Stock. The Directors’ Plan
requires the Company to make a matching contribution of 100% of the first 10% of the participant's total directors'
fees, to the extent deferred.

A participating director is 100% vested with respect to the amount of director's fees that he or she elects to defer and
any related income, gains and losses. The Company's matching contributions do not vest until the participating
director either has completed five (5) years of service as a director or dies while serving as a director. Deferred
amounts may not be withdrawn by a participant until (i) thirty (30) days after such time as the director either retires
or ceases to be a director of the Company; or (i) with the permission of the Board, in the event of severe financial
hardship.

The Board may terminate, suspend or amend the Directors' Plan under certain circumstances, but the Board has no
discretion regarding its administration.
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BOARD OF DIRECTORS' REPORT ON EXECUTIVE COMPENSATION

The Board of Directors closely aligns the total compensation of the executive officers with the profitability of the
Company. Merit increases to the base salaries for the officer group have been adjusted in the last few years to
reflect industry standards. The 1992 Plan and Stock Plan was introduced in order to focus the attention of manage-
ment on the long-term improvement of stockholder value.

The Company's 2000 short-term incentive plan was aligned with each officer's and manager's compensation to
directly reflect the desired short-term customer service, safety, reliability and profitability goals of the Company
applicable to such officer or manager. By balancing the use of short- and long-term incentive and adequate base
salary, the Board believes it has been and will continue to be able to recruit the talent needed to manage the
Company, retain the talents of current management and align the successes of the Company and management.

The factors and criteria utilized by the Board inciude the assessment of comparable information from similariy-sized
operations, It is the philosophy of the Board to set the base salaries and incentives of executive officers at an
amount comparable to a financial peer group of other similarly-sized companies. This peer group includes
neighboring and other similarly-sized natural gas distribution companies and other companies which share operating
and financial characteristics with the Company. The Board believes the performance on which executive officer
compensation is based should'be assessed both on an annual basis and also over a longer period of time to ensure
that executive officers work to support both the Company’s current objectives as well as its strategic objectives.

The Board regularly reviews the Chief Operating Officer’s recommended base salary merit increases, cash incentive
pian and stock option plan awards for the Company’s.other executive officers. Base salary merit increase and cash
incentive award recommendations, if any, are primarily based on corporate operating and financial performance, as
well as on executive officers’ individual performance, for the prior fiscal year. Merit increases are.also based on a
review of peer group base salaries and executive officers’ individual contributions te the Company'’s strategic
objectives. Stock option recommendations, if any, are primarily based on executive officers’ individual performance
during the prior fiscal year, but-also relate to performance judgments.as to the past contributions of the individual
executive officers and judgments as to their individual contributions to the Company's strategic objectives. The
Board then determines compensation for such executive officers, in light of (a) the Company’s actual performance
as compared to its corporate financial goals for the prior fiscal year, (b) individual executive officers’ actual
performance as compared to their individual goals supporting the Company'’s financial and operating ebjectives, (c)
the Company’s executive officer compensation levels relative to its peer group and (d) periodic reports from
independent compensation consultants regarding the compensation competitiveness of the Company. The Board
also reviews the above types of compensation for the Chief Executive Officer with the assistance of the Company’s
human resources staff and recommends adjustments as deemed appropriate based on the above compensation
review criteria and its expectation as to his future contributions in leading the Company.

Neither the Chairman of the Board and Chief Executive Officer, the Vice.Chairman, the President and Chief
Operating Officer nor the Executive Vice President of Corporate Development were included in the Short-Term
tncentive Plan for 2000, but are eligible for discretionary bonuses based on performance as determined by the Board.
The Executive Vice President and Chief Financial Officer and the President - Southem Union Gas had the ability
to obtain short-term incentive awards for 2000, See “Executive Officers. and Compensation -- Executive
Compensation.” - : ‘

The 1992 Long-Term Stock Incentive Plan Commiitee considers all. aspects of compensation provided to the
executive officers prior to determining appropriate awards to be given under the stock-based employee benefit plans
to each executive. -

In 1993, the Board established the Supplemental Plan. The Supplemental Plan is designed to encourage greater
ownership of Company shares by executive employees by enhancing the Company's matching contribution, and to
provide employee benefits similar to the benefits such employee would have received under the 401(k) Plan if not
for the existence of certain limitations that are set forth in the Internal Revenue Code of 1986, as amended (the
"Code"), relating to "highly compensated employees” as defined in the Code. Under the Supplemental Plan, an
eligible employee may defer up to 100% of his or her annual compensation (salary and bonus) through payroll
deductions (the "Employee Contributions”). In addition, the Suppiemental Plan requires the Company to make a
100% matching contribution on Employee Contributions up to a maximum of 10% of the participant's annual




compensation. The first 8% of the Employee Contributions; together with: the Company's matching-contributions,
are invested by the Supplemenlal Plan's trustee in shares of Common Stock.

The Company also provrdes retrrement benefits through various defined benefit and defined contnbulron plans See
"Executive Officers and Compensation -- Retirement Benefits.” :

The Board believes that it has concentrated, and intends to continue to concentrate, the buik of Mr. Lindemann's
compensation as the Chairman of the Board and Chief Executive Officer on long-term incentives such as stock
optlon grants which are directly attributable to mcreasmg stockhoider value.

By: :l'h_e Board of Directors. , | l L
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EXECUTIVE OFFICER AND COMPENSATION

Executlve Officers Who are not Dlrectors g n . -

PR ST Be '
Executlve Off‘ cers: of the Company.are, elected by the Esoard to serve at the pleasure of the: Board or.until the|r
successors are elected and. qualified. Generally, officers are reelected annually by the Board The -following
Executlve Oﬂ”cers of the Company -are not directors:.

.' - . e : H o

Steven w. Cattron has been Pre5|dent of MGE since: June 1998 F‘nor to joining the Company, Mr Cattron was
employed with Kansas.City Power and. nght Company since 1982 where -most recently he.was.Vice -President -
Marketlng and Sales Age 44 I : . . o :
Ronald J. Endres has:been Executlve VlGE Presndent smoe June 1996 and Chief Flnancral Oﬁ" cer smce October
19898. ' He was a Senior‘Vice President from April 1987 until-June-1996. -Previously, Mr. Endres: had held other
financial and operating positions with:the Company.since June 1969. "Ager 56. ; _ .

David J. Kvapil has been Senior.Vice:President and Corporate Controller since January 1998. He was: Vice
F’resrdent Controller from July 1993 to December 1997 and Controller from August 1992 to July 1993 Age 45

Denms K. Morgan has been Semor Vice F’resndent’ Legal and Seoretary since January 1998, He was. Vlce
President - Legal and Secretary from April'1991 to December 1997:. Previously; Mr. Morgan had:held vanous legal
positions with the Company or a subsidiary of the Company since June 1981. Age: 52. e .

David W. Stevens has:beenPresident of Southern Union Gas since June 1998+ Previously, Mr. Stevens held other
-findncial and operating positions with Southern:Union Gas since 1993; mostrecently Senior Vice President.of Sales
and Operations from July 1996 to June 1998. Priorto that, Mr. Stevens had held various operational positions with
5ubs:d|ar|es of the Company since 1984 Age 41




Executive:Compensation

The following table sets forth the remuneration paid by the Company and. its.subsidiaries.(i) to the:Chairman of the
Board and Chief Executive Officer and (ii) to each of the four most highly compensated key executive officers at
June 30, 2000 of the Company (this group is referred to as the “Named Executive Officers™:

LT Summary Compensation Table
e o ___Annual.Compensation . Securities
: ¢ Other Annual - - Underlying Al Other
Name and Principal Position Year Sa__la[y Bonus - _pomgensaﬂonm ~ Qptions/SARs(z) Compensation (3}
George L. Lindemann AT e R PR _
Chairman of the-Board and 2R 2000 $283,772 % -~ -0 w§ 7490444 210,000 “$ 46,530
Chief Executive Officer | 1999 245,971 - . 41,543 4y - 45,190
' ' oo - 4998 227,861 + - 7. 45930 (] 173845 24,248
'r}{-‘ ) -1 P N

Peter H: Kelley . ... .. Wl . -
President and Chief* . i 2000  578,4567 141,363

G .
678,852@@n 210,000 126,515

Operating Officer - tp, 1999 508,509, 87,700 - 533,562 ®))-- - 123,365
s r 468,206, 105679 . | 342,467 5@ 173,644 85,610
Ronald’J. Endres e s < i
. Executive Vice Président “0.2000 344,610, 93750 0 T 110616 ()’ 84,000 70,571
and Chief Financial Officer " ' 11999 297,891  35615"" 813223 (5 - - 72,664
L e 17'1998 274,745 85,848 464,515 () 86,822 40,824
Thomas F. Karamys) )
Executive Vice President of 2000 291,346 1,031,618 (9 - 63,001 21,250
Corporate Development- ;- -+ . 1999.. ST O e R iy - . -
Cow 1998 - - e e, - - L T - -
David W: Stevens St ot vt R TR Do S
President- Southerni Union Gas 2000  '218,325- '85775:: . * 3038(n.  : 44100: : 56,209
1999 198,823 62,904 .. - . — 54,989

s e e’ 21898 185,558 917251 & Y- ‘ 34 730’ - 32,643

eon e AV EE T . P

H

I g 3. . L

Does not include the value of perquusrtes and other personal benefits because the’aggregate amount of such items, if any, does not
exceed the lesser of $50,000 or 10 percent of the total'amount of annlal salary and'bonus for any named executive officer.

No Stock Appreciation Rights were granted in 2000, 1999 and 1998. Addrtlonally, no rest'ncted stock awards ar Iong—term lncentve
plan payouts were-made in 2000, 1999 and 1988:- ~ =~ % UL

Company matching provided throughi the 401(k) Plan and-the Suppiemental Plan See" -+ Retlrement Beneﬁts "

Represents perquisites and other personal’benefits: received from me Company, consmng pnmanly of the use of the Company
aircraft. =

Indicates the difference between the price paid by the individua!-for common stock-of the Company purchased from the Company
upon the exercise of non-qualified (but not incentive) stock optlons and the fair market- value of such, common stock See —Ophons
Exercised in 2000 and 2000 Year-EndValues" .= - v o

Also includes forgiveness of interest by the Company. See "Certam Relatsonshlps “ Lo

Includes payment of Medicare tax for the named executive officer of $205,630, $110,616 and $3, 038 for Messrs. Kelley, Endres and
Stevens, respectively, due to changes in the Non-Qualified retrement income plan. See "~ Retirement Benefits.”.

Elected Executive Vice President of Corporate Development in November 1998, See "Certain Relationships.”

Amount is a result of acquisition of Pennsylvania Enterprises, Inc. on November 4, 1999 and related employment agreement. See
"Certain Relationships."




Option Grants in 2000

The following table provides information regardlng the award of stock options to the Named Executive Officers during

fiscal 2000.
Potential Realizable Value
at Assumed Annual Rates
of Stock Price Appreciation
Individual Grants for Option Term(1)
Number of % of Total ' _
Securitles Options ‘
Underlying Granted to  Exercise or i
Options Employees Base Price Expiration
Name Granted(2) In Fiscal Year Per Share{3) Date 5% 10%
George L. Lindemann 200,900 19.82% . $ 17.23 12/9/2009 $2,177,201 3 5,517,455
9,100(4) 0.90% 18.96 12/9/2004 47 657 105,309
Peter H, Kelley 199,416 19.68% 17.23 12/8/2009 2,161,119 5,476,699
10,584 1.04% 1723 12/8/2009 114,701 290,676
Ronaid J. Endres _ 69,342(5) 6.84% : 17.23 12/9/2009 751,476 1,904 387
14,858(8) 1.45% 17.23 12/9/2009 158,852 402 563
Thomas F. Karam 33,9089 3.35% 17.23 12/9/2009 368,347 933,463
29,012 2.86% 17.23 12/9/2009 314,410 796,777
David W. Stevens 3437711 3.39% 17.23 12/9/2009 372,552 944 119
9,723(8) 0.96% 17.23 12/9/2009 105,370 267,029

(1)

(3)
(4)
(5)
(6}
g
(8)

The dollar amounts under these columns are the resuit of calculations for the petiod from the date of grant to the expiration of the
option atthe 5% and 10% annual appreciation rates set by the Securities and Exchange Commission and, therefore, are notintended
to forecast possible future appreciation, if any, in the price of the Common Stock. No gain to the optionee is possible without an
increase in price of the Common Stock. In order to realize the potential values set forth in the 5% and 10% columns of this table for
options with a ten-year term, the per share price of the Company's Common Stock would be $28.07 and $44.70, respectively, or
63%:and 159%, respectively, above the exercise or base price.

Options vest at a rate of 20% per annum commencing on the first annlversary of the date of grant, unless noted otherwise. All
options are non-qualified except for the 9,100, 10,584, 14,658, 29,012 and 9,723 options of Messrs. Lindemann, Kelley, Endres,
Karam and Stevens, respectively, which are qualified.

Al options were granted at 100% of the fair market value on the date of grant, except for Mr. Lindemann's 8,100 qualified options
which were granted at 110% of the fair market value on the date of grant.

Opticns vest over four years commencing on the first anniversary of the.date of grantat 2,212 opuons in year one, 3,205 options per
year for year two and three and 478 options in year four.

Options vest over five years commencing on the first anniversary of the date of grant at 14,538 options in year one, 13,503 options
per year for year two and three, 16,800 options in year four and 10,998 options in year five.

Options vest over five years commencing on the first anniversary of the-date-of grant at 2,262 options in year one, 3,297 options per
year for year two and three and 5,802 options in year five.

Options vest over five years commencing on the first anniversary of the date of grant at 7,162 options in year one, 7,302 options in
year two; 8,075 options in.year three, 8,820 options in year four and 3,018 options in year five. :
Options vest over five years commencing on the first anniversary of the date of grant at 1,658 options in year one, 1,518.options in
year two, 745 options in year three and 5,802 options in year five.
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. Options Exercised in 2000-and 2000 Year-End Values -

The following table provides information regarding the exercise of stock options, incentive and non-qualified, by each of the
Named Executive Officers and the value,of unexercised "in-the-money” options as of June 30, 2000.

Number of Securitles Value of Unexercised

‘ - Underlying Unexercised In-the-Money Options

Shares Acquired Value Options at Fiscal Year End{1) at Fiscal Year End(2)

Name on Exercise Realized Exercisable Unexercisable Exercisable Unexercisable
George L. Lindemann - . * 538,102 394,233 $4,243,217 § 352,707
Peter H. Kelley ~ 103,100 $ 1,424 680 309,912 440,903 1682805 | 752428
Ronald J. Endres 4,335 75,008 253,626 179,632 2,069,248 184,600
Thomas F, Karam - * 474,784 63,001 1,983,746

David W. Stevens . 1,732 28,202 56,515 73,219 370,654 30,457

¢
+ S

No opttons were exermsed dunng the year ended June 30 1899 by ﬁwe Named Executlve Officer

(n The securities underlying unexerclsed optlons ‘have been adjusted to reflect each of the 5% stock dividends distributed on June 30,
2000, August 8, 1999, December 9, 1998, -December 10, 1997, December 10, 1996; November 27,1995 and June 30, 1994, and
the 50% stock dividend distributed on July 13, 1998, the 33'/3% stock deend dlstrtbuted on March 11, 19586 and the 50% stock
dividend distributed on March 9, 1994. oo

(2) Based on a closing price on June 30, 2000 of $15. 8125 per share as reported by the New York Stock Exchange

G T

" Retirement Benefits -

The Company sponsors three "Qualified” retirement income plans (Plan A, Plan B and the Employees' Retirement
Plan of ‘Southern Union Company Pennsylvama Dmsnon) and one "Non-Qualified" retirement income plan. With
respect to the Qualified Plans, Employees Retlrement Plan of Séuthem Union ‘Company Pennsylvania Division
covers all employees of PG Energy, Plan B covers all employees of Missouri Gas Energy and Plan A covers all
employees other than employees of PG Energy, Missourt Gas Energy, Lavaca Réalty Company, Attantic Utilities,
Atlantic Gas Corporation, Mercade Gas Services, Inc., SUPro Energy Company. Energy WorX, Inc. and ConTigo,
Inc. Allofficers listed in the Summary Compensation Table except Mr. Karam, ‘are presently covered by Plan A.
Mr. Karam is covered by the Employees Retlrement Plan of Southem Umon Company Pennsylvanla Dms:on
Plan A the Non-Qualified Plan and the port:on ‘of Plan B covenng Non-Union employees were converted effective
December 31, 1998 from traditional defined benefit plans with benefi ts based on years of service and final average
compensatlon to cash balance defined benefit plans in which an account is maintained for each employee. The initial
value of the account was determined as the actuarial present value (as defined in the Plans) of the benefit accrued
at transition (December 31, 1998) underthe pre-eX|st|ng traditionai defi ned benefit plan. The initial credit for| Messrs.
Kelley and Endres under the Non-Qualified Plan was adjusted by dividing the present value described abové by a
factor of 0, 60 to reflect the effects of taxes at an’assumed 40% marginal rate. Future contribution credits to the
accounts are based on a percentage of future compensatlon which varies by-individual as shown in the table befow.
Compensation in Plan Al-Plan B'and the Employees' Retirement Plan of Southem Union Company Pennsylvania
Division is limited to $170 000 i 2000 Interest credlts to the accounts are based on 30-year Treasury bond yields
except for the Non: Qualified Plan accounts for Mr. Kelley and Mr, Endres, for whom interest credits are based on
twice the 30- -year Treasury bond yields. Normal Retirement Age under each of the plans’is deﬁned as age 85.

The Employees' Retirement Plan of Southern Union'Company Pennsylvanla Division provides benefits equalto 1.1%
of final 5-year average compensation pius 0°5% of that portion of final average compensation which exceeds the
Base Amount, with the sum mu[tlplled by years of credited service, up to a maximum of 30 years. The Base Amount
is the lesser of: (a) the average Social Security non- Med:oare mammum taxable wage base overthe preceding 35
years or () the 1997 Base Amount increased annually by 1% more than the annuai CPI change.

Benefits under Plan A may be paid in a single Iump sum payment or asa manthly pension payable for life, W|th a
10-year certain period. The single jump sum payment is the account balance at the time of distribution. The monthly
pension is the sum of thé henefit accrued as of December 31,1998 under the pre- exlstmg plan plus an amount
actuarially equivalent to the value of post-1998 contribution credits (and interest credits thereon).
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The data for each of the Named Executive Officers is shown in the table below, assuming 5% growth in annual
compensation, 6% future Treasury bond yields under the cash balance plans, actuarial conversations at normal
retirement age based on a 6% interest rate, a 3% rate of growth in the $170,000 compensation limit under the
Qualified Plans and a 4% annual increase in the Base Amount under the Employees' Retirement Plan of Southemn
Union Company Pennsylvania Division.

Plan A Contribution Estimated Annual Benefits at Normal

Name Credit Rate Retirement Age frem Qualified Plan
George L. Lindemann . .............. 1.5% $ 19,113
PeterH. Kelley . .................... - 18,233
RonaldJ.Endres .. ................. 3.5% 52,934
DavidW. Stevens . ................. - 27,485
Thomas Karam . ................... - 103,476

Benefits under the Non-Qualified plan are paid in five annual installments which deplete the account balance. All
officers listed in the Summary Compensation Table, except Mr. Lindemarnn and Mr. Karam, are covered by the Non-
Qualified Plan. The average annual benefit payabie in five annual installments at normal retirement age from the
Non-Qualified plan for Messrs. Kelley, Endres and Stevens is $7,724,282, $2,944,742 and $667,702, respectively.
The average annual benefit payable in five annual instailments assuming immediate termination from the Non-
Qualified plan for Messrs. Kelley, Endres and Stevens is $2,065,430, $1,114,153 and $41,7586, respectively.

Employment Contracts, Termination of Employment and Change-In-Control Arrangements

All executive officers of the Company, unless noted, serve at the discretion of the Board. Generally, the executive
officers are appointed to their position by the Board annually.

The Company has an agreement with Mr. Kelley that upon certain occurrences, the outstanding balance on his
promissory note due to the company will be canceied and deemed paid in full. These occurrences include, among
other items, termination of employment ather than for cause, diminution in base salary or a change-in-control of the
Company. See “Certain.Relationships.” o .

As of June 30, 2000, the Company had an employment agreement in effect with Mr. Karam which provides that
during the term of the agreement, his base salary will not be reduced and he will remain eligible for participation in
the Company’s executive compensation and benefit programs. Additionally, the agreement provides for an annual
bonus of $600,000 to be paid on July 1= of each year. The agreement runs until June 30, 2010 and provides that
if, in the sole discretion of the President of Southern Union, certain mutually agreed financial performance goals are
achieved, the agreement will be automatically renewed for twelve months.

The agreement provides that Mr. Karam may terminate the agreement at any time by defivering written notice of
termination to the Board at least 30 calendar days prior to the effective date of such termination, in which case he
will be entitled to payment of his base salary through the effective date of termination, plus all other benefits to which
he has a vested right at that time. Additionally, the agreement provides that he may terminate the agreement for
"good reason,” which is defined in the agreement, in general, as any substantial change in the nature of his
employment by the Company without his express written consent; the requirement that he be based at a location at
jeast 50 miles further than from his current residence; any reduction in his base salary; any material reduction in his
level of participation in any compensation, benefit or retirement plans; and any failure by the Company to obtain a
satisfactory agreement from any successor to assume the terms of the agreement. In the event of termination for
good reason, absent a Change in Control, Mr. Karam will be entitled to receive, in a lump sum payment, an amount
equal to one times his annual base salary and the unpaid annual bonus payments.

The agreement provides that if within two years following the effective date of a Change in Control Mr. Karam is
terminated, he is entitled to certain severance benefits. Mr. Karam's agreement provides that, in the event of termi-
nation of his employment in connection with a Change in Controi, he is entitled to a lump sum payment consisting
of the following components: (i) an amount equal to three times the base salary in effect; (i) an amount equal to three
times his target bonus potential established for the fiscal year in which the effective date of termination occurs; {jii)
an amount equal to his unpaid annuai bonus payments (iv) an amount equal to his unpaid base satary and accrued
vacation pay through the effective date of termination; and (v) an amount equai to a pro rata share of his targeted
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bonus payment, established for the ptan:year in which termination:occurs. Additionally, Wr.. Karam is entitled:.to.a

continuation of life and medical benef ts-fora- penod .of: three fuihyears after the effective date of termmat:on

The employment,agreement with Mr Karam prowdes that the contlnuatlon of medlcal dental and lifei msurance shall
be discontinued-prior to the endof the applicable periods.in the event he-has available substantlally similar benefits

from a subsequent employer: Add!t:onally, the agreement prowdes for excise tax: equallzatlon payments
E.ffectlve September 28,2000, the Company entered into-an employment agreement with Mr Dodge wh:ch prowdes
that during the term of the-agreement, his base‘salary, will not be reduced and,hewill'remain eligible for participation.

- in the Company's executive compensation and benefit programs. Additionally,.the agreement. provides for a:

$2,000,000 bonus (the "special bonus™) with $1,000,000 payabie upon the effective date of the Company's acquisition
of Providence Energy Corporation and $500,000 on both the first and second anniversary of such acquisition. The
agreement runs until Mr. Dodge attains age sixty-two at which time the remaining term shall be three years.

The agreement provides that Mr. Dodge may terminate the agreement at any time by delivering written notice of
termination to the Board at least 30 calendar days prior to the effective date of such termination, in which case he
will be entitled to payment of his base salary through the effective date of termination, plus all' other benefits to which
he has a vested right at that time. Additionally, the agreement provides that he may terminate the agreement for
"good reason,” which is defined in the agreement, in general, as any substantial change in the nature of his
employment by the Company without his express written consent; the requirement that he be based at a location at
least 50 miles further than from his current residénce; any reduiction in his'base salary; any material reduction in his
level of participation in any compensation, benefit or retirement plans; any failure by the Company to obtain a
satisfactory agreement from any successor to assume the terms of the agreement; prior to the time that Mr. Dodge
has attained age sixty-two; and the failure of Mr. Dodge not being elected as a member of the Board.

Mr. Dodge's agreement provides that, in the event of termination of his employment in connection with a Change
in Control or good reason, he is entitled to a lump sum payment consisting of the following components: (i) an
amount equal to three times the base salary in effect; (ii) an amount equai to three times his target bonus potential
established for the fiscal year in which the effective date of termination occurs; (tii} an amount equal to his unpaid
special bonus; {iv) an amount equal to his unpaid base salary and accrued vacation pay through the effective date
of termination; and (v) an amount equal to a pro rata share of his targeted bonus payment, established for the plan
yearin which termination occurs. Additionally, Mr. Dodge is entitled to a continuation of welfare benefits for the later
of three full years after the effective date of termination or until age sixty-five.

The employment agreement with Mr. Dodge provides outplacement assistance up to fifteen percent of his base
salary in effect upon termination for a period of three years following such termination. Additionatly, the agreement
provides for excise tax equalization payments.

Compensation Committee Interlocks and Insider Participation

The Board does not have a separate compensation committee. Except with respect to the 1892 Plan, which is
administered by the Board's Plan Committee, all decisions regarding management compensation are made by the
full Board. Chairman Lindemann and Directors Brennan, Kelley and Karam, each of whom is also an executive
officer of the Company, participated in deliberations of the Board of Directors concemning compensation for members

of management but did not participate in Board votes as to compensation for themselves. See “Certain
Relationships.”

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934, as amended (the "Exchange Act") requires the Company's
directors and certain officers, and persons who own more than ten percent of a registered class of the Company's
equity securities, to file reports of ownership and changes in ownership with the Securities and Exchange
Commission and the New York Stock Exchange. These officers, directors and greater than ten-percent stockholders
are required by Securities and Exchange Commission regulations to furnish the Company with copies of all Section
16(a) forms they file.
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Except as set forth below, based solely on.review of the copies of the forms furnished to the-Company, or written
representations-that no Forms 5 were required, during fiscal year 2000, all Securities and Exchange Commission
filings of the Company's officers, directors and greater than ten-percent stockholders complied with all applicable
Section: 16(a) filing- requirements. Messrs. Denius, Gitter and Kelley inadvertently failed to file on a timely basis
reports-required by Section 16(a) of the Exchange Act. Mr. Denius inadvertently failed to report on a timely basis
two transactions that occurred on.June 30, 2000. -Such transactions were reported on his 2000 Form 5. Dr. Gitter
inadvertently failed to report on a timely basis one transaction that occurred on January 25, 2000, Such transaction
was-reported on his April' 2000 Form-43- Mr. Kelley inadvertently failed to report on a timely basis two transactions,
oneithat occurred onsApril-20, 2000, and one that occurred on March 1, 1997. Such transactions were reported on
his: amended June 2000 Form 4

i v
-7 \ Yy .. - s - T
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SECURITY OWNERSHIP

The following table sets forth the numbef of all shares of the Company's comman stock beneﬂc:aﬂy owned by each
director, by each Named Executive Officer, by each person known by the Company to benefi ictally own 5% or.more
of the Company's outstanding common stock, and by all directors and.executive. officers. as a group on
September 30, 2000, unless otherwise indicated in the footnotes. Each of the following persons and.-members of
the group had sole voting and investment power with respect to the shares shown unless otherwise indicated in the
footnotes. Number of shares-held excludes optlons to acquire shares of common stock that are not exermsable
within sixty days of October 2, 2000,

.Amount and Nature of -
Beneficial Ownership \
. Number of.Shares Percent

Name of Beneficial Owner Benef' mallv Ownedm of Class -

George L. Lindemann ""5 348 477 - (2)(3) 10.66%
Adam M. Lindemann 2,893,738 (3}4) 5.84%
George Lindemann, Jr. 2,897,598 (3)(5). 5.84%

4500 Biscayne Boulevard . ‘

Miami, Florida 33137 . : | .
Sloan N. Lindemann 2,896,544 (3) 5.84% .

550 Park Avenue R T o

New York, New York-10021 o S L
John E. Brennan ' - 704,016 (6) 1.41%
Frank W. Denius N 87610 . *
James H. Dodge . ‘ - * :
Aaron }. Fleischman 564,646 (8)r 1.14%
Kurt A. Gitter, M.D 194,629-'(9) Lo
Thomas F. Karam "663,211°(10) +1.32%
Peter H. Keliey ‘572, 585 (11) - C11E%:
Roger J. Pearson 51,527 (12) = * 7
George Rountree, 1 83,848 (13) Il
Ronald W. Simms 630,736 (14) 1.27%
Dan K. Wassong - 589,814 (15) *
RonaldJ. Endres 390,381 (16) TR
David W. Stevens 891,231t (- -~ .
Bass Regporting Persons 3,145,661 (18) = 6.34%

201 Main Streét L ‘

Faort Warth, Texas 76102- W e
Baron Capital Group C L. .5773,537 (19) . . 11.64%

767 Fifth Avenue, 49th Floor . T : Co

New York, New York 10153 : o . -
Ali directors and executlve ofﬁcers as a group {18 persons) 13:069,845 (200  ~ 26.36% -

(1

2)

Less than one percent.

Includes options to acquire shares of Southemn Unien comimon stock that are exercisable presenﬂy or within 80 days of October 2,
2000. All shares owned by each dirsctor or Named Executive Officer in the 401(k) Plan, Directors Plan Supplemental. Plan, the
Sauthern Union Pennsylvania Division Employees’ Savings Flan and the Southem Union Company: Dlrect Stock Purchase Planis
as of June 30, 2000.

Includes; 2,180,560 shares owned by SUG 1L.P. in which Mr. Lindemann is the. sole general partner, 2 578 242 shares owned by
SUG 2 L.P. in which Mr. Lindemann’s wife, Dr. F.B. Lindemann, is the scle general.partner; 15,280 vested shares held through the
Southern Union Supplemental Plan for Mr. Lindemann; 8,481 vested shares held by the 401(k) Plan for Mr. Lindemann; and 564,304
shares of Southern Union common stock Mr. Lmdemann is ertitled to purchase upon the. exercxse of stock options exercisable
pursuant to the 1952 Plan.

This information regarding direct share ownership by Mr. and Dr.. Lindemann.and their three children (Adam.M., George Jr and
Sioan N.) (together, the “Lindemann Family"} generally was obtained from and.is reported herein in reliance upon a Schedule 13D
{as amended through August 15, 2000} as adjusted for any stock dividends and splits since the date of such report filed by

15



George L. Lindemann, Adam M. Lindemann, Slean. N: Lindemann, SUG 1 LP., SUG 2 LP, and SUG 3 LP. In addition,
information regarding share ownership by George L. Lindemann (including shares beneficially ownedby his wife, Dr. F.B. Lindemann)
and Adam M. Lindemann reflects information derived from their respective reports on Form 4 and Form 5 under the Exchange Act
filed to date. Each member of the Lindemann’ Family disclairs beneficial ownership of any shares owned by any other member of
the Lindemann Family. - Accordingly, with respectto each member of the Lindemann Family, the above table reflects only individual
share. ownership except that the shares. beneﬁclaily held by Tir. F. B. Lindemann are reflected as owned by George L. Lsndemann
as explained in Note (2).

{(4) Includes 4,749.vested shares pursuant to the- Dlrectnrs Plar. :

(5) . These shares are owned by SUG 3-L.P. in which.George Lindemann Jr. is the s-ole general partner

(6) Of these shares, 5,481 vested shares are held by the 401(k) Plan; 6,801 vested shares are heid through the Supplemental Plan;
4,993 shares are owned by his wife; 211,806 are held in two separate trusts for the benefit of members of his family; 56,010 are held
inanirrevocable trust underthe Stock Plan and 258,228 represent shares that Mr. Brennan is entitied to purchase upon the exercise
of stock options exercisable pursuant to the 1992 Plan

{7} includes: 955 shares owned by his wife; 49,017 shares that The Effie and Wofford Cain Foundation (the “Foundation”), in which
Mr. Denius is a director; owns; and 8,641 vested shares pursuant to the Directors' Plan. Mr. Denius disclaims beneficial ownership
of those shares heid.by-the Foundation since he does not have a pecuniary imterest in orcontrok of the: Foundation!s. assets.

(8) includes: 105,531 shares that Fielschman and Walsh, L.L.P., in which Mr. Fleischmanis Senior Partner, is entiled to purchase upon
exercise of a Warrant exercisable presently or within 60 days of October 2, 2000; 14,081 vested shares pursuant to the Directors'
Plan; 112,215 shares owned by the Fleischman and Walsh 401(k} Profit Sharing Plan for which Mr. Fleischman.is.a trustee and a
beneficiary; and 22,204 shares. owned by the Aaron 1. Fleischman Foundation for which Mr. Fleischman is the sole trustee.
Mr. Fléischman dnscla:ms beneficial ownership of those shares held by the Fleischman and Walsh 401(k) Profit Sharing Plan, to the
extent that he does not have a pecuniary interest, and those shares held by the Aaron L. Fieischman Foundation.

{9) Includes 7,828 vested shares pursuant to the Directors’ Plan.and 1,000 shares owned by Dr. Gitter's daughter.

{10) Includes: 89,983 shares held: by various entities through which Mr. Karam has voting power; 21;703 shares held.in the name of
Lakeside Drive Association, in which Mr. Karam's wife has an interest; 3,768 vested shares held by the Southern Union Pennsylvania
Division Employees’ Savings Plan for Mr. Karam; 2,463 vested shares held through the Supplemental Plan; and 474,784 shares of
Southern Union common stock Mr. Karam is entrtled to purchase upon the exercise of stock options exerclsable pursuant to the
Pennsylvania Option Plan.

(11) includes 324,459 shares that Mr. Kelley is enfiled to purchase upon the exercise of stock options exerclsable pursuant to the 1992
Pian. Suchnumber also includes: 35,306 shares held inthe Stock Plan; 20,420 vested shares held by the-401(k) Plan; 4,440 shares
owned: by his wife; 4,186 shares held through the Southern Union Company Direct Stock Purchase Plan and40,011 vested shares
held through the Supplemental Plan.

{12) Inciudes 3,080 shares held by Mr. Pearson as Custodian {pursuant to the Uniform Gifts to Mmors Act) for hIS children; and 5,341
vested shares pursuant to the. Directors’ Plan.

{13) Includes 1,444 shares owned- by his wife and 16,376 vested shares allocated to Mr. Rountree pursuantt to the Directors’-Plan. Also
includes 3 150 shares owned by the Rouniree & Seagle Profit Sharing Plan & Trust for which Mr. Rountree is a co-trustee and
co-admlnlstrator Mr Rountree dtsclaims beneficial ownership of shares held by such plan to the ex‘tent that he has no pecuniary
interest.

(14) Includes: 148,364 shares owned. by ‘Mr. Simms's wife; 178,796 shares for which Mr. Simms has voting power; and 58,348 shares
of Southemn Unlon cafnmon stock:Mr. Slmms is enhtied to purchase upon the exercise of stock options exercisable pursuant to the
Pennsylvania Incentive,Plan. -

(15) Includes 6,705 vested shares pursuant to the Directors' Plan.

(16) Includes 262,028 shares Mr. Endres is entitled to purchase upen the exercise of stock options exercnsabie pursuantto the 1992 Plan.
Such number also includes: 12,736 -vested shares held through the 401(k) Plan; 24,243 vested shares held through the
Supplemental Plan; and 315 shares owned by Mr. Endres’ children,

(17} Includes'59;234 shares that Mr. Stevens is entitled to purchase upon the exercise of stock options exercisable pursuant fo the 1992
Plan. Such number also includes: 12,676 vested shares held by the 401(k) Pian; 1,825 vested shares held through the Southern
Uniecn Company Direct Stock Purchase Plan and 14,743 vested shares held mrough the Supplemenial Flan.

(18) The information set forth in the table above with respectto\the Bass Reporting Persons (as defined below).and the information in this
note were obtained from and are reported herein in reliance upon a Schedule 13G filed by: Sid R. Bass Management Trust, 820
Management Trust, Bass Enterprises Production Company, the Bass Foundation, and the Lee and Ramona Bass Foundation
(collectively, the “Bass Reporiing Persons™), on Novemnber 3, 1998 (as adjusted for any stock dividends since the date ofsuchreport).
Because of their relationships with certain of these persons, Sid R. Bass, Perry M. Bass and Lee M. Bass may be considered
controfling persons with respect to certain of the Bass Reporting Persons all as described in said Schedule 13G.

(1 9) This information regarding share ownership by Baron Capital Group - BCG } was obtained from and is reported herein in reliance
upon a Schedile 13G; as amended through June 29, 2000 {the “Baron Filing"); fled' by BCG, BAMCO (“BAMCO"), Baron Capital
Management, ‘(“BCM"); Baron AssetFund (* BAF") and Ronald’ ‘Baron {collectively, the *Baron Flhng Group”). Pursuantto the Baron
Filing, the members of the Baron Filing Group own beneficially and have shared power to vote or direct the vote of and to dispose
or direct the dlsposrtmn of the following number of shares of Southern- Uniopn common stock: BCG—5,773,537 shares;
BAMCO-—4,282,250 shares; BCM—1,491,287 shares; BAF—2,870,000 shares; and Mr Baron—-—S T73, 537 shares. The members
of the Baron Filing: Group disclaim beneficial ownership in each other’s ‘shares,

{20) Excludes options granted pursuant to the 1892 Planto acquire shares of Southern Union common- stock that are not presently

exercisable or do not become exercisable within 80 days of October 2, 2000. Includes vested shares held through certain Southem
Union benefit and deferred savings ptans for which certain executive ‘officers and directors may be deemed beneficial owners, but
excludes shares which have not vested under the terms of’ such plans. A!so includes 606, 005 shares held by a *Rabbi Trust” known
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as the Trust for Miscellaneous Southemn Union'Company Deferred Compensation Arrangements ("Rabbi Trust”). The shares are
held as a part of Southem Union's effarts to provide funding for a portion of the future liability under the Southern Union Supplemental
Executive Retirement Plan ("SERP”). Any assets held for the benefit of the SERP are held in the Rabbi Trust. Southern.Union
management directly or-indirectly controls the investment of any assets, and the voting of any securities, held for the SERP.

COMMON STOCK PERFORMANCE GRAPH

The following performance graph compares the performance of the Companys common stock to the Standard &
Poor's 500 Stock Index (*S&P 500 Index™) and the Standard & Poor's Utilities 40 Index ("S&P Utilities Index™). The
comparison assumes $100 was invested on June 30, 1995 in the Company's Common Stock, the S&P 500 lndex
and in the S&P Utllmes Index. Each case assumes relnvestment of dlwdends '

£

Comparison of Five-Year Cummlative Total Return
(Southern Union, S&P 500 and S&P Utilities)
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CERTAIN RELATIONSHIPS

In April 1992 Southern Union advanced $375,980 te Peter H. Kelley, President, Chief Operating Officer and a
Director of Southern Union, ta enable hirm to repay certain funds borrowed by him from his previous employer in con-
nection with his departure from his previous employer and relocation to become an executive officer of the Company.
In May 1995 the note was restructured calling for 359:monthly payments of approximately $1,909 and a balloon
payment of $147,746. The restructuring is evidenced by a renewal promissory noie, bearing an annual percentage
interest rate equal to 7.4%. During the fiscal year ended.June 30, 2000, $13,366 in interest was forgiven by the
Company See “Executive Compensation.” The outstanding balance at June 30, 2000 was $221,550.

ln December 1999, the Company advanced $4,000, 000 and entered into a note agreement with Thomas F. Karam,
Executive Vice President of Corporate Development and a Director of Southern. Union. The note calis for nine
annual payments of $569,510 commencing on December 20, 2000 and the outstanding principal balance and any
acctued but unpaid interest due and payable on December 20, 2009. The note bears interest at 7% and is
collateralized by the outstandlng stock options of Mr. Karam. The outstanding balance at June 30, 2000 was
$4,600,000. ..

In January 2000, the Company advanced $308,000 and entered into a note agreement with Dennis K. Morgan, Senior
Vice President -- Legal and Secretary of Southern Union. The note calls for monthly payments of $1,500 com-
mencing on February 15, 2000 and the outstanding principal balance and any accrued but unpaid interest due and
payable on January 27, 2010. The note bears interest at five basis points plus the Eurodoliar Rate and is uncol-
lateralized. The outstanding balance at June 30, 2000 was $308,609.

On October 4, 1993, Southern Union's Board of Directors approved and ratified payments by the Company to
Activated Communications, Inc. or its successor ("Activated”) for access to and use by the Company of Activated's
office space in New York City. Chairman George L. Lindemann and Vice Chairman John E. Brennan controi and
operate, and.Director Adam M. Lindemann has a beneficial interest in, Activated; none of these three Directors
participated in such Board action. Payments to Activated were $255,000 in the fiscal year ended June 30, 2000 and
$251,000 in each of the fiscal years ended June 30, 1999 and 1998, based on the Board's. approved formula for
sharing of Activated's actual lease expenses. .

Director Fleischman is Senior Partner of Fleischman and Walsh, L.L.P., which provides-legal services to the
Company and certain of its subsidiaries. For the fiscal year ended June 30, 200G, the total amount paid by the
Company to Fieischman and Walsh, L.L.P. for legal services was $2,574,000.

INDEPENDENT AUDITORS

PricewaterhouseCoopers LLP has served as the Certified Public Accountants of the Company for the fiscal year
ended-June 30, 2000. Representatives of PricewaterhouseCoopers LLP are expected to be present at the Annual
Meeting, and to be given an apportunity to make a statemenit if they desire to do so.and to be available to respond
to appropriate guestions. The Audit Committee of the Board of Directors of the Company presently expects to
recommend tc the Beoard, and the Board is expected to approve, the selection of PricewaterhouseCoopers LLP to
serve as the Company's Certified Public Accountants for the fiscal year ending June 30, 2001.

18



THE COMPANY’S 2000 ANNUAL REPORT

The Company's Annual Report to Stockholders and Annual Report on Form 10-K for the fiscal year ended June 30,
2000, as filed with the Securities and Exchange Commission are available without charge to stockholders upon
writing to the Secretary of the Company. Neither such Annual Report to Stockholders nor the Annual Report on Form
10-K for the fiscal year ended June 30, 2000 is to be treated as part of the proxy solicitation materials or as having
been incorporated herein by reference.

By Order of the Board of Directors,

IS K. MORGA;

Secrefary

Austin, Texas
October 3, 2000
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PART |

ITEM 1. Business.
Introduction

Southern Union Campany {Southern Union and together with its subsidiaries, the Company) was incorporated under
the laws of the State of Delaware in 1932. Southern Union is one of the top ten natural gas utilities in the United
States, as measured by number. of customers. The Company's principal line of business is the distribution of natural
gas as a public Gtility through its’ operating divisions principally in Texas, Missouri, Florida, Pennsylvania since
November 1999, and Rhode Isiand and Massachusetts effective with three acquisitions completed in September
2000 (see Acqursrtrons Subsequent to Year-End).

Southem Union Gas, headquartered in Austin, Texas, serves approxrmately 523,000 customers in Texas (including
Austin, Brownsville, El Paso, Galveston 'Harlingen, McAllen and Port Arthur). Missouri Gas Energy, headquartered
in Kansas City, Mrssoun serves approxrmately 491,000 customers in central and western Missouri (including Kansas
City, St. Joseph, Joplin and Monett). PG Energy. headquartered in Wilkes-Barre, Pennsylvania, serves approxi-

‘mately 154,000 customers in northeastern and central Pennsylvania (including Wilkes-Barre, Scranton and

WrillamSport) SFNG, headquartered in New Smyrna Beach, Florida, serves approximately 5,000 customers in
central Florida (mcludlng New Smyrna Beach, Edgewater and areas of Volusia County, Fiorida.) Wrth the acquisition
of Providence Energy Corporatron Vailey ‘Resources, inc. and Fall River Gas Company in September 2000
{collectively hereafter referred to as the New England Division), the Company now serves approximately 286,000
customers in Rhode Island and Massachusetts (including Providence, Newport and Cumberland, Rhode Island and
Fall River, North Attleboro and Somerset, Massachusetts.) This diverse geographic area of the Company's naturat
gas distribution systems should reduce the overal! sensat:wty of Southem Umon 's operatlons to weather risk and local
economlc condltlons

' ' ) R t

e ‘Pennsylyania Enterprises,. Inc. Acquisiti‘on

Cn November 4, 1999, “the Company ‘acquired Pennsy[vama Enterprrses Inc. {(hereafter referred to as the
Pennsylvania Operat;ons) for approxrmately 16.7 million pre-stock dividend shares of Southern Union common stock
and approximately $36 million in cash plus the assumption of approximately $115 million in long-term debt. The
acquisition was accounted for, usmg the purohase method. The income from the acquired Pennsylvania Operations
is consolidated with the Company beginning on November 4, 1999. Thus, the results of operations forthe year ended
June 30, 2000 are not comparable to prior periods. PG Energy, the regulated gas utility within the Pennsylvania
Operations, is a division of the Company serving approximately 154,000 customers in northeastern and central
Pennsylvania. Other subsidiaries ofthe Company acquired in the acquisition of the Pennsylvania Operations include
PG Energy Services inc., (Energy Services), PEI Power Corporation (PEI Power), and Theta Land Corporation.

Theta Land Corpdratjon, Wthh was engaged rn the sale of property for re5|dent|a| and commercial development,

was sold for $12.1.million m January 2000. Through Energy Services, the Company markets a diversified range of
energy-related products and services underthe name PG Energy PowerPlus, principally in northeastern and central
Pennsytvanra Through PE! Power, an exempt wholesale generator (wrthm the meaning of the Public Utility Holding
Company Act of 1935), the Company generates and sells electricity in Pennsylvania and surrounding states.’ Also
inciuded in the acqu|srt|on of the Pennsylvania Operatrons was Keystone Pipeline Services, Inc. (Keystone, awholly-
owned subsidiary of Energy Services). . Keystone is engaged primarily in the construction, maintenance and
rehabilitation of natural gas distribution plpelmes Concurrent with the acquisition, the Company decided to dispose
of Keystorie and the propaneé operations of Energy Services; these operations are not material to the Company.

Acquisitions Subsequent to Year-End

On September 20, 2000, Southern Union completed the acquisition of Valley Resources, Inc. (Valley Resources) for
approximately $125 million in_cash plus the assumption of $30 million in long-term debt. Valley Resources is
engaged in natural gas distribution operating as Valley Gas Company and Bristol.and \Warren Gas Campany which
are now included as part of the New England Division of Southern Union. The non-utility subsidiaries of Valley




Resources are now subsidiaries of Southern Union. ValleyResources, which is headquartered in Cumberiand, Rho
Island, provides natural gas wutilily service to more than 64,000 customers within a 92 square mile area in t!
northeastern portion of Rhode istand that has a population of approximately 250,000 and an approximately 15 squar
mile areg in the eastern portion of Rhode Isiand that has a population of approximately 35,000, The non-utitit
subsidiaries rent and sell appliances, offer a service contract program, sell liquid propane in Rhode islardd and nearby
Massachusetis, and distribute as a wholesaler franchised lines to plumbing and heating contractors, Included in the
acquisition was Valley Resources' 90% inferest in Alternate Energy Corporation, which sells, installs and designs
natural gas conversion systems and facilities, is an authonzed representative of the ONS1 Corporation fuel cell, holds
patents for a natural gas/diesel ce-firing system and for a device to control the flow of fuel on dual-fuel equipment,

On September 28, 2000, Bouthern Union completed the acquisition of Providence Energy Carporation (ProvEnergy)
for approximately $270 mitlion in cash plus the assurption of $20 million in long-term debt, The ProvEnergy natural
gas distribution operations are Providence Gas and North Attleboro Gas. Providence Gas serves approximately
168,000 natural gas cuslomers in Providence and Newport, Rhode island, and 23 other cities and lowns in Rhode
Istand and Massachusetts. North Aftiebore Gas serves approximately 8,000 cusfomers in North Attleboro and
Plainville, Massachusetis, towns adfacent {o the northeasiern Rhode island border. The ProvEnergy utility service
territories encompass approximately 760 square miles with a popuiation of approximately 850,000, These operations
are also now inciuded as part of the New England Division of the Company. Subsidiaries of the Company acquired
in the PravEnergy merger are ProvEnergy Gil Enterprises, Inc., Providence Energy Services, inc., and ProvEnergy
Power Company, LLC. ProvEnergy Ol Enterprises, Inc. operates g fuel oil distribution business through iis
subsidiary, ProvEnergy Fuels, Inc. (ProvEnergy Fuels). ProvEnergy Fuels serves over 14,000 residential and
commercial customers in Rhode Island and Massachuselts, Providence Energy Services, inc,, whose operations
are planned to be sold, markets natural gas and energy services throughout New England. ProvEnergy Power
Company owns 80% of Capital Center Energy Company, LLC., & joint venture farmed between ProvEnergy and ER}
Services, Inc. to provide retail power,

Also on September 28, 2000, Southern Union completed the acquisition of Fall River Gas Company (Fall River Gas)
for approximately 1.5 million shares of Southern Union cormmon stock and approximately $27 million in cash plus
assumption of $20 million in long-ferm debt.  Alsc now included 4as a part of the New Englang Division of the
Company, Fall River Gas serves approximately 48,000 customers in the city of Fall River and the towns of Somerset,
Swansea and Westport, all located in southeasternMassachusetts. Fall River Gas' non-reguiated subsidiary, Fall
River Gas Appliance Company, Inc., is now a subsidiary of Southern Union. Headquarered in Fall River,
Massachusetis, Fall River Gas Appliance Company, Inc., rents water heaters and conversion bumers (primarily for
residential use) in Falf River Gas' service area.

The aforementioned acqmsstmns subsequent to year-end will be accounted for under the purchase method
) . Company Operations

The Company's principal line of business is the distribution of natural gas through its Southern Union Gas, Missouri
Gas Energy, PG Energy, and SFNG divisions, and, effective with the September 2000 acquisitions, its New England
Division. (See Acquisitions Subsequent to Year-Endy . The Company's gas ulilily operations are ganerally seasonal
in nature, with a sighificant percentage of its annual revenues and eamings occurring in the traditionat winter heating
season. As such, the Company is & sales and market-driven energy company whose management is committed to
achieving profitable growth of its utility businesses in an increasingly competitive busingss environment ang
partnering with companies which complement Southemn Union's existing cusiomer service and core utility business.
Management's strategies for achieving these objectives principaily consist of: (i} promoting new sales opportunities
and markets for natural gas; {ify enhancing financial and operating performance; (iii} expanding the Company through
development of existing ulility businesses and selective acquisition of new utility businesses; and (iv) selective
investments in complementary businesses. Management develops and continually evaluates these strategies and
their implementation by applying their experience and expertise in analyzing the energy industry, technological
advances, market opportunities and general business trends. Each of these strategies, as impiemented throughout
the Company's existing businesses, reflecis the Company's commitment to its core natural gas utility business.

The Company may considar, when appropriate and if financlally practicable to pursue, the acquisition of other utility
distribution or transmission businesses. The nature and location of any such properties, the structure of any such
acquisitions, and the method of financing any such expansion or growth will be determined by management and the




Southern Union-Board of Directars. See Management's Discussion and Analysis of:Resulfs of Operarmns and
Financial Condition {MD&A} -- Cautionary Statement Regarding Forward-Loaking Information. -

Subsidiaries.of Southern Union have been established fo support and;expand:naturat gas: sales and-other energy
sales and to capilalize.on the Company's energy:expertise; - These subsidiaries. market 'natural gas and electricity
to end-users, operate natural gas pipeline systems, generate electricity, distribute propane and:self commercial gas
air canditioning and .other gas-fired engine-driven applications. 2 The Company distributes propane:ta 7,500,.2,000
and 1,000 customers in: Texas, Pennsylvania and.Florida; respectively. ~With.the subsequent: acquisition: of the
companies in New England, the Company will now also serve 14,000 and 3,700 fuel oii and propane. customers,
raspectively, in Rhode Island and Massachusetts. Additionally, certain subsidiaries own or hald interests in real
estate and other assets, which are primacily-usedin the Company's utility. busmess Central to ah of the Company 5
present businesses and strategies is. the sale and iransporianon of natural gas. . "

P Ao T —i;g. i _\5.' 5 N et
Sauthern Unian Enefgy tntematmnal lnc (SUEl) and Soutnem Untan Intemattonai Investments knc (investments),
hath wholly-aowned subsidiaries of Southern Union, paddicipate in energy-related: projects internationally. <Energia
Estretia del Sur, S. A, de C. V. (Estrella), a wholly-owned.MexicanSubsidiary of SUE! and Investments, seeks to
participate in energy-reiated projects.in. Mexico: Estreffa has 2°43% equity ownership in‘a:naturaf gas distribution
company, along with other refated operations; which:currently:serves22,000 cusmmers in. P!edras Negras Mex;co
across the border from Southern Union Gas’ Eagie Pass, Texas servicesareal» .2t 1k

Mercade Gas Services.nc: (Mercado), 2 whoily-owned_subsidiary-of SouthernvUnion, markets natural gas to.com-
mercial and industrial customers. Mercado’s sajes and purchasing aclivities are:madethrough shorl-ierm and- fong—
term contracts. These contracts and business activities are not subject to direct rate reguiation. -

Scuthern Transmission Company (STC), a wholly-owned subsidiary, of Southern Union, owns and operates 1653
miles of intrastate plpelme fmat serves commercial, industrial and uhhiy customers in central, south and coastas
Texas. T e L A L L S LT N -

MNaortefio Pipeline Company (Nortefio), a wholly-owned subsidiary of Southern Union, cwns and operates interstate
pipelines that serve the gas distribution properties of Southern Union Gas.and the;Public. Service Company. of New
Mexico. Norefio also transports gas through its, interstate network to_the country of. Mexico. for Pemex Gas y

Petroquimica Basica (PEMEX). R S T Cen ST IS RV ST

SUPro Energy Company {SUPm) a wholly-ownedzsubscdaary of Southern Umon',{prowdes pmpane gas services to
customers located principafly, in Austin, El Paso and- Alpine, Texas as weli as Las -Cruces, New Mexico: and
swrounding communities. -~ 7 L FO W e et L0 DOLNE TR e

Atlantic Gas Corporatian, awhally-ownead subsidiary.of Southern Union, pravides propane gas services to 1,000 cus-
tomers located in and around the communities of New Symema Beach,-Lauderhill: and:Dunnellon, Florida. .Atlantic
Gas Corporanon sold 1,193, 000 and 4 345 000 galions of propane for the: year ended: June 39, 2000 and 1998,
respectively. " i 3
S N sehy LT
PG Energy Services Inc. (Energy Semces) a whony-owned subsad:ary, of Souihem Umon markets a broad array
of energy and energy-related products and services under the name PG Energy PowerPlus. Presently, PG Energy
PowerPlus offers the sale of nalural gas and electricity to 17.000 residential; .commercial and industrial users
primarily in central and northeastern Pennsyivania; and the mspection mainfenance and, semcmg of residential and
small commerciatfgas-ﬂred equlpment 2o R T I TSR G S G
£ LT T ) '

PEIPower Corporation (Power Corp.), a wholly-ownad subsad:ary of Southem Umun an exempt whoiesale generamr
{within the meaning of the Public Utility Holding Company Act of 1835), generates.and sells electricity provided.by
a cogeneration facility it acquired in November 1897. This 25-megawatt facility, located in Archbald, Pennsylvama
is fueled by a combination of naturat gas and methane recovered fromia, nearby !andf s . ~”.

Southern Union Totaf Energy Systems, inc., a wholly-owned subs;daary of Southem Umon markets and setls gas—
fired engine-driven applications and related. services te the mdustnai and: coramercial: marketplace, .
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See Acguisifions Subseqient to . Year-End fqr a description of other subsidiaries subsequemiy acqunred in the
acquisitions of ProvEnergy, Valley Resources and Fall River Gas.

The Compaay also hoids investments in commercially developed real estate in Austin, E| Paso, Harlingen and
Kansas City through. Southern: Union's wholfiy-owned subsidiary, Lavaca Realty Company. {Lavaca Reaity).
Additionally, thraugh the acguisition of the Pennsylvania Operations, the Company has investrnents in several tracis
of land, certain, of -which:is: being prepared for development, situated in northeastern Pennsyivania, primarily
Lackawanna County: Dependang upon market conditions the Campany may seu certain of-these investments from
’urne to time: . . .

Southem Union's strategy for. long,—term growth inciudes acquiring:.-the'right assets that wiil positionsthe...Company
favarably in an evolving competitive marketplace. -The Pennsylvania Qperations acquisition, which closed in
November 1883, pravides Southern Union with a strong presence in the attractive northeastern market. n addition,
the acquisitions of Fall River Gas, ProvEnergy and Valley Resources completed subsequent to year-end have further
expanded Southern Union's territory into New England.. These four acquisitions also provide geographic and weather
diversity to the-Company's service argas; Within the past several years, the. Company's growth strategy aiso has
resutted in Southem Union expanding-its.gas service into Mexico in a service area adjacent to Southern Union Gas,
and Florida. Going forward, Southern Union may consider other acquisitions which will financially enhance growih
and take advantage of future market apportunities,. . : ‘

The information aboui the Company in the remaindesof.ftam 1.-- Business does not include information related to
Fall River Gas, ProvEnergy. or:Va!ley Resources the companles acquired subsequentto year—end {See Acquisifions
Subsequent to Year-End) - - . ,

Company investments
N R : “ s .
Southern Union's culture promotes mdependent thinking and encourages innovation, Southern Umon is involved
in saverai strategnc prolects

Qver the past severaiyears, the Company acquired an eqmty interest in Capstone Turbine Corporanon (Capstone).
This company has developed a microturbine fueted by natural’gas or propane that produces electricity and creates
less poitution than conventional systems. The refrigerator-sized microturbine unit can efficiently provide nearly 30
kilowalts of electricity to a small business. Additionalty, this technology is highly reliable and requires low mairte-
nance. The Company's cost basis in Capstone is §10,625,000. in late June 2000, Capsione completed.iis initial
public offering ({FQ). As af June 30, 2000 and August 31, 2000, the value of the Company's investment on Capstone
was $187 817,000 and $384,753 000, respectively, based on the closing prices for Capsione shares on those. days.

Southem Union also holds a $2,588,000 equity interestin PointServe, Inc. (PointServe) a business-to-business oniine
scheduling solution. for Internet portals seeking to enrich the consumer vatue: of their site, and service industries
seeking to hamess-the power of the Internet. Patent-pending, onfine scheduiing technology showd enable service
providers to spend less and earm more by creating accountability of marketing dollars, increasing operational
efficiencies, and increasing customer safisfaction andioyafty. PointServe technology isintended to allow consumers
to "wait less and.do more” by making it easier to find, select and schedule a setvice provider, .
5 . t . -

Southern Union has a $3;000,000 equity interest in Servana.com, Inc. (Servana). Based in Austin, Texas Servana
partners with utility companies to deliver comprehensive e-commerce solutions to.the customer's home, The
company is positioning itself to became the dominant utitity-based home-service portai, leveraging the utility's brand
identity and prominence in focal markets. For example, a new resident who moves {o Austin, Texas and needs to
establish gas service will be able to access Southemn Union's website, schedule service through PomtServe and
register for a vanety of other services {i.e., electric, pest control, {awn service, etc.), s

As of June 30, 2000, Somhem Umon had a $2,000,000 equity interest in Advent Networks inc. (Advent) head-
quartered in Austin, Texas. Southern Union intends to make an additional investment of up to approximately
$2,500,000 in Advent this Faill. Advent is developing a next generation UltraBand™ platform, which is expected to
deliver digital breadband services 50 times faster than digital subscriber lines: (DSL) or cable modems, and 1,000
times faster than dial-up modems, over the "ast mile". UltraBand™ should provide cable netwark overhuilders a




——— .

competitive advantage with its capability to deliver content at-a quality and speed that cannot.be provided.over cabie
modem. .Beta testing of UltraBand ™ is expected in Spring 2001 in Missouri-Gas Energy's #ansas.City service area.

Competition

Natural gas distribution has been evolving from a.highly regulated environment to-one where competition and
customer choice is being promoted. The restructuring of natural gas distribution began in the 1990's when the
Federal Energy Regulatory Commission (FERC) required interstate pipeline companies to separate, or unbundte,
the merchant function of selling natural gas from the transportation and storage services they provide and offer those
services to end users on the same terms as local distribution companies. As a.result; cenain iarge volume custo-
mers, primarily industrial and significant commercial customers, have had opportunities to:access alternative naturai
gassupplies and, in some instances, delivery service from-other pipeline systems: The Company.has offered trans-
portation arrangements to-customers who secure their. own gas. supplies. - These: transportation arrangements,
coupled with the efforts of Southern Union's unregulated marketing subsidiaries, .enable the Company to provide
competitively priced gas service to these large volume customers. In addition, the Company has successfuily used
flexible rate provisions, when needed, to retain customers who may have access to alternative energy sources.

. . C ! 1 ! ! oL . L

As energy providers, Southern Union Gas, Missouri Gas Energy, PG Energy and SFNG have historically competed
with alternative energy sources, particulariy electricity and also. propane, coal, natural gas liquids and other refined
products available in the Company's service areas. At present rates, the.cost of electricity to residential and
commercial customers in.the Company's service areas generally is higher than the effective-cost of natural gas
service. There can be no assurance, however, that future fluctuations in gas and electric costs will not reduce the
cost advantage of natural gas service. The cost of expansion for peak load requirements of electricity in some of
Southern Union Gas' and Missouri Gas Energy's:service-areas has historically provided-oppoitunities to allow energy
switching to natural gas pursuant to integrated resource-planning technigues: Electric-competition has responded
by offering equipment rebates and.incentive rates...- . -, .- . . L e

-
P
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Competition between the use of fuel.oils, natural-gas and propane, particularly- by industrial; electric generation and
agricuitural customers, has-also increased due to the volatility of naturat gas. prices and increased marketing efforts
from various energy companies. In orderto be more competitive:with certain:alternate- fuels in Pennsylvania, PG
Energy offers.an Altermnate Fuel Rate for eligible- customers. This.rate applies to large commercial and industrial
accounts that have the capability.of using fuel-oils.or propane.as alternate sources of energy. Whenever the cost
of such alternate fuel drops befow the cost of natural gas at PG Energy's normal tariff rates, PG.-Energy is permitted
by the Pennsylvania Public Utility Commission (PPUC) to-lower its price to these customers so that PG Energy can
remain competitive with the alternate fuel. However, in no instance: may PG Energy: sell:gas under this special
arrangement for less than its average commodity cost of gas purchased during the month. While competition be-
tween such fuels is generally more in.Pennsylvania than the Company's.other service areas, this competition affects
the nationwide market for natural gas: -Additionally; the general economic conditions in the Company's service areas
continue to affect certain customers and market;areas; thus impacting the.resuilts of the Company's operations.
The-Company'’s gas distribution divisions.are not currently in significant.direct.competition with any other distributors
of natural gas to residential and small commercial customers within their service areas, other than in Pennsylvania.
In 1999, the Commonwealth of Pennsylvania enacted the Natural Gas Choice and.Competition Act, which extended
the ability to choose suppliers to smail commercial and residential customers as well. In accordance with the
provisions of the legislation, PG Energy submitted a restructuring plan to-the- PPUC on August 2, 1999. This pian
describes the terms and conditions, including the tariffs, by which PG Energy proposed .to offer unbundied
transportation service and the rules alternate natural gas suppliers must follow to operate on PG Energy's distribution
system. Following extensive review and negotiations by PG Energy and various interested stakeholders, including
representatives of the PPUC, a Settlement Agreement was reached:in:November 1899. PG Energy filed revised
tariffs in accordance with the: Settlement Agreement on.February 1, 2000 for PPUC review and approval. Based
upon the legislation, the Settlement Agreement and the tariffs as filed; PG Energy does not believe any: significant
amount of transition costs.will be incurred and that any.transition costs that are incurred will generally be recoverable
through rates or other customer charges. .. . . . . :

Following PPUC review, PG Energy filed final tariffs, with modifications, on April 28, 2000. Effective April 29, 2000,
all of PG Energy's customers have the ability to select an alternate supplier of natural gas, which PG Energy will
continue to deliver through its distribution system. Customers can also choose to remain with PG Energy as their




supplier under regulated natural gas rates: In either case, PG Energy serves as the supplier of last resort. To date,
few small commercial and residential customers have switched due to the lack of supplier offers that provide any
savings over PG Energy’s current regulated gas rates. The natural gas industry is currently experiencing higher than
normal wholesale prices for natural gas, which is preventing suppliers from offering competitive rates. However, the
number of supplier offers and the occurrence of customers switching suppliers may likely increase as the wholesale
market moderates over time and PG Energy 5 regulated rates are adjusted to reflect the market.

Gas Supply
The historically low cost of natural gas service is dependent upon the Company's ability to contract for natural gas
using favorable mixes of long-term and short-term supply arrangements and favorable transportation contracts. The
Company has-been directly acquiring its gas supplies since the mid-1980s when interstate pipeline systems opened
their systems for transportation service. The Company has the organization, personnel and equipment necessary
to-dispatch and monitor gas volumes on a daily, hourly and even a real-time basis to ensure reliable service to custo-
mers. ‘ - :

The FERC required the "unbundling” of services offered by interstate pipeline companies beginning in 1992. Asa

-result, gas purchasing and transportation decisions and associated risks have been shifted from the pipeline com-

panies to the gas.distributors. The increased demands on distributors to effectively manage their gas supply in an
environment of volatile gas prices provides an advantage {o distribution companies such as Southern Union who
have demonstrated: a history of contractmg favorable and. efficient gas supply arrangements in-an open market
system. .

The majority of Southern Union Gas' 2000 gas requirements for utility operations were delivered under short- and
long-term transportation contracts through five major pipeline companies. The majority of Misscuri Gas Energy's
2000 gas requirements were delivered under short- and long-term transportation contracts through fourmajor pipeline
companies. The majority of PG Energy's 2000 gas requirements were delivered under shori- and long-term
transportation contracts through four major pipeline companies. The majority of SFNG's 2000 gas requirements were
delivered under a management supply contractthrough one major pipeline company. These contracts have various
expiration dates ranging from calendar year 2000.through 2018. Southern Union Gas also purchases significant
volumes of gas under long- and short-term arrangements with suppliers. The amounts of such short-term purchases
are contingent-upon price. Southemn Union Gas, Missouri Gas Energy and SFNG all have firm supply commitments
for all areas that are supplied with gas purchased under short-term arrangements. Missouri Gas Energy also holds
contract rights to- over 16 Bef of storage capacity and PG Energy holds contract rights to over 11 Bef of ‘storage
capacity to assrst in meetmg peak demands.

Due to the operation of purchase gas adjustment (PGA) clauses, gas purchase costs generally do not directly affect
eamings of our regulated utility- operations. ‘However, the Company's unregulated gas marketing operations are
subject to price risk related-to fixed-price sales.commitments that are not matched with corresponding fixed price
purchase agreements. At June 30, 2000, the Company had fixed-price sales commitments with various customers
that provide for the delivery of approximately 1,922 201 Dekatherms of natural gas through April 2001 at an average
sales price per Dekatherm of $3.00. The Company has expasure to the changes in-gas prices related to fluctuating
commodity prices, which can-impact the Company's financial position or results of operations, either favorably or
unfavorably. The Company's open positions are actively managed, and the impact of changing prices an the
Company's financial position at a point in time is- nct necessarily indicative of the impact of price movements
throughout the year.

Gas sales and/or transportation contracts with interruption provisions, whereby large volume users purchase gas with
the understanding that they may be forced to shut down or-switch to alternate sources of-energy at times when the
gas is needed for higher priority-customers, have been utilized for foad management by Southern Union and the gas
industry as a whole. ln addition, during times of special supply problems, curtailments of deliveries to customers with
firm contracts may be made in accordance with guidelines established by appropriate federal and state regulatory
agencies. There have been no supply-related curtailments of deliveries to Southern Union Gas, Missouri Gas
Energy, PG Energy or SFNG utility sales customers during the last ten years except for one instance relating to PG
Energy in January-1997. '




The Company is committed under various agreements to purchase certain quantities.of gas in the future. At June 30,
2000, the Company has purchase:commitments:for certain quantities of gas at:variable, market-based prices that
have an annual value of $113,666,000. The Company's purchase commitments may extend over a period of several
years depending upon when the required quantity is purchased. The Company has:purchase gas.tariffs in effect for
all |t5 utility. service areas that provide for recovery ofits’ purchase gas costs under defined methodologles

In August 1997, the Mlssoun Publlc Service Commlssmn (MPSC) |ssued an order authorlzmg Missouri Gas Energy
to begin making semi-annual PGAs in November-and April, instead of-more frequent adjustments as previously
made. Additionally, the order authorized Missouri Gas Energy to establish an Experimental-Price Stabilization Fund
for purposes of procuring natural gas financial-instrumentsto.hedge a minimal.pertion of its gas purchase costs for
the winter heating season. The:cost of purchasing:these financial instruments and any gains derived from such
activities-are passed on to the Missouri customers through the PGA. Accordingly; there is no earnings impact as a
resuit of the use of these financial instrurments.. These procedures heip stabilize the monthly heating bills for Mlssoun
customers. The Company belleves it, bears mlnlmal risk: under the authorized transactions.

The MPSC approved a three year, experlmental,gas supply mcentwe,plan for'Mlssour: Gas Energy-effec’(ive July 1,
1996. Under the plan, the Company:and’ Missouri Gas . Energy’s-customers. shared: in-certain savings below
benchmark levels of gas costs achieved as a result of the Company's gas procurement-activities. Likewise, ifnatural
gas was acquired above benchmark leveis, both the Company and customers shared in such costs. Forthe years
ended June 30, 1999:and 11998, the:incentive. ptan.achieved: a.reduction of-overall gas: costs of $6,900,000 and
$9,200,000; respectively, resuiting in savings.to-Missouri customers of $4,000,000 and.$5,100,000, respectively.
The Company recorded revenues of $2,900,000 and $4,100,000.in 1989 and 1998, respectively, under this plan.
Missouri Gas Energy received authcrization. from:the-MPSC-for-a. new gas supply incentive plan that became
effective August 31, 2000. Earnings under the plan are primarily dependent on market prices for natural gas
declining to certain preauthorized.levels which are now below current market prices. There:is no assurance that the
Company will'have. an opportunlty to generate eammgs -under this aspect of the plan durlng flscal 2001
Utlllty Regulatlon and Rates g

The Companys rates and operations are subject to regulatlon by local; state .and federal authorltles In Texas,
municipalities have primary jurisdiction over natural gas rates within their respective incorporated areas. Ratesin
adjacent environs and appellate matters.are-the responsibility: of the Railroad Commission of Texas (RRC). In
Missouri, natural gas rates are‘established by the MPSC on a system-wide basis. In Pennsylvania, natural gas rates
for PG Energy are approved-bythe PPUC on a system-wide basis. In-Florida, natural gas rates are established by
the Florida Public Service Commission on-a system-wide basis. The FERC.has Jurlsd:ctaon overrates, facmtles and
services of Nortefio and Power Corp., and-the:RRC has jurisdiction over STC.

The Company holds non-exclusive.franchises with:varying expiration dates-in all incorporated communities where
it is necessaryto carry ontits business as it is-now being-conducted: Kansas City, Missouri; El Paso, Texas; Austin,
Texas; Port Arthur, Texas; and-St. Joseph, Missouri are the five largest. cities in. which the Company's utility cus-
tomers are located. The franchises:in.the following cities expire as follows: El:Paso, Texas in 2030; Austin, Texas
in 2006; Port Arthur, Texas-in 2013; and Kansas City, Missouriin 2010. The Company fully expects these franchises
to be renewed upon their-expiration. The franchise in St. Joseph, Missouri is perpetual..

(Gas service rates are established by regulatory authorities to permit utilities the opportunity to recover operating,
administrative and financing costs, and the opportunity to €arn a reasonable:return on equity. Gas costs are-billed
to customers through PGA clauses which permit the Company to adjust its sales.price as.the cost of purchased gas
changes. This is important because the cost of natural gas accounts for a significant.portion of the Company's total

expenses. The appropnate regulatory. authonty must receive notice of such adjustments prior to biiling nmplementa-
tion. :

Other than in Pennsylvania, the Company.suppons any. ‘service rate changes.tO' its regulators using-a historic test
year of operating results adjusted to normal conditions and for.any known-and: measurable revenue or expense
changes. Because the regulatory process has certain inherent time delays, rate orders.may not reflect the operating
costs atthe time new rates are put into effect. In Pennsyivania, a future test yearis utilized for ratemaking purposes,

therefore, there is no delay and rate orders more closely reflect: the operaung costs at the time new rates are put into
effect. .




The-monthiy customer bill contains a fixed service charge, a usage charge for service to deliver gas, and-a charge
for the amount of natural gas.used: While the-monthly fixed charge provides an even revenue stream, the usage
charge increases the Company's annual revenue and eamings in the traditional heating load months when usage
of natural gas increases. Inrecent years, the majority of the Company's rate increases in Texas have resulted in
increased:monthiy fixed charges which help stabilize earnings. Weather normalization clauses, in place in the City
of Austin, El Paso environs, Galveston, Port Arthur and two other service areas in Texas, also help stabilize earnings.

On April 3, 2000, PG Energy filed an application.with the PPUC seeking an increase in its:base rates designed to
produce $17,900,000 in-additional annual revenues, tc be effective June 2, 2000 On-May 11, 2000, the PPUC
suspended this rate increase request for seven months, until January 2, 2001, in orderto investigate the reasonable-
ness of the proposed rates. On August 30, 2000, PG Energy and the.principal parties to-the-base:rate proceeding
informed the Administrative. Law Judge (ALJ) assigned to the proceeding that a complete settlement- of the
proceeding had been reached. The proposed settlement is designed to produce $10,800,000 of additional-annual
revenue. The parties are. currently in the process of finalizing-a: Settlement Agreement and. Joint Petition- for
Settlement of Rate Investigation (the Settfernent Petition) which will be filed with the ALJ upon its completion. The
Settlement:Petition:will request PPUG approval for the rate increase to become effective on January 1,2001. Itis
not presently possible to'determine what action either the ALJ or the PPUC will ultimately take with respect to this
rate increase request or the Settlement Petition. - o ‘ :

On-October-18; 1999, Southermn Union Gas filed a-$1,695,000 rate increase request for the-El Paso service area with
the City of El Paso. In February 2000, the City of El Paso approved a $650,000 revenue increase, and an.improved
rate design that collects a greater portion of the Company’s revenue stréam from the menthly customer charge.
Additionally, the City of El:Paso approved a new 30-year franchise for Southern Union Gas. '

On August 21, 1998, Missouri Gas Energy was notified by the MPSC of its decision:to grant a $13,300,000 annual
increase to revenue effective on September 2, 1998, whichis primarily earned volumetrically. The MPSC rate order
refiected a 10.93% return on common equity. The rate order, however, disallowed certain previously recorded
deferred costs requiring a non-cash write-off of $2,221,000. The Company recorded this charge to earnings in its
fiscal year ended June 30, 1998. On December 8, 1998, the MPSC denied rehearing requests made by all parties
other than Missouri Gas Energy and granted.a portion of Missouri Gas Energy’s rehearing request.- On June 185,
2000, the MPSC ruled that it would not rehear or reconsider its'decision on one issue valued at $1;500,000. if.the
MPSC adopts-Missouri Gas Energy’s positions 'on rehearing, then Missouri‘Gas Energy would be authorized an
additional $700,000 of baserevenues increasing the $13,300,000 initially authorized in its August 21, 1998 orderto
$14.000,000. The MPSC:is expected torule on this.rehearing.in October 2000. The MPSC's orders may be subject
to judicial review.and-although certain parties may argue for a reduction‘in Missouri Gas Energy’s .authorized base
revenue increase on judicial review, Missouri Gas Energy.expects such arguments to be unsuccessful.

On April 13, 1998, Southern Union Gas filed a $2,228,000 request for a.rate increase from the city of El Paso, a
request the city subsequently denied. On-April 21, 1998, the city council 'of El Paso voted to reduce the Company’s
rates by $1,570,000 annually and to order a one-time cost of gas refund of $475,000. On May 21,1998, Southem
Union Gas filed with.the RRC an appeal of the city of E| Paso’s actions to reduce the Company's rates and require
a one-time-cast of gas refund. OnDecember21, 1998, the RRC issued its orderimplementing an $884,000 one-time
cost of gas refund and a $99,000 base rate reduction. The cost of gas refund was completed in February 1999,

On January 22, 1997, Missouri Gas Energy was notified by:the MPSC of its'decision to grant an $8,847,000 annual
increase to revenue effective on February 1, 1987. Pursuant to a 1989 MPSC order, Missouri Gas Energy is
engaged in a major gas safety program in its service area (Missouri Safety Program). In connection with this pro-
gram, the MPSC issued an:accounting authority order (AAQ) in Case No. GO-92-234 in 1994 which authorized
Missouri Gas.Energy to defer depreciation expenses, property taxes and carrying costs at a rate of 10.54% on the
costs incurred in the Missouri Safety Program. This AAO was consistent with those which were issued by the MPSC
from 1990 to 1993 to Missouri Gas Energy's prior owner. The MPSC rate order of January 22, 1997, however, retro-
actively reduced the-carrying cost rate applied by the Company on the expenditures incurred on the Missouri Safety
Program since eariy 1994 to an Allowance for Funds Used During Construction (AFUDC) rate of approximately 6%.
The Company filed.an appeal of that portion of the rate order in the:Missouri State Court of Appeals; Western District.
On August 18, 1998, the Missouri State Court of Appeals-denied the Company's appeal resulting in a one-time.non-
cash write-off of $5,942,000 of previously recorded deferred costs which was recorded as of June 30, 1998. The
Company believes that the inconsistent treatment by the MPSC in subsequently changing to the AFUDC rate from




the previously ordered 10.54% rate constitutes retroactive ratemaking. Unfortunately, the decision by the Missouri
State Court of Appeals failed to address certain specific language within the 1994 AAQ that the Company believed
prevented the MPSC from retroactively changing the carrying cost rate. Scuthern Union requested transfer to the
Missouri Supreme Court, but was denied that request.

The approval of the January 31, 1924 acquisition of the Missouri properties by the MPSC was subject to the terms
of a stipulation and settlement agreement, which, among other things, reguires Missouri Gas Energy to reduce rate
base by $30,000,000 (amortized over a ten-year period on a straight-line basis) to compensate rate payers for rate
base reductions that were eliminated as a result of the acquisition.

During the three-year petiod ended June 30, 2000, the Company did not file for any other rate increases in any of
its major service areas, although several annual cost of service adjustments were filed.

In addition to the regulation of its utility and pipeline businesses, the Company is affected by numerous other reguia-
tory controls, including, among others, pipeline safety requirements of the United States Department of Transporta-
tion, safety regulations under the Occupational Safety and Health Act, and various state and federal environmental
statutes and regulations. The Company believes that its operations are in compiiance with applicable safety and
environmental statutes and regulations.

Environmental

The Company is investigating the possibility that the Company or predecessor companies may have been associated
with Manufactured Gas Plant (MGP} sites in its former service territories, principally in Arizona and New Mexico, and
present service territories in Texas, Missouri and its newly acquired service territories in Pennsylvania, While the
Company's evaluation of these Texas, Missouri, Arizona, New Mexico and Pennsylvania MGP sites is in its prelimi-
nary stages, it is likely that some compliance costs may be identified and become subject to reasonable guantifica-
tion. See MDEA -- Cautionary Staltement Regarding Forward-Looking Information and Commitments and
Contingencies in the Notes to the Consolidated Financial Statements.

Investments in Real Estate

Lavaca Realty owns a commercially developed tract of land in the central business district of Austin, Texas, con-
taining a combined 11-story office building, parking garage and drive-through bank (Lavaca Plaza). Approximately
52% of the office space at Lavaca Plaza is used in the Company's business while the remainder is leased to non-
affiliated entities. Lavaca Realty also owns a two-story office building in El Paso, Texas as well as a one-story office
building in Harlingen, Texas. Other significant real estate investments held at June 30, 2000 include 38,341 square
feet of unaevelgped land in McAllen, Texas and 25,000 square feet of improved property in Kansas City, Missouri,
of which 40% is occupied by Missouri Gas Energy and the remainder by a non-affiliated entity. Additionally, through
the acquisition of the Pennsylvania Operations, the Company owns several tracts of land, certain of which is being
prepared for development, situated in northeastern Pennsylvania, primarily Lackawanna County. Depending upon
market conditions thé Company may sell certain of these investments from time to time.

Employees

As of July 31, 2000, the Company had 2,286 employees, of whom 1,757 are paid on an houriy basis and 539 are paid
on a salary basis. Of the 1,757 hourly paid employees, 44% are represented by unions. Of those employees
represented by unions, 68% are employed by Missouri Gas Energy, 29% are employed by PG Energy and 3% by
Southern Union Gas. During fiscal 2000, the Company agreed to a one-year contract and a three-year contract with
bargaining units representing Pennsylvania employees, which were effective on April 1, 2000 and August 1, 2000,
respectively. In December 1898, the Company agreed to five-year contracts with each bargaining-unit representing
Missouri empioyees, which were effective in May 1999.

From time to time the Company may be subject to labor disputes; however, such disputes have not previously dis-
rupted its business. The Company believes that its relations with its employees are good.




Statistics of Principal Utility and Related Operations’

The following table shows certain operating statistics of the Company’s gas distribution divisions with operations in
Texas, Missouri and Pennsylvania, which the Company owned during part or all of the year ended-June 30, 2000:

Southern Union Gas:

Average number of gas sales customers served:
Residential ... .... ... . . . ... . e
Commercial .. ........ e e e e e
Industrial and irrigation . . . ... .. ... ... ... L .
Public authorifies and other .. ...... ... ... ... .. ... ... ...
Total average customersserved . .......................

Gas sales in millions of cubic feet (MMcf):

Residential ... ... ... .. . .. . .
Commercial .. . ... ... .
Industrial and irrigation ... ... ...
Public authoritiesand other . ... ........ ... .. .. . ... ... . ...

Gassalesbilled .......... ... . ... . e
Net change inunbilledgassales .............. ... ... ... ...

Jotabgassales . . ... .. e

Weathef:

Degree days.(a) ...... e e e
Percent of 30-yearmeasure (b) .. ... oL

Gastransportedin MMcf . . ... ... ... ... oL e

Missouri Gas Energy:

Average number of gas sales customers served: :
Residential . ... ... ... . . .. . .
COMIMEICIAl .. . ...t i e e :
Industrial .. ... e e e

Total average customers served . .. ... .. e

Gas sales in MMcf:

Residential ........................... P
Commerciat .. ... e e e
Industrial . -, .. ..
Gassalesbhilled ...................... e e
Net change in unbilledgassales . ..........................
Totalgassales . ... ... . . . .

Weather:

Degreedays{a) .......... ..., [
Percent of 30-yearmeasure (b) . ............ ... .. ... ...,

Gas transported in MMcf . ... ... .. e

Year Ended June. 30,

2000 1999 1998
483220 473563 465844
31,860 30847 29828
253 258 252
2.862 2,849 2.755
518.195 507517 498679
19,524 19,553 23,217
8677 8.539 9425
969 1,082 1208
2.377 21266 2'752
31547 31440 36602
137 175 82)
31684 31615 36520
1,516 1,576 2118
71% 74% 99%
17.472 16,668 16,535
424771 418,266 413,703
58323 57.247 . 57693
- 309 313 312
483403 475806 471708
34 999 36,578 41104
15,640 16.842 18705
412 . 375 400
51,051 53795 60209
a7 204 35
51,088 £3.099 _ 60244
4176 4438 4723
80% 85% 90%
31 644 31774 30165

(a) "Degree days" are a measure of the coldness of the weather experienced.” A degree day is equivalent to each degree that the daily
mean temperature for a day falls below 65 degrees Fahrenheit. :
(b} Information with respect to weather conditions is provided by the National Qceanic and Atmospheric Administration. Percentages
of 30-year measure are computed based on the weighted average volumes of gas sales billed,
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Eight Months
Ended June 30,

2000{a)
PG Energy:
Average number of gas sales customers served:
Residential ... ... ... . . .. 140,019
commercial . ... .. 13,872
Industrial ... ... ... .. ST AP 209
Public Authorities and Other .. ... ... . .. ... . . . .. . e 314
Total average cuUStOMErs SErved . ... ... ...t L 154.414
Gas sales in MMcf:
Residential ... ... .. .. . .. e 14,830
Commercial . . ... ... . 4 969
Industrial . ... 215
Public Authorities and Other ... ... ... ... . . . . . . . 213
Gassales hilled ... ... .. 20,227
Net change in unbilledgassales .. ..... .. ... .. ... ... . .. . . . .0, (314)
Total gas sales . .. .. ... 19,913
Weather:
Degree days (D) .. ... o 5,287
Percent of 30-yearmeasure (C) . .. ... ... i 92%
Gas transported AMMCE .« e S 19,403

(a) PG Energy was acquired on November.4, 1999, See Pennsylvania Enterprises, Inc. Acquisition.

(b) "Degree days" are a measure of the coldness of the weather experienced. A degree day is equivalent to each degree that the daily
mean temperature for a day falls below 65 degrees Fahrenheit.

(¢} Information with respect to weather conditions is provided by the National Oceanic and Atmospheric Administration. Percentages
of 30-year measure are computed based on the Welghted average volumes of gas sales biiled.
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Customers. The foi!owing= table shows the number of customers served by the Company, through its divisions,
subsidiaries and affiliates, as of the end of its last three fiscal years.

Gas Utility Customers as of June 30,

2000 1999 1998
Southern Union Gas:
Austin and other central and south Texas communities ........... 183,872 175,596 173,228
E!'Paso and other west Texas communities ................... 187,189 182,516 178,812
Galveston and Port Arthur . . ... ... .. .. 50,237 50,543 50,673
Panhandle and north Texas communities .. ... ......... . ..... . ‘ 24,584 24728 . 24,900
Rio Grande Valley communities and EaglePass . . .............. 75.608 75,983 76,840

521490 508,366 _504.453

Missouri Gas Energy:

Kansas City, Missouri Metropolitan Area . .. ................... 379,804 354 189 348,543
St. Joseph, Joptin, Monett and others ... ....... ... ... .. .. ... 104,432 122,883 121,766
. 484,236 477,072 470,309

PG ENBIgY . ... . 154,399 -- -
OEI(8) . . o oo e e 25971 _ 24947 _ 20.874
Total . e e 1,186,086 1,011,385 995,636

(a) Includes Mercado, South Floriga Natural Gas, Atlantic Gas Corporation, SUPro Energy Services, PG Energy Services, inc. and 43%
(the Company's eguity ownership) of the custemers of a natural gas distribution company serving Piedras Negras, Mexico, in each
case for the year-end in which the Company had such operations or investments.

ITEM 2. Properties.

See ltem 1, Business, for information concermng ihe general locaﬂon and characterlstlcs of the important physical
properties and assets of the Company: :

Southern Union Gas has 9,651 miles of mains, 4,428 miles of service lines and 164 miles of transmission lines. STC
and Nertefio have 171 miles and 7 miles, respectively, of transmission lines. Missouri Gas Energy has 7,709 miles
of mains. 5,004 miles of service lines and 47 miles of transmission lines. PG Energy has 2,449 miles of mains, 1,452
miles of service lines and 9 miles of transmission lines. SFNG has 140 miles of mains and 85 miles of service lines.
The Company considers its systems to be in good condition and well-maintained, and it has continuing replacement
programs based on histerical performance and system surveillance.

Power Corp. owns a 25-megawatt cogeneration facility located in Lackawanna County, Pennsyivania which burns
methane and natural gas. Fower Corp. also owns a methane recovery facility at a nearby landfill which supplies
methane gas burned at its cogeneration facility.

The information above does not include Fall River Gas, ProvEnergy or Valley Resources, the companies acquired
subseguent to year-end. (See Iltem 1 Business -- Acquisitions Subsequent to Year-End.)

ITEM 3. Legal Proceedings.

See Commitments and Contingencies in the Notes to Consolidated Financial Statements for a discussion of the
Company's legal proceedings. See MD&A -- Cautionary Statement Regarding Forward-Looking Information.

ITEM 4. Submission of Matters to a Vote of Security Holders.

There were no matters submiited to a vote of security holders of Southern Union during the quarter ended June 30,
2000,

12



PART II 4 to
ITEM 5. Markét for the Registrant's Common Stock and Related St%ckholder Ma_t?efs. "'
Market Information )

.

Southern Union's common stock is traded on the New York Stock Exchange under the symboi “SUG". The high and
low sales prices (adjusted for any stock dividends and stock sphts) for shares of Southern Union common stock since
July 1, 1998 are set forth below:-

e e

=t

. $/Share

. oy - : _ _High _ low
July 1 to September 15,2000 . ._..... ... ......... e S $ 2075 $ 16.00

o T 4 :

(Quarter Ended) . o e kL , -

June 30, 2000 . L 17.27 14.41
March 31,2000 ... .................. i e e e e e 18.16 - 12.63
December 31,1999 .. ... Ty e ‘2000 . 16.61

September 30, 1999 ... .. S [P A 2066 ' 17.14

{(Quarter Ended) _ R . ,
dune 30, 1998 e 20.75 16.78

March 31,1999 ... ......... R A U FE - 22.11- 15.77

December 31, 1908 .. ... i it i e e e e e 2222 16.80

September 30, 1998 ... ... ... e e [P R 19.33 13.50
' Helders i

As of August 31, 2000, there were 7, 888 holders of record of Southern Unlon S common stock This number does
not include persons whose shares are held of recard by a bank, brokerage house or cleanng agency, hut does include
any such bank, brokerage-house or:cléaring agency that is a hoider of:record.
DS 4 e,
There were 49,589,799 shares of Southern Union's common stock outstanding on August 31 2000 of ‘which
33,547,896. shares were held by non- afﬂhates (e, not beneﬁma\ly he\d by. d1rectors executive, officers, their
immediate family members, or holders of 10% or. more of shares- outstandlng)
DIVIdEr‘ds s 7. l R T . :::‘-‘ r T
: - -3 : ) a. ot -

Provisions in certain of Southem Umon 5 Iong-term debt and its’ bank credlt fac:htles limit the payment of cash or
asset'dividends an capital stock. Under'the most’ restrictive; provisions in effect, Southem Union may not declare
or pay any cash or asset dividends on its common stock or acquwe or retire any of Southern Union’s common stock,
unless no event of default exisis and the Company meets certain financial ratio requirements, which presently are
met.

Southern Union has a policy of reinvesting its eamings in its businesses, rather than paying cash dividends. Since
1994, Southern Union has distributed an annual stock dividend of 5%. There have been no cash dividends on its
commeoen stock during this period. On June 30, 2000, August 6, 1999, December 9, 1998 and December 10, 1997,
the Compnany distributed its annual 5% common stack dividend to stockhelders of record on June 19, 2000, July 23,
1999, November 23, 1698 and November 21, 1997, respectively. A portion of each of the 5% stock dividends
distributed on June 30, 2000, August 6, 1999 and December 9, 1998 was characterized as a distribution of capital
due to the level of the Company’s retained earnings available for distribution as of the declaration date. On Juiy 13,
1998, Southern Union effected a 3-for-2 stock spiit by distributing a 50% stock dividend to hoiders of record on
June 30, 1998. The Massachusetts Department of Telecommunications and Energy arder approving the Company’s
acquisitions of Fall River Gas and ProvEnergy’s North Attleboro Gas requires that Southern Union cease distributing
stock dividends because of a Massachusetts law prohibition. Rhode Isiand law may also restrict Southern Union's
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ability to distribute stock dividends, or at least require priorregulatory approval. Southern Union intends to seek relief
from or authority under Massachusetts and Rhode Island law, including, if appropriate, legislative action, in orderto
continue distributing its annual stock dividend. Although it hopes to resclve these issues successfully prior to next
summer, there can be no.assurance.that Southern Union will. be-able to distribute any. stock dividends in.the future.
including its next anticipated annual 5% stock dividend in summer 2001.

4ios L

ITEM 6. Selected Financial Data.

As of an&‘ far the Year Ended June 30,

2000{a) 1899(b) 1998(b) 1997 1986
(Restatecl) ' '
N (dollars in thousands, except per share amounts)

Total operatingrevenues .............. $ 831,704 $ 605231 $ 669,304 $ 717,031 § 620,391
Earnings from continuing operations {c) . .. 9,845 10,445 12,229 19,032 20,839
Earnings per common and common share A

‘equivalents (d) . .................. _ 22 -3 .37 59 ¢ " 85
Totalassets ........................ 2,021 460 1,087,348 1,047,764 980,403 964,460
Common stockholders’ equity . ... ....... 734 647 301,058 296,834 267,462 245915
Short-term debt and capital lease -

obligation ........................ 2,193 2,066 1,777 687 . . ,B15
Long-term debft and capital [ease © L -

obligation, ‘excluding current portion .. 733,774 390,931 406,407 386,157 385,394

Company-obligated mandatorily
redeemable preferred securities of
subsidiary trust .................. 100,000 100,000 100,000 100,000 100,000

Avefage customérs served.............. 1,132,699 998 476 979,186 955:828 952,934

o T : -

{a) The Pennsylvania Operations were acquired an November 4, 1989 and were accounted for as a purchase. The Pennsylvania
Operations’ assets were included in the Company's consclidated balance sheet at June 30, 200¢ and its results of operations have
been included in the Company's consolidated results of operations since November 4, 1999. For these reasons, the consclidated
results of operations of the Company for the' penods subseduent to the acquisition are nat comparable ta the same perlods in prror

. years, ™ dr Rt RN I T . i

{b} On December 31, 1997 Southern Unlon .acquired Atiantic for 755,650 pre-split and- pre—stock deend shares of common stock
valued at $18, 041 0oo and cash of $4,436,000.

(e} In March.2001, the Company. discovered unauthonzed financial derivative energy rading activity by a hon-reguiated, wholly-owned
sub5|dlary All'such’ tansactonstere subsequently closed in April 2001, resurtlng In a cumulative cash expense of $191,000, net
of tax. ‘As of June 30; 2000 the'rélated contracts were marked to market resulting in non-cash losses of $1,207, 000, net of tax.
As aresult, the Company has restated fiséat year 2000 fihancial information. See ftem 7--- Management's Discussion and Analysis
of Results of Operations and Financial Condition. As of June 30, 1998, Missouri Gas Energy wrote off $8,163,000 pre-tax in
previously recorded regulatory assets as a result of announced rate.orders and court rulings,

(d) Earnings per share for all pericds presented were computec based on the weighted average number of shares of common stock
and common stock equivalents outstanding.during the year-adjusted for (i),the 5% stock dividends distributed on June.30, 2000,
Auguc,t g, 1999 December 9, 1998, December 10, 1997 and.December 10, 1996 and (i the 50% stock dividend distributed on
July 1 3, 1998 and 1he 331/3% stock deend dlstnbuted on March 11 1996 )

P ST P - . el oA R . ¥
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ITEM 7. Management's Discussion and Analysis of Resuits of Operations and Financial Condition.

Overview - Southern Union Company’s core business is the distribution of natural'gas as a public utility through:
Southern Union Gas; Missouri Gas Energy; Atlantic Utilities, doing business as South Florida Natural Gas (SFNG);
PG Energy, acquired on November 4, 1999; and, effective with ‘the acquisitions subsequent to year-end of
Providence Energy Corporation, Valley Resources, Inc. and Fail River Gas Company, its New England Division.
Southern Union Gas serves 523,000 customers in Texas (including Austin, Brownsville, El Paso, Gaiveston,
Harfingen, McAllen and Port Arthur). Missouri Gas Energy serves 491,000 customers in central and western Missouri
(including Kansas City, St. Joseph, Joplin and Monett). PG Energy serves 154,000 customers in northeastern and
central Pennsylvania (including Wilkes-Barre, Scranton and Williamsport). SENG serves 5,000 customers in portions
of central Florida (including New Smyrna Beach, Edgewater and areas of Volusia County, Florida). The New England
Division serves approximately 286,000 customers in- Rhode Island and Massachusetts {including Providence,
Newport and Cumberland, Rhode Island, and: Fall River, North Attleboro and.Somerset, Massachusetts).

On November 4,-1999, the Company acquired Pennsyivania Enterprises, Inc. (hereafter referred to as the
Pennsylvania Operations) for approximately 16.7 million pre-stock dividend shares of Southern-Union common.stock
and approximately $36 million in cash plus the assumption of approximately $115 million in long-term debt. The
acquisition was accounted for using the purchase method. Pennsylvania Operations' natural gas utility businesses
are being operated as-the PG Energy division- of the Company. Through'the acquisition of the Pennsylvania
Operations, the Company acquired and now operates a subsidiary that markets a diversified range of energy-related
products and services underthe name of PG Energy PowerPlus, principally in northeastern and central Pennsyfvania.
Other subsidiaries that the Company acquired.in thie Pennsylvania Operations engage in non-regulated activities,
The income from the acquired Pennsylvania Operations is consolidated with the Company beginning on November 4,
1999. Thus, the results of operations for the year ended June 30, 2000 are not'comparabile to prior periods.

See Other Matters -- Acquisitions Subsequent to Year-End for a discussion of acquisitions completed after June 30,
2000. . - S

Results of Operations

Net Earnings Southem Union Company’s 2000 (fiscal year ended June 30) net earnings were $9,845,000 ($.22 per
common share, diluted for outstanding options and warrants - hereafter referred to as per share), compared with
$10,445,000 ($.31 per share) in 1999, The acquisition of the Pennsyivania Operations, net of interest expense on
$300,000,000 of 8.25% Senior Notes issued on November 3, 1999, contributed $4,266,000 in''net earnings.
Throughout fiscal year 2000, the Company continued to experience extremely warm winter weather in all of its
service territories. In addition, the-Company expended-costs associated with unsuccessful acquisition activities and
related litigation. Also, during fiscal year 2000, the Company incurred non-cash'iosses of $1,207,000, net of tax from
unauthorized financial derivative energy trading activity. This was.partially offset by an increase in the average
number of customers served. Though weather in the Southern Union Gas service territories during 2000 was 4%
warmer than 1999, gas sales volumes in the-corresponding period remained constant due to an increase of 11,000
average number of customers served.” In the Missouri service territories weather was 6% warmer during 2000 than
1899 and gas sales volumes in the corresponding period decreased 5%. An increase of 8,000 average number of
customers served in Missouri.partially-offset the decréase in-gas sales volumes in 2000. During fiscal years 2000
and 1999, the Company incurred pré-tax costs of $10,363,000 and $3,839.000, respectively, related to an
unsuccessful acquisition effort and related litigation, impacting per share eamings by $.13 and $.07, respectively,
Average common and common share equivalents outstandirig increased 33% in 2000 due to the issuance of
18,713,735 pre-stock dividend shares of the Company's common stock on November 4, 1999 in connection with the
acquisition of the Pennsylvania Operations. The Company earned 1.9% o6n average common equity in 2000.

The Company's 1999 net eamings were $10;445,000 ($.31 per share), compared with*$12,229,000 {$.37 pershare)
in 1998. The decrease was primarily due to'the extremely warm winter of 1998/1999, which was experienced in all
of the Company's service territories. Weather in the Southern Union Gas service territories during 1999 was 25%
warmer than 1998 while gas sales volumes in the corresponding period decreased-13%. Weather in the Missouri
service territories during 1999 was 6% warmer than 1998 while gas sales volumes in the corresponding periogd
decreased 10%. A $13,300,000 annual rate increase to be earned volumetrically was granted by the Missouri Public
Service Commission (MPSC) to Missouri Gas Energy effective as of September 2, 1998. As a resuit of the
volumetric nature of revenues and unusual warm weather, 1999 net earnings were only marginaily impacted by the
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rate increase. The decrease in net earnings for 1999 is also attributed to $3,839,000 of pre-tax costs assaciated with
various acquisition efforts, impacting per share eamings by $.07. Average common and common share equivalents
outstanding increased 3.2% in 1999.due to the issuance of 755,650 pre-split and pre-stock dividend shares of the
Company's commaon stock on December 31,.1997 in connection with the acquisition of Atlantic (ilities Corparation
and Subsidiaries (Atlantic). The Company eamed 3.5% and 4.3% on average common equaty in 1999 and 1998,
respectively. . .

Operating Revenues QOperating revenuss in 2000 increased $226,473,000,§ or 37%, to-$831,704,000, while gas
purchase and other energy costs increased $155,387,00D, or 45%, to $497,698,000.

The increase in both operating revenues and gas purchase and other energy costs was primarily due to a - 14%
inerease in gas sales.volumes from 105,156 MMcf in 1999 1o 119,778 MMcf in 2000 and by a 14% increase in the
average cost of gas from $3.23 per Mcfin 1999 o $3.67 per Mcf in 2000, The acquisition of PG Energy contributed
19,913 MMcf of the increase while the remaining operations of ihe Company resuited in a gas sales volume decrease
of 5,291 MMcf. The increase in the average cosi of gas is due 1o increases in average spot market gas prices
throughout the Company's distribution system as a result of seasonal impacts on demands for natural gas-as well
as the current competitive pricing occurring within the entire energy industry. Additionafly impacting operating reve.
nues in 2000 was a $2,862,000 increase in.gross.receipt taxes primarily due fo the acquisition of the Pennsylvania
Operations. Gross receipt taxes are fevied on sales revenues billed to the customers and remitted to the various
taxing authorities. Operating revenues in 2000 compared with 19989 were also impacted by a $2,900,000 decrease
in revenues under a gas supply incentive plan approved bythe MPSC in July, 1996. Under the plan, Southern Union
and its Missouri customers shared in certain savings below benchmark leveis of gas costs incurred as a resuit of the
Company’s gas procurement activities. Operating revenues were marginafly impacted by.the $13,300,000 annual
increase to revenueas granted to Missouri Gas Energy, effective as of September 2, 1998, as this rate increase is pri-
marily earmned volumetrically and therefore was impacted by the warmerthan normal weather in both 2000 and 1999.

Gas purchase casts generally do not directly affect earnings since these costs are passed on to customers pursuant
ta purchase gas adjustment (PGA) clauses, Accordingly, while changesin the cost of gas may cause the Company's
operating revenues to fluctuate, net operating margin is generally not affected by increases or decreases in the cost
of gas. Increases in gas purchase costs indirectly affect earnings as the customey’s bill increases, usual!y resulting
in increased bad debt and callection. costs being recordﬁd by the Company.

G3as transportation volumes in 2000 increased 21,343 MMcf to 77,015 MMcf at an average transportation rate per
Mcf of $.43 compared with $.36 in 1999. PG Energy contributed 12,403 MMcf of the increase in 2000. Transporta-
tion volumes at Missouri-Gas Energy in 2000 were relatively flat and increased from 23,918 MMcf to 25,969 MMcf
in 2000 for Southern Union Gas and the Company's pipeline subsidiaries. This increase was primarily.due to a 15%
increase, or 980 MMcf, in the amount.of velumes transported into Mexico by Nortefio Pipeline Company {Nortefio),
a subs:dtary of the Company Sea thp -

Operating reveaues in 1999 compared with - 1998 decteased $64 073 000, or 10%, to $605 231,000, while gas
purchase and other energy costs decreased $63,279,000, or 16%, to $342,301,000.

Operating revenues and gas purchase and other energy costs.in 1999 were affected by both-a reduction in gas sales
volumes and decreases in the cost of gas. Gas sales volumes decreased 9% in 1999 to 105,156 MMcf due.to the
significantly warmer. winter weather in the Mlssoun and Texas service territories. Gas sales volumes were:alsg
impacted by a reduction in average usage per customer throughom the Company's service territories as a result of
more energy efficient housing and appliances. The average ¢ost of gas decreased $.26 to $3.23 per Mcf in 1899
due to decreases in average spot market gas prices. The average spot market price of natural gas decreased 16%
to $1.88 per MMBtu in 1999, Additionally impacting operating revenues in 1999 was a $2,852,000 decrease in gross
receipt {axes due to-the mild weather in 1999, Operating revenues in 1899 compared with 1998 were also impacted
by a $1,200,000 decrease in revenues under the previously discussed gas supply incentive plan. Qperatingrevenues
were favorably impacted by the $13,300,000 annual increase to revenues granted to Missouri Gas Energy, effective
as of September 2, 1998. Hawever, as previously stated, the impact from this rate increase was marginal as it is
earned volumetrically. :

Gas transportation volumes in 19Q9 decréaséd 3,461 MMcf.to 55,692 MMcf at an average transportation rate per
Mecf of $.36 compared with $.33 in 1998. Transportation volumes increased from 30,165 MMcf to 31,774 MMcf in
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1999 for Missouri Gas.Energy and:decreased from 28,988 MMcf-to 23,918 MMcf in 1998 for Southem Union Gas
and the Company's pipeline'subsidiaries.. This decrease was marnly caused by a 45% decrease, or 5,190 MMcf, in
the amount of.volumes. transported mto Mexico. by Nortefio. . _

In 2000, 1999 and 1998, the gas dlstrrbuhon operations. in Texas contnbuted 25% 29% and 32%, respectlvely, of
the Company's consolidated operating revenues: in.2000, 1999 and:1998, the gas distribution operations in Missouri
contributed 44%, 61% and 59%, respectively, of the:Company’s consolidated operating revenues. In 2000the gas
distribution operations in Pennsylvanla contributed 17% of the Company's consolidated operating revenues. Four
suppliers provrded 55%,.50% and. 45% of gas. purchases in-2000:11999 and 1998 respectlvety

Net Operating Margm :Net operating-margin in 2000 (operatlng revenues less gas purchase and other energy costs
and revenue-related taxes) increased by $68,214,000, comparedwith an increase of $2,058,000, in 1999. Operating
margins and earnings are!primarily dependent upon gas sales volumes, gas service rates, and in. 2000, the timing
of the acquisition of the Pennsylvania Operations. The level of gas saies volumes is sensitive to the variability of
the weather. If normalweather had.been present throughout the Company's service territories in 2000, 1999 and
1998;-net operating:margin would have increased'by. approximately $21,214;000, $20,334,000 and' $8,443,000,
respectlvely Texas and Missouri accounted for 32% and 42%, respectively, of the Company’s net gperating-margin
in 2000 and 40% and 55%, respeotlve!y. in 1999 Pennsylvanla accounted for 23% of the Company s net operating
margin in 2000 Uy ‘

X ; T Lo R
Weather Weather inthe: Mlssourr Gas' Energy service terntones in- 2000 was 80% of a 30-year measure, 6% warmer
than'in 1989. Weather in the Southern Union:Gas service territories in 2000 was 71% of a 30-year measure, 4%
warmer than in 1999. Weather in the PG Energy service territories was 92% of a 30-year measure for the eight
months ended June 30, 2000: ‘Weather in Missouri.in 1899'was 85% of a:30-year measure, 6% warmerthan in 1998,
while weather |n Texas in: 1999 was: 74% of a 30 year measure 25% warmerthan m 1998

Customers The average number of customers served in 2000 1999 and-1998 was 1 132 699 998,476 and 979,136,
respectively. These customer totals exclude Southern Union's 43% equity ownership in a natural gas distribution
company-in Piedras Negras, Mexico which.currently serves 22,000 customers. Southern Union-Gas served 518,195
customers-in. Texas during 2000. Missouri Gas Energy served 483,403 customers in central and western Missouri
and'PG Energy served:154,414.customers in northeastern and.central Pennsylvania during the eight months ended
June 30, 2000. SFNG and-Atlantic Gas:Corporation, a propane subsidiary of the Company, served 4,303 and 1,036
customers, respectively; during 2000. SUPro Energy Company (SWUPro); a subsidiary of the Company, served 9,274
propane customers-while PG Energy.Services. Inc. (Energy. Services), a.subsidiary of the Company, served 19,971
electrlc propane. and natural gas customers dunng the elght months ended June 30, 2000
Operatmg Expenses Operatrng, malntenance and general expenses in: 2000 mcreased $26,894,000, or 25%, to
$136,587,000. An increase of $23,804,000 was the result of the acquisition.of the Pennsylvania‘ Operations.
Increased expenses associated with increased bad debt expense and inventory write-downs for SUPro, as weli as
mcreases in Company employee ‘benefit costs also contnbuted 1o the.increase in 2000.

.. N .
Depreciation and- amomzat:on expense in 2000 mcreesed $13,285, OOOto $55 140 ,000. The increase was primarily
due to the acquisition:of the' Pennsylvania Operations and normal-growth in‘plant. Taxes other than on income and
revenues, principally: consisting-of property, payroll and.state franchise:taxes increased $2,768,000 to $17,269,000
in 2000. The increase was also primarily the result of the acquisition of the Pennsylvania Operations.

Operating, maintenance and general expenses in 1999 increased-$2,166,000, or 2%, to $109,693,000. The increase
isa result of. mcreased expenses assocrated with varlous clalms and litigation and increases in employee beneflt
costs , tr ‘

£ -* s N [ : w e oF

Depreciationaand amortizationi expense-in 1999 increased $3,416,000.to $41,855,000 as a result of including: certain
costsiinto rate base that were'previously deferred as provided in the'Missouri Gas Energy revenue increase effective
as-of September 2,:1998-and. normal growth in' plant. Taxes other.than.on-income and revenues, principally
consisting of property, payroll and state franchise taxes increased $296,000 to-$14,501,000 in 1999. The increase
was primarily due to increases in property taxes resulting from the inclusion of certain piant assets pursuant to the
Missouri Gas Energy Safety Program that were prevnously deferred priorta the September 2 1998 revenueincrease
in:Missouri... SE '

17




Employees The Company employed 2,285,.1,554, and 1,594 individuals as of June 30, 2000, 1999, and 1998,
respectively: After gas purchases and taxes, employee costs and related benefits are the Company’s most significant
expense. Such expense inciudes salaries, payroll and related taxes and employee benefits such as heaith, savings,
retirement and educational assistance. During fiscal 2000, the Company agreed to a one-year contract and a three-
year contract with-two bargaining units representing Pennsylvania employees, which were effective on April 1; 2000
and August-1, 2000, respectively. In December 1998, the Company agreed to five-year contracts with each of the
bargaining units representing -Missouri employees, which were:effective in May 1989. ‘ .

2t

Interest Expense and. Dividends on . Preferred Securities  Total interest expense in.:2000 increased by
$15,493,000, or 43%, to $51,492,000. Interest expense on long-term debt and capital leases increased by
$17.736,000 in 2000 primarily due tothe issuance of $300,000,000 of 8.25% Senior Notes on:November 3, 1999,
(8.25% Senior Notes) which was used-to extinguish. $136,000,000 of existing debt. of the Pennsylvania Operattons
at the time of the merger, and the assumption of $45,000,000 of Pennsylvania Operations' debt by the Company.

Interest'expense on short-term debt in 2000 decreased $284,000 to $1',266,000 primarily due to the decrease in the
average short-term debt outstanding by $6,472,000 to $21,002,000. The average rate of interest on short-term debt
increased. from 5.6% in-1999-to 6% in 2000. .. . - AU

Total interest expense in 1999 increased by $1,115,000, or 3%, to $35,999,000. Interest expense on long-term debt
and capital leases increased by $752,000 in 1999 primarily due to an increase of $14,984,000 in the average capital
lease obligation outstanding associated with.the installation of an Automated:Meter Reading (AMR) system  at
Missouri Gas'‘Energy. Theinstallation.of the AMR system was completed during the first quarter of fiscal.year1999.

| Interest expense,oh short-term debt in 199¢ decreased $849;000 to $1,550,000 due to the average short-térm'debt

outstanding during 1999 decreasing $11,631,000 to $27,474,000. The average rate of interest on short-term debt
also decreased from 6.1% in 1998 to 5.6% in 1999. Interest expense incurred on PGA liabilities increased $850,000
during 1999 due to lowerthan anticipated gas supply: costs. : C

Write-Off of Regulatory Assets During 1998, the Company was impacted by pre-tax non-cash write-offs totaling
$8,163,000 of previously: recorded: regulatory assets. Pursuant to a 1989-MPSC order, Missouri Gas Energy is
engaged-in a major.gas safety program. In connection with this program, the MPSC issued an accounting authority
order in. 1994 which: authorized Missouri Gas Energy to defer carrying costs at a rate ot 10.54%. The MPSC.rate
order of January 22; 1997, however, retroactively. reduced the 10.54% carrying cost rate used since:early: 1994 to
an Allowance for Funds Used During Construction (AFUDC) rate of approximately 6%. The Company filed an appeal
of this portion of the rate order in the Missouri State Court of Appeals, Westemn District; and on-August 18,1998 was
notified that the appeal was denied. This resuited in a one-time non-cash write-off of $5,942,000 by the Company
of previously:deferred .costs in its fiscal year ended June 30, 1998. See Commitments and Confingencies in the
Notes to Consolidated Financial Statements.. ' Co o
On August 21, 1998, Missouri:Gas Energy was notified by the MPSC of its decision to grant a-$13,300,000 annual
increase to revenue effective on September 2, 1998, which is primarily earned volumetrically. The MPSC rate order
reflected a 10.93%. return on-common. equity.” The rate order, however, disaliowed certain:previously recorded
deferred costs associated with the rate filing; requiring a non-cash write-off of $2,221,000. Though the Company has
requested a:rehearing:on significant portions.ofthese disallowances, the Company recorded this charge to.eamings
in its fiscal year.ended June 30, 1998. : '

Trading Losses In March 2001, the Company discovered unauthorized financial derivative energy trading activity
by-a non-regulated, wholly-owned subsidiary. During March 2001-and April 2001, all unauthorized trading activity
was closed resulting in a cumulative cash expense of $191,000, net oftax. However, due to certain accounting rules,
such trading contracts must be recorded at fair value as of each balance sheet date with gains and losses included
inearnings. As aresuit, a restatement of financial information for the fiscal year ended June 30, 2000:and the two
subsequent quarters was.required. This.restatement resulted in non-cash losses, of $1,207,000, net of tax, for the
fiscal year ended June 30, 2000; $1,726,000, net of tax, forthe three-month period ended September 30, 2000; and
$3;158,000, net of tax, for the three-month period ended December 31, 2000. s : : A

The Audit Commitiee of the'Bdérd‘of: Directors. promptly initiated an investigation through thé Company’s Legal
Department with the assistance of outside counsel and independent accountants of the financial derivative trading
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activities, The Company believes that the investigation has identified all unauthorized trading transactions by the
subsidiary. Certain personnel changes have occurred at the subsidiary. Outside counsel and independent
accountants have been engaged to review the relevant policies and procedures for possible enhancements.

.Other:incame (Expense)}, Net Other expense, net, in 2000 was $9,708,000, compared to $1,814,000 in 1999.
Other expense-in 2000 inciuded: $10,363,000 of costs associated with unsuccessfut acquisition efforts and retated
litigation and $2,236,000 of non-cash trading losses, previously discussed. This was partially offset by net rental
income of Lavaca Realty Company (Lavaca Realty) of $1,757,000.

QOther expense in 1999 included $3,838,000 of costs associated with various acquisition-efforts and a net expense
of $619,000 reiated to the amortization and current deferral of interest and other expenses associated with the
Missouri Gas Energy Safety Program:. -This was partially offset by net rental income of Lavaca Realty of $1,448,000
and equity eamings of $609,000 from Southem Union's 43% equity ownership of a natural gas distribution company
in Pledras Negras, Mexico.

Other income.in 1998 included $1,671,000 in deferral of interest and other expenses associated with the Missouri
Gas Energy Safety Program; realized gains on the sale of investment securities of $1,088,000; and net rental income

of Lavaca Realty of $1,119, 000 This was pamally oifset by $885,000 of costs associated with various acquisition
efforts ‘

Federal and State Income Taxes Federal and state income tax.expense in 2000, 1999, and 1998 was $9,589,000,
$7,109,000 and $7,984,000, respectively. The Company's consolidated federal and state effective income tax rate
was 48%, 40% and 39% .in 2000, 1999 and 1998, respectively. The increase in the =ffective federal and state
income tax rate is.a result of non-tax deductlble amorllzatlon of additional purchase cost.

Liquidity and Capital Resources

Operatmg Activities The seasonal nature of Southem Umon s business results in a high level of cash flow needs
to finance gas purchases and other energy costs, outstanding customer accounts receivable and certain tax
payments. To provide these funds, as well as funds for its continuing construction and maintenance programs, the
Company has historically used its credit facilities along with internally-generated funds. Because of available short-
term credit and the ability to obtain various- market fmancmg, management believes it has adequate financial
flexibility to meet its cash needs.

The Company has mcreased the scale of its operations and the size of its customer base by pursuing and
consummating business combination transactions. On November 4, 1999, the Company acquired the Pennsylvania
Operations and, subsequent'to. year-end, the Company acquired Valley Resources, Inc. (Valley Resources), Fall
River Gas Company (Fall'River Gas) and Providence Energy Corporation (ProvEnergy). See Other Matters --
Acquisitions Subsequent to Year-End. Acquisitions require substantial financial expenditures which may need to be
financed through cash flow from operations or future debt and equity offerings. The availability and terms of any
such financing sources will depend-upon various factors and conditions 'such as the Company's combined cash flow
and earnings; the Company's‘resulting capitai structure, and conditions in financial markets at'the time of such
offerings. ~ Acquisitions and financings ‘also affect the Company's combined results due to factors such as the
Company's ability to realize any anticipated benefits from the acquisitions, successful integration of new and different
operations and businesses, and effects of different regional economic and weather conditions. Future acquisitions
or merger-related refinancing may involve the issuance of shares of the Company's common stock, which could have
a dilutive effect on the then-current stockholders of the Company. See Other Matters -- Cautionary Statement
Regardmg Forward-Lookmg Informaﬂon

Cash flow from operating activities in 2000 decreased by $6,331,000 to $70,522,000, and increased by $8, 596,000
to $76,853,000 in- 1999. Operating activities were impacted by the timing of acquisitions, the non-cash write-off of
previously recorded regulatory assets in 1998 discussed above, the timing of natural gas stored in inventory at
Missouri Gas Energy and PG Energy and general changes in other operating accounts.

At June 30, 2000, 1999 and 1998, the Company's primary source of liquidity included borrowings availabie under
the Company's credit facilities. A-balance of nil and $21,000,000 was outstanding under the credit facilities at
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June 30, 2000 and 1999, respectively. In May 2000, the Company amended and restated these credit facilities.
As of August 31, 2000 there was a balance of $26,320,000 cutstanding under these credit facilities.

Investing Activities Cash flow used in investing activities in 2000 increased hy $73,314,000 ta $154,523,000, and
increased by $15,575,000 to $81,209,000 in 1999. Investing activity cash flow was primarily affected by additions
to property, plant and equipment, acquisition and sales of operations and sales and purchases of investment
securities.

During 2000, 1999 and 1998, the Company expended $100,446,000, $73,147,000 and $77,018,000, respectively,
for capital expenditures excluding acquisitions. These expenditures primarily related to distribution system replace-
ment and expansion. Included in these capital expenditures were $14,286,000, $17,951,000 and $21,125,000 for
the Missouri Gas Energy Safety Program in 2000, 1999 and 1998, respectively. Cash flow from operations has his-
torically been utilized to finance capital expenditures and is expected to be the primary source for future capital
expenditures.

On November 4, 1999, Southern Union acquired the Fennsylvania Operations for 16,713,735 pre-stock dividend
shares of common stock and $36,152.000 in cash. On the date of acquisition, Pennsylvania Operations had
$576,000 in cash and cash equivalents. In January 2000, a former subsidiary of the Pennsylvania Operations was
sold for $12,150,000. No gain or loss was recagnized on this transaction. ©On December 31, 1997, Southem Union
acquired Atlantic for 755,650 pre-split and pre-stock dividend shares of common stock and $4 436, 000 of cash. On
the date of acquisition, Atlantic had $11,683,000 of cash and cash equivalents.

During 2000, the Company purchased investment securities of $21,001,000. In late June 2000, Capstone Turbine
Corporation (Capstone) completed its initial public offering (IPO). As of June. 30, 2000 and August 31, 2000, the
value of the Company’s investment in Capstone was $187,817,000 and $384,753,000, respectively. The Company
has classified this investment as current, as it plans to monetize its investment as soon as practicable foliowing the
completion of the applicable lock-up periods to which it was subject in connection with the IPO and use the proceeds
to reduce outstanding debt. During 1989, the Company-purchased invesiment securittes of $7,000,000.. During
1998, the Company purchased investment securities of $5,000,000 and had proceeds from the sale of investment
securities of $6,531,000.

The Company completed the installation of an AMR system at Missouri Gas Energy during the first quarter of fiscal
year 1989. The installation of the AMR system involved an investment of approximnately $30,000,000 which is
accounted for as a capital lease obligation. As of June 30, 2000, the capital lease obligation outstanding was
$25,104,000.

Financing Activities Cash flow from financing activities was $111,830,000 in 2000. Cash flow from financing
activities was $4,356,000 in 1999, while a cash flow used in financing activities was $2,623,000 in 1998. Financing
activity cash flow changes were primarily due to acquisition financing, repayment of debt, net activity under the
revolving credit facilities, purchase of treasury stock and changes in cash overdrafis. As a resuit of these financing
transactions, the Company’s total debt to total capital ratio at-June 30, 2000 was 46.8%, compared with 49.0% and
50.6% at June 30, 1999 and 1998, respectively. The Company's effective debt cost rate under the current debt
structure is 8.03% (which includes interest and the amortization.of.debt issuance costs and redemption premiums
on refinanced debt).

In connection with the acquisition of the Pennsylvania Operations, the Company issued $300,000,000 of 8.25%
Senior Notes due 2029 which were used to: (i) fund the cash pertion of the consideration to be paid to the
Pennsylvania Operations shareholders; (ii) refinance and repay certain debt of Pennsylvania Operations, and (iii)
repay outstanding borrowings underthe Company's various credit facilities. These seniornotes are senior unsecured
obligations and will rank equally in right of payment with each other and with the Company's other unsecured and
unsubordinated obligations, including the 7.60% Senior Notes due 2024. |n connection with the acquisition of the
Pennsylvania Operations, the Company assumed $34,000,000 of 8.375% Series First Mortgage Bonds due in
December 2002 and $15,000,000 of 9.34% Series First Mortgage Bonds due in 2018,

On August 28, 2000 the Company entered into a short-term bank note (the Term Note) to fund (i) the cash portion
of the consideration to be paid to the Fall River Gas' stockhalders, (ii) the ali cash consideration to be paid to the
ProvEnergy and Valley Resources stockholders, and (iii) all related acquisition costs and refinancing of debt done
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in connection with these mergers. In September 2000, draws totaling $480,000,000 were made under this Term
Note. Remaining commitments under the Term Note are $95,000,000 as of September 28, 2000 to cover any trailing'
costs. The Term Note expires August 21, 2001 but may be extended at the Company's option through August 26,

2002 for a'12.5 basis point fee. The interest rate on borrowings under the Term Note is a floating rate based on
LIBOR or prime interest rates. See Quantitative and Qualification Disclosures About Market Risk. In'connection with
the acquisitions subsequent to year-end, the Company will assume all these companies"long-term debt outstanding
except for-approximately $20,000,000 outstanding of Valley Resources’ 8% First Mortgage Bonds.

In fiscal year 2001, the Company may choose or need to refinance some portion or all of the short-term bank note..
Sources of future or alternative financing that the Company may consider include commercial and investment banks,
institutional lenders, institutionat investors and public securities. markets.. - The availability and terms .of any: such
financing sources will depend upon various factors and conditions such as the Company's combined cash flow and
eamings, the Company's resulting capital structure, and conditions in financial markets at the time of such offerings.
Acquisitions and financings will also affect the Company's combined results due:to factors such.as the Company's
ability to realize any anticipated benefits from the mergers and any other acquisitions, successful integration of new
and different operations and businesses, and effects of different regional economic and weather conditions. See
Other Matters -- Cautionary Statement Regardmg Forward-Looktng Information.

Southern Un:on Financing 1, a consolidated wholly-owned subs:dlary of Southern Union |ssued $100,000,000 of
Preferred Securities in May 1995. The issuance of the Preferred Securities was part of a $300,000,000 shelf
registration filed with the-Securities and Exchange Commission on March 29,-1995. Southern Union may sell a:
combination of preferred securities of financingrusts and senior-and subordinated-debt securities of Southern Union
of up to $196,907,200 (the remaining shelf) from time to time, at prices determined at the time of any offering.

in June 1999, the Company repurchased $20,000,000 of Semor Notes Dependnng upon market conditions and:
available cash balances, the Company may repurchase additional- debt: securities in-the future. See Preferred

Securities of Subsidiary Trust and Debt and Capita! Lease in the Notes to: the Consohdated Fmanmal Statements

On May 31, 2000, the Company restated and amended |ts short-term and long-term credit facilities (together referred
to as Revolving Credit Facilities).. The Company-has-available $90,000;000 under the short-term facility, which
expires May 30, 2001, and:$135,000,000 underthe long-termfacility; which expires on May 31, 2003. The Company
has additional avatilability under uncommitted. line of credit facilities {(Uncommitted Facilities) with various banks.
Borrowings under the facilities are available for Southem Union's working capital, letter of credit requirements and
other general corporate: purposes. The Revolving Credit Facility is'subject'to a.commitment.fee based on the rating.
of the Senior Notes. As of June 30, 2000 the commltment fee was an annuahzed 0.14%.

E » it .
The Company had standby ietters of credit outstandlng of $6, 199 000:at June 30 2000 and $1,622,000.at June 30,
1999, which: guarantee payment of various.insurance premiums and state taxes N <

Tt

. Quantitative and Quahtatwe Disciosures About Market Rlsk

‘The Company has long-térm debt, Preferred Securities and Revolving Credit Facilities, which subject the Company
to the risk of Ioss assomated with movements |n market mterest rates R

At June 30, 2000, the* Company had: |ssued fi xed—rate Iong—term debt, capital lease and F’referred Securities
aggregating $835,967,000 in principal amount and-havingia fair value of $800,934,000. - These instruments are fixed-
rate and, therefore ;. do not expose the Company to the risk of eamings loss due to-changes in'market interest rates.
However, the fair value. of these .instruments would increase by approximately-$42;660,000 if interest and dividend
rates were to decline by 10% from their levels-at June 30,°2000.. In general, such an increase in fair value would
impact earmngs and cash flows only if the Company were to reacquire aII ora pomon of these-instruments in the
open market prior to their maturity ‘ o L

The Company presently has no balance outstanding under its Revolving Credlt Facilities.. The floating-rate. obhga-
tions under the Revolving Credit Facilities expose the Company to the risk of increased.interest expense in the event
of increases in short-term interest rates. In connection with the acquisitions subsequent to year-end, the Company
entered into the Term Note, as discussed above. At September 28, 2000, the Term Note has a balance outstanding
of approximately $480,000,000. The floating rate obligations under the Term Note expose the Company to risk of

21



increased interest expense in the event of increases in short-term interest rates. [fthe floating rates wereto increase
by 10% from September 28, 2000 levels, the Company’s consolidated interest expense would increase by a total of
approxrmately $300,000 each month in which such increase continued.

The risk of an ECOﬂDmIC loss is mitigated at this time as a result of the Company s regulated status. Any unrealized
gains or losses are accounted for in accordance with the Financial Accounting Standards Board Accounting for the
Effects of Certain Types of Reguiation as a regulatory asset/liability because the Company believes that its future
contributions which are currently recovered through the rate- maklng process will be adjusted for these gains and
losses.

The change in exposure to 10ss in earnmgs and cash flow related to interast rate risk from June 30, 1999 to June 30,
2000 is not material to the Company

See Preferred Securities of Subs:dnary Trust and Debt and Capital Lease in the Notes to the Cansolidated. Financial
Statements.

The Company owns approximately 4.2 million shares of Capstone common stock, This investment is classified as
"available for safe” under the Financial Accounting Standards Board Accounting for Certain Investments in Debt and
Equity Securities. Unrealized gains and losses resulting from changes inthe market value of Capstone are recorded
in Other Comprehensive Income. The Capstone investment exposes the Company tc losses in the fair vaiue of
Capstone common stock. A 10% decline in the market value per share of Capstone common stock from the June 30,
2000 levels would resuiti m an $18,800.000 loss in value to the Company.

Duetothe operatlon of purchase gas adjustment clauses, gas purchase costs generally do not directly affect earnings
of our regulated utility operations. However, the Company's unregulated gas marketing operations are subject to
price risk related to fixed-price sales commitments-that are not matched with corresponding fixed-price purchase
agreements. AtJune30, 2000, the Company had fixed-price sales commitments with various customers that provide
for the delivery of approximately 1,922,201 Dekatherms of natural gas through April 2001 at an average sales price
per Dekatherm of $3.00. The Company has exposure to the changes in gas prices related to fluctuating commodity
prices, which can impact the Company's financial position or results of operations, either favarably or unfavorably.
The Company's open positions are actively managed, and the impact of changing prices on the Company's financiat
position at a point in time is not necessarily indicative of the impact of price movements throughout the year.

As aresult of the unauthorized financiat derivative energy trading activity, an open contract of a non-regulated,
whoily-owned subsidiary was present at June 30, 2000 for 10,000 MMBtu's of natural gas per day for the contract
period of January 2001 to December 2001 at a fixed price of $2.72 per MMBtu. During the contract period, such
subsidiary would receive funds if the respective monthly price of natural gas falls below $2.72 and will be required
to pay for any amount over $2.72 per MMBtu. The Company:has exposure to the changes in gas prices related to
fluctuating commeodity prices, which can impact the Company's financial position or results of operations, either
favorably or unfavorably. A 10% increase-in natural gas commodity prices from June 38, 2000 levels would result
in a $1,300,000 loss to the Company.

In connection with the acquisition of the Pennsylvania-Operations, the Company assumed a guaranty with a bank
whereby the Company unconditionally guaranteed payment of financing obtained for the development of PEI Power
Park. In March.1999, the Borough of Archbald, the County of Lackawanna, and the Valley View School District
{togetherthe Taxing Authorities) approved a Tax Incremental Financing Plan (TIF Pian) forthe development of PE}
Power Park. The TIF Plan requires that: (i) the Redevelopment Authority of Lackawanna County raise $10,600,000
of funds to be used for infrastructure improvements of the PEI Power Park; (ii) the Taxing Authorities create a tax
increment district and.use the incremental tax revenues generated from new development to service the $10,600,000
debt; and (iii) PE| Power Corporation, a subsidiary of the Company, guarantee the debt service payments. In May
1999, the Redevelopment Authority of Lackawanna County borrowed $10,600,000 from a bank under a promissory
note (TIF Debt). The TIF Debt has a 12-year term, with a 7.75% annual interest rate, and requires semi-annual
principal and interest payments of approximately $725,000 {interest only for the first year). As of June 30, 2000,
incremental tax revenues cover approxirmately 17% of the annual debt service. The balance outstanding on the TIF
Debt was $9,805,000 as ofJune 30, 2000
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Other: Matters .

Acquisitions Subsequent to Year-End On September 20, 2000, Southern Union completed the acquisiticn of
Valley Resources for.approximately:$125.million.in-cash plusihe assumption of $30.miilion in long-term debt.-Valley
Resources:is engaged in naturai-gas distribution operating:as Valley:Gas Company -and:Bristol. and.Warren:-Gas
Company. which are now included;as part of the New-England Division. of- Southern Union. The non-utility
subsidiaries of Valley Resources are now subsidiaries of Southern Union. Valley.Resources, which is headquartered
in Cumberland, Rhode island, provides naturai gas-utility service to:more-than.64,000 customers within a-92 square
mile-area in the northeastern portion.of Rhode islandthat has a population of approximately-250.000 and aniapproxi=
mately 15 square mile area in the eastern portion of Rhode island that has a population of.approximately 35,000.
The non-utility subsidiaries rent and sell appliances, offer a service contract program, sell liquid propane in Rhode
Island and nearby Massachusetts, and distribute as-a:wholesaler franchised lines to-plumbing and.heating contrac-
tors... Included in the:acquisition.was Valley Resources!.90%:-interest in Alternate: Energy:Corporation, which sells,
installs. and designs natural gas conversion.systems and facilities, is an authorized. representative: of the ONSI

Corporatian fuel cell, holds patents for a natural gas/dlesel co-firing system and for a dewce to control the flow of
fuel on-dual- fuel eguipment. - T :

Yoo -

Qn; Septembeﬁ.za, 200(_);' ;Southem;Union completed the. acquisition of ProvEnergy;for approximatety $270 million
in cash plus the assumption of $90 million in long-term debt. The ProvEnergy natural gas distribution operations are
Providence Gas and-North-Attleboro-Gas. Providence Gas serves approximately 168,000 natural gas customers
in.Providence and Newport; Rhode Island, and 23 othercities and.towns in Rhode Island and:Massachusetts. North
Atlleboro. Gas serves approximately 6,000 customers:in North. Attleboro and Plainville, Massachusetts, towns
adjacent to the northeastern ‘Rhode island:border.. The ProvEnergy. utility service territories .encompass approxi-
mately 760 square miles with a population of approxamately 850,000: These-operations are also now.included as
part of the New England Division of the Company. Subsidiaries of the Company acquired in the ProvEnergy merger
are ProvEnergy Qil-Enterprises, inc., Providence .Energy Services, Inc., and:ProvEnergy. Power Company, LLC.
ProvEnergy QilFEnterprises; Inc..operates a-fuel-oil- distribution business through..its subsidiary, ProvEnergy Fuels,
Inc. (ProvEnergy Fuels).,.ProvEnergy Fuels-serves over 14,000 residential and.commercial customers in Rhode
Island:and. Massachusetis. ..Providence Energy Services,.Inc., whose operations are planned.to bersold, markets
natural gas and energy servicesthroughout New England. ProvEnergy Power.Company owns 50%.of:Capital Center
Energy Company, LLC., a joint venture formed between PravEnergy and.ERI.Services, Inc. to provide retail power.

Also on September- 28; 2000; Southern Union completed the acquisition of Fall River Gas for approximately 1.5
million shares of Southern Union common stock and approximately $27 million in cash-plus assumption-of $20 million
in long-term debt. Also.now included as a-part of the New England Division of the Company, Fall River. Gas serves
approximately: 48 000 customers in-the city of Fall.River, and the towns.of Somerset, Swansea and Westpont, all
located: in southeastern Massachusetts. Fall River Gas' non-regulated- subsmhary, Fall River Gas Appliance
Company, Inc., is.now a subsidiary:of Southem: Umon Headquartered in Fall River, Massachusetts, Fall River Gas

Appliance Company, Ince rents water heaters and -conversionburmers (prlmarlly forresidential use) in FallRiver Gas'
service-area. .+ - L - 3

ke . REERRS N X L EEN (R
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The aforementloned acquusﬂmns subsequent to year—end wnl be accounted for. under the purchase method

Fore:gn Operatlons On July 23, 1997, Energ|a Estrella del Sur S. A de C V a whoily-owned sub5|d|ary of
Southern Union Energy International, Inc. and Southern Union International lnvestments Inc., both subsidiaries of
the Company,. acquired ;an equity ownership.in-a.natural gas.distribution company.and.other operatlons which cur-
rently serves 22,000.-customers in-Piedras Negras, Mexico; which is.across the border.from:the Company's Eagle
Pass, Texas service area. Southem Union currently has.a 43% equity: .ownership in this company. Financial results

of foreign operations did not have a significant |mpact on the Companys fmancnal results durlng 2000, 1999 and
1998. O ST S 2 G T el it ' ., TR RS TR RS

Stock Splits-and Dividends ©n.June 30, 2000, August 68,1999 and December 9, 1998, Southern Union:distributed
a 5% common stock-dividend to stoeckholders of record.on.June 18, 2000, July, 23, 1999 and November 23, 1998.
A portion-of each.of these 5% stock dividends was.characterized as.a distribution of:capital-due to the level of the
Company’s retained earnings available for distribution as of the declaration date. Additionally, Southern Union
distributed an annual 5% common stock dividend on December 10, 1997. On July 13, 1998, a three-for-two stock
split was distributed in the form of a 50% stock dividend. Unless otherwise stated, all per share data included herein
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and in the accompanying Consolidated Financial Statements and Notes thereto have been restated to give effect
to the stock split and stock dividends. :

Contingencies The Company isinvestigating the possibility that the Company or predecessor companies may have
been-associated with Manufactured Gas Plant (MGP) sites'in its former service territories, principally in Arizona and
New Mexico, and present service territories in Texas, Missouri and its newly acquired service temitories in
Pennsylvania. While the Company's evaluation of these Texas, Missouri, Arizona, New Mexico and Pennsylvania
MGP sites is in its preliminary stages, it is likely that some compliance costs may be identified and become subject
to reasonable quantification. Certain MGP sites located within the-Company's service territories are currently the
subjects of governmental actions.

On February 1, 1999, Southern Union submitted a proposal to the Board of Directors of Southwest Gas Corporation
(Southwest) to acquire all of Southwest’s outstanding common stock for $32.00 per share. Southwest then had a
pending merger agreement with ONEOK, Inc. (ONEOK) at $28.50 per share. On February 22, 1999, Southermn Union
and Southwest both publicly announced Southern Union's proposal, after the Southwest Board of Directors
determined that Southern Union's proposal was a Superior Proposal (as defined in the Southwest merger agreement
with ONEOK). At that time Southern Union entered into a Confidentiality and Standstill Agreement with Southwest
at Southwest's insistence. (This agreement expired on its own terms in August 2000.) On April 25, 1999,
Southwest's Board of Directors rejected Southern Union's $32.00 per share offer and accepted an amended offer
of $30.00 per share from ONEOK. On April 27, 1899, Southern Union increased its offer to $33.50 per share and
agreed to pay interest which, together with dividends, would provide Southwest sharehoiders with a 6% annual rate
of return on its $33.50 offer, commencing February 15, 2000; until closing. According to public statements by
Southwest, Southern Union’s revised proposal was also rejected by Southwest’s Board of Directors. On January 21,
2000, ONEOK terminated its agreement to merge with Southwest. .

There are several lawsuits pending that relate to activities surrounding Southern Union's efforts to acquire Southwest.
In addition, there is before the U. S. Court of Appeals for the Tenth Circuit, an appeal by Southern Union of a
preliminary injunction entered.by the U. S. District Court for the Northern District of Oklahoma. Southem Union
intends to pursue vigorously pursue its claims against Southwest, ONEOK, and certain individual defendants, and
defend itself vigorously against the claims by Southwest and ONEOK. See Commitments and Contingencies in the
Notes to Consolidated Financial Statements for a discussion of these lawsuits. :

In August 1998, a jury in Edinburg, Texas concluded deliberations on the City of Edinburg's franchise fee lawsuit
against PG&E Gas Transmission, Texas Corporation (formerly Valero Energy Corporation (Valero)) and a number
of its subsidiaries, as well as former Valero subsidiary Rio Grande Valley Gas Company (RGV) and RGV's successor
company, Southern Union Company. The case, based upon events that occurred between 1985-1987, centers.on
specific contractual language in the 1985 franchise agreement between RGV and-the City of Edinburg. Southern
Union purchased RGV from Valero in October 1993. The jury awarded the plaintiff damages, against all defendants
under several largely overiapping but mutually exclusive claims, totaling approximately $13,000,000. Thetrial judge
subsequently reduced the award to approximately $700,000 against Southern Union and $7,800,000 against Valero
and Southern Union together. The Company is pursuing reversal on appeal. The Company believes it will ultimately
prevail, and that the outcome of this matter wiil not-have a material adverse impact on the Company's results of
operations, financial position or cash flows. Furthermore, the Company has not determined what impact, if any, this
jury decision may have on other city franchises-in Texas. :

Southern Union and its subsidiaries are parties to other legal proceedings that management considers to be normal
actions to which an enterprise of its size and nature might be subject, and not to be material to the Company’s overall
business or financial condition, results of operations or cash flows.

See Commitments and Contingencies in the Notes to Consolidated Financial Statements.

Inflation The Company believes that inflation has caused and will continue to cause increases in certain operating
expenses and has reqguired and will continue to require assets to be replaced at higher costs. The Company
continually reviews the adequacy of its gas service rates in refation to the increasing cost of providing service and
the inherent regulatory lag in adjusting those rates. -
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Regulatory The majority of the Company's business activities are subject to various regulatory autharities. The
Company's financial condition and resuits of operations have been and will continue 1o be dependent upon the receipt
of adequate and timely adjustments in rates. .Gas service rates, which consist of a monthly fixed ¢harge and a gas
usage charge, are estabiished by regulatory authorities and are intended to permit utilities the opportunity to recover
operating, administrative and financing cosis and to have the oppertunity to earn a reasonabie return on.equity. The
monthly fixed charge prowdes a-base revenue stream white the usage charge increases the Company's revenues
and eammgs in colder weather when natural gas usage increases.

On Apnl 3, 2000 F'G Energy ﬁled an application wuth the Pennsylvania Pubhc Utitity Commission (PPUC) seeking
an increase in-its base rates designed to produce $17 900,000 in additional annual revenues, to be effective June 2,
2000..0n May 11, 2000, the PPUC suspended this rate increase request for seven maaths, until January 2, 2001,
in order to investigate the reasonableness of the proposed rates. On August 30, 2000, PG Energy and the principal
patties:to the base rate proceeding informed the Administrative Law Judge {(ALJ) assigned to the proceeding that
a compiete settiement of.the .proceeding had been reached. The proposed settiement is designed o produce
$10,800,000 of .additional annual revenue. The parties are currently in the pracess of finalizing a Setilement
Agreement and-Joint Petition for Settlement of Rate investigation (the Seftlement Petition) which will be filed with
the ALJ upon.its completion.: The Settlement Petition will request PPUC approval for the rate increase to become
gffective on January 1, 2001 .it is not presently possible {o determine what action either the AlLJ or the PPUC will
uitimately iake w:th respect to this rate increase request or the Settiement Petition.

Oy Qctober 18 1999 Southem Union. Gas ﬁled a 51,696, 000 sate increase request for the El Paso service area with
the City of Ei Paso InFebruary 2000, the City of EbPaso approvad a-$650,000 revenue increase, and animproved
rate-design that collects-a greater portion of the Company's revenue stream from the manthly customer charge.
Additionally, the Cify of E! Paso approved a new 2D-year franchise. for Southern Union Gas.

On:August-21,.1998, Missouri Gas Energy was notified by the MPSC of ifs decision to grant a $13,300,000.annual
increase to revenue effective on September 2, 1998, which is primarily eamned volumetrically. The MPSC rate order
reflected a 10.93% retumn on common equity.. The rate order, however, disaliowed. certain previously recorded
deferred costs requiring a non-cash, write-off of $2.221,000, The Company recorded this charge 1o earnings in s
fiscal year ended June 30, 1398. On:.December 8, 1988, the MPSC denied rehearing requests made by all parties
other than Missouri Gas Energy and:granted a portion. of Missouri Gas Energy’s rehearing request. On June 15,
2000, the MPSC ruled that it would not rehear or reconsider its decision on one issue vatued at $1,500,000. ifthe
MPSC adopts Missouri Gas Energy’'s positions on rehearing, then Missouri Gas Energy wouid be authorized an
additionat $700,000.of base revenues increasing the $13,300,000 initiaily authorized in its August 21, 1898 arder 1o
$14,000,000.. The MP'SC is expected 1o rule on this rehearing in October 2000. The MPSC's orders may be subject
to judicial review and although certain parties may argue for a reduction in Missouri Gas Energy’s authorized base
revenue increase on judicial review, Missouri. Gas Energy expects such arguments.to be unsuccessiut,

On Aprit 13, 1898, Southem: Union Gas filed a $2,228,000 request for & rate increase fram the city of Ei Paso, a
request the city subsequently denied. On April 21, 19988, the-city counci! of E] Paso voted to reduce the Company’s
rates by $1,570,000 annually. and Zto-order a one-time cost of gas refund of $475,000. On May 21, 1998, Southern
Union Gas filed with the RRC an appeal of the city of Ei Paso’s actions to reduce the Company’s rates and requice
a one-time cost.of gas refund.. On December 21, 1998, the RRC issued its order implementing an $884,000 one-time
cosi of gas| refund .and a-$89 000 hase rate reduction. The cost of gas rafund was completed in February 1598.

Pursuant toa 1989 MPSC order M:ssoun Gas Energy is engaged in a4 major gas safety. pragram in its service
territories.  This program includes replacement of company- and customer-owned gas service and yard lines, the
movement and resetting.of meters, the reptacement of cast iron mains and the replacement and cathodic piotection
of bare steel mains.. In-recognition of the significant capital expenditures associated with this safety program, the
MPSC permits the deferral, and subsequent recovery through rates, of depraciation expense, property taxes and
associated casrying costs, The continuation of the Missouri Gas Energy Safety Program will result in significantlevels
of future capital expenditures. The Company estimates incurring capital expenditures of $15,631,000 in fiscal 2001
retated to this program which are expected to be financed through cash flow from operations. See Utiily Regulation
and Rates.and Comm;tments -and Contingencies in the Notes to Consolidated Financial Statements.

In August 1997 the MPSC 1ssued an order.authorizing Missouri Gas Energy 10 begin making semi-annuaf purchase
gas adjustments (PGA) in November and April, instead of more freguent adjustments as previously made.
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Additionally, the order authorized Missouri Gas Energy to establish an Experimental Price Stabilization Fund for
purposes of procuring natural gas financial instruments to hedge a minimal portion of its gas purchase costs for the
winter heating season. The cost of purchasing these financial instruments and any gains derived from such activities
are passed on to the Missouri customers through the PGA. Accordingly, there is no earnings impact as a result of
the use of these financial instruments. These procedures help stabilize the monthly heating bills for Missouri
customers. The Company believes it bears minimal risk under the authorized transactions.

The MPSC approved a three year, experimental gas supply incentive plan for Missouri Gas Energy effective Juiy 1,
1996. Under the plan, the Company and Missouri Gas Energy's customers sharegd in certain savings below
benchmark levels of gas costs achieved as a resuit of the Company's gas procurement activities. Likewise, if natural
gas was acquired above benchmark levels, both the Company and customers shared in such costs. Forthe years
ended June 30, 1999 and 1998, the incentive plan achieved a reduction of overall gas costs of $6,900,000 and
$9,200,000, respectively, resulting in savings to Missouri customers of $4,000,000 and $5,100,00Q, respectively.
The Company recorded revenues of $2,900,000 and $4.100,000 in 1999 and 1898, respectively, under this.plan.
Missouri Gas Energy received authorization from the MPSC for a new gas supply incentive plan that became
effective August 31, 2000. Earnings under the pian are primarily dependent on market prices for natural gas
declining to certain preauthorized levels which are now below current market prices. There is no assurance that the
Company will have an opportunity to generate earnings under this aspect of the plan during fiscal 2001.

The Company is continuing to pursue certain changes to rates and rate structures that are intended to reduce the
sensitivity of earnings to weatherincluding weather normalization clauses and higher monthly fixed service charges.
Southern Union Gas has wealher normalization clauses in the City of Austin, El Paso environs, Port Arthur,
Galveston and in two other service areas in Texas. These clauses allow for the adjustments that help stablhze
customers’ monthly bills and the Company's eamnings from the varying effects of weather.

Year 2000 The Company did not experience any significant malfunctions or errors in its operating or business
systems when the date changed from 1999 to 2000.-Based on operations since January 1, 2000, the Company does
not expect any significant impact to its ongoing business as a resuft of the Year 2000 problem. The Year 2000
problem is the inability of computer application software programs to distinguish between the year 1800 and 2000
due to a commonly-used programming convention. Unless such programs were modified or replaced prior to 2000,
calculations and interpretations based on date-based arithmetic or logical operations performed by such programs
may have been incorrect.

It is possible that the full impact of the date change has not been fully recognized. The Company believes that any
such.problems are not likely. In addition, the Company could still be negatively affected if its customers or suppliers
are adversely affected by the Year 2000 or similar issues. The Company currently is not aware of any significant
Year 2000 or similar probiems that have arisen for its customers and suppliers.

The Company incurred costs of approximately $2,922,000 to complete this project. The Company also expects to
spend approximately $1,500,000 in equipment leasing expenses that wili be mcurred over the life of the equipment
that were incurred in order to be Year 2000 compiiant.

Accounting Pronouncements In June 1998, the Financial Accounting Standards Board (FASB) issued Accounting
for Derivative Instruments and Hedging Activities. The Statement, as amended, is effective for all fiscal quarters of
all fiscal years beginning after June 15, 2000; the Company as required wili adopt the Statement on July 1, 2000.
The Statement requires that all derivative instruments be recorded on the baiance sheet at fair value. Changes in
the fair value of derivatives are recorded each period in current earnings or other comprehensive income, depending
on whether a derivative is designated as part of a hedge transaction and, if it is, depending on the type of hedge
transaction. During the Company's implementation procedures, the Company identified a fair value hedge, cashflow
hedges and gas purchase contracts that are considered derivatives under the Statement. Based on the Company's
risk exposure, the Company does not anticipate a materiail effect on its financial position, results of operations or
cash flows resulting from counterparty non-performance.

The Company entered into an interest rate swap to reduce exposure to changes in fair value. of fixed interest
payments refated to a lease commitment. For fair-value hedge transactions in which the Company is hedging
changes in an asset's, liability's or firm commitment's fair value, changes in the fair value of the derivative instrument
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will generally be offset in the income statemnent by changes in the hedged.item's fair value. The Company estimates
that the transition adjusiment refated 1o the fair value hedge will be immaterial to the financial statements.

The Company is party to two interest rate swaps designad to hadge exposurs 1o variability in cash flows from interest
rate changes on vanable rate debt. For cash flow hedges related to a vadable-rate asset, fiability or a forecasted
transaction, changes in the fair value attributed 1o the effective portion of the darvative instrument will be reported
in other comprehensive income. The gains and losses on the derivative instrument that are reporied in other
comprehensive income wilt be reclassified as earings inthe perieds in which armings are impacted by the variability
of tha cash flows of the hedged item. The ineffective portion of all hedges will be recognized in current-period
sarmings. The Company estimates that it will record a net-of-tax cumutative-effect-type adjustment of $960,000 gain
in sccurnuisied other comprehensive income to recognize at fair value all derivative instrumenis that will be
designated as cash flow hedging instruments.

The Company's assessment also identified two gas purchase contracts at its feceritty acquired PG Energy Division
that have been determined to be derivatives that do not qualify for hedge accounting treatment under the Statement,
The Company estimates that it will recard a net-of-tax cumulative effect-type adjustment of $700,000 gain in earmings
to recogrize the fair value of the derfvative instruments that do not quality for hedge accounting treatment under the
Statement. These derivatives will be reflected at guoted or estimated market value with resulting gains and losses
included in operating income in the Consclidated Statement of Income.

Energy trading contracts entered into for speculative purposes are recorded at fair vaiue as of each balance sheet
date w;th gains and iasses znciuded in eammgs o ,
in December 1999, the Securities Exchange Commission staff issued a Staff Accounting Bulletin, Revenue
Recognition, which provides guidance on the recogmt:on and disclosure of revenues, implementation of this Staff
Accounting Bulletin is required by tHe fourth quanterof 2001 and will Rave no effect on the Company's Consolidated
Financial 8tatements

Seethe Notesto Consohdated F:nanmai Statements for other accounting pronouncements followed by the Company.

Cautionary Statement Regarding Forward-Lookifg information This Managemeant’s Discussion and Analysis
of Results of Operations and Financial Condition and other sections of this Annuat Report on Form 10-K/A contain
forward-looking statements that are based on current expectations, estimates and projections about the industry in
which the Company operates, management's béliefs and -assumptions made by management, Words such as
*expects,” “anticipates,” “intends,” ‘plans,” “pelievas,” “seeks,” “estimates,” variations of such words and similar
expressions are intended to identify such forward-looking statements. These statements are not gusrantees of future
performance and invalve certain risks, uncertainties and assumptions, which are difficult 10 predict and many of which
are outside the Company’s confrol, Therefore, actual outcomes and results may differ materially from what is
expressed or forecasted in such forward-looking statéements. The Company underiakes no obligation to update
publicly any forward-looking statements, whaether as a result of new information, future events or otherwise. Readers
are cautioned not to. pul-undue reliance.on such: forward-looking: stalements:  Stockholders may review the
Company's reports filed in the future with the Securities and Exchange Commission for more current descriptions
of developments that couid cause actual resulls to differ materiaily from such forward-looking statements.

Faclors that could cause or cantribute to actual resuits differing materisily from such forward-looking statements
include the following: cost of commodity prices; gas sales volumes; weather conditions in the Company’s service
territories; the achievement of operating sfficiencies and the purchases and implementation of new technologies for
attaining such efficiencies, impact of relations with labor unions of bargaining-unit employees; the receipt of imely
and adequate rate relisf, the outcome-of panding and future litigation; governmental regulations and proceedings
affecting or involving the Company; unanticipated environmentat Wabilities: changes in business strategy; the risl
that the businesses acquired and any other businesses or investments that Socuthern Union has acquired or ma
acguire may not be successfully integrated with the businesses of Southem:Union; and the nature and impact of ar
extraordinary: transactions such as.any acquisition or divestiture of a business.unit or any assets, These a
representative of the factors thal could affect:the outcome of the forwardsooking statements. in addition, su
statements could be affected by general industry and market conditions, and generat economic conditions, includ
interest rate fluctuations, federal, state and local laws and requlations affecting the retaif gas industry or tha ene
industry generally, and other factors.
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{TEM 8. Financiaf Statements and Suppiementary Data.

The information required here is included in the report as set forth in the Index to Consolidated Financial Staternents
on page F-1. -

ITEM 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.

PART I

ITEM 10. Directors and Executive Officers of Regisirant.

There is incorporated in this ltem 10 by reference the information in the Company's definitive proxy statement for
the 2000 Annual Meeting of Stockholders under the captions Board of Direcfors -- Board Size and Composition and
Executive Officers and Compensation -- Executive Officers Who Are Nct Directors.

ITEM 11. Executive Compensation.

There is incorporated in this tem 11 by reference the information in the Company's definitive proxy statement for
the 2000 Annual Meeting of Stockholders under the captions Execitive Officers and Compensation -- Executive
Compensation and Certain Relationships. :

ITEM 12. Security Ownership of Certain Beneficial Owners and Management. .

There is incorporated in this ltem 12 by reference the information in the Company’s definitive proxy statement for
the 2000 Annual Meeting of Stockholders under the caption Security Ownership.

ITEM 13. Certain Relationships and Related Transactions.

There is incorporated in this ttem 13 by reference the information in the Company’s definitive proxy statement for
the 2000 Annual Meeting of Stockholders under the caption Certain Relationships.

PART IV

ITEM 14. Exhibits, Financial Statement Schedules and Reports on Form 8-K.

(a{{t)and (2) Financial Statements and Financial Statement Schedules. See Index to Consolidated Financial
Staternents set forth on page F-1. o

(a}{3) Exhibits.
Exhibit No. Description
2(a) Agreement of Merger between Southern Union Company and Fall River Gas Company dated ‘as of
October 4, 1999. (Filed as Exhibit 2 to Southermn Union's Current Report on Form 8-K filed on October 4,
1998 and incorporated herein by reference.) '
2(b) Agreement and Flan of Merger among Southern Union Company; GUS Acquisition Corparation and

Providence Energy Corporation dated November 15, 1999. (Filed as Exhibit 2 {o Southern Union's
Current report on Form 8-K filed on November 18, 1999 and incorporated herein by reference.)
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Exhibit No.

2(c)
2(d)
3(a)
3(b):
| 3(c)

' 4(a)

- 4(b)

4(c).

Description

Agreement and Plan of :Merger among -Southern Union Company, SUG Acquisition: Corporation and
Valley Resources, Inc. dated-November-30, 1999. (Filed as Exhibit 2 to Southem. Union's Current
Report on Form 8-K filed on:December-6, 1999 and mcorporated herein by- reference)

Agreement of Merger between Southern Union Company and Pennsylvanra Enterprlses Inc. dated as
of June 7, 1999. (Filed as Exhibit 2 to-Southern Union's Current Report on. Form 8-K t" led on June 15,
1989;and.incorporated herein by reference.) ,

Restated Certificate of Incorporation of Southern Union Company. (Filed as Exhibit 3(a) to Southemn
Union’s Transition Report on Form:10-K for the year ended June 30 1994 and mcorporated herein by

reference.)

Amendment to-Restated Certificate of Incorporation of Southermn Unhion-Company which was filed with
the -Secretary of State of Delaware and became effective on October 26, 1999: (Filed as Exhibit 3(a)
to Southern Union's Quarterly Report on Form 10-Q for the quarter ended December 31, 1999 and
mcorporated herem by reference.)

Southem Union Company-Bylaws, as amended. (Filed-as Exhrblt 3(a) to Southem Union's Quarterly
Report on Form 10 Q forthe quarter ended December 31 1999tand mcorporated herein‘by reference.)
Speclmen Common Stock Certificate. (Fiied as Exhrb:t 4(a) to Southem Union's Annual Report on Farm
10-K for the year ended December 31 1989 and mcorporated herem by reference.)

tr Al

Indenture between Chase Manhattan Bank N.A., as trustee and Southem Unron Company dated
January 31; 1994, (Filed: as Exhibit-4.1 to Southem Umons Current Report.on: Form 8-K dated
February:15, 1994 and incorporated herein by reference.) - o .

Officers' Certificate dated January 31, 1994 setting.forth-the terms-of the.7.60%. Senior Debt Securities
due 2024, (Flled as Exhibit 4.2 to Southemn Union's. Current Report on. Form 8- K dated February 15,

..1994.and mcorporated herein by reference ¥ : Lty

4(d)

ry ¥

Officer's Certificate of Southem Union Company dated Novernber 3, 1999 with respect to 8 25% Senior
Notes due 2029. . (Filed as Exhibit 89.1:to Southern Union s“Current Report on Form 8-K filed on

November 19, 1999.and 1ncorporated herem by. reference )

- 4(e)
4
4(h)

4()

T
Certlf' cate of Trust of Southern Unlon Frnancrng I. (Filed as Exhlblt 4-Ato Southern Union's Registration
Statement on Form S-3 (No. 33-58297) and incorporated herein by reference.)

Certificate -of. Trust. of- Southem- Union Financing- . . (Filed -as Exhibit; 4-B- to Southern. Union’s
Reglstrahon Statement on Form 8-3 (No 33- 58297) and mcorporated herein by reference.)
Certlﬂcate of: Trust of Southem Umon Fmancmg ||I > (Filed' as Exhlblt 4-C to Southem Union's
Reglstratlon Statement on Forrn 8-3 (No. 32- 58297) and mcorporated hereln by reference)

Farm. of Amended and Restated: Declaratlon of Trust of Southern Union Fmancmg |. (Filed as Exhlblt
4-D to Southern Union’s Registration Statement on Form:S-3-(No: 33-58297) and. incorporated herein
by reference.)_

Form of‘ Subordinated Debt Securities tndentureamong Southem Union-Company and The Chase
Manhattan Bank, N..A., as Trustee. (Filed as Exhibit 4-G to Southern Union's Registration Statement
on Form S-3 (No. 33-58297) and incorporated herein by reference.)

R LTI
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Exhibit No.

4(j)

4k

A(h)

4(m)

4(n)

4(0)

4(p)

4(q)

Description

Form of Supplemental indenture to Subordinated Debt Securities Indenture with respect to the
Subordinated Debt Securities issued in connection with the Southern Union Financing | Preferred
Securities. (Filed as Exhibit 4-H to Southern Union’s Registration Statement on Form $-3 (No. 33-
58297) and incorporated herein by reference.)

Form of Southern Union Financing | Preferred Security (inciuded in 4(g) above.) {Filed as Exhibit 4-1
to Southern Union's Registration Statement on Form S-3 (No: 33-58297) and incorporated herein by
reference.)

Form of Subordinated.Debt Security (included in 4(i) above.) {Filed as Exhibit 4-J to Southern Union’s
Registration Statement on Form S-3 {(No. 33-58297) and incorporated herein by reference.)

Form of Guarantee with respect to Southermn Union Financing | Preferred Securities. . (Filed as Exhibit
4-K to Southern Union’s Reglstratlon Statement on Form $-3 {No. 33-58297) and incorporated herein
by reference.)

First Mortgage Bonds Debenture of Mortgage and Deed of Trust dated as of March 15, 1946 by Southem
Union Company (as successorto PG Energy, Inc. formerly, Pennsylvania Gas and Water Company, and
originally, Scranton-Spring Brook Water Service Company to Guaranty Trust Company of New York,
(Filed as Exhibit 4.1 to Southern Union's Current Report on Form 8-K filed on December 30, 1999 and
incorporated herein by reference.)

Twenty-Third Supplemental Indenture dated as of August 15, 1989 (Supplemental to Indenture dated
as of March 15, 1946) between Southern Union Company and Morgan Guaranty Trust Company of New
York (formerly Guaranty Trust Company of New York). (Filed as Exhibit 4.2 to Southern Union's Current
Report on Form 8-K filed on December 30, 1999 and incorporated hereain by reference.)

Twenty-Sixth Supplemental Indenture dated as of December 1, 1992 {Supplemental to Indenture dated
as of March 15, 1946) between Southern Union Company and Morgan Guaranty Trust Company of New
York. (Filed as Exhibit 4.3 to Southern Union's Current Report on Form 8-K filed on December 30, 1999
and mcorporated herein by reference.)

Thirtieth Supplemental:Indenture dated as of December 1, 1995 (Supplemental to Indenture dated as
of March 15, 1946) between Southern Union Company and Flrst Trust of New York, National Association
(as successor trustee to Morgan Guaranty Trust Company of New York). (Filed as Exhibit 4.4 {o

- . Southern Union's Current Report on Form 8-K filed on December 30 1999 and mcorporated herein by

4(r}

4(s)

40

10(a)

reference.).

Thirty-First Supplementai Indenture dated as of November 4, 1999 (Supplementai to Indenture dated
as of March 15, 1946) between Southern Union Company and U. S. Bank Trust, National Association
(formerly, First Trust of New York, National Association). (Filed as Exhibit 4.5 to Southern Union's
Current Report on Form 8-K filed on December 30, 1999 and incorporated herein by reference.)

Pennsylvania Gas and Water Company Bond Purchase Agreement dated September 1, 1989, (Filed
as Exhibit 4.6 to Southern Union's Current Report on-Form 8-K filed on December 30, 1999 and
incorporated herein by reference.) . .

Southern Union is a party to other debt instruments, none of which authorizes the issuance of debt
securities in an amount which exceeds 10% of the-total assets of Scuthern Union. Southem.Union
hereby agrees to furnish a copy of any of th¢=se instruments to the Commission upoen request.

Amended and Restated Revolving Credtt Agreement {Long- Term Credlt Famllty) between Southern
Union Company and the Banks named therein dated May 31, 2000,
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Exhibit No.

10(b)

10(c}

10(d)

10(e)

10()

10(9)

10(h)

16(0)

10()

10(k)

10())

10(m)

10(nm)

13

21

Description

Amended and Restated Revoiving Credit Agreement (Short-Term Credit-Facility) between Southern
Union Company and the Banks named therein dated May 31, 2000.

Term Loan Credit Agreement between Southern Union Company and the Banks named therein dated
August 28, 2000. :

Southern Union Company 1982 Incentive Stock Option Plan and form of related Stock Option Agree-
ment. (Filed as Exhibits 4.1 and 4.2 to Form S$-8, Fite No. 2-79612 and ‘incorporated herein by
reference.}(*) , . . :

Form of Indemnification Agreement between Southern Union Company and each of the Directors of
Southern Union Company. (Filed as Exhibit 10(i) to Southern Union's Annual Report on Form 10-K for
the year ended December 31, 1886 and incorporated herein by reference.)

Southern Union Company 1992 Long-Term Stock incentive Plan, As Amended. (Filed as Exhibit 10())
to Southern Union's Annual Report on Form 10-K for the year ended June 30, 1998 and incorporated
herein by reference.)(*)

Southern Union Company Director's Deferred Compensation Plan. (Filed as Exhibit 10{g) to Southern
Union's Annual Report on Form 10-K for the year ended December 31, 1993 and incorporated herein
by reference.)(*)

Southern Union Company Amended Supplemental Deferred Compensation Plan with Amendments.
(Filed as Exhibit 4 to Southern Union's Form S-8 filed March 27, 1998 and incorporated herein by
reference. }{*)

Form of warrant granted to Fleischman and Waish L.L.P. (Filed as Exhibit 10(j) to Southern Union's
Transition Report on Form 10-K forthe year ended June 30, 1994 and incorporated herein by reference.)

Renewal Promissory Note Agreement between Peter H. Kelley and Southern Union Company dated
May 31, 1995. (Filed as Exhibit 10¢i) to Southern Union's Annual Report on Form 10-K for the year
ended June 30, 1995 and incorporated herein by reference.)

Employment agreement between Thomas F. Karam and Southern Union Corapany dated December 28,
1899. (Filed as Exhibit 10{a) to Southern Union's Quarterly Report on Form 10-Q for the quarter ended
December 31, 1999 and incorporated herein by reference.)

Secured Promissory Note and Security Agreements between Thomas F. Karam and Southern Union
Company dated December 20, 1999. (Filed as Exhibit 10(b) to Southern Union's Quarterly Report on
Form 10-Q for the quarter ended December 31, 1999 and incorporated herein by reference.)

Southern Union Company Pennsylvania Division Stock Incentive Plan. (Filed as Exhibit 4 to Form S-8,
SEC File No. 333-381486, filed on May 3, 2000 and incorporated herein by reference.)*

Southern Union Company Pennsylvania Division 1992 Stock Option Plan. (Filed as Exhibit 4 to Form
S-8, SEC File No. 333-36150, filed on May 3, 2000 and incorporated herein by reference.)*

Portions of Company's Annual Report 10 Stockholders.

Subsidiaries of the Company.

Indicates Management Compensation Plan.

31




Exhibit No. Description
23 Consent of Independent Accountants.
24 Power of Attormey.
27 Financial Data Schedule.
{b) Reports on Form 8-K. Southern Union's Current Report on Form 8-K dated June 5, 2000 providing certain

historical financial statements and related notes thereto of Valley Resources, Inc. and Providence Energy
Corporation.
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Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, Southern Union has duly
caused this report to be signed by the undersigned, thereunto duly authorized, on April 25, 2001.

SOUTHERN UNION COMPANY

By

RONALD J. ENDRES -

By

Renald J. Endres
Executive Vice President and Chief Financial Officer

DAVID J. KVAPIL

David J. Kvapil
Senior Vice President and Corporate Controller
(Principal Accounting Officer)
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SOUTHERN UNION COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF OPERATIONS

Year Ended June 30,

2000

1999

1998

(Restated)

(thousands of dollars, except shares and
per share amounts)

Operating revenues .. .. ... ... e $ 831,704 $ 605231 §$ 669,304
Costofgasand otherenergy . . ............ ... .. ... ........ 497 698 342 301 405,580
Operating margin . . .. ... ... . ... . . 334,006 262,930 263,724
Revenuerelatedtaxes . . ........ ... ... . i (34,896) {32 034) (34,886)
Netoperatingmargin . ............ ... ... ... ... ... 299,110 230,896 228,838
Operating expenses:

. Operating, maintenance and general . . ................... 136,587 109,693 107,527
Depreciation and amortization . . ...................... . 55,140 41 855 38,439
Taxes. other than on income and revenues . .. ............. 17,269 14,501 14,205

Total operatingexpenses . ......... .. ... ... .. .. .. 208,996 166,049 160,171
Net operatingrevenues . ....... ... ... ... ... ... ... 90,114 64,847 68,667
Other income {expenses):
Iterest . e e (51,492) (35,999) (34,884)
Dividends on preferred securities of subsidiary trust . ..... ... {9,480) {9,480) (9,480)
Write-off of regulatory assets . ... ....... ... .. L. - - (8,163)
Other,net ... ... {9,708) (1.814) 4073
Total other expenses, net . ......................... {70,680) (47.293) {48.454)
Earnings before incometaxes . ............ ... .. ... ... ... 19,434 17,554 20,213
Federal and state incometaxes ......... ... ... ... ... ... . ... 9,589 7.109 7,984
Net earnings available for common Stock . . ...... ..o iiiii. .. $§ 9845 3 10445 §$ 12229
Net earnings per share:
BasiC . .. L $ 23 3 32 3 .38
Diluted . ... .. 3 22 5 31 0§ kY
Weighted average shares outstanding:
BasiC . ... . 43,427,728 32,437,242 31,925072
Diluted ... ... . e 45400778 34,216,984 33,169,295

See accompanying notes.

F-2




Property. plant and equipment:

ASSETS

SOUTHERN UNION COMPANY AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET

June 30,

2000

1999

(Restated)

(thousands of dollars)

Plant in Service . .. . $ 1,580,077 $1,106,905
Construction work in progress . ... ... .. ... . . 30,192 13.271
1,610,269 1,120,176
Less accumulated depreciation and amoertization ................ ... (509,947) (376.212)
1,100,322 743,964
Additional purchase cost assigned to utility plant, net of accumulated
amortization of $39,551,000 and $31,115,000, respectively ........ 386,839 134,296
Net property, plant and equipment ... ........................ 1,487,161 878,260
Current assets:
Cashandcashequivalents .. ... ... ... ... . ... ... ... . ... ....... 27,829 -
Accounts receivable, billed and unbilled, net . .. .. . ... .. ... .. ... ... 74,959 50,693
Inventories, principally at average cost .. ......... ... ... . .. .. 60,259 29,373
Investment securities . ... ... .. 187,817 -
Prepayments and other ... .. ... .. . .. . . L 877 4692
Total current assets . . ... ... . .. 351,741 84,758
Deferred charges . . . ... ... . . . . 145,006 96,635
Investment SecUMties . . .. ... .. i e 10,489 12,000
Real estate .. . ... e e e g 461 9,420
O T . . 17,602 6,275

Total assets . . . .. ... . e

$ 2021460 §$1.087,348

See accompanying notes.
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SOUTHERN:UNION:-COMPANY AND:SUBSIDIARIES
CONSOLIDATED BALANCE SHEET (Continued)

STOCKHOLDERS' EQUITY AND LIABILITIES

. June 30,

' .‘ 2000 1999.

i' (Restated) .
(thousands of.dollars)

Common stockholders' equity:, .
Common stock, $1 par value; authorized 200,000,000 shares; issued

50,521,004 shares at June 30,2000 . ..... ... ... ... ... ....... $ 50,521 - $ 31,240
Premiumoncapital stock .. ........ .. ... . 599,835 276,610

: Less treasury stock: 1,010,077 and 51,625 shares at cost at June 30, :

' 2000 and 1999, respectively . ...... ... ... .. ... . ... e (15,554) (794)

d Less common stock held in Trust; 964,577 and 281,939, respectively,

' SNAMES . . . ... PR . L (15,330) - (5,562)
Accumuiated other comprehensive income . .................... Les - 115175 {436)
Retainedeamings . ............... ... .. ... o i - --

. 734,647 301,058
Company-obligatéd mandatorily redeemable preferred securities of subsidiary
trust holding. solely subordinated notes of Southern Union . . . . .. R 100,000 100,000
Long-term debt and capital lease obligation . .. ............ ... .. L PR 733,774 390931
5 | Total CAPIAZAtION . . .\ oo ' 1,568,421 791,989
| Current liabilities: - o ,,
~ Long-term debt and capital lease obligation due withinone year ... ... .. . 2493 © - 7 2,086
_ Notes payable ........ e e e 3 - .21,003
Accounis payable ............ e s 77,488 37.834
Federal, stateandlocaltaxes . .......... ... ... . . . .. 7,359 13,300
Accrued interest ... ... ... e e 15,922 12,176
Customerdeposits . ........... .. .. . . e - 17,255 17,682
- Deferred gas purchases . .......... . ... .. . i “ 11,708 - 22,955
Other . ... R R e 30,1_78 16,612
Total current TADItES . . . .« .o\ ... 182708 143,628
Deferred credits and other . .. .. ... ... . : - 106,823 81,493
Accumulated deferred INCOMEAAXES .+ o . oo oo e 183510 70,238

Commitments and contingencies . ... . .. e RS -

Total stockholders’ equity and liabilities . . ................... ... $.2.021,460 $1.087.348

See accompanying.notes.
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SOUTHERN UNION COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CASH FLOWS

Year Ended June 30,
2000 1989 1998
(Restated)
(thousands of dollars)

Cash flows from operating activities:
Neteamings .. ... ...t $ 9845 § 10445 $ 12,228
Adjustments to reconcile net earnings to net cash flows from
operating activities:

Depreciation and amortization . . ... .................... 55140 41,855 38,439
Deferred incometaxes ...... . ... ... ... ..o, 435 7,867 6,363
Provisionforbaddebts . ... ..... ....... . ... ... .... 4,998 3,279 5,461
Wirite-off of regulatory assets . .......... ... .......... - - 8,163
Financial derivative trading losses ...................... 2,236 -- -
Deferred interestexpense . ....................... ... (312) 619 (1,671)
Gain on sale of investment securities .. ................. - - (1,088)
Other .. 1,708 1,004 1,447
Changes in assets and liabilities, net of acquisitions:
Accounts receivable, billed and unbitled . ... .. ... ... .. (3,830) {212) 132
Accountspayable ............... .. ... ...l 22,602 5,228 {7,066)
Taxes and other liabilities . ......................... {5,636) (1,240) 146
Customerdeposits .................. ... ... ..... (3,407) 4) 201
Deferredgaspurchases . . ... ... ... ... ... .. ..... (15,114} 10,698 8,693
Inventories . ......... .. it s 9 (3,213) {4,361)
Other . e e 1,766 527 1,169
Net cash flows from operating activites .................. 70,522 76,853 68 257
Cash flows from (used in) investing activities:
Additions to property, plant and equipment .. ... .. ... .. .. .. (100,446) (73,147) (77,018)
Acquisition of operations, net of cashreceived ................ (38,366) - 6,502
Purchase of investment securities ....................... ... (21,001} (7,000) {5,000)
Increase in customeradvances . ........... ... .. . ..o, 1,350 2,139 3,562
Decrease in deferred charges and credits ... ................. (3,657} (4,086) (1,788)
Proceeds from sale of investment securities . ................. - - 6,531
Proceeds from sate of subsidiary . . . .............. ... . ..., 12,150 - -
Other e e e (4.553) 885 1,575
Net cash flows used in investing activites ... .............. (154,523) {81.209) (65.634)
Cash flows from (used in) financing activities:
Issuance of long-termdebt . . ......... ... ... ... .. Ll 300,000 - -
Issuance costofdebt . ... ... ... . . ... .. . ... L. (7,292) - --
Premium on early extinguishmentofdebt ... ................. (719} - . -
Purchase of treasurystock .. ... ... .. ... ... i (14,425) - -
Repayment of debt and capital lease obligation . . ... ........ ... (138,791) (20,837) (1,309)
Net borrowings (payments) under revolving credit facilities . .. .. .. {21,000) 19,403 -
Increase {decrease)incashoverdrafts ...................... (6,655) 6,033 {945)
0§ . 712 {243) {369)
Net cash flows from {used in) financing activites ........... 111,830 4358 {2,623)
Increase in cashand cash equivalents .......................... 27,829 - --
Cash and cash equivalents at beginning ofyear ................... - - -
Cash and cash equivalents atendofyear ....................... § 27829 % -~ $ -

Cash paid for interest, net of amounts capitalized, in 2000, 1999 and 1998 was $57,735,000, $45,039,000 and
$33,997,000, respectively. Cash paid for income taxes in 2000, 1999 and 1998 was $4,311,000, $1,194,000 and
$4,511,000, respectively.

See accompanying notes.

F-5



SOUTHERN UNION:-COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY

Balance July.1,1897 . ... ... .. ...
Comprehensive income:
" Net'earnings ...... .
Reclassification adjustment for
© gains included in net income .
Comprehensive income:, : .. . .
5%.stock dividend . .. .. ... ...
Three-for-two stock split . .. .. ...
Issuance of stock for acquisition . .
. Exercise of stock options .. .. ....
Balance June 30, 1998

Comprehensivé income:
Neét earnings . . . . . P
Minimum pension liability
adjustment; net oftax ... ...
Comprehensive income . . . . . ..
Common- stock held in trust. . .. .

5% stock dividend. — declared’

November 11, 1988 . . .. .. -
5% stock dividend -- declared. '
July 13,.1999... ... ... .. .

Exercise of stock options
Balance June 30, 1999

Comprehensive income: *
Net earnings (restated) .. ... ..
Unrealized gain in investment
securities, netoftax........
Minimum pension: liability
adjustment; net oftax ... . ...
. Comprehensive income . . ... ..
Common stock held intrust. .. ...
5% stock dividend (restated) . ... ..
Purchase of treasury stock ... ...
Issuance of stock for acquisition . .
Exercise of stock options . .. .. ..
Balance June 30, 2000 (restated) . . .

Common

, Commeon Accumulated
Premiutn  Treasury Stock Other

Stock, $1  on Capital Stock, at Held in Comprehen- Retained .
Par Value Staock Cost Trust sive Income _Earnings Total
o " (thousands of dollars) :
$.17471 $225252 § (794) 3 — § . 664. § 25169 $ 267,462
- - - - - 12229 12229
- - - (eB4Y - (664)
: ' e : 11,565
C 856 - 19,802 g - S - (20,658) -
9,400 {9,400) - - G ¥ {2 (2)
756 17,285 - - - - 18,041
.69 {301) - - - - (232)
28,252 252,638  (794) - L - 16,738 296,834
L - - - - 10445 10,445
- - - - (436) - (436)
: - Cot . 10,009
- - - (5,562) ' - - (5,562)
S1,411. 7,483 0 e, p e, (8,898) (4)
+ B . . oa B '..,“ ' v -,
1,485 16,797 - R . (18,285)  (3)
g2 (308) « - - - - __(218)
31,240 276.610 (794) (5,562) {436) - 301,058
. - - - - 9,845 9,845
- - - - 115,175 - 115,175
- — e - . 436 - 436.
: - o - 125,456
- - - . (10,037) - - (10,037)
2,359 7452 - .- - (9,845) . (34)
- - (14,425) - - - (14,425)
16,714 315,235 Tt - - - 331,049
208 538 (335) 269 — - 680
$ 50,521 3 -~ $ 734647

$ 599.835 $(15,554) ${15,330) $ 115175

L .
(YR P [

See accompanying notes.,




SOUTHERN UNION COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

| Summary of Significant Accounting Policies

Operations Southern Union Company (Southern Union and, together with its wholly-owned subsidiaries, the Com-
pany), is a pubiic utility primarily engaged in the distribution and sale of natural gas to residential, commercial and
industrial customers located (during the periods reflected) primarily in Texas, Missouri and Pennsylvania. See
Acquisitions -- Acquisitions Subsequent to Year-End. Subsidiaries of Southern Union also market natural gas to
end-users, distribute propane, operate natural gas pipeline systems and sell commercial gas air conditioning and
other gas-fired engine-driven applications. The Company has also entered the electric generation and marketing
business through the recent acquisition of Pennsylvania Enterprises, Inc. (hereafter referred to as the Pennsylvania
Operations). Certain subsidiaries own or hold interests in real estate and other assets, which are primarily used in
the Company’s utility business. Substantial operations of the Company are subject to regulation. Accounting policies
conform to the Financial Accounting Standards Board (FASB) standard, Accounting for the Effects of Certain Types
of Regulation in the case of regulated operations.

Principles of Consolidation The consolidated financial statements include the accounts of Southern Union and
its wholly-owned subsidiaries. Investments in which the Company has significant influence over the operations of
the investee and the Company owns a 20% to 50% interest are accounted for using the equity methed. All significant
intercompany accounts and transactions are eliminated in consolidation. All dollar amounts in the tables herein,
except per share amounts, are stated in thousands unless otherwise indicated.

Gas Utility Revenues and Gas Purchase Costs Gas utility customers are billed on a monthly-cycle basis. The
related cost of gas and revenue taxes are matched with cycle-hilled revenues through utilization of purchased gas
adjustment provisions in tariffs approved by the regulatory agencies having jurisdiction. Revenues from gas
delivered but not yet billed are accrued, along with the related gas purchase costs and revenue-related taxes. The
distribution and sale of natural gas in Texas, Missouri and Pennsylvania contributed in excess of 85% of the Com-
pany's total revenue, net earnings and identifiable assets in 2000, 1999 and 1998. Four suppliers provided 55%, 50%
and 45% of the Company's gas purchases in 2000, 1699 and 1998, respectively.

Earnings Per Share The Company's eamings per share presentation conforms to the FASB standard, Eamnings per
Share. All share and per share data have been restated for all stock dividends and stock splits unless otherwise

noted.

Accumulated Other Comprehensive Income |n 1999, the Company adopted Reporting Comprehensive Incorne,
an FASB standard which established rules for the reporting of comprehensive income and its components. The main
components of comprehensive income that relate to the Company are net earnings, unrealized holding gains on
investments and additional minimum pension liabiiity adjustments, all of which are presented in the consolidated
statement of stockholders' equity. Prior to adoption, the unrealized holding gains were presented as part of
stockholders’ equity and the pension liability adjustments were presented in the consoiidated balance sheet.

Unrealized holding gains on investment securities were $115,175,000, nil and nil in 2000, 1999 and 1998,
respectively. The reclassification adjustment for gains included in net income, net of tax, for reporting other compre-
hensive income was nil, nil and $664,000 in 2000, 1929 and 1998, respectively. The unrealized holding gains on
investment securities and the reclassification adjustment for gains are combined and reflected on the consactidated
statement of stockholders’ equity.

Credit Risk Concentrations of credit risk in trade receivables are limited due to the large customer base with
relatively small individual account balances. In addition, Company policy requires a deposit from certain customers.
The Company has recorded an allowance for doubtful accounts totaling $7,503,000, $6,588,000, $8,267,000 and
$10,765,000 at June 30, 2000, 1999, 1998 and 1997, respectively. The aliowance for doubtful accounts is increased
for estimated uncollectible accounts and reduced for the write-off of trade receivabies.




SOUTHERN UNION COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Fair Value of Financial Instruments The carrying amounts reported in the balance sheet for cash and cash
equivalents, accounts receivable, accounts payable and notes payable approximate their fair vaiue. The fair
value of the Company’s preferred securities of subsidiary trust and long-term debt is estimated using current market
quotes and other estimation techniques.

inventories Inventories consist of naturai-gas in underground storage and materials and supplies. Natural gas in
underground storage of $51,869,420 and $23,680,000 at June 30, 2000 and 1999, respectwely consists of
15,226,000 and 10,429,000 British thermal units, respectively.

Segment Reporting The FASB standard, Disclosures about Segments of an Enferprise and Relafed Information,
requires disclosure of segment data based on how management makes decisions about allocating rescurces to
segments and measuring performance. The Company is principally engaged in the gas distribution industry in the
United States and has no other reportable industry segments.

New Pronouncements In June 1998, the FASB issued Accounting for Derivative Instruments and Hedging Activities.
The Statement, as amended, is effective for all fiscai quarters of ail fiscal years beginning after June 15, 2000; the
Company as required wili adopt the Statement on Juiy 1, 2000. The Statement requires that all derivative instru-
menis be recorded on the balance sheet at fair value. Changes in the fair value of derivatives are recorded each
period in current earnings or other comprehensive income, depending on whether a derivative is designated as part
of a hedge transaction and, if it is, depending on the type of hedge transaction. During the Company's implementa-
tion procedures, the Company identified a fair value hedge, cash flow hedges and gas purchase contracts that are
considered derivatives under the Statement. Based on the Company's risk exposure, the Company does not
anticipate a material effect on its financial position, results of operations or cash flows resulting from counterparty
non-performance.

The Company entered into an interest rate swap to reduce exposure to changes in fair value of fixed interest
payments related to a lease commitment. For fair-value hedge transactions in which the Company is hedging
changes in an asset's, liability’s or firrn commitment's fair vatue, changes in the fair value of the derivative instrument
will generaliy be offset in the income statement by changes in the hedged itern's fair value. The Company estimates
tnat the transition adjustment related to the fair value hedge will be immaterial to the financial statements.

The Company is party to two interest rate swaps designed to hedge exposure to variability in cash flows from interest
- rate changes on variable rate debt. For cash flow hedges related {o a variable-rate asset, liability or a forecasted
transaction, changes in the fair value attributed to the effective portion of the derivative instrument will be reported
in other comprehensive income. The gains and losses on the derivative instrument that are reported in other
comprehensive income will be reclassified as earnings inthe periods in which earnings are impacted by the variability
of the cash flows of the hedged item. The ineffective portion of all hedges will be recognized in current-petiod
eamings. The Company estimates that it will record a net-of-tax cumulative-effect-type adjustiment of $360,000 gain
in accumulated other comprehensive income fo recognize at fair.value all derivative instruments that will be
designated as cash flow hedging instruments.

The Company's assessment also identified two gas purchase contracts at its recently acquired PG Energy Division
that have been determined {0 be derivatives that do not qualify for hedge accounting treatment under the Statement,
The Company estimates that it will record a net-of-tax cumulative effect-type adjustment of $700,000 gain in earnings
to recognize the fair value of the derivative instruments that do not qualify for hedge accounting treatment under the
Statement. These derivatives will be:reflected at quoted or.estimated market value with resulting gains and losses
included in operating income in the Consolidated Statement of income.

Energy trading contracts entered into for speculative purposes are recorded at fair value as of each balance sheet
date with gains and losses included in earnings.
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In December 1999, the Securities Exchange Commission staff issued a Staff Accounting Bulletin, Revenue
Recognition, which provides guidance on the recognition and disclosure of revenues. |mplementation of this
StaffAccounting Bulletin is required by the fourth quarter of 2001 and will have no effect on the Company's
Consolidated Financial Statements.

Use of Estimates The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management fo make estimates and assumgptions that affect the reporied
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and reported amounts of revenues and expenses during the reporting period. Actual results couid differ
from those estimates,

H Restatement

In March 2001, the Company discovered unauthorized financial derivative energy trading activity by a non-reguiated,
wholly-owned subsidiary. During March 2001 and April 2001, all unauthorized trading activity was closed resuiting
in a cumulative cash expense of $191,000, net of tax. However, due to certain accounting rules, such trading
contracts must be recorded at fair value as of each balance sheet date with gains and losses included in eamings.
As a result, a restatement of financial information for the fiscal year ended June 30; 2000 and the two subsequent
quariers was reguired. This restatement resulted in non-cash losses of $1,207,000, net of tax, {($.02 per diluted
share) for the fiscal year ended June 30, 2000. Additionally, a portion of the 5% common stock dividend which was
previously reported in 2000 as a reduction of retained earnings has been reclassified to premium on capital stock.

Il - Acquisitions
Pennsylvania Enterprises, Inc,

On November 4, 1999, the Company acquired the Pennsylvania Operations in a transaction valued at approximately
$500 million, including assumption of long-term debt of approximately $115 million. The Company issued
approximately 16.7 million pre-stock dividend shares of cemmon stock and paid approximately $36 million in cash
to complete the transaction. The Pennsylvania Operations are headquartered in. Wilkes-Barre, Pennsylvania with
natural gas distribution being its primary business. The principal operating division of the Pennsylvania Operations
is the PG Energy division of the Company which serves more than 154,000 gas customers in northeastern and
central Pennsylvania. Subsidiaries of the Company included in the Pennsylvania Operations inciude PG Energy
Services inc., {(Energy Services), Keystone Pipeline Services, lnc. (Keystone, a wholly-owned subsidiary of PG
Energy Services Inc.), PEi Power Corporation, and Theta Land Corporation. Through Energy Services the Campany
markets a diversified range of energy-related products and services under the name of PG Energy PowerPlus and
supplies propane underthe name of PG Energy Propane. Keystone provides pipeline and fiber optic cable construc-
tion, instailation, maintenance, and rehabilitation services. PEIl Power Corporation operates a cogeneration plant
that generates steam and electricity for resale. Theta Land Corporation, which provided land management and
development services for more than 44,000 acres of land, was sold for $12,150,000 in January, 2000. No gain or
loss was recognized on this transaction. Upon acquiring the Pennsylvania Operations, the Company made the
strategic decision to seil Keystone and the propane operations of Energy Services; these gperations are not material
to the Company. The Company has not yet sold these operations and there can be no assurance that a sale on
terms satisfactory to the Company will be completed.

The Company funded the cash portion of the acquisition of the Pennsylvania Operations and related refinancings
with the sale of $300,000,000 of 8.25% Senior Notes due 2029 completed on November 3, 1999 (8.25% Senior
Notes). See Debt and Capital Lease. The assets of the Pennsylvania Operaticns are included in the consolidated
balance sheet of the Company at June 30, 2000 and the results of operations from the Pennsylvania Operations has
been included in the statement of consolidated operations since November 4, 1999, The acquisition was accounted
for using the purchase method. The additional purchase cost assigned to utility plant of approximately $261,000,000
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reflects the excess of the purchase price over the historical book carrying value of the utility plant. Amortization of
the additional purchase cost assigned to utility piant is provided on a straight-tine basis over forty years.

Prior to the consummation of the acqguisition, the Company purchased 358,500 shares of Pennsylvania Enterprises,
inc. stock for $11,887,000 during both the-first and second quarters of the Company's fiscat year 2000. As all
necessary approvals for the merger had not been obtained, these purchases were treated as investment securities,

Pro Forma Financial Information.

The following unaudited pro forma financial information for the year ended June 30, 2000 and 1999 is presented as
though the following events had occurred at the beginning of the earliest period presented: (i) the acquisition of
Pennsylvania Enterprises, Inc.; (ii) the sale of the 8.25% Senior Notes; and (iii) the refinancing of certain short-term
and long-lerm debt at the time of acquisition. The pro forrna financial information is not necessarily indicative of the
results which would have actually been obtained had the acquisition of Pennsylvania Enterprises, Inc., the sale of

senior notes or the refinancings been completed as of the assumed date for the periods presented or which may be
obtained in the future. :

Year Ended June 30,

2000 - 1999
(Restated)

OperatinNg TeVENUES .« . . . e e $ 880,190 $ 838,838
Income before extraordinary item . ....... .. ... ... . . . . oo 2,079 5,782
Net eamnings available for commaon stock . .. .. s 2,079 5,782
Net earnings per common stock: . ‘

Basic .. ....... ... ... ... .. . ... e PR 05 12

Diluted ... .05 A1

Other Acquisitions

Effective December 31, 1997, the Company acquired Atlantic Wilities Corporation and Subsidiaries (Attantic) for
755,650 pre-split and pre-stock dividend shares of common stock valued at $13,041,000 and 54,436,000 of cash.
Atlantic is operated as South Florida Natural Gas, a natural gas division of Southern Union, and Atlantic Gas
Corporation, a propane subsidiary of the Company. Atlantic currently serves 6,000 customers in central Florida. The
assets of Atlantic were included in the Company's consolidated balance sheet at January 1, 1998 and its results of
operations have been included in the Company's statements of consolidated operations and cash flows since
January 1, 1998. On the date of acquisition, Atlantic had $11,683,000 of cash and cash equivalents. The acquisition
was accounted for using the purchase method. The additional purchase cost assigned to utility plant of $10,000,000
reflects the excess of the purchase price over the historical book carrying value of the net assets acquired. The
additional purchase cost is amortized on a straight-line basis over forty years.

On July 23, 1997 two subsidiaries of Southem Union acquired an equity ownership in a natural gas distribution
company and other related operations currently serving 22,000 customers in Piedras Negras, Mexico (Mexico
Operations) for $2,700,000. Southern Union currently has a 43% equity ownership in tnis company. This system
is across the U. S, - Mexico border from the Company’s Eagie Pass, Texas service area.

Acquisitions Subsequent to Year-End

On September 20, 2000, Southern Union completed the acquisition of Valley Resources, Inc. (Valley Resources) for
approximatety $125 miliion in cash pius the assumption of $30 million in long-term debt. As a result of the Valiey
Resources merger, Valley Resources' two utility subsidiaries are now one division of Southern Union operating as
Valley Gas Company and Bristol and Warren Gas Company, and Valley Resources' two non-utility subsidiaries are
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now subsidiaries of Southern Union, Valley Resources, which is headquartered in Cumberiand, Rhode Island,
provides natural gas utility service to more than 64,000 customers, Valley Resources' ulifity service area covers a
92 square mile area in the northeastern portion of Rhode Isiand that has a pepulation of approximatety 250,000 and
approximatety 15 square miles in the eastem portion of Rhode {stand that has a population of approximately 35,000.
Valley Resources' non-utility subsidiaries rent and sell appliances, offer a service contract program, sell liquid
propane in Rhode island and nearby Massachusetts, and distribute as a wholesater franchised lines to plumbing and
heating contractors. Included in the acquisition was Valley Resources’ 80% interest in Alternate Energy Corporation,
which sefls, installs and designs natural gas canversion systems and facilities, is an authorized representative of the
ONSi Corporation fuel cell, holds patents for a natural gas/diesel co-firing system and for a device to control the flow
of fuel o dual-fuel equipment.

On September 28, 2000, Southern Unian completed the acquisition of Providence Energy Corporatian (PravEnergy)
for approximately $270 million in cash plus the assumption of $30 million in long-term debt. The ProvEnergy
natural gas distribution operations are Pravidence 3Sas and North Attleboro Gas. Providence Gas serves
approximately 168,000 natural gas customers in Providence and Newport, Rhode Isiand, and 23 pther cities and
towns in Rhode island and Massachusetis. Narth Atlebore Gas serves appraximatety 6,000 customers in Natth
Attieboro and Plainvilie, Massachusetts, towns adjacent to the northeastern Rhode island border. The ProvEnergy
utility setvice territories encornpass approximately 780 square miles with a population of approximately 850,000.
Subsidiaries of the Company included in the ProvEneryy merger are ProvEnergy Oil Enterprises, Inc., Providence
Energy Services, Inc., and ProvEnergy Pawer Company, LLC. ProvEnergy Ot Enterprises, Inc. operates a fuel oil
distribution business through its subsidiary, ProvEnergy Fuels, Inc. (ProvEnergy Fuels). ProvEnergy Fuels serves
aver 14,000 residential and cammercial customers in Rhode Istand and Massachusetts. Providence Energy
Services, Inc., whose operations may be sold or disbanded, markets natural gas and energy services in New -
England. ProvEnergy Power Company owns 50% of Capital Center Energy Company, LLC., a joint venture formed
between ProvEnergy and ERI Services, Inc. to provide retail powey,

On September 28, 2000, Southern Union completed the acquisition of Fail River Gas Company (Fall River Gas) for
appraximately 1.5 million shares of Southerh Union commeon stock and approximately $27 wmillion in cash plus
assumption of $20 million in long-term debl. As a result of the merger, Fall River Gas is now a division of Southern
Union and Fall River Gas' non-regulated subsidiary, Fall River Gas Appliance Company, inc., is now a subsidiary
of Southern Union. Headquartered in Fall River, Massachusetts, Fall River Gas serves approximately 48,000
customers in the city of Fall River and the lowns of Somerset, Swansea and Westport, all located in southeastern
Massachusetts. Fali River Gas Appliance Company, Inc., rents water heaters and conversion bumers (primarily for
residential use) in Falt River Gas' service area.

The aforementioned acquisitions subsequent to year-end shall be accounted for under the purchase method.
v Write-Off of Regulatory Assets

During 1998, the Company was impacted by pre-tax non-cash write-offs totaling $3,163,000 of previously recatded
regulatory assets. Pursuani to a 1989 Missouri Public Service Commission (MPSC) order, Missouri Gas Energy, a
division of the Compaany, is engaged in a major gas safety program. In connection with this program, the MPSC
issued an accounting authority order in 1994 which authorized Missouri Gas Energy to defer carrying costs at a rate
of 10.54%. The MPSC rate order of January 22, 1997, however, retroactively reduced the 10.54% cartying cost rate
used since early 1984 to an Allowance for Funds Used During Construction (AFUDC) rate of approximately 6%.
TheCornpany filed an appeal of this portion of the rate order in the Missouri State Court of Appeals, YWestern District,
and on August 18, 1898 was notified that ihe appeal was denied. This resulted in a one-time non-cash write~off of
$5,042,000 by the Campany of previously deferred coats in its fiscal year ended June 30, 1998. See Commitmenis
and Confingencies.
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On August 21, 1998, Missouri Gas Energy was notified by the MPSC of its decision to grant a rate increase which,
among other things, disallowed certain previously recorded deferred costs associated with the rate filing, requiring
an additicnal pre-tax non-cash write-off of $2,221,000. The Company recorded this charge to earnings in its fiscai
year ended June 30, 1988. See Utilify Regulation and Rates.

Vv Other Income (Expense), Net

Other expense of $9,708,000 in 2000 included $10,363,000 of costs associated with unsuccessful acquisition efforts
and related litigation and $2,236,000 of pre-tax non-cash financial derivative energy trading losses. This was partially
offset by net rental income of Lavaca Realty Company (Lavaca Realty) of $1,757,000.

Other expense of $1,814,000 in 1999 included: $3,839,000 of costs associated with various acquisition efforts and
a net expense of $619,000 related to the amortization and current deferral of interest and other expenses associated
with the Missouri Gas Energy Safety Program. This was partiaily offset by net rental income of Lavaca Realty of
$1.448,000 and equity eamings of $609,000 from Southern Union’s 43% equity ownership of its Mexico Operations.

Other income of $4,073,000 in 1998 included: $1,671,000 related to the deferral of interest and other expenses
associated with the Missouri Gas Energy Safety Program, realized gains on the sale of investment securities of

$1,088,000; and net rental income of Lavaca Realty of $1,119,000. This was partially offset by $885 000 of costs
associated with various acqu:smon efforts.

Vi Cash Flow Information

The Company considers all highly liquid investments with an original maturity of three months or less to be cash
equivalents. Short-term investments are highly liguid investments with maturities of more than three months when
purchased, and are carried at cost, which - approximates market. The Company places its temporary cash
investments with a high credit quality financial institution which, in turn; invests the temporary funds'in a variety of
high-quality short-term financial secuntles '

Under the Company’s cash management system, checks issued but not presented to banks frequently result in
overdraft balances for accounting purposes and are classified in accounts payable in 'the consolidated balance sheet.

Vit Earnings Per Share

During- the three-year period ended June 30, 2000, no adjustments were required in net earnings available for
common stock forthe earnings per share calculations. Average shares outstanding for basic eamings per share were
43,427,728, 32,437,242 and 31,925,072 for the years ended June 30, 2000, 1999 and 1998, respectively. Diluted
earnings per share includes average shares outstanding as well as common stock equivalents from stock optionsand
warrants. Common stock equivalents were 1 973 050 1 779 742 and 1 244 223 forthe years ended June 30, 2000,
1999 and 1998, respectlvely

Vill  Property, Plant and Equipment

Plant Plant in service and construction work in progress are stated at original cost net of contributions in aid of
construction. The cost of additions includes an allowance for funds used during construction and apphcab\e overhead
charges. Gain or loss is recognized upon the disposition of significant utility properties and’ other property
constitutingoperating units. Gain or loss frem minor dispositions of property is charged to accumulated depreciation
and amortization. The Company capitalizes the cost of significant internally-developed computer software systems
and amortizes the cost over the expected useful life. See Debt and Capital Lease.
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June 30,
2000 1999

Distribution plant . . . ... ... e $ 1,479,426 $1,033,281
Generai plant . . .. . .. 138,206 109,178
Other . . e 19,735 16,648
Total plant .. . . e 1,637,367 1,159,107
Less contributions in aid of construction ... ... ... ... . oo, (57.290) (52.202)
Plantin service . ... .. . . . 1,580,077 1,108,905
Construction work in pProgress . ... .. oo it e 30,192 13.271
1,610,269 1,120,176
Less accumulated depreciation and amertization . ... ... ... ... ... ... {509,947} _ (376.212)
1,100,322 743,964

Additional purchase cost assigned to utility plant, net . ... .......... ... ... 386,839 134,296
Net property, plant and equipment .. .. ... ... ... . $ 1487161 $ 878260

Acquisitions of rate-regulated entities are recorded at the historical book carrying value of utility plant. On
November 4, 1999, Pennsylvania Operations was acquired in which historical utility plant and equipment had a cost
and accumulated depreciation and amortization of $408,304 000 and $103,275,000, respectively. On December 31,
1997, Atlantic was acquired in which historical utility plant and equipment had a cost and accumulated depreciation
and amortization of $5,253,000 and $2,540,000, respectively.

Additional purchase cost assigned to utility plant is the excess of the purchase price over the book carrying value
of the net assets acquired. In general, the Company has not been allowed recovery of additional purchase cost
assigned to utility plant in rates. Pericdically, the Company evaluates lhe carrying value of iis additional purchase
cost assigned to utility plant, fong-lived assets, capital leases and other identifiable intangibles by comparing the
anticipated future operating income from the businesses giving rise to the respective asset with the original cost or
unamortized balance, No impairment was indicated or expected at June 30, 2000.

Depreciation and Amortization Depreciation of utility plant is provided at an average. straight-line rate of
approximately 3% per annum of the cost of such depreciable properties less applicable salvage. Franchises are
amortized over their respective lives. Depreciation and amortization of other property is provided at straight-line
rates estimated to recover the costs of the properties, after allowance for salvage, over their respective lives.
Internally-developed computer software system costs are amortized over various regulatory-approved periods.
Amortization of additional purchase cost assigned fo utiiity plant is provided on a straight-line basis over forty years
unless the Company's reguiators have provided for the recovery of the additional purchase cost in rates, in which
case the Company's policy is to utilize the amortization period which follows the rate recovery period.

Depreciation of property, plant and equipment in 2000, 1999 and 1998 was $46,757,000, $37,771,000 and
$34,477,000, respectively.

I1X Investment Securities

At June 34, 2000, the Company held securities of Capstone Turbine Corporation (Capstone). In late June 2000,
Capstone completed its initial public offering (IPO). This investment is classified as "available for sale” under the
Financial Accounting Standards Board Standard Accounting for Certain Investments in Debt and Equity Securities;
accordingly, these securities are stated at fair value, with unrealized gains and losses recorded in a
separatecomponent of common stockholders' equity. Realized gains and losses on sales of investments, as
determined on a specific identification basis, are included in the Consolidated Statement of Operations when
incurred. As of June 30, 2000, the Company’s investment in Capstone had a fair value of $187,817,000 and the
unrealized gains, net of tax, related to this investment were $115,175,000 at such date. The Company has classified
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this investment as current, as it plans to monetize its investment as soon as practicable following the completion of

the applicable lock-up periods to which it was subject in connection with the IPO and use the proceeds to reduce
outstanding debt.

At June 30, 2000 and 1999, all other securities owned by the Company are accounted for under the cost method.
The Company's other investments in securities consist of preferred stock in non-public companies whose value is
not readily determinable. Realized gains and losses on sales of these investments, as determined on a specific
identification basis, are included in the Consolidated Statement of Operations when incurred, and dividends are
recognized as income when received.

X  Stockholders’ Equity

Stock Splits and Dividends On June 30, 2000, August 6, 1998, December 9, 1998 and December 10, 1997
Southern Union distributed its annual 5% common stock dividend to stockhoiders of record on June 19, 2000,
July 23, 1999, November 23, 1998 and November 21, 1997, respectively. A portion of the 5% stock dividend
distributed on June 30, 2000, August 6, 19992 and December 9, 1898 was characterized as a distribution of capital
due to the level of the Company's retained earnings available for distribution as of the declaration date, On July 13,
1998, Scuthern Union distributed a three-for-two stock split in the form of a 50% stock dividend to stockhoiders of
record on June 30, 1998. Unless otherwise stated, ail per share and share data included herein have been restated
to give effect to the dividends and split.

Common Stock The Company maintains its 1982 Long-Term Stock Incentive Plan (1992 Plan) under which options
to purchase 6,988,010 shares were provided to be granted to officers and key employees at prices not less than the
fair market value én the date of grant. The 1992 Plan allows for the granting of stock appreciation rights, dividend
equivalents, performance shares and restricted stock. The Company also had an incentive stock option plan (1982
Ptan) which provided for the granting of 787,500 options, untii December 31, 1991. Upon exercise of an option
granted under the 1982 Plan, the Company may elect, instead of issuing shares, to make a cash payment equal to
the difference at the date of exercise between the option price and the market price of the shares as to which such
option is being exercised. Options granted under both the 1892 Plan and the 1982 Plan are exercisable for periods
of ten years from the date of grant or such lesser period as may be designated for particular options, and become
exercisanle after a specified period of time from the date of grantin cumulative annual installments. Options typically
vest 20% per year for five years but may be a lesser or greater period as designated for particular options.

In connection with the acquisition of the Pennsylvania Operations, the Company adopted the Pennsylvania Division
1992 Stock Option Plan (Pennsylvania Option Plan} and the Pennsylvania Division Stock Incentive Plan
(Pennsylvania Incentive Plan). Under the terms of the Pennsylvania Option Plan, a total of 378,002 shares were
provided to be granted to eligible employees. Stock options awarded under the Pennsylvania Option Plan may be
either Incentive Stock Options or Nonqualified Stock Options. Upon acquisition, individuals not electing a cash
payment equal to the difference at the date of acquisition between the option price and the market price of the shares
as to which such option related, were converted to Socuthern Union options using a conversion rate that maintained
the same aggregate vailue and the aggregaie spread of the pre-acguisition options. No additional options will be
granted under the Pennsylvania Option Plan. Under the terms of the Pennsylvania Incentive Plan, atotal of 181,514
shares were provided to be granted to eligible employees, officers and directors. Awards under the Pennsylivania
Incentive Plan may take the form of stock options, restricted stock, and other awards where the value of the award
is based upon the perfarmance of the Company's stock. Upon acquisition, individuals not electing a cash payment
equal to the difference at the date of acquisition between the option price and the market price of the shares as to
which such option related, were converted to Southern Union options using a conversion rate that maintained the
same aggregate value and the aggregate spread of the pre-acquisition options. During 2000, 12,600 options were
granted to a Director of the Company at an exercise price of $17.23. These options granted vest 20% per year for
five years. No additional options will be granted under the Pennsylvania incentive Plan,
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The Company accounts for its incentive plans under the Accounting Principles Board opinion, Accounting for Stock
Issued to Employees and related authoritative interpretations. The Company recorded no compensation expense
for 2000, 1999 and 1998. During 1997, the Company adopted the FASB standard, Accounting for Stock-Based
Compensation, for footnote disclosure purposes only. Had compensation cost for these incentive plans been
determined consistent with this standard, the Company’s net income and diluted eamings per share would have been
$8,179,000 and $.18, respectively, in 2000, $9,429,000 and $.28, respectively, in 1999, and $11,141,000 and $.34,
respectively, in 1998. Because this standard has not been applied to options granted prior to July 1, 1895, the
resulting pro forma compensation cost may not be representative of that to be expected in future years.

The fair value of each option is estimated on the date of grant using the Black-Scholes option-pricing modei with the
following assumptions used for grants in 2000 and 1983, respectively: dividend yieid of nii for both years; volatility
of 27.5% and 19.5%; risk-free interest rate of 6% and 5.5%; and expected life outstanding of 5.5 to 7.2 years for both
years. No options were granted during 1999,

1992 Plan 1982 Plan
Weighted Weighted
Shares Under Average Shares Under Average
Optlon Exercise Price Option Exercise Price
Outstanding July 1, 1997 . ... ... ... .. ... ... 2,040966 $ 7.83 478,679 $ 293
Granted . .......... ... .. ... 780,951 16.12 - -
Exercised ........... ... ... ... .. ..., (89,230) 426 (93,724) 293
Canceled .. .......... ... (22,713 11.99 - -
Outstanding June 30,1988 . ................. 2,709,914 10.30 382,955 2.83
Exercised ......... ... . ... ... .. ... .. (113,178) 6.10 (43,789) 2.94
Canceled .. .. ............ ... ... ... . ... (44,531) 14.22 - --
Quistanding June 30,1999 . ................. 2,552,267 10.42 339,166 2.93
Granted .. ... ....... . . 1,026,695 17.25 - -
Exercised ........ ....... .. .. . .. ...... (117,837} 6.91 (216,381) 2.95
Canceled . ... ... ... ..... ... ... .. ... . ... (17.018) 15.63 - -
Qutstanding June 30,2000 .................. 3.444 307 12.55 122.785 290

The following table summarizes information about stock options outstanding under the 1992 Plan at June 30, 2000;

Options Qutstanding Options Exercisable
Weighted Average Weighted Weighted
Range of Number of Remaining Average Number of Average

Exercise Prices Qptions Contractual Life Exercise Price QOnptions Exercise Price

$0.00-% 5.00 344,761 2.3 years $ 3.67 344,761 $ 367

5.01- 10.00 862,122 4.3 years 7.50 719,558 7.34

10.01 - 15.00 475,084 6.8 years 12.47 288,549 12.44

15.01 - 20.00 1,762,340 8.8 years 16.78 o 293,755 16.13

3,444 307 1,646,623

The shares exercisable under the 1992 Plan and the corresponding weighted average exercise price at June 30,
2000, 1999 and 1998 were 1,646,623 and $9.03; 1,426,417 and $7.89; and 1,084,224 and $6.26, respectively. The
shares exercisable underthe 1982 Plan and the corresponding weighted average exercise price at June 30, 2000,
1999 and 1998 were 122,785 and $2.90; 339,167 and $2.93; and 382,958 and $2.93, respectively. The shares
exercisable under the Pennsylvania Option Plan and the corresponding weighted average exercise price at June 30,
2000 were 378,002 and $11.09. The shares exercisable under the Pennsylvania Incentive Plan and the corre-
sponding weighted average exercise price at June 30, 2000 were 168,913 and $12.69. The weighted average
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remaining contractual life of options outstanding under the 1982 Plan at June 30, 2000 was 0.4 years. The weighted
average remaining contractual life of options outstanding under the Pennsylvania OptionPlan and the Pennsylvania
incentive Plan at June 30, 2000 were § and 7.9 years, respectively: There were 3,074,674 shares available for future

option grants under the 1992 Plan at June 30, 2000 No shares were available: for: future optron granis under the .
1882 Plan at June:30, 2000, Co _ . » _

On February 10, 1994, Southern Union granted a warrant whrch exprres on February 10 2004, to purchase up 1o
105,534 shares of Common Stock at an exercise price of $6.58 to. the Company s outsade legal counsel:

Retained Earnings Underthe most restrlctrve provisions in effect as a resutt of the sale of Semor Notes, Southem
Union.wilt not declare or pay any cash or asset dividends on-common stock (other than dividends and distributions-
payable sotely in shares of its common stock or in rights to acquire its common stock) or-acquire or retire any shares
of Southern Union's common stock, unless no event of default exists and the Company meets certain financial ratio
requirements. In addition, Southern Union's charter relatrng to the issuance of preferred stock limits the payment
of cash or asset drvrdends on caprtal stock. ‘ :

Xl Preferred Securrtles of Subsrdrary Trust

OnMay 17, 1995, Southern Union Financing | (Subsidiary Trust);. a.consolidated wholly-owned subsidiary of Southern
Union, issued $100,000,000 of 9:48% Trust Qriginated Preferred Securities (Preferred Securities): In connection with

the Subsidiary Trust's issuance of the Preferred Securities and the related purchase by Southern Union of all of the

Subsidiary Trust's common securities (Common Securities}, Southern Union issued to the Subsidiary Trust

$103,092,300 principal. amount of its 9.48%.Subordinated Deferrable.Interest Notes; due 2025 (Subordinated Notes).

The sole assets of the Subsidiary Trust are the iSubordinated Notes.. The:interest-and other payment dates on the

Subordinated Notes correspond to the distribution and:other, payment-dates on the Preferred Securities-and the Com-

mon Securities. Under certain circumstances, the Subordinated Notes may be distributed to holders of the Preferred

Securities and holders of the Common Securities in liquidation of the SubsidiaryTrust. The Subordinated Notes were-
redeemable at the option of the-Company on or.after May 17, 2000, at a redemption price of $25 per Subordinated

Note plus accrued and unpaid interest. The Preferred Securities and the Common-Securities will be redeemed on

a pro rata basis to the same extent as the Subordinated Notes are repaid, at $25 per Preferred Security and Common

Security plus accumulated and unpaid distributions- Scuthern Union’s.obligations under the Subordinated Notes and

related agreements, taken tfogether, constitute a full and unconditional guarantee by Sauthem Union of payments
due on the Preferred Securities. As of June 30;: 2000, the:quoted: market-price per Preferred Security was $24.31.

As of June 30, 2000 and 1999, 4,000,000 shares of Preferred Securities were outstandlng

X Debt and Capltal Lease .

ol

. ] : : June-30,

oo L - U - . __2000. 1999
7.60% Senior Notes due 2024 ........... e ... % 364515  § 364,515
8.25% Senior Notes due 2029 .................... ..o voooneaaana... 4,300,000 -
8.375% First Mortgage Bonds, due 2002 . . .. ....... . ... ... ...l 30,000 -
9.34% First Mortgage Bonds, due 2019 .. ... .. .. ... ... oLl e 15,000 --
Capital lease and other ......... e [P P 26452 28,482
Total debt and capital Iease - 735,967 . 392,097

Less current portion .. ... SR e 2193 2,066
Totai long-term debt and capital lease . . .. .. e $ 733774 $.390,931

The maturities of Io'ng-term debt and capital lease pa'y_rnents for each of the next five yeeré: 'en'ding,Jrune 30 are: 2001
-- $2,193,000; 2002 -- $2,330,000; 2003 -- $42,660,000; 2004 - $8,871,000; 2005 ~- $216,000. and thereafter --
$679,697,000.
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Senior Notes On November 3, 1999, the Company completed the saie of $300,000,000 of 8.25% Senior Notes
(8.25% Notes) due 2029. The net proceeds from the sale of these 8.25% Notes were used to: (i) fund the acquisition
of Pennsylvania Enterprises, inc.; (ii) repay approximately $108,900,000 of borrowings under the revolving credit
facility, and (iii} repay approximately $136,000,000 of long- and short-term debt assumed in the acquisition. On
January 31, 1994, Southern Union also completed the sale of the 7.60% Senior Debt Securities (7.60% Notes).
During 1999, $20,000,000 of 7.60% Notes were repurchased at $941 per $1,000 note resulting in a net pre-tax gain
of $425,000, net of related debt expense. Debt issuance costs and premiums on the early extinguishment of debt
are accounted for in accordance with that required by ils various regulatory bodies having jurisdiction over the
Caompany's operations. The Company recognizes gains or losses on the early extinguishment of debt to the extent
it is provided for by its regulatory authorities and in some cases such gains or losses are deferred and amortized over
the term of the new or replacement debt issues.

The 8.25% Notes and the 7.60% Notes traded at $983 and $918 (per $1,000 note), respectively on June 30, 2000,
as quoted by a major brokerage firm. The carrying amount of long-term debt at June 30, 2000 and 1998 was
$735,067,000 and $392,997,000, respectively. The fair value of long-term debt at June 30, 2000 and 1999 was
$700,934,000 and $369,759,000, respectively.

First Mortgage Bonds in connection with the acquisition of the Pennsylvania Operations, the Company assumed
$30,000,000 of 8.375% Series First Mortgage Bonds due in December 2002 and $15,000,000 of 9.34% Series First
Mortgage Bonds due in 2018.

Capital Lease The Company completed the instailation of an Automated Meter Reading (AMR) system at Missouri
Gas Energy during the first quarter of fiscal year 1999. The installation of the AMR system involved an investment
of approximately $30,000,000 which is accounted for as a capital lease obligation. As of June 30, 2000, the capital
lease obligation outstanding was $25,104,000 with a fixed rate of 5.79%. This system has significantly improved
meter reading accuracy and timeliness and provided electronic accessibility to meters in residential customers’
basemerits, thereby assisting in the reduction of the number of estimated bills. Depreciation on the AMR system is
provided at an average straight-line rate of approximately 5% per annum of the cost of such property.

Credit Facilities On May 31, 2000, the Company restatad and amended its short-term and long-term credit facilities
{together referred to as "Revolving Credit Facilities”). The Company has available $90,000,000 underthe short-term
facility, which expires May 30, 2001, and $135,000,000 under the long-term facility, which expires on May 31, 2003.
The Company has additional availability under uncommitted line of credit facilities (Uncommitted Facilities) with
various banks. Borrowings under the facilities are available for Southern Union's working capital, letter of credit
requirements and other general corporate purposes. The Revolving Credit Facilities are subject to a commitment
fee based on the rating of the Senior Notes. As of June 30, 2000, the commitment fee was an annualized 0.14%
on the unused balance. The interest rate on borrowings on the Revolving Credit Facilities is calculated based on a
formula using the LIBOR or prime interest rates. The average interest raie under the facilities was 6.0% for the-year
ended June 30, 2000 and 5.6% for the year ended June 30, 1999, A nil and $21,000,000 balance was outstanding
under the facilities at June 30, 2000 and 1999, respectively. A balance of $26,320,000 was outstanding under the
facilities at August 31, 2000.

On August 28, 2000 the Company entered into a short-term bank note (the Term Note) to fund (i) the cash portion
of the consideration to be paid to the Fall River Gas' stockholders; (ji} the all cash consideration to be paid to the
ProvEnergy and Valley Resources stockholders, and (iii) all related acquisition costs and refinancing of debt done
in connection with these mergers. In September 2000, draws totaling $480,000,000 were made under this Term
Note. Remaining commitments underthe Term Note are $95,000,000 as of September 28, 2000 to cover any trailing
costs. The Term Note expires August 27, 2001 but may be extended at the Company's eption through August 28,
2002 for a 12.5 basis point fee. The interest rate on borrowings under the Term Note is a floating rate based on
LIBOR or prime interest rates.
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Xlll Employee Benefits

Pension and Other Post-retirement Benefits The Company adopted in 1999, Employers Disclosures About
Pensions and Other Post-Retirement Benefits, a FASB standard which changed the Company s reporting require-
ments for its pensmn and-post-retirement beneﬁt plans.

The Company maintains three trusteed non-contributory def ned benefn retirement plans (Plans) which cover
substantially all employees. The Company funds the Plans’ cost in accordance with federal regulations, not to
exceed the amounts deductible for income tax purposes. The Plans' assets are invested in cash, government
securities, corporate bonds and stock, and various funds. The Company also has a supplemental non-contributory
retirement plan for certain executive employees and other post-retirement benefit plans for its employees. Post-
retirement medical and other benefit liabilities are accrued on an actuarial basis during the years an employee
provides services. The following table represents a reconciliation of the plans at June 30, 2000 and 1999.

2000 1999
Change in Benefit Obligation
Benefit obligation at beginningofyear.......... ... ... .. .. .. ... .. 5 204,461 $ 188,038
ACQUISTION . ... . e e 54,261 -
Servicecost ©......a L. R 2,251 3,364
Interestcost .. ... ... ... .. ... 16,265 13,829
Benefitspaid .. ............. e e e e (17,798) {13,563)
Actuarial (gam) 0SS . . . {20,452) 7,968
Plan amendments . ... ... e 8,115 7,027
LT 2= TH T 3 = o - (2,202)
Benefit obligation atendofyear ........... ... . o $ 247103 $ 204 461
Change in Plan Assets L
Fair value of plan assets at beginningofyear ...................... $ 162,621 $ 166,353
Acquisition . ... ... oL e e e e e 50,657 -
Return on plan-assets . ........... P 21,499 3,420
Emgployer contributions . . .. ... .. . e 7,445 6,411
Benefitspaid . . .. .0l o L . P A {17,798) {13,563)
Fair value of plan assets at end of year e e e e e $ 224424 $ 162621
Funded Status e R S ‘
Funded status at end of year L e e % (22,679) $ (41,839)
Unrecognized transition ebligation . . ... ... ... ... .. L oL 2,637 2,764
" Unrecognized net actuarial gain ...... e A, ' 31,417) (7.404)
Unrecognized prior sefvice-cost ....... IR O 17,080 9,913
Accrued benefit cost .. ... ... . $ (34379 $ {(36,566)
Amounts Recognized in the Consclidated Balance Sheet - !
Prepaidbenefit cost .. ... ... ... .. ... e $ 11,738 $ 4 880
Accrued benefit liability . ... .. ... .. e e e e e (62,498) (52,618}
Intangible asset . ... ... PR B 16,381 10,501
Accumulated other comprehensive INCOME . et -- 671

Net amount recognized .. ........... ... ... . . .. R $. (34379) $ (36,566)

The projected benefit obligation, accurulated benefit obligation and fair value of plan assets for pension plans with
accumulated benefit obligations in excess of plan assets as of June 30, 2000 were $19,492,000; $19,492,000; and
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nil, respectively, and for those same plans were $58,885,000; $58,985,000; and $42,181,000, respectively as of
June 30, 1999, '

The accumulated post-retirement benefit- obligation and fair value of plan assets for post-retirement benefit plans
with accumulated post-retirement henefit obligations in excess of fair value of plan assets as of June 30, 2000 were
$45,920,000 and $7,859,000 respectively, and for those same plans werz $38,035,000 and $3,878,000, respectively

as of June 30, 1999, :

The weighted-average assumptions used for the year ended June 30, 2000, 1989 and 19298 were:

2000 1999 1998

Discount rate .

Beginningofyear ........ ... .. ... . . i 7.00% 7.00% 7.75%

Endofyear ... ... . . i 8.00% 7.00% 7.00%
Expected return on assets - tax exempt accounts ............ 8.00% 8.00% 3.00%
Expected return on assets - taxable accounts ... ... e 5.25% 5.25% 8.00%
Rate of compensation increase (average) .................. 5.62% 5.62% 5.62%
Health care costtrendrate . .......... ... ... .. . ........ 9.00% 7.25% . 7.50%

Net periodic benefit cost for the year ended June 30, 2000, 1999 and 1998 includes the foliowing components:

2000 1999 1998

Service Cost . ... .. $ 2251 % 3364 8 3,302
Interestcost . . ... ... 16,265 13,829 13,658
Expected returnon planassets . ................ .. ...... (14,554) {13,006) (11,737)
Amortization of transitionamount . . ... ... ... L. 127 127 127
Amortization of priorservicecost . ........... ... ... 948 438 340
Recognized actvarialgain . .. ........ ... .. ... . .. (2,704) {3,319) (4,828)
Curdailment ... ... . e - 131 -=

Net periodic pensioncost . ..... ... ... ... .. ... ... b3 2333 % 1,564 § 862

The assumed health care cost trend rate used in measuring the accumulated post-retirement benefit obligation was
9.00% during 2000. This rate was assumed to decrease gradually each year to a rate of 6.0% for 2003 and remain
at that level thereafter. For Pennsylvania's participants in the HMO pian who have reached age 65, the assumed
health care cost trend rate used was 30.0% and it was assumed to decrease gradually to 6.0% by 2006. (The heaith
care cost trend rate of 30.0% is due to increases in HMO premium rates experienced in 2000.)

Amaortization of unrecognized actuarial gains and losses for Missouri Gas Energy. 'pians were determined using a
rolling five year average gain or toss position with a five year amortization period pursuant to a stipulation agreement
with the MPSC.

Effect of heaith care trend rate changes on health care plans:

One Percentage Point One Percentage Point
Increase in Health Care Decrease in Health Care
Trend Rate Trend Rate
Effect on total service and interest cost components ... .. $ 40,000 $  (36,000)

Effect on post-retirement benefit obligation .. .......... 599,000 (561,000)
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The Company’s three qualified defined henefit retirement Plans cover (i) those Company employees who are not
employed by Missouri Gas Energy or the Pennsylvania Cperations; (ii) those employees who are employed by
Missouri .Gas-Energy; and (iii) those employees who are employed by the Pennsylvania Operations. On
December 31, 1998, the Plans covering (i) and (ii) above, exclusive of Missouri Gas Energy’s union employees, were
converted from the traditional defined benefit Plans with benefits based on years of service and final average
compensation to cash balance defined benefit plans in which an account is maintained for each employee. The initial
value of the account was determined as the actuarial present value (as defined in the Plans} of the benefit accrued
at transition (December 31, 1588)-under the pre-existing traditionat defined benefit plan. Future contribution credits
to the accounts are based on a percentage of future compensation, which varies by individual. Interest credits to
the accounts are based on 30-year Treasury bond yields.

Defined Contribution Plan The Company provides a Savings Plan available to all employees. Since January 1,
1997, the Company had contributed $.50 of Company stock for each $1.00 contributed by a non-Missouri Gas Energy
participant upto 5% ofthe employee’s salary. Additionally, the Company contributes $.75 of Company stock foreach
$1.00 contributed by a non-Missouri Gas Energy participant from 6% to 10% of the employee’s salary, Effective
July 1, 1898, Company contributions for Missouri Gas Energy non-union employees were revised to coincide with
that of non-Missouri Gas Energy participants as described above. For Missouri Gas Energy union employees, the
Company contributes $.50 of Company stock for each $1.00 contributed by such a participant up to 7% of the
employee’s salary. In-Pénnsylvania, the Company contributes 40% of the first 4% of the participant's compensation
paid into the Savings Pian for all participants, other than those employed by Keystone. The matching contribution
for Keystone participants is equal to 50% of the first 4% of the participant's compensation paid into the Savings Plan.
Company contributions are 100% vested after five years of continuous service. Company contributions to the plan
during 2000, 1999 and.1998, were $2,034,000, $1,717,000 and $1,656,000, respectively.

Effective January. 1, 1999 the Company amended its defined contribution plan to provide contributions for certain
employees who were employed as of December 31, 1998. These contributions were designed to repiace certain
benefits previously provided under defined benefit plans. Empioyer contributions to these separate accounts,
referred 1o as Retirement Power Accounts, within the defined contribution plan were determined based on the
employee’s age plus years of service plus accumulated sick leave as of December 31, 1998. The contribution
amounts are determined as a percentage of compensation and range from 3.5% to 8.5%. Company contributions
to Retirement Power Accounts during 2000 and 1999 were $2,281,000 and $1,118,000, respectively.

Post-employment Benefits Certain post-employment benefits such as disability and health care continuation
coverage proviqed=.'to former or inactive employees after employment but before retirement, are accrued if
attributable to an.employees’ previously rendered service. The Company has recorded a regulatory asset to the
extent it intendsto file rate applications to include such costs in rates and such recovery is probable. As of both
June 30, 2000-and 1999, the Company has recorded a regulatory asset and a related liability of $1,343,000.

Common Stock Held in Trust From time to time, the Company purchases outstanding shares of common stock
of:Southern Union to fund certain Company employee stock-based compensation plans. AtJune 30, 2000 and 1988,
8942 385 and 231 9_39 shares, respectively, of common stock were held by various rabbi trusts for certain of the
Company’s benefit plans. During 2000 certain employees deferred receipt of Company shares for stock options
exercised. At June 30, 2000, 22,182 shares were held in a rabbi trust for these employees.
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XN Taxes on income

Current:
Federal . ... ... . . . e e e e
State . . e e e

Deferred:
Federal
State . . e e e

Total provision . .. .. ................. [

Year Ended June 30,

2000 1999 1998
(Restated)
$ 6,640 $ (516) $ 1,381
345 (242) 240
6,985 (758) 1,621
1,857 7,024 5,984
747 843 379
2,604 7.867 6,363
$ 9,589 3 7.109 $ 7984

Deferred credits and other liabilities aiso inciude $524,000 and $560,000 of unamortized deferred investment tax

credit as of June 30, 2000 and 1999, respectively.

Deferred income taxes resuit from temporary differences between the financial statement carrying amounts and the

tax basis of existing assets and liabilities.

Deferred tax assets:
Estimated alternative minimum tax credit
Insurance accruais

Baddebt reserves . ... ... e e e

Post-retirement benefits
Minimum pension liability

Other . . i

Deferred tax liabilities:
Property, plant and equipment
Unamortized debt expense

Deferred state and localtaxes . .. .......... .. ... .. ... ... e
Regulatory liability ... ... ... ... .. ... .

Unrealized holding gain on securities

OB . . . e e
Total deferred tax liabilities . .. .. ... .. ... . .. .. .. ...,
Net deferred tax lability . . . ............. .. ... . .. .

Less current tax assets
Accumulated deferred income taxes

June 30,
2000 1999
{Restated)

$ 21,389 § 9,557
1,100 2,297
1,135 2,715
1,888 1,466
- 234
11,118 3,020
36,630 19,289
(123,807) {74,908}
(4,732) (5,049)
(12,289) (3,950)

(8,769) -

82,017) -
(7.336) (2,781)
(219,050) {(86,689)
(182,420) (67,400)
1,090 2,838
$(183,5100 $(70.238)
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The Company accounts for income taxes utilizing the liability method which bases the amounts of current and future
tax assets and liabilities on events recognized in the financial statements and on income tax laws and rates existing
at the time the temporary differences are expected to reverse.

Year Ended June 30,
2000 1999 1998
(Restated)

Computed statutory tax expense at 35%

........................ $ 6802 § 6144 $ 7075
Changes in taxes resulting from:

State income taxes, net of federal income tax benefit ... ........ 710 348 402
Amortization of acquisition adjustment .. ........... ... ... .. ‘ 2,31 830 723
Other . . o e e e (234) 213) (216)
Actual tax expense . ... ... . e e e $ 9589 5 7109 § 7984

XV  Utility Regulation and Rates

On April 3, 2000, PG Energy filed an application with the PPUC seeking an increase in its base rates designed to
produce $17,900,000 in additional annual revenues, o be effective June 2, 2000. On May 11, 2000, the PPUC
suspended this rate increase request for seven months, untit January 2, 2001, in orderto investigate the reasonable-
ness of the proposed rates. On August 30, 2000, PG Energy and the principal parties to the base rate proceeding
informed the Administrative Law Judge (ALJ) assigned to the proceeding that a complete settlement of the
proceeding had been reached. The proposed settlement is designed to produce $10,800,000 of additional annual
revenue. The parties are currently in the process of finalizing a Sefllement Agreement and Joint Petition for
Settlement of Rate Investigation (the Seftfement Petition which will be filed with the ALJ upon its completion. The
Settlement Petition will request PPUC approval for the rate increase to become effective on January 1, 2001. ltis
not presently possible to determine what action either the ALJ or the PPUC will ultimately take with respect to this
rate increase request or the Settlement Petition.

On October 18, 1999, Southern Union Gas filed a $1,696,000 rate increase request for the Ei Paso service area with
the City of El Paso. In February 2000, the City of El Paso approved a $650,000 revenue increase, and an improved
rate design that collects a greater portion of the Company's revenue stream from the monthiy customer charge.
Additionally, the City of Ei Paso approved a new 30-year franchise for Southern Union Gas.

On August 21, 1988, Missouri Gas Energy was notified by the MPSC of its decision to grant a $13,300,000 annual
increase to revenue effective on September 2, 19988, which is primarily earned volumetricaily, The MPSC rate order
reflected a 10.93% return on common equity. The rate order, however, disallowed certain previously recorded
deferred costs requiring a non-cash write-off of $2,221,000. The Company recorded this charge to earnings in its
fiscal year ended June 30, 1998. On December 8, 1998, the MPSC denied rehearing requests made by all parties
other than Missouri Gas Energy and granted a portion of Missouri Gas Energy’s rehearing request. On June 15,
2000, the MPSC ruled that it would not rehear or reconsider its decision on one issue valued at $1,500,000. If the
MPSC adopts Missouri Gas Energy's positions on rehearing, then Missouri Gas Energy would be authorized an
additional $700,000 of base revenues increasing the $13,300,000 initially authorized in its August 21, 1998 orderto
$14,000,000. The MPSC is expected to rule on this rehearing in October 2000, The MPSC's orders may be subject
to judicial review and aithough certain parties may argue for a reduction in Missouri Gas Energy’s authorized base
revenue increase on judicial review, Missouri Gas Energy expects such arguments to be unsuccessful.

On April 13, 1998, Southern Union Gas filed a $2,228,000 request for a rate increase from the city of Ei Paso, a
request the city subsequently denied. On April 21, 1998, the city council of E! Paso voted to reduce the Company’s
rates by $1,570,000 annually and to order a one-time cost of gas refund of $475,000. On May 21, 1998, Southemn
Union Gas filed with the Railroad Commission of Texas (RRC) an appeai of the city of El Paso’s actions to reduce
the Company's rates and require a one-time cost of gas refund. On December 21, 1998, the RRC issued its order
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implementing an $884,000 one-time cost of gas refund and a $99,000 base rate reduction. The cost of gas refund
was completed in February 199%.

On January 22, 1997, Missouri Gas Energy was notified by the MPSC of its decision to grant an $8,847,000 annual
increase to revenue effective on February 1, 1997. See Commitments and Contingencies.

The MPSC approved a three-year, experimental gas supply incentive plan for Missouri Gas Energy effective July 1,
1996. Under the plan, the Company and Missouri Gas Energy’s customers shared in certain savings below
benchmark leveis of gas costs achieved as a result of the Company’s gas procurement activities. Likewise, if natural
gas was acquired above benchmark levels, both the Company and customers shared in such costs. For the years
ended June 30, 1998 and 1998, the incentive plan achieved a reduction of overal! gas costs of $6,900,000 and
$9,200,000, respectively, resulting in savings to Missouri customers of $4,000,000 and $5,100,000, respectively.
The Company recorded revenues of $2,900,000 and 34,100,000 in 1999 and 1998, respectively, under this plan.
Missouri Gas Energy received authorization from the MPSC for a new gas supply incentive plan that became
effective August 31, 2000. Earnings under the plan are primarily dependent on market prices for natural gas
declining to certain preauthorized levels which are now below current market prices. There is no assurance that the
Company wiil have an opportunity to generate earnings under this aspect of the plan during fiscal 2001.

Under the order of the Federal Energy Regulatory Commission, a major supplier of gas to Missouri Gas Energy is
allowed recovery of certain previously unrecovered deferred gas costs with a remaining balance of nil and $669,000
at June 30, 2000 and 1299, respectively. Missouri Gas Energy is allowed to recover these costs from its Missouri
customers through a purchase gas adjustment mechanism which is filed with and approved by the MPSC. The
receivable and liability associated with these costs have been recorded as a deferred charge and a deferred credit,
respectively, on the consolidated balance sheet as of June 30, 2000 and 1999.

As a result of the January 31, 1994 acquisition of Missouri Gas Energy, the MPSC required Missouri Gas Energy to
reduce rate base by $30,000,000 to compensate Missouri rate payers for rate base reductions that were eliminated
as a result of the acqguisition. This is being amortized over a ten-year period on a straight-line basis since the date
of acquisition.

Xvi Leases

The Company leases certain facilities, equipment and office space under cancelable and noncancelable operating
leases. The minimum annual rentalis under operating leases for the next five years ending June 30 are as follows:
2001 -- $7,513,000; 2002 - $6,322,000; 2003 -- $16,805,000; 2004 -- $3,999,000; 2005 -- $4,052,000 and thereafter
$10,862,000. Rental expense was $10, 384 000, $7,732,000 and $6,054,000 forthe years ended June 30, 2000, 1999
and 1948, respectively.

XVl  Commitments and Contingencies

Envirommental The Company is subject to federal, state and local laws and reguiations relating to the protection
of the environment. These evolving laws and regulations may require expenditures over a long period of time to
control environmental impacts. The Company has established procedures for the on-going evaluation of its
operations to identify potential environmental exposures and assure compiiance with reguiatory poficies and
procedures. '

The Company is investigating the possibility that the Company or predecessor companies may have been associated
with Manufactured Gas Plant (MGP) sites in its former service territories, principally in Arizona and New Mexico, and
present service territories in Texas, Missouri and its newly acqulred service territories in Pennsyltvania. Atthe present
time, the Company.is aware of certain MGP sites in these areas and is investigating those and certain otherlocations.
While the Company's evaluation of these Texas, Missouri, Arizona, New Mexico and Pennsyivania MGP sites is in
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its preliminary stages, it is likely that some compliance costs may be identified and become subject to reasonable
quantification. Certain MGP sites located within the Company's service territories are currently the subject of
governmental actions. These sites are as follows:

Kansas City, Missouri MGP Sites In a letter dated May 10, 1999, the Missouri Department of Natural Resources
(MDNR) sent notice of a planned Site Inspecticn/Removal Site Evatuation of the Kansas City Coal Gas Former
Manufactured Gas Plant site. This site (comprised of two adjacent MGP operations previously owned by two
separate companies and hereafter referred to as Station A and Station B) is located at East 1st Street and Campbell
in Kansas City, Missouri and is owned by Missouri Gas Energy. A 19388 investigation of the site performed by an
Environmental Protection Agency (EPA) contractor determined that further remedial assessment was not required
underthe Comprehensive Environmental Response, Compensation and Liability Act of 1980 (CERCLA), as amended
by the SUPERFUND Amendments and Reauthorization Act of 19868. The MDNR has stated that the reassessment
of the Kansas City Coal Gas site is part of a statewide effort to identify, evaluate, and prioritize the potential hazards
posed by all of Missouri's MGP sites. During July 1999, the Company sent applications to MDNR submitting the two
sites to the agency's Voluntary Cleanup Program. The sites were accepted into the VCP on August 2, 1999 and
MBDNR subsequently approved the Company's proposed workplans for the environmental assessment of the sites.
The final environment reports were sent to the state on March 6, 2000. In a letter dated June 21, 2000, MDNR
responded to the Station A environmental report submitted by the Company. .In that letter, MDNR stated that soil
remediation will be necessary at the site (Station A) but that further.exploration and delineation of site contamination
should be performed before remedial methods can be determined. MDNR has requested that the Company submit

a work plan for further investigation of the site. MDNR has not responded to the Station B en\nronmenta! report
submitted by the Company.

Independence, Missouri MGP Site The Company received a letter dated December 16, 1999 frormm MDNR notifying
the Company of a Pre-CERCLIS Site Screening investigation of a former manufactured gas plant located at Pacific
Avenue & South River Boulevard in Independence, Missouri. The Company contacted the MDNR to inform the state
that, as this property is not owned by the Company, it cannot grant access to the properly for MDNR's investigation.
MDNR proceeded to investigate the site in cooperation with the site's current owner. In a letter dated May 17, 2000,
MONR reported that the site is not recommended for CERCLIS (Comprehensive Environmental Response,
Compensation and Liability Information System) entry and no futther CERCLA action is recommended. However,
due to the presence of characteristic waste, the site is eligible for the state's Registry of Confirmed Abandoned or
Uncontrollable Hazardous Waste Disposal Sites in Missouri.

To the extent that potential costs associated with former manufactured gas plants are quantified, the Company
expects to provide any appropriate accruals and seek recovery for such remediation costs through all appropriate
means, including insurance and regulatory relief. in addition, at the time of the closing of the acquisition of the
Caompany's Missouri service territories, the Company entered into an Environmental Liability Agreement that provides
that Western Resources retains financial responsibility for certain Ilablimes under environmentat laws that may exist
or arise with respect to Missouri Gas Energy.

Although significant charges to earnings could be required prior to rate recovery, management does not believe that
environmentai expenditures for MGP sites will have a material adverse effect on the Company's financial position,
results of operations or cash flows.

The Company follows the provisions of an American Institute of Certified Public Accountants Statement of Position,
Environmental Remediation Liabilities, for recognition, measurement, display and dlsclosure of environmental
remediation liabilities.

Reguiatory On August 18, 1998, the Missouri State Court of Appeals, Western District, denied the Company’s
appeal of the February 1, 1997 rate order which retroactively reduced the-carrying cost rate applied by the Company
on expenditures incurred on the Missouri Gas Energy Safety Program. The Company believes that the inconsistent
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treatment by the MPSC in subseguently changing to the Allowance for Funds Used During Construction rate of
approximately 8% from the previously arderad rate of 10.54% constitutes retroactive ratemaking. Unfortunately, the
decision by the Missouri State Court of Appeals failed to address centain specific language within a 1394 MPSC
accounting autherity order that the Company believed prevented the MPSC from retroactively changing the carnrying
cost rate. Southern Union sought a transfer of the case 10 the Missouri Supreme Court which was denied on
Novembar 24, 1948,

The continuation of the Missouri Safety Program will resuit in significant levels of future capital expenditures. The
Company estimates incurring capital expenditures of $15,631,000 in fiscal 2001 related to this program.

in August 1998, a jury in Edinburg, Texas concluded deliberations on the City of Edinburg's franchise fee lawsuit
against PG&E Gas Transmission, Texas Corporation (formerly Valero Energy Corporation (Valero)) and a number
of its subsidiaries, as well as former Valero subsidiary Rio Grande Valley Gas Company (RGV) and RGV's successor
company, Southern Union Company. The case, based upon evenis that occurred between 1885-1887, centers on
specific contractual language in the 1885 franchise agreament between RGV and the Cily of Edinburg. Southemn
Union purchased RGVY from Valero in Ociober 1993, The jury awarded the plaintiff damages, against all defendants
under severai largely overfapping but mutually exclusive claims, lotaling approximately $13,000,000, The trial judge
subsequently reduced the awasd to approximately $700,000 against Southern Union and $7,800,000 against Valero
and Southern Untion together. The Company is pursuing reversal on appeal. The Comipany believes it will ultimately
prevail, and that the ocutcome of this matier will not have a material adverse impact on the Company's results of
operations, financial position or cash flows. Furthermore, the Company has not determined what impact, if any, this
jury decision may have on other city franchises in Texas.

Southwest Gas Litigation On February 1, 1999, Southern Unjon submitted a proposal to the Board of Directors
of Southwest Gas Corporation {Southwest} to acquire all of Southwest's outstanding common stock for $32.00 per
share. Southwest then had a pending merger agresment with ONEQK, inc. {ONEOK) at $28.50 per share. On
February 22, 1989, Southern Union and Bouthwest both publicly announced Southern Union's proposai, after the
Southwest Board of Directars determined that Scuthern Union's proposal was & Superior Proposal (as defined in the
Southwest merger agreement with ONEOK). At that time Southern Union entered into a Confidentiality and Standstill
Agreament with Southwest at Southwest’s insisience. On April 25, 1889, Southwest’s Board of Directors rejected
Southern Union's $32.00 per share offer and accepted an amended offer of $30.00 per share from ONEOK. On
April 27, 1998, Southern Union increased its offerto $33.50 per share and agreed to pay interest which, together with
. dividends, would provide Southwest shareholders with a 8% annual rate of return on its $33.50 offer, commencing
February 15, 2000, untii closing. Southern Union’s revised proposal was rejected by Southwest’s Board of Directors.
On January 21, 2000, ONEOK announged that it was withdrawing from the Southwest merger agreement.

There are several lawsuits pending that relate to activifies surounding Southern Union's efforis to acquire Southwest.
In addition, there is before the U.S: Court of Appeais for the Tenth Circuit, an appeal by Southern Unian of a
prefiminary injunction entered by the U.S. District Court for the Northern District of Oklahoma. Southern Union
intends to vigorously pursue its claims against Southwest, ONEOK, and certain individuat defendants, and vigorously
defend itself against the claims by Southwast and ONEZOK.

California Action -- Arthur Klein, et al, v. Southwest Gas Corparation, et al., Southern Unian Company,
Intervenor, Case No, 726615 (Superior Court of California, County of San Diega) On September 24, 1998, the
court dismissed Southern Union's claims against Southwest Gas without prejudice, aliowing Seuthern Uniop to
subsequently refile the claims as of September 24, 19988 if related federal court litigation does not resolve the claims.

Nevada Action -~ Southwest Gas Corporafion v. Southern Union Company; Case No. CV-5-99-0530-JBR
{U.8.D.C., District of Nevada) {transferred to the District of Arizona to Case No,. CIV-00-452-PHX-RGS} On
April 20, 18389, Southwest filed an action against Southarn Union in the United States District Court for the Distric
of Nevada. The compiaint alleged breach of the Confidentiality and Standstill Agreement between Southern Unio:
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and Southwest, misappropriation of ariginal trade secrets in-violation of'California statutes, intentional interference
with the ONEOK merger-agreement, intentional interference with prospective advantage, breach of a common-law
duty of good faith and fair dealing, and unfair business practices in violation of California statutes. On May 6, 1999,
Southwest filed an amended complaint that added a-claim for breach of the Securities Exchange Actof 193410 the
claims in the original complaint. Southwest seeks declaratory and injunctive relief together with money damages
“in excess of $75,000.00." Southern Union has answered the complaint, denying liability under all counts. Southern
Union has filed a counterciaim alleging breach of contract, breach of duty of goed faith and fair dealing, mistake of
fact and fraudulent inducement with respect to the Confidentiality and-Standstill Agreement. Thecounterclaim seeks
partial rescission of the Confidentiality and Standstill Agreement and/or declaratory relief. On March 8, 2000, the
Nevada Court transferred this case to the District of Anzona where it has been lodged before Judge Roger G. Strand
as Case No. CIV-00-452-PHX-RGS.

Oklahoma Action -- ONEOK, Inc. v. Southern Union Company; Case No. 99-CV-0345H(M) (U.S8.D.C., Northern
District of Oklahoma) On May 5, 1999, ONEOK filed an-action against Southern Union in the United States District
Court for the Northern District of Okiahoma, asserting third-party beneficiary status under the Confidentiality and
Standstill Agreement between Southern Uniontand Southwest,-and alleging a claim for breach of that Agreement
as well as a claim for:intentional’ interference with the ONEOK-Southwest merger agreement. That same day,
ONEOK moved for a temporary restraining order against Southern-Union to-bar Southem Union from making any
attempt to solicit proxies from or influence the shareholders of Southwest with respect to Southern Union's offer to
purchase Southwest, from taking any actions in the regulatory proceedings that concem the proposed merger of
ONEOK and Southwest, from taking any actions in the: Klein v. Southwest Gas Corp. .case and from taking any
actions to seek to control or influence the'shareholders, management, directors or policies of Scuthwest, either alone
or in concert with others. The court entered: a-preliminary injunction on May 17, 1999: Southern Union has answered
the Complaint, denying liability under all counts. Southern Union has assernted a counterclaim seeking declaratory
judgmenton enforceability of the Confi identiality and Standstill Agreement -and a-declaration that Southern Unicen has
not breached the Confidentiality and Standstili‘Agreement.* ©On September 12 2000, the court entered- an order
transferring this case from the Northem District’ of Oklahoma to the Dlstnct of. Arlzona :

l P f
Appeal of Okilahoma Action -- ONEOK, Inc. v. Southem Umon Company, Case No 99-5103 (T enth Circu:t
Courtof Appeals) On May 17, 1998 Southemn Union noticed its appeal of the Oklahoma District Court’s preliminary
injunction in the-United States District Court of Appeals for the Tenth Circuit. On*March 22, 2000, the appellate court
returned this matter to the district court for consideration of whether the:facts underlying ONEOK's original request

for a preliminary injunction have S0 matenally changed that: the need for ln;unctlve reltef ongmally granted no Ionger
exists. . .

Arizona Action -- Southern Union Company v. Southwest Gas Corporation; Case No. CIV-59-1294-PHX-ROS
(U.S.D.C., District of Arizona) On July 19, 1999,-Southern Union filed an action in theUnited States Court for the
District of Arizona (which was subsequently amended on October 11, 1999 and July 26, 2000). The current
defendants are Southwest, ONEOK, Michael O.-Maffie (Southwest's Pre5|dent) Thomas Y. Hartley (Southwest’s
Chairman), Eugene N. Dubay (President of Kansas Gas Service, a division of: ONEOK) James M, Irvin {an Arizona
Corporation Commissioner), Jack D. Rose (former Executive Director of the Arizona Corporation Commission), John

‘A. Gaberino (ONEOK's General Counsel):and*Mark D. Dioguardi (ONEQK’s outsider counsel). Thé suit alleges

racketeering under federal and state law, ffaud in the inducement, breach of‘contract, Securities Exchange Act
violations, breach of the covenant of good faith and fair dealing, rescission, :ntent:onal interference with business
relationship, tortious interference with contractual relations and civil'conspiracy. “Solthern Union seeks damages of
$750 million on each of the two racketeering counts, to be trebled; $750-million on six-other counts; punitive damages
on four counts; and resmssmn of its Standstlll Agreement with Southwest

Southwest Action in Arizona -- Southwest Gas Corporation v. ONEOK, Inc. and Southern Union Company;
Case No. CIV-00-119-PHX-ERC (U.S8.D.C., District of Arizona) ©On January 21, 2000, ONEOK announced iis
withdrawal from the Southwest merger and filed a declaratory judgment action against Scuthwest. On January 24,
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2000, Southwest Gas filed an action in Arizona naming ONEOK and Southern Unian as defendants. The Compiaint
asserts claims against Southern Union for breach of contract, breach of the implied covenant of good faith and fair
dealing, interference with contraci, intentional interference with prospective economic advantage, misappropriation
of trade secrets and.declaratory relief. Southwest seeks damages against Southern Union in excess of $75,000 as
well as exemplary damages. Southemn Union has answered the Complaint, denying-liability under al counts,

The Company believes that the results of the above-noted Southwest fitigation will not have é materially adverse
effect oa the Company’s financiat candition, resuits of operations and cash flows.

Other Southern Union and its subsidiaries.are parties to other {egal proceedings that management considers to be
normal actions to which an enferprise of its size and nature might be subject, and not to be material to the Company's
overali business ar financial condition, results of operations or cash flows.

Commitments The Company is committed under various agreements {o purchase certain guantitias of gas in the
fufure. At June 30, 2000, the Company has purchiase commitments for certain gquantities of gas at variable, market-
based prices that have an annual value of $113,668,000. The Company's purchase commitments may extend over
a period of several years depending upon when the required guantity is purchased. The.Company has purchase gas
tariffs in effect for ali its utility service areas that provide for recovery of its purchase gas costs under defined
methodalogies. . :

Due to the operation of purchase gas adjustment clauses, gas purchase costs genetally do not directly affect samings
of our regulated utility operations. However, the Company's unregulated gas marketing operations are subject to
price risk related to fixed-price sales commitments that are not matched with corresponding fixed-price purchase
agreements. AtJune 30, 2000, the Company had fixed-price sales commitments with various customers thal provide
far the delivaery of approximately 1,922,201 Dekathenms of natural gas through April 2001 at an average sales price
per Dekatherm of $3.00, The Company has exposure {0 the chapges in gas prices related to fluctuating commodity
prices, which can impact the Company’'s financial pasition or resuits of operations, either favarably or unfavorably.
The Company's bpen positions are actively managed, and the impact of changing prices on the Company's financial
position at a point in time is not necessarily indicative of the impact of price movements thraughout the year.

As a result of the unauthorized financial derivative energy frading activity, an open contract of a non-reguiated,
wholly-owned subsidiary was present at June 30, 2000 for 10,000 MMBtu's of natural gas per day for the contract
period of January 2001 to December 2001 at a fixed price of $2.72 per MMBtu. The Company had exposure 1o the
changes in gas prices related to fluctuating commodily prices, which can impact the Company's financial position
of resyits of pperations, either favorably or unfavorably.

in connection with the acquisition of the Pennsylvania Operations, the Company assumed a guaranty with a bank
whereby the Company unconditionally guaranteed payment of financing obtained for the devetapment of PEL Fower
Park. In March 1993, the Borough of Archbald, the County of Lackawanna, and the Valley View Schoo! District
{together the Taxing Awtharities) approved a Tax Increruental Financing Plan {TIF Plan) for the development of PE|
Power Park. The TiIF Plan requires that: () the Redevelopment Authority of Lackawanna County raise $10,600,000
of funds 1o be used for infrastructure improvements of the PEL Power Park; (i) the Taxing Authorties create a tax
increment district and use the incrememntal tax revenues generated from new development 10 service the $10,600,000
debi; and {iii} PEI Power Corporation, a subsidiary of the Company, guarantee the debt service payments. In May
1998, the Redevelopment Autharity of Lackawanna County borrowed $13,600,000 fram a bank under a promissaory
note (TIF Debf). The TIF Debt has a 12-year term, with 2 7.75% annual interest rate, and requires semi-annual
principal and interest payrments of approximately $725,000 (interest only for the first year). As of June 30, 2000,
incremental tax revenues cover approximately 17% of the annual debt service, The balance ouistanding on the TIF
Debht was $92,805,000 as of Jurte 30, 2000.
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During fiscal 2000, the Company agreed to a one-year contract and a three-year contract with each bargaining unit
representing Pennsyivania employees, which were effective on April 1, 2000 and August 1, 2000, respectively. In
December 1998, the Company agreed to five-year contracts with each bargaining-unit representing Missouri

employees, which were effective m May 1999 Of the Companys employees represented by umons 95% are
employed by Mlssoun Gas Energy

N - v i f .
The Company had standby letters of credit outstandmg of 38, 199,000 and $1,622,000 at June 30, 2000 and 1999,
respectlvely, whlch guarantee payment of vanous msurance premlums and state taxes.

te TR,

’ hs \‘VXVIII ' Quarterly Operatlons (Unaudlted)

o L

‘Year Ended - WY Cr o e o0 T s L s Quarter Ended

Junet30; 2000 - ‘ ' o Septe ber 30 Decembér 31 March 31 June 30{1) Total(1)
L., . L ; f e oo ;'gn'— - - (Restated) -(Restated)
L h L] Yo T ' I : . s

Total operatingrevenues . .. .............. 3 84 786 $ 239 595 $344 789 3 162 534 $ 831,704
Operatingmargin . ............ oo unn. 45,509 94,483 126,997 67,017 334,006
Net operating revenues .. ............... 1,807 30,897 52,902 4,508 90,114
Met eamings (loss) available for common stock {(6,100) 7,132 19,516 {10,703) 9,845
Eamings (loss) per share -- diluted® ., ... . ... ' {19 16 a8 (.22). .22

Year Ended Quarter Ended .

June 30, 1899 September 30 December 31 _March 31 June 30 Total
Total operatingrevenues ... .............. $ 77,455 3 174,224 $251,863. $.101,689 $ 605,231
Operatingmargin . ..................... 42,781 70,286 98,108, « 51,757 . 262,930
Net operating revenues (loss) ............. (627) 19,986 40,647 4 841 64,847
Net earnings (loss) available for common stock (7,048) 5,374 17,624 (5,505) 10,445
Earnings (loss) per share -- diluted® ... .. ... (.22) .16 .51 (17 31

(1) See Note It — Restatement.

(2) Thesum of earnlngs per share by quarter may not equal the net eamings per commaon and commeon share equivalents for the year
due to variations in the weighted average common and common share equivalents outstanding used in computing such amounts.
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Stockholders and Board of Directors of
Southern Union Company:

In our opinion, the accompanying consolidated balance sheet and the related consolidated statements of operations,
cash flows and stockholders' equity after the restatement described in Mote |l, present fairly, in. all. material respects,
the financial position of Southern Union Company and its subsidiaries at June 30, 2000 and 1999, and the results
of their operations and their cash flows for each of the three years in the period ended. June 30, 2000, in conformity
with accounting principles generaily accepted in the United States of America. These financial statements are the
responsibility of the Company's management; our responsibility is to express an opinion on these financial statements
based on our audits, We conducted our audits of these statements in accordance with auditing standards generally
accepted in the United Slates of America which require that we plan and perform the audit to obtain reascnable
assurance about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the overall fi nanmal
statement presentatlon We beI:eve that our audits provide a reasonable basis for our opinion.

Pn‘cewaterhouseCoopers LLP

Austin, Texas

August 23, 2000, except for

Notes ill, Xil and XV, as to which

the date is September 28, 2000

and Note |l, as to which the

date is April 9, 2001 ' "
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CONSENT OF INDEPENDENT ACCOUNTANTS Exhibit 23

We hereby consent to the incorporation by reference in the Registration Statements on Form S-3 {File Nos.
33-58297, 333-02965 and 333-10585) and Form S-8 (File Nos. 2-79612, 33-37261, 33-69596, 33-69598, 33-61558,
33-79443,333-08994, 333-42635, 333-89971, 333-90347, 333-36146, 333-36150 and 333-46382) of Southern Union
Company and Subsidiaries of our report dated August 23, 2000, except for Notes |11, XIl and XV as to which the date
is September 28, 2000 and Note Il, as to which the date is Aprii 9, 2001, relating to the consolidated financial
statements, which appears in the Annual Report to Stockholders, which is incorporated in this Annual Reportan Form
10-K.

PricewaterhouseCoopers LLP

Austin, Texas
April 25, 2001
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