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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
COMMISSION STAFF’S SECOND REQUEST FOR INFORMATION

Witness: Dr. James H. Vander Weide/Michael A. Miller
1. Refer to the Direct Testimony of Dr. Vander Weide at 12-13.

a. Explain whether or not Kentucky-American’s expanded supply options through
its new water treatment plant, for which a certificate of public convenience and
necessity (“CPCN”) was granted in PSC Case No. 2007-00134," will mitigate the
sensitivity of net income to sales fluctuations.

b. In the company’s last rate case? and in this case, the company is placing more of
its fixed-cost recovery in the customer charge and less on the volumetric charge.
Explain why this does not help mitigate Kentucky-American’s operating leverage
risk.

C. Provide an explanation of how each of the three factors contributing to Demand
Uncertainty specifically impact Kentucky-American.

Response:

In responding to 1. a., b., and c., Dr. Vander Weide notes that the discussion on pp. 12 —
13 is a general discussion of factors that affect business risk in the water utility industry.
Dr. Vander Weide did not attempt to quantify the impact of these risks on Kentucky-
American Water Company’s cost of equity, and he did not “adjust” or “change” the cost
of equity estimates obtained through application of his cost of equity methods to his
proxy companies to reflect the specific impact of the general risk factors discussed on pp.
12 — 13. However, these risk factors are implicitly included in his cost of equity
estimates for his proxy companies because his cost of equity estimates depend on his
proxy companies’ stock prices, and these risks are implicitly included in a company’s
stock price. Mr. Miller can also address the specific circumstances surrounding the
source of supply, tariff and demand issues at KAWC as discussed in some detail in the
responses to parts a. b., and c. below.

! Case No. 2007-00134, The Application of Kentucky-American Water Company for A
Certificate of Convenience and Necessity Authorizing the Construction of Kentucky River
Station 11, Associated Facilities and Transmission Main (Ky. PSC April 25, 2008).

2 Case No. 2007-00143, Adjustment of Rates of Kentucky-American Water Company
(Ky. PSC Nov. 29, 2007).
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a. No study has been performed to specifically identify what impact the expanded
source of supply and treatment capacity will have on customer demand, however,
a conservation study is currently being prepared as ordered by the Commission in
case number 07-00134. The source of supply and plant project will only mitigate
sales fluctuations to the extent the Company’s current demand plan has impacted
sales in drought years. The additional source and treatment capacity will not
mitigate sales fluctuations for either hot, dry, cool or wet years that would not
have otherwise resulted in voluntary or required restrictions on customer usage.
In addition, the cost of the additional source and treatment capacity is substantial
and will result in a substantial increase in the fixed capital costs (debt and equity)
for KAWC which will not vary as usage increases or decreases in a particular year
due to weather, thereby increasing the sensitivity and risk of net income to sales
fluctuations. There could also be some level of sensitivity to the increased price
of water which could lead to customer conservation and therefore lower customer
usage. Kentucky-American’s expanded supply options through its new water
treatment plant should mitigate the need for future demand management
initiation, but will not eliminate sales fluctuations or their impact on net income.

b. Placing more of a company’s fixed-cost recovery in the customer charge and less
on the volumetric charge should help to mitigate but not eliminate operating
leverage risk; however, Dr. Vander Weide has not determined if that is the case
and has not performed any analysis to determine how the ratio of customer
charges of KAWC compare to the water utilities in his sample group.

C. The three factors contributing to demand uncertainty cited on page 12 impact
Kentucky-American Water Company because they impact Kentucky-American
Water Company’s sales fluctuations. As we know, weather has a significant
impact on customer usage in any given year, potentially either a positive or
negative impact. Weather has a direct effect on the Company’s outdoor watering
load, and, thus, can cause wide variances to demand from year to year. In fact,
that is why the Company has used a weather normalization approach to determine
revenues at present rates in all recent rate cases, an approach the Commission has
routinely adopted, to normalize the peaks and valleys in usage and revenue related
to weather and avoid the potential roller coaster impact on customer rates absent
the weather normalized sales. The Company has also had a very robust internal
customer growth rate over the years. The economic climate can have a significant
impact on future sales levels and therefore customer rates. KAWC has indicated
in this case that it has seen a decline in new home starts and customer growth due
to the current economic climate and status of the home mortgage market.

For the electronic version, refer to KAW_R_PSCDR2#1_010809.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
COMMISSION STAFF’S SECOND REQUEST FOR INFORMATION

Witness: Dr. James H. Vander Weide/Michael A. Miller

2. Refer to the Direct Testimony of Dr. Vander Weide at 13.

a. Provide an explanation of how Kentucky-American is specifically affected by
Supply Uncertainty risk.
b. Explain whether the water treatment facility at Pool 3 of the Kentucky River

neutralizes or minimizes the Supply Uncertainty risk for Kentucky-American.

C. By stating that the company faces supply uncertainty from the increased costs in
complying with more stringent EPA water guidelines, is it Mr. Vander Weide’s
position that the company faces greater risk because the Commission would not
allow the company to recover those federally mandated costs in a timely manner?
If not, provide an explanation of how the company faces higher risks.

Response:

a. Kentucky-American is affected by supply uncertainty risk because the company
must make investments to assure a safe and reliable supply of water to meet
customer needs at any time. Since the return on this investment is uncertain,
supply uncertainty affects Kentucky-American’s risk.

b. The additional supply and plant capacity provided upon completion of the KRS
Project should mitigate the volume of supply issue to the extent that additional
supply of potable water eliminates or delays the need for demand management
initiation in future years. The additional supply, however, does not eliminate
Supply Uncertainty as it relates to potential increases in water quality standards or
new water quality standards, spills in the source water, or other unforeseen
circumstances. Dr. Vander Weide has performed no study to determine the level
of Supply Uncertainty for the Company versus the other water utilities in his
sample group.

C. Investors recognize that federally-mandated costs create upward pressure on rates
and customers react negatively to rate increases. Investors also recognize that the
Company must not only recover federally-mandated costs in a timely manner but
must also earn a fair return on its investment costs. Thus, investors are uncertain
about whether and when the Commission would allow return of and on federally-
mandated investments.

For the electronic version, refer to KAW_R_PSCDR2#2_010809.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
COMMISSION STAFF’S SECOND REQUEST FOR INFORMATION

Witness: Dr. James H. Vander Weide

3. Refer to the Direct Testimony of Dr. Vander Weide at 19-26 and Exhibit JVW-1
Schedule 1-1.

a. Provide the Excel spreadsheets in electronic format supporting Schedule 1 with
the underlying data and formulas intact.

b. Provide the data from which the three-month average stock prices were
calculated.
C. In the case where there is more than one analyst providing estimates, does the

I/B/E/S growth data in the Exhibit represent an average growth figure?

d. Provide the separate underlying growth data used to make the water company
Discounted Cash Flow (“DCF”) calculations.

e. Provide the DCF calculations without the flotation cost adjustment in a format
similar to Schedule 1-1 with an Excel spreadsheet with the formulas intact.

f. Provide the Value Line company profile sheets from which the data was taken to
conduct the analysis.

Response:

a. Please refer to the electronic file named KAW_R_PSCDR2#3a_010809.xls. The
requested data are supplied.

b. The requested data are supplied in response to part a.
C. Yes.
d. The separate I/B/E/S and Value Line growth rate data used to calculate the DCF

cost of equity for the water companies are shown in Schedule 1. As shown in
Table 2, page 25, only three water companies, Aqua America, California Water
Service, and Southwest Water, have more than one I/B/E/S estimate of long-term
growth. With respect to the I/B/E/S growth forecasts for those companies that
have more than one I/B/E/S estimate of long-term growth, Dr. Vander Weide’s
I/B/E/S subscription provides the average of all growth forecasts but does not
provide each analyst’s growth forecast.
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e. Please refer to the electronic file named KAW_R_PSCDR2#3e_010809.xls. The
requested data are supplied.

g. Please see attached. The requested data are supplied.

For the electronic version of this document refer to KAW_R_PSCDR2#3_010809.pdf.
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63%| 53%| 66%| 67%| 58% | 55%| 50% | 42% | 42% | 3.9% | 36% | 35% | 36% | 31% | 25%| 25% | "™ |AvgAnn'IDivid Yield 24%
CAPITAL STRUCTURE as of 3/31/08 148.1 | 1734 | 184.0 | 1975 | 2092 | 2127 | 2280 | 2362 | 2686 | 3014 302 325 | Revenues ($mill) 415
Total Debt $315.4 mill. Due in 5 Yrs $41.1 mill, 146 ] 161 180 204 203 | 19| 165 225| 231| 280| 30.0| 35.0 |NetProfit ($milf) 50.0
LT Debt $267.2mil, LT Interest 522.5 mil. 40.9% | 46.0% | 45.7% | 43.0% | 38.9% | 43.5% | 374% | 470% | 405% | 426% | 43.0% | 42.5% |Income Tax Rate a20%
ooy o SO ol meres gy | ol | | | | | | 122%] 85%| 50%] 50% |AFUDCY%toNetProfit | N
436% | 51.0% | 47.5% | 54.9% | 52.0% | 52.0% | 47.7% | 50.4% | 48.6% | 46.9% | 47.5% | 48.0% |Long-Term Debt Ratio 50.0%
Leases, Uncapitalized: None 55.7% | 48.4% | 51.9% | 44.7% | 48.0% | 48.0% | 52.3% | 49.6% | 51.4% | 53.1% | 52.5% | 52.0% |Common Equity Ratio 50.0%
Pension Assets-12/07 §70.9 mill. 2170 3282 | 371.1| 4476 | 4444 | 4423 | 4804 | 5325 | 551.6| 5694 | 600| 625 |Total Capital ($mill) 730
g&"giﬂ*ﬂm ik, 4148 | 4496 | 5091 | 5398 | 5633 | 6023 | 6642 | 7132 | 7506 7764 | 810| 845 |Net Plant ($mill 950
ock Tone. T0% | 66% | 64% | 6% | 65% | 46% | 52% | 54% | 60% | 6.1% | 65%| 7.5% [ReturnonTotal Capl | 9.0%
Common Stock 17,245,224 shs. 94% | 10.0% | 92% | 101% | 95% | 56% | 66% | 85% | 8.1% | 9.3% | 9.5% | 11.0% |Return on Shr. Equity 13.5%
MARKET CAP: $575 million (Small Cap) 9.4% | 101% | 93% | 101% | 95% | 56% | 66% | 85% | 8.1% | 9.3% | 9.5% | 11.0% |Return on Com Equity 13.5%
CURRENT POSITION 2006 2007 3/31/08 | 21% | 29% | 30% | 36% | 33% [ NMF | 10% | 28% | 27% | 39% | 4.0% | 5.5% |RetainedtoCom Eq 7.0%
Cas?&MALsLs'ets 32 1.7 8 78% | T2% | 68% | 65% | 65% | 113% | 84% | 67% 67% | 58% | 59% | 56% |AllDiv'ds to NetProf 46%
Receivables 14.8 16.1 14.5 | BUSINESS: American States Water Co. operates as a holding ers in the city of Big Bear Lake and in areas of San Bemardino
82{%}‘0’\/ (Avg Cst) 4}3 4?{? 458 company. Through its principal subsidiary, Golden State Water County. Acquired Chaparral City Water of Arizona (10/00). Has
Current Assets 64' 7 63.1 59:8 Company, it supplies water to more than 250,900 customers in 75  roughly 572 employeest Officers & directors own 4.4% of common
Accts Payable 24:0 29'1 278 communities in 10 counties. Service areas |nc|ud9 the greater stqck (4/08 Proxy). Chairman: Lloyd Rpss_ President & CEO: Floyd
Debt Due 326 37'8 48.6 | metropolitan areas of Los Angeles and Orange Counties. The com-  Wicks. Inc: CA. Addr.: 630 East Foothill Boulevard, San Dimas, CA
Other 29.3 274 26.1 | pany also provides electric utility services to nearly 23,250 custom-  91773. Tele.: 909-394-3600. Internet: www.aswater.com.
gi‘;("g?: L'gg;/ 222;,/9 3?2‘;/3 ;gg; American States Water got off to an reserves and sparking higher usage. Plus,
9, OV 2 ~— " jnauspicious start. The company posted the CPUC will likely continue handing
g’i#a?‘g\:(;ﬁss 1';?,?: ;’gsst 55:0413.51'307 earnings of $0.30 a share in the first down favorable general rate case deci-
Revenues 35% 40%  6.0% | quarter, 25% off last year’s figure and sions, a trend that began when the Gov-
“Cash Flow” 50% 40%  8.0% $0.08 below our estimate. Sales decreased ernor took the reins. In all,' we look for
Eiav’ig‘gﬁgs ?84’ lgnf 7(5"84’ 4%, to $68.9 million, due mainly to a re- double-digit earnings growth in 2009,
Book Value 45% 454  30% | duction in fees from military bases. Water Nevertheless, these shares do not
QUARTERLY REVENUES (§ mill) consumption would have declined even whet our appetite. They've tumbled
egg; Mar31 Jun. 30 Sep. 30 Dec. 31 \F:;'r further if not for continued improvements roughly 10% since our last review in April,
- - p. - in the regulatory process, namely the and are ranked 4 (Below Average) for
gggg ggg ggg ?gg) ggg gggg recent rate hike, effective January 1st, im- Timeliness. Growth will probably remain
2007 | 723 793 758 740 | 3014 plemented by the California Public Utili- under wraps for the coming six to 12
2008 | 689 791 760 780 | 302 | ties Commission (CPUC). . months due to concerns regarding inven-
2000 | 740 840 850 820 | 325 | The outlook for the remainder of the tory levels and escalating operating costs.
cal EARNINGS PER SHARE A Fan | Year has dried up, too. Extremely arid Longer term, we are concerned about the
en:e;r Mar31 Jun. 30 Sep. 30 Dec. 31 Y:ar weather (the driest on record in roughly 70 effects of growing infrastructure needs and
2005 % n 47 % 1% years) in California has prompted Gov- the company’s ability to fund such
2006 5% 36 30 30 | 133| ernor Schwarzenegger to declare a drought endeavors. American has a feeble cash
2007 | 40 42 a4 35 | 16| and urge citizens to be more conservative position and will have to look to outside
X ) ) ) ‘65| with water usage. This is obviously not a financiers to fund future capital expendi-
2008 30 43 47 45 | 1.65 - "
2000 | .35 50 55 .45 | 185| favorable development for American, and tures. Not only will such activity result in
Cal- | QUARTERLY DIVIDENDS PAID = Fan | Ve, have therefore reduced our share-net h@ghgr interest costs and share count, thus
endar |Mar31 Jun30 Sep30 Dec1| Year | eStimate by $0.15, to $1.65, and our reve- diluting shareholder gains, but it will also
- : : : nues figure by $10 million, to reflect mini- limit the company’s ability to make acqui-
gggg ggg ggg %%,1. gg‘g gg mal revenue growth. sitions and expand its customer base.
2006 | 205 995 905 935 01 We expect that earnings growth ought Meanwhile, the issue does not stand out as
2007 | 235 935 035 950 ‘95| to improve next year, though. Weather an income producer versus other utilities.
2008 | 250 250 conditions ought to improve, replenishing Andre J. Costanza July 25, 2008

(A) Primary_earnings. Excludes nonrecurring | (B) Dividends historically paid in early March,
gains: '91, 73¢; '92, 13¢; '04, 14¢; '05, 25¢; | June, September, and December. ® Div'd rein-
‘06, 6¢. Next earnings report due early August. | vestment plan available,

May not add due to rounding.
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(C) In millions, adjusted for splits.

Company’s Financial Strength B++
Stock’s Price Stability 5
Price Growth Persistence 85
Earnings Predictability 60

To subscribe call 1-800-833-0046.
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'(g‘yhee”r‘ory (AvgCst) 13% gg 18% and wastewater utilities that serve approximately 2.8 million resi- 14%; industrial & other, 26%. Officers and directors own 1.4% of
Current Assets T3 4}, TEE 11 0‘1 dents in Pennsylvapia. Ohio, North Carolina, Illingis, Texas, New the common stock (4/0§ I?roxy), Chairman & Chief Executive Of-
Accts Payable 49.4 45:8 23: 4 Jersey, Florida, !nQnana. aqd five other states. Dwestgd three of ficer: Nicholas DeBenedictis. Incorporated: Pennsytvqma. Address:
Debt Due 150.4 80.8 24°0 | four non-water businesses in '91; telemarketing group in '93; and 762 West Lancaster Avenue, Bryn Mawr, Pennsylvania 19010. Tel-
Other 55.8 56.6 127.1 | others. Acquired AquaSource, 7/03; Consumers Water, 4/99; and  ephone: 610-525-1400. Internet: www.aquaamerica.com.
g;frg?gugg'v §§§£ ;Sgo,f ;ggo/f Aqua 1.‘.(&me'1;'icfi\31 Inc.t }]i)ega}lln the year on Zrued duﬁlrlx%{ tlhe irﬁegratioré pelriocii ?Iso,
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Re\,er%ueps 0% 9.0% 50% | dropped about 15%. A reduction in hous- the third or fourth quarter.
“Cash Flow” 95% 85% 10.5% | ing starts dampened the rate of customer Aqua America has acquired a waste-
Earnings 983’ ;gé’ 90% | growth, increased foreclosures have water and irrigation system in Flor-
Book Value 100% 105% 65% | lowered revenue contributions from these ida. This will expand the company’s cus-
QUARTERLY REVENUES (§ mill) ; consumers, and higher fuel costs hurt tomer base with the 4,000 residents of the
eg::r Mar31 Jun30 Sep.30 Dec.31 Y::"r margins during the March interim. Also, Fountain Lakes development in Lee
2005 111 4'0 123' 1 136'8 122'9 1968 the recent loss of customers from the land County serviced by these systems. The
2006 |1179 1317 1470 1369 | 5335 seized by the government of Fort Wayne, waste-water assets will be run as a regu-
2007 (1373 1506 1655 1491 | 6025 Indiana (under the eminent domain doc- lated utility, subject to rate-increase peti-
2008 |139.3 165 185 1557 | 645 | trine) has already begun to cut into prof- tions. Over the next few years, about
2000 [145 175 195 160 | 675 | its, and will likely hinder growth until late $400,000 in capital expenditures will be
cal- EARNINGS PER SHARE A Ful 20009. . spent to improve and integrate these sys-
endar |Mar31 Jun30 Sep.30 Dec31| Year The company may be able to gain tems. Further acquisitions are likely to be
2005 5 T 5 7 77] some momentum in the latter half of made during the year, but management
2006 | 13 47 91 19 0 %)he f);e&r. tA fac(;;og tzhatl'wﬂl prc;k})labllyrr] hask gtatled thatflts focus ﬁlll shift towards
enefit the top and bottom lines are the 17 making larger, fewer purchases.
%88; ﬁ 12% g% ;3 g; rate cases that are in varied stages of reg- These untimely shares may be best
2000 | 16 .25 .26 .28 95| ulatory %ro%%s%es.dThgs% %rictehincr%astfe‘ ;‘ﬁ- f}llu'ted fotr dpgitielnt in}:festo}rl's. Althgugh
Py quests shou e decided by the end o e e recent difficulties have hampered its
eﬁg; MS:J:?T%L"‘Ig(I)VIDSiP:)DSOPAKéec-31 $eua“r year, and can add upwards of $65 million short term appeal, Aqua is establishing
: * : - per annum to revenues. It should also be and improving facilities in strong loca-
%ggg‘ ggg 838 838 ?gg % noted that some of these cases are for tions, which should bolster earnings
2006 | 107 407 15 15 44 “rate-relief”, which would yield higher growth and enhance its appreciation
2007 | 115 115 125 125 48 | Price increases to offset the capital invest- potential over the coming 3 to 5 years.
2008 | 125 125 ments and rising costs that have been ac- John D. Burke July 25, 2008

(A) Primary shares outstanding through '96;
diluted thereafter. Excl. nonrec. gains (losses):
'92, (38¢); '99, (11¢);, '00, 2¢; ‘01, 2¢; '02, 5¢;
'03, 4¢. Excl. gain from disc. operations: '96,

ings

2¢. May not sum due to rounding. Next earn-

available (5% discount).
report due early August.

(B) Dividends historically paid in early March,
June, Sept. & Dec. = Div'd. reinvestment plan
© 2008, Value Line Publishing, Inc. All rights reserved. Factual material is cbtained from sources believed o be reliable and is provided withoul warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use No pan
of it may be reproduced, resold, stored or transmitied in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product

{C) In millions, adjusted for stock splits.

Company’s Financial Strength B+
Stock's Price Stability 90
Price Growth Persistence 80

Earnings Predictability
To subscribe call 1-800-833-0046.
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- High:[ 29.6] 338] 320] 314 286] 269] 314 37.9] 421| 458 454 412 i
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<+ Relative Price Strength 60
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Insider Decisions Dt P I AL A - fedatay 16
SONDJFMAM i Nt N RN P
toBy 000000100 S aspasarg et et el 10
Optons 0 0 0000000 s e |75
oSl 000000000 % TOT. RETURN 6/08
Institutional Decisions o THIS  VLARITH.
oy T L g - . .
toSell 46 45 4o gnaes 6 Fisl oL N ST | il TITTITIIIE N SIS
HUs(000) 9581 9554 10255 TOV Y YFTETTIT TTTTYTEYON ASTOSCRER LA TOE ETAARRE A AR AR yr_ %6
1992 | 1993 | 1994 | 1995 | 1996 | 1997 [ 1998 | 1999 | 2000 | 2001 {2002 | 2003 {2004 |2005 | 2006 | 20 2008 2009 | ©VALUELINEPUB, INC{ 11-13

12291 1334 1259 1347 1448 1548 1476 | 1596 16.16 | 1626 | 17.33 | 16.37 | 17.18 | 1744 | 16.20 | 1776 | 17.90 | 19.55 |Revenues per sh 21.25
1921 226 202 207 250 292\ 260 275 252| 220| 265| 251 283 3.03; 27| 312| 330| 3.65 “CashFlow” persh 425
109 135 122 147} 1561 183| 145 153 131 941 125 1211 146 | 147 | 134| 150| 1.60| 185 |Earnings persh A 235

93 96 99| 102 1.04| 106} 107| 109| 110} 142 112 | 1121 143 | 114) 145] 116| 1.47| 1.18 |Divid DecldpershBe 1.21
309 253 226 217 283| 261 274| 344 245] 409 582| 439 373| 401 428| 368| 4.90| 4.60 |Cap'l Spending per sh 4.25
10.51] 10.90| 1156 11.72] 1222 13.00| 1338 | 1343 1290 | 1295 | 1312 | 1444 | 1566 | 1579 | 18.15| 1850 | 19.05| 19.75 |Book Value persh € 21.80
1138 11.38] 1249 1254 ] 1262 | 12.62| 1262 1294 15615| 1518 | 1518 | 1693 | 1837 | 1839 | 20.66 | 20.67 | 21.25| 21.75 [Common Shs Qutst'g P | 25.00

41| 136 141| 137| 118| 126| 178 178| 196| 27| 198 221 204 | 249 | 202 261 | Bold fighres are |Avg Annl PIE Rafio 0
86| 80| 92| 2| 75| 73| 93| 101| 127| 139| 108 126| 106| 133 | 158 | 137| VaelLine |Relative PIE Ratio 1.40
6.1% | 52%| 58% | 64%| 58% | 46%| 42% | 40% | 43% | 44% | 45% | 42% | 3.9% | 31% | 29% | 3.0% | " |avg Anwl Divid Yield 24%
CAPITAL STRUCTURE as of 3/31/08 1863 | 2064 | 2448 | 2468 | 2632 | 2771 | 3156 | 3207 | 3347 | 3671 380 | 425 |Revenues ($mill 500
Total Debt $305.2 mill. Due in 5 Yrs $16.2 mill 184 199| 200| 144 194 194 280 | 272| 256| 312| 34.0| 40.0 [NetProfit ($mill) 60.0
LT Debt §288.5mill. LT Interest $20.0 mil. 36.4% | 37.0% | 42.3% | 394% | 30.1% | 30.9% | 39.6% | 424% | 37.4% | 30.9% | 41.0% | 41.0% |Income Tax Rate 11.0%

-- -- -- 1 103% | 32% | 33% | 106% | 83% | 50% | 5.0% |AFUDC % to Net Profit 5.0%

(LT interest earned: 3.8x; total int. cov.: 3.6x) " - s
44.2% | 46.9% | 48.9% | 50.3% | 55.3% | 50.2% | 48.6% | 48.3% | 43.5% | 42.9% | 44.0% | 45.5% |Long-Term DebtRatio | 47.5%

Pension Assets-12107 $85.3 mil. 54.7% | 52.0% | 50.2% | 48.8% | 44.0% | 49.1% | 50.8% | 51.1% | 55.9% | 56.6% | 55.5% | 54.0% |Common Equity Ratio | 52.0%
. Oblig. $105.8 mil. 3086 | 3338 | 388.8 | 4027 | 4531 | 4984 | 5659 | 566.1 | 670.1 | 6749 | 730| 800 |Total Capital ($mill) 1050
':gggg%""h%-f”g“jw P""?,"'dfz-f mill. 4783 | 5154 | 5620 | 6243 | 697.0 | 7595 | 8003 | 8627 | 9415 1010.2] 1080| 1140 |Net Piant ($mill) 1300
/000 shares, 4.4% cumulative (§25 par). T8% | 7T8% | 68% | 53% | 59% | 56% | 6.1% | 6.3% | 52% | 59% | 6.0% | 6.5% |Retum on Total Capl | 7.0%
Common Stock 20,716,702 shs. 107% | 12% | 100% | 7.2% [ 94% | 78% | 89% | 93% | 68%| 81% | 85% | 9.5% |Returnon Shr. Equity 11.0%
as of 5/1/08 10.8% | 11.4% | 101% | 7.2% | 95% | 7.9% | 9.0% | 93% | 6.8% | 81% | 85% | 9.5% |ReturnonCom Equity | 11.0%
MARKET CAP: $700 million (Small Cap) 20% | 35% | 18% | NMF | 10% | 7% | 21% | 21% | 1.0% | 18% | 20% | 3.5% |Retained to Com Eq 5.5%

CURsfb(ﬂll-ZLr‘l-'l)'POSITION 2006 2007 3/31/08 | 74% | 70% | 82% | 119% | 90% | 91% | 77% | 78% | 86% | 77% | 73%| 64% |AllDiv'ds to Net Prof 50%
Cash Assets 60.3 67

3.0 | BUSINESS: California Water Service Group provides regulated and  Revenue breakdown, '07: residential, 69%; business, 18%; public
Other 493 633 _ 48.0 | nonregulated water service to roughly 463,600 customers in 83  authorities, 5%; industrial, 5%; other, 3%. '07 reported depreciation
Current Assets 1096 600 510 | communities in California, Washington, New Mexico, and Hawaii. rate: 2.2%. Has roughly 890 employees. Chairman; Robert W, Foy.
Accts Payable 331 367 267 Main service areas: San Francisco Bay area, Sacramento Valley, President & CEO: Peter C. Nelson (4/08 Proxy). Inc.: Delaware.
B?r?ér[)ue 3,15% 3%:7,, %gg Salinas Valley, San Joaquin Valley & parts of Los Angeles. Ac- Address: 1720 North First Street, San Jose, California 95112-4598.
Current Liab. 702 697 787 | Quired National Utiity Company (5/04); Rio Grande Corp. (11/00).  Telephone: 408-367-8200. Internet: www.calwatergroup.com.
Fix. Chg. Cov. 317% 365% 375% | California Water Service Group backing of the current administration with

ANNUAL RATES  Past Past Estd'05-07 | barely eked out a gain in the first general rate cases. As a result, we've
ofchange {persh)  10¥rs. — S¥rs o3 | quarter. The water utility provider posted Iowered our full-year earnings outlook by

Revenues 12.'3;’2’ 2:8:,’//: g:g.y/j a profit of $0.01, a stark contrast to the 9%, to $1.60 a share.

Earnings 05% 45% 85% | $0.07 gain reported last year, and roughly An improved operating environment

ggg?(e\;’gﬁe %ng’ g-gzo 3,'%" a dime below our expectation. Revenue ought to clear the way for 16% share-
N (] B (] g (]

growth came in at a disappointing 2%, as net growth in 2009. It appears as though
Cal- | QUARTERLYREVENUES($mill) | rFun | the benefits of ongoing regulatory im- some of the regulatory agendas in the
endar |Mar31 Jun.30 Sep.30 Dec.31| Year | provements were offset by unusually wet 2005 Water Action Plan will come to frui-
2005 | 603 815 1011 778 | 3207 | weather conditions. Higher administration tion, streamlining the regulatory process.
2006 | 652 811 1078 806 | 3347 | costs were also a problem, cutting into op- We recommend taking a pass on this
2007 | 716 958 1138 858 | 367.1| erating margins. issue. CWT shares have tumbled 18%
2008 | 729 951 120 920 | 380 | fromically, dryer weather conditions since our April review and are ranked 3
2009 | 800 110 135 100 | 425 | are threatening profitability over the (Average) for Timeliness. Meanwhile, the
Cal- EARNINGS PER SHARE A Ful | next few quarters. California, where the capital-intensive nature of the business
endar_|Mar.31 Jun.30 Sep.30 Dec.31| Year | company does most of its business, saw ex- will likely underpin the stock going for-
2005 03 4 n 32 | 147 tremely hot temperatures in the second ward, making it a below-average selection
2006 | 04 31 68 31| 134 quarter, which evaporated most water for the next 3 to 5 years. There are better
2007 07 37 67 39 | 150 supplies and caused a drought. That said, income vehicles out there too.

2008 | 0t 40 .77 42| 160| the company, at Governor Schwarzeneg- We endorse the company’s effort to
2009 A0 45 85 45 | 185 ger’s urging to be more conservative, has expand its presence in other areas,
Cal- | QUARTERLYDIVIDENDSPAIDEBw | Full | instituted the first stage of its plan aimed though. Although regulatory backing in
endar |Mar31 Jun.30 Sep.30 Dec3t| Year | at reducing water usage by 10% for the the Golden State has been much improved,
2004 | 283 283 283 283 | 1.13| roughly two million people it serves in its diversification of the business model into
2005 | 285 285 .85 285 | 1.14| 24 operating districts. Although this does other states could well improve the stock’s
2006 | 2875 2875 2875 2875 | 1.15| not seem to be in the company’s best inter- appeal. This will be a difficult task, how-
2007 | 290 290 200 290 | 116 | est at first blush, we believe that it must ever, given CWT’s financial constraints.

2008 | 293 293 play ball in order to continue receiving the Andre J. Costanza July 25, 2008
(A) Basic EPS. Excl. nonrecurring gain (loss): | (B) Dividends historically paid in mid-Feb., &C) Incl. deferred charges. In '07: $69.7 mill., Company’s Financial Strength B++
‘00, (7¢), '01, 4¢; 02, 8¢. Next eamings report | May, Aug., and Nov. & Div'd reinvestment plan | $3.37/sh. Stock’s Price Stability 65
due early Aug. available. (D) In millions, adjusted for split. Price Growth Persistence 75

Earnings Predictability 75
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© VALUE LINE PUBLISHING, INC, 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009/2010
SALES PER SH 5.39 5.87 5.98 6.12 6.256 6.44 6.16 6.50 -
“CASH FLOW" PER SH .99 1.18 1.20 1.15 1.28 1.33 1.33 1.49 -
EARNINGS PER SH 51 .66 .73 .61 73 71 .82 .87 .94 A8 .99 S/NA
DIV'DS DECL'D PER SH .61 .62 .63 .65 .66 .67 .68 .69 -
CAP'L SPENDING PER SH 1.32 1.25 1.59 1.87 2.54 2.18 2.31 1.66 -
BOOK VALUE PER SH 6.98 7.1 7.39 7.60 8.38 8.60 9.82 10.05 -
COMMON SHS QUTST'G {MILL) 10.11 10.17 10.36 10.48 11.36 11.58 13.17 13.25 -
AVG ANN'L P/E RATIO 28.7 24,6 23.5 30.0 26.4 27.4 22.7 21.6 17.9 17.0/NA
RELATIVE P/E RATIO 1.87 1.26 1.28 1.71 1.39 1.45 1.23 1.14 -
AVG ANN'L DIV'D YIELD 4.2% 3.8% 3.7% 3.5% 3.4% 3.5% 3.7% 3.7% -~
SALES ($MILL) 54.5 59.6 61.9 64.1 71.0 74.6 81.1 86.1 - Bold figures
OPERATING MARGIN 32.2% 47.2% 47.1% 44.0% 44.4% 44.4% 47.4% 47.0% - are consensus
DEPRECIATION ($MILL) 4.9 5.3 5.0 5.6 6.4 7.2 7.8 8.2 - earnings
NET PROFIT ($MILL) 5.3 7.0 7.8 6.6 8.4 8.5 10.0 11.8 - estimates
INCOME TAX RATE 33.1% 34.8% 33.3% 32.8% 31.1% 27.6% 33.4% 32.6% - and, using the
NET PROFIT MARGIN 9.7% 11.7% 12.5% 10.3% 11.9% 11.4% 12.4% 13.8% - recent prices,
WORKING CAP’L ($MILL) d2.7 d.9 d9.3 d13.3 d11.8 d4.5 2.8 d9.6 - P/E ratios.
LONG-TERM DEBT ($MILL) 81.1 88.1 87.5 97.4 116.3 128.2 130.7 131.6 -
SHR. EQUITY ($MILL) 74,7 76.4 80.6 83.7 99.2 103.6 133.3 137.1 -
RETURN ON TOTAL CAP’L 4.9% 5.6% 6.0% 5.0% 5.1% 5.0% 5.1% 5.6% -
RETURN ON SHR. EQUITY 71% 9.1% 9.6% 7.9% 8.5% 8.2% 7.5% 8.6% -
RETAINED TO COM EQ NMF 5% 1.3% NMF 9% 5% 1.2% 1.8% -
ALL DIV'DS TO NET PROF 121% 94% 87% 106% 90% 94% 84% 79% -
Ano. of analysts changing eamn. est. in last 12 days. 0 up, 0 down, consensus 5-year earnings growth 8.0% per year. BBased upon 2 analysts’ estimates. ©Based upon 2 analysts’ estimates.
ANNUAL RATES ASSETS ($mill,) 2006 2007 3308 | INDUSTRY: Water Utility
of change (per share) 5 Yrs. 1Yr. | Cash Assets 58 2.0 15
Sales 2.0% 55% | Receivables 126 128 125 | BUSINESS: Middlesex Water Company engages in the
ngr?;gr:slow ggoj: 1%802 g‘;ﬁe"r‘ow {Avg cost) 13 13 13 ownership and operation of regulated water utility systems
Dividends 2.0% 1.5% | ¢ orent Assets 09 114 e | D New Jerse:y_ ar}d Delaware, as well as a regulated
Book Value 6.0% 25% ‘ ' “ | wastewater utility in New Jersey. It offers contract opera-
Fiecal QUARTERLY SALES ($mill) | Full | Properly, Plant tions services and a service line ma.ir?tenance program
Year | 1Q 20 3Q 40 |Year| & EQB"P, at P?Sl 3;3? 323-? -~ | through its nonregulated subsidiary, Utility Service Affili-
12/31/06] 182 210 226 193 |811 N:?l;’?op:g;ec'a 471w s | Ates Inc. The company’s water utility system treats, stores,
12/31/07) 190 218 241 212 |86.1| Other 323 414 354 | and distributes water for residential, commercial, industrial,
12/31/08] 20.9 Total Assets 3703 3927 3968 | and fire prevention purposes. Under a special contract, it
12/31/09 also provides water treatment and pumping services to the
Fiscal EARNINGS PER SHARE | Full k‘cﬁ?s",‘,';;';;gmi"') 55 65 45 | Township of East Brunswick. Middlesex Water’s other New
Year | 1Q 2Q 3Q 4Q | Year| pept Due 25 9.0 118 | Jersey subsidiaries offer water and wastewater services to
12131/05| 12 16 2% 17 | 71| Other 104 115 129 | residents in Southampton Township. The company’s Dela-
12/31/06| 15 25 28 14 | .82 | Current Liab 18.1 27.0 29.2 | ware subsidiaries, Tidewater Utilities, Inc., Southern Shores
12/31/07| 13 24 31 19 | .87 Water Company, LLC, and Tidewater Environmental Ser-
12/31/08) 15 .28 .34 .19 vices, Inc., offer water services to retail customers in New
12131109 LO?;S;}'I:E;IIETI&EBT AND EQUITY Castle, Kent, and Sussex counties. In July, the company was
Cal- | QUARTERLY DIVIDENDS PAID | Full added to the Russell 3000 Index. Has 254 employees.
endar | 1@ 2@ 3@ 4Q |Year| Total Debt $143.2 mil. Duein5Yrs,NA | Chairman: J. Richard Tompkins. Inc.: NJ. Address: 1500
2005 | 68 68 g8 17 | 67 | vbeptsIAm Ronson Road, P.O. BOX 1500, Iselin, NJ 08830. Tel.: (732)
e | a7 AT 88 9 -ap. (49% of Cap) | 634-1500. Internet: htp:/www.middlesexwater.com. D.T.
2008 478 7e Leases, Uncapitalized Annual rentals NA Ju ly 25, 2008
Pension Liability $13.3 mill. in '07 vs. $16.4 mill. in ‘06
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
3Q'07 4Q'07 1qro8 | Pfd Stock §4.0 mill Pfd Div'd Paid $.2 mill Dividends plus appreciation as of 6/30/2008
fo Buy 19 25 32 (1% of Cap')
o Sell 15 P 11 3 Mos. 6 Mos. 1Yr. 3 Yrs. 5 Yrs.
q Common Stock 13,262,000 shares
Hd's(000) 3334 3093 4313 (50% of Cap’) | -7.80% -10.82% -10.40% 5.67% 5.72%

©2008 Value Line Publishing, inc. Al né;hls reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
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© VALUE LINE PUBLISHING, INC, 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009/2010
SALES PER SH 6.74 7.45 7.97 8.20 9.14 9.86 10.35 11.25 -
“CASH FLOW" PER SH 1.23 1.49 1.55 1.75 1.89 2.21 2.38 2.30 -
EARNINGS PER SH .58 77 78 91 .87 1.12 1.19 1.04 1.2278 NA/NA
DIV'DS DECL’D PER SH 41 43 .46 .49 .51 .53 57 .61 -
CAP'L SPENDING PER SH 1.89 2.63 2.06 3.41 2.31 2.83 3.87 6.62 -
BOOK VALUE PER SH 7.90 8.17 8.40 9.11 10.11 10.72 12.48 12.90 -
COMMON SHS OUTST'G (MILL) 18.27 18.27 18.27 18.27 18.27 18.27 18.28 18.36 -
AVG ANN'L P/E RATIO 33.1 18.5 17.3 15.4 19.6 19.7 23.5 33.4 19.4 NA/NA
RELATIVE P/E RATIO 2.15 .95 .94 .88 1.04 1.04 1.27 1.77 --
AVG ANN'L DIV'D YIELD 2.1% 3.0% 3.4% 3.5% 3.0% 2.4% 2.0% 1.7% -~
SALES ($MILL) 123.2 136.1 145.7 149.7 166.9 180.1 189.2 206.6 - Bold figures
OPERATING MARGIN 30.2% 64.,4% 63.7% 56.0% 56.4% 55.9% 57.0% 41.8% -- are consensus
DEPRECIATION ($MILL) 11.9 13.2 14.0 15.2 18.5 19.7 21.3 22.9 -~ earnings
NET PROFIT ($MILL) 10.7 14.0 14.2 16.7 16.0 20.7 22.2 19.3 - estimates
INCOME TAX RATE 41.0% 34.5% 40.4% 36.2% 42.1% 41.6% 40.8% 39.4% - and, using the
NET PROFIT MARGIN 8.7% 10.3% 9.8% 11.2% 9.6% 11.5% 11.7% 9.4% -- recent prices,
WORKING CAP'L ($MILL) d11.4 d3.8 d4.9 12.0 13.0 108 22.2 dl4 - P/E ratios.
LONG-TERM DEBT ($MILL) 90.0 110.0 110.0 139.6 143.6 145.3 163.6 216.3 -
SHR. EQUITY ($MILL) 1443 149.4 163.5 166.4 184.7 195.9 228.2 236.9 --
RETURN ON TOTAL CAP'L 5.9% 6.7% 6.9% 6.9% 6.5% 7.6% 7.0% 5.7% -
RETURN ON SHR. EQUITY 7.4% 9.4% 9.3% 10.0% 8.7% 10.6% 9.7% 8.2% -
RETAINED TO COM EQ 2.2% 4.1% 3.8% 4.7% 3.6% 5.6% 5.2% 3.5% -
ALL DIV'DS TO NET PROF 70% 56% 59% 53% 58% 47% 46% 57% -
ANo. of analysts changing eam. est. in last 12 days: 0 up, 0 down, consensus 5-year earnings growth 10.0% per year. BBased upon one analyst's estimate.
ANNUAL RATES ASSETS ($mill) 2006 2007 33108 _ INDUSTRY: Water Utility
of change (per share) 5Yrs. 1Yr Cash Assets 38 24 17
Sales 7.5% 8.5% | Receivables 209 230 223 | BUSINESS: SJW Corp., through its subsidiaries, engages
“Cash Flow' 10.0% -3.5% | Inventor 9 8 8 | : : . . L=
Eamings 9.5% 12.5% | Otrar my 339 54 g | 0 the production, purchase, storage, purification, distribu-
Dividends 5.5% 7.0% | 6urent Asssts _5“9‘3 m _“2“7.-6 tion, and retail sale of water. The company offers nonregu-
Book Value 8.0% 3.5% ’ ' ' lated water-related services, including water system opera-
Fiscal | QUARTERLY SALES ($mill) | Full | Propery, Plant tions, cash remittances, and maintenance contract services.
Year | 1Q 20 30 4Q |Year| & EQS'P. at Fct*?‘ gig gggg == | SIW also owns undeveloped land; a 70% limited partner-
ccum Depreciation . 3 - : : : .
12/31/08] 337 479 631 445 [189.2] Net Property 5417 6455 6o | Ship interest in 444 West Santa Clara Street, L.P; and
12131/07] 39.0 551 649 476 |206.6| Other 1047 902 916 | operates commercial buildings in Arizona, California, Con-
12/31/08| 41.3 Total Assets 7059  767.3 7743 | necticut, Florida, Tennessee, and Texas. As of December 31,
12/31/09 2007, SIW provided water service to approximately
Fiscal EARNINGS PER SHARE | Ful k'c”c"t-"s"ﬁ':'gglfm“'-) 73 03 67 | 225,000 connections that served a population of approxi-
Year | 1Q 2@ 3Q  4Q |Year| oy Duey 160 58 10.7 matgly one million people in'the San .Jose area. In July,
12131/05] 15 3 53 43 | 142 | Other 13.9 18.1 16.8 | David A. Green was named chief financial officer. Has 364
12/31/06| .14 35 48 22 11.19 | Current Liab 37.2 33.0 342 | employees. Chairman: Charles J. Toeniskoetter. Inc.: CA.
12131/07) 12 29 43 20 | 1.04 Address: 374 W. Santa Clara Street, San Jose, CA 95113,
12/31/08) 15 .37 47 .26 Tel.: (408) 279-7800. Internet: http://www.sjwater.com.
12/31/09 LLONG-TERM DEBT AND EQUITY
Cal- | QUARTERLY DIVIDENDS PAID | puir | 2 OF 331108
endar | 1Q 20 3@  4Q |Year | Total Debt $227.9 mill. Due in 5 Yrs. NA
LT Debt $217.2 mill,
2005 134 134 134 134 | 54 "
Including Cap. Leases NA
2006 | 141 141 141 141 | 66 (48% of Cap') DT

2007 161 151 151 151 1 .60 | | eases, Uncapitalized Annual rentals NA
2008 | 161 161 g July 25, 2008

Pension Liability $23.4 mill. in '07 vs. $26.3 mill. in ‘06

INSTITUTIONAL DECISIONS . TOTAL SHAREHOLDER RETURN
3Q07 4Q'07 1qrog | Pfd Stock None Pfd Div'd Paid None Dividends plus appreciation as of 6/30/2008
:g g:,’] gg ;3 g; Common Stock 18,382,246 shares 3 Mos. 6 Mos. 1vr, 3 Yrs. 5 Yrs.
52% of Cap'l
Hid's(000) 8664 8717 8807 (52%of Capl) |~ -23.04% -19.08% 19.29% 110.19%

©2008 Value Line Publishing, iInc. All rlé;h!s reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind. .
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OVISSIONS HEREIN. hs publation s sl for subscrers oun nonconmerca, nirnal us. Ko part To subscribe call 1-800-833-0046
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.
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SOUTHWEST WATER NDQ-swwc PRICE 9.61 RATIO 32.0 250 | PIERATIO 2.18 YLD 2-5 0
High:| 50| 56] 92] 83] 102] 124] 112 143] 152 191] 164] 128 i
ELNESs 4 weerear | ST | 501 3B 33| &) 83| a| 83| 163| '85| 14| 38| '3 Target Price Range
SAFETY 3 New 1026005 LEGENDS
TECHNICAL 3 Rasediios | cdsc oy et o 4
Reised /1108 | duided by Interes! Fale
BETA 105 (1.00 = Market) glors ?%Ig?w?z;g%w rend gi
207113 PROJECTIONS | 31or3 shit 10726 I I S A I B I
! _ Ann'l Total | 5or-4 spiit  1/01 1l 16
_ Price Ga".} Return “o"?{(;ﬁ;",ﬂi, 1104 (i I T P R bt R "
l&',%!,‘ %g (?112'(/3 3%0//‘; haded area indicates recession "": ] i-mliu “".l i ': ; 'l7|: 1%
Insider Decisions I'llﬁl l LT (DAL A 8
SONDJFMAM U 7 8
By 100000000 . . -
toopgl%.s ? ? gj F]) ? 8 8 (1) g " "n.uv feyrtye, o] * _4
0 oe [ s S (N ‘.' alete 9 B
Institutional Decisions ’ﬂh‘r/' y RS ATOTSET URxIB\FII?Tgi.
30007 402007 102008 STOCK  INDEX
toBuy 3431 aq| beeent T ! . -199 180
o Sell 27 26 23 | traded Lo L Lo dHE | MELH 3yr. 108 113 [
HiGsO0D) 10913 11090 12145 pul T T T Sy 88 632
1992199311994 11995 [ 1996 2 12003 {2004 [ 2005 | 2006 [ 2007 | 2008 [ 2009 | ©VALUE LINE PUB, INC] 11-13
377 403| 420| 484 531 1070 | 923 | 9.0 942 | 896| 9.00] 9.25 | Revenues persh 10.35
44 38 38 44 46 91 67 .78 85 86 951  1.10 |“Cash Flow” per sh 1.60
19 .08 09 A2 A5 44 23 34 40 3 .30 .40 {Earnings persh A 70
18 14 .08 .08 .09 16 18 20 21 23 24 .26 |Div'd Decl'd per sh B .30
42 60 12 84 .95 114 126 | 166 187 170 1.60| 1.60 |Cap’l Spending per sh 1.70
2421 231 231 245 240 . . ! . . 490 | 617 | 649 6.98| 598| 6.65| 680 |BookValue persh P 7.85
1180 11971 1213 1174 1245 1265 1283 | 1312 13.99 | 1417 | 1435 | 16.17 | 2036 | 2233 | 2380 | 2427 | 25.00 | 26.00 Common Shs Outst'g © | 28,00
145 358 223 146 165| 169| 172 196 170| 198| 248| 212 | 516 355 34.8 -- | Bold fighres are |Avg Ann’l P/E Ratio 25.0
88 21 1.46 98] 103 97 89 12| 1M 1.01 135 | 1.2 273 1 189 1.88 - Value|Line Relative P/E Ratio 1.65
66% | 47%| 42% | 47% | 34% | 27% | 23% | 18% | 20% | 17% | 15% | 17% | 1.5% | 16% | 15% | 18% | P | Avg Annl Divid Vield 1.7%
CAPITAL STRUCTURE as of 3/31/08 722 809 | 1047 | 1155 | 1308 | 1730 | 1880 | 2032 | 2242 | 2173 225 240 | Revenues ($mill) 300
Total Debt $183.8 mill. Due in 5 Yrs $60.5 mill 34| 42| 54| 82| 60| 72| 45| 73 93| 50 7.5  10.5 [Net Profit ($mill) 20.5
'{gﬁgﬁ?}g{)’;ﬂg 8‘577;")‘3“’3‘ fjég/”;}'ba | 395% [ 300% | 3T0% | 0% | 345% | B% | 1% 360% | 0% | NVF | 350% | 350% Income Tax Rate 36.0%
(Totalinterest coverage: 2. oot ol ee| o 144% | 32% | - | 11.0% | 95% | 126% | 11.0% | 11.0% | 11.5% |AFUDC % to Net Profit | 14.0%
Leases, Uncapitalized: Annual rentals $6.7 mill. 48.7% | 45.2% | 48.8% | 51.4% | 56.7% | 47.9% | 47.9% | 44.7% | 43.6% | 50.0% | 50.5% | 47.5% |Long-Term Debt Ratio 38.0%
Pension Liability None 50.5% | 54.1% | 50.7% | 48.2% | 42.9% | 51.8% | 52.0% | 55.1% | 56.3% | 50.0% | 49.5% | 52.5% |Common Equity Ratio 62.0%
. - . 68.5 739 950 | 1130 | 1428 | 152.8 | 242.0 | 2629 | 2952 | 290.0 335 335 {Total Capital {$mill) 370
z‘d St°°ks$t~4§ﬁ . g’;‘}) ‘3;\‘;"3020 mill 1002| 1137 1678 | 1711 | 2039 | 2195 | 3026 | 3448 | 3896 | 410.3| 440| 460 |Net Plant (Smill 525
gl -asaiithshith TA% | 76% | 76% | 76% | 58% | 62% | 3% | 41% | 45%| 30% | 35%| 45% [RetunonTotalCap) | 65%
9.5% | 103% | 11.1% | 114% | 97% | 9.0% | 36% | 5.0% 56% | 3.5% | 4.5% | 6.0% |Return on Shr. Equity 9.0%
MARKET CAP: $225 million (Small Cap) 9.6% | 104% | 11.1% | 11.4% | 9.7% | 9.1% | 36% | 50% | 56% | 3.5% | 4.5% | 6.0% |Returnon Com Equity 9.0%
CURRENT POSITION 2006 2007 3/31/08 | 60% | 7.0% | 78% | 7.8% | 63% | 58% 8% | 21% | 26% | NMF| 10% | 25% |Retainedto ComEq 5.5%
CaSgMAgLée‘s 43 29 | 8% | 3% | 3t% | 32% | 36% | 36% | 76% | 56% | 54% | NMF| 80% | 65% AllDivids to Net Prof 43%
Receivables 275 260 27.7 | BUSINESS: Southwest Water Company provides a broad range of public water utilities in California, New Mexico, Oklahoma, and
I(r)\tvr?ntory (Avg Cst) 165 327  a3pg | serices including water production, treatment and distribution; Texas. Services does mostly maintenance work on a coniract
Cur?ént Assets 48.3 61.6 62‘7 ter collection and treatment; utility billing and collection; basis. Off. & dir. own 6.4% of com. shs.; Stein Roe Investment
Accts Payable 12'7 1 4'9 8I4 ufility infrastructure construction management; and public works ~ Council, 9.2% (4/08 proxy). CEO and Chairman: Mark Swatek. Inc.:
Debt Duey 14 19 1.9 | services. It operates out of two groups, Utility (43% of 2007 reve- DE. Addr.: One Wilshire Building, 624 S. Grand Ave. Ste. 2900, Los
Other 21.7 294 27.6 | nues) and Services (57%). Utility owns and manages rate-regulated ~ Angeles, CA 90017, Tel.: 213-929-1800, Internet: www.swwc.com,
Current Lisb. 358 462 379 "'Southwest Water’s bottom line hit a If successful, these gains should add to
ANNUALRATES Past  Past Estd'05-07| dry spell during the first quarter. In- both the top and bottom line out to the
gg"/‘g’r“‘{fége’ sh) 10 é’ss'(y 5;’8'0/ 10'211501/3 deed, despite revenue growth of nearly 6%, 2011-2013 period.
“Gash Flow" 20% -65% 130% | year over$year, the company registered a The Cornerstone Project may improve
Earnings -1.5% -195% 12.0% | deficit of $0.01 per share. This was due to margins in the coming years. As a part
gg’gﬁe\'}g‘ie qgng 1?'%’ g%’ an increase in SG&A expenses of about of this initiative, the company has in-
=0 22 77 1 $1.8 billion, including $700 million for fees stalled the Oracle software platform to
Cal- | QUARTERLYREVENUES(mil) | Ful | incurred during the pursuit of a failed consolidate all its financial accounting
endar | Mar.31 Jun.30 Sep.30 Dec.31) Year | sirategic opportunity, $800 million related functions. Other aspects will be the ex-
2005 | 452 513 547  520| 2032 to expenses for the Cornerstone Project panded management reporting capabil-
2006 508 %54 601 579| 2242 (discussed below), and $300 million in ities, and the development of a financial
%gg; 48; g“;g 2793 ggg §;§3 higher  restructuring and  business services center to centralize some adminis-
2009 25'0 620 630 600l 240 engineering costs. As a result, we have frative processes. Once the expenses re-
- : . . lowered our full-year earnings estimates lated to this restructuring, which are like-
Cal- EARNINGS PER SHARE A Full | for both 2008 and 2009 by a dime. ly to extend to the latter half of 2009, are
endar |Mar.31 Jun. 30 Sep. 30 Dec. 31| Year | The company is petitioning for higher eliminated, operating margins should be-
2005 | d01 15 14 06 | 34| rates. In the California courts, an increase gin to show improvements.
2006 | 03 08 16 .13 ‘405 request of approximately $6.8 million per This untimely stock does not hold
%ggg dg? gg 33 ;12 32} annum has been submitted for approval. If much appeal at this time. Even though
009 | 03 11 12 14 %0 agreed to, these higher prices would be im- the ongoing restructuring efforts and the
. : - - ~— plemented in January of 2009. Also, in possible rate hikes are likely to bolster
Cal- MQ%‘:RTER%%N?EN%SOPA&D 3 Full | Texas, negotiations are under way to raise earnings growth over the next few years,
endar | Mar.31 Jun.d9 Sep.30 Dec.31] Year| ;ppeq in Southwest’s Monarch subsidiary. these gains have been discounted in the
2004 | 044 044 044 048 18| Decisions for these cases should occur by current quotation. As such, the below-
gggg 8‘;3 ggg ggg ggg 3(1) the end of 2008. Another possible benefit average appreciation potential over the
2007 | 058 058 058 058 | .23 &Y be realized in New Mexico, where a next 3 to 5 years is not very attractive at
2008 | 06 06 ' : : proposal was presented to collect waste- this juncture,
' ’ water fees through a customer surcharge. John D. Burke July 25, 2008

(A) Diluted earnings. Excludes nonrecurring | (B) Dividends historically paid in late January, | $0.83/share.

ains (losses): ‘00, (3¢); ‘01, (5¢); 02, 1¢; ‘05, | April, July, and October.
?23¢); '07, (64¢). Next earnings report due mid-

September.

© 2008, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of an
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This dpublicalion is striclly for subscriber’s own, non-commercial, intemal use.
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or use

o)

In millions, adjusted for splits.
Includes intangibles. In 2007: $19.9 million,

(E) Earnings may not add due to rounding.

for generating or marketing any printed or electronic publication, service or product.
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RECENT 1 4 33 TRAILING 25 6 RELATIVE 1 65 DV'D 3 40/
NDQ--YORW PRICE ' PIE RATIO «U |PERATIO |, YLD “ /0
R G 10.22 13.45 13.49 14.03 17.87 20.99 18.55
RANKS - 5.67 8.20 9.33 11.00 11.67 16.33 15.45
PERFORMANCE 3 Average LEGENDS
3 1 T Rai brics Stenath - - T ”/J,H,:_L" TTHT TS 18
) T Ral e Stem e + T
Technical Average | §~;orw ; Sp:it g;gg g ” i . N u_]’_ TITTTI ¢ 13
-for-2 spli [ LR . .
SAFETY 3 Average Shaded areg indicales recession ] || | M o . : LN K S0 8
BETA .50 (1.00 = Market) ,||”i~ P AR T ..
s . . AR IS ) . 5
: 4
Financial Strength B+ ¥ 3
Price Stability 80 2
Price Growth Persistence 40
. N : T — - 200
Earnings Predictability 90 G b ant s e s e “ oL
Ceatno LG T TP T BT LT IR L D DL T L (thous)
© VALUE LINE PUBLISHING, INC.| 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009/2010
REVENUES PER SH - 2.05 2.05 2.17 2.18 2.58 2.56 279 -
“CASH FLOW” PER SH - .59 .57 .65 .65 79 a7 .86 -
EARNINGS PER SH - 43 .40 47 .49 .56 .58 .57 6578 .67¢/NA
DIV'D DECL'D PER SH - .34 .35 .37 .39 42 .45 .48 -
CAP'L SPENDING PER SH - 75 .66 1.07 2.50 1.69 1.85 1.69 -
BOOK VALUE PER SH - 3.79 3.90 4.06 4.65 4.85 5.84 5.97 --
COMMON SHS OUTST'G (MILL) -- 9.46 9.55 9.63 10.33 10.40 11.20 11.27 -~
AVG ANN'L P/E RATIO - 17.9 26.9 24.5 25.7 26.3 31.2 30.3 22.0 21.4/NA
RELATIVE P/E RATIO - .92 1.47 1.40 1.36 1.39 1.68 1.61 -
AVG ANN'L DIV'D YIELD -~ 4.3% 3.3% 3.2% 3.1% 2.9% 2.5% 2.8% -
REVENUES ($MILL) 18.5 19.4 19.6 20.9 22.5 26.8 28.7 314 - Bold figures
NET PROFIT ($MILL) 3.8 4.0 3.8 4.4 4.8 5.8 6.1 6.4 - are consensus
INCOME TAX RATE 35.7% 35.8% 34.9% 34.8% 36.7% 36.7% 34.4% 36.5% - earnings
AFUDC % TO NET PROFIT - 2.2% 3.7% -~ - - 7.2% 3.6% - estimates
LONG-TERM DEBT RATIO 50.2% 47.7% 46.7% 43.4% 42.5% 44.1% 48.3% 46.5% - and, using the
COMMON EQUITY RATIO 49.8% 52.3% 53.3% 56.6% 57.5% 55.9% 51.7% 53.5% - recent prices,
TOTAL CAPITAL ($MILL) 65.2 68.6 69.9 69.0 83.6 90.3 126.5 125.7 - P/E ratios.
NET PLANT ($MILL) 97.0 102.3 106.7 116.5 140.0 155.3 174.4 191.6 -
RETURN ON TOTAL CAP'L 7.9% 7.9% 7.4% 8.5% 7.6% 8.4% 6.2% 6.7% -
RETURN ON SHR. EQUITY 11.6% 11.2% 10.2% 11.4% 10.0% 11.6% 9.3% 9.5% -
RETURN ON COM EQUITY 11.6% 11.2% 10.2% 11.4% 10.0% 11.6% 9.3% 9.5% -
RETAINED TO COM EQ 2.5% 2.5% 1.3% 2.6% 2.1% 3.0% 2.2% 1.7% -~
ALL DIV'DS TO NET PROF 78% 78% 88% 7% 79% 74% 77% 82% -
ANo. of analysts changing eam. est. in last 12 days: 0 up, 0 down, consensus 5-year earnings growth 11.5% per year. Bgased upon 3 analysts' estimates. CBased upon 2 analysts’ estimates.
ANNUAL RATES ASSETS ($mill) 2008 2007 308 INDUSTRY: Water Utility. -
of change (per share) 5 Yrs. 1Yr. | Cash Assets 0 0 0
Bg"e'?‘ﬁs N g-g:f 1?-(5’:? Receivables 4.8 5.2 49 | BUSINESS: The York Water Company engages in the
Ea?:mgsow 65% 1B '&Vﬁe"r‘ow (Avg cost) 1'*13 "g g impounding, purification, and distribution of water in York
Dividends - 45% | e Assets 57 68 o4 County and Adams County, Pennsylvania. The company
Book Value 7.5% 2.5% ' ) " | supplies water for residential, commercial, industrial, and
Fiscal | QUARTERLY SALES (smifl) | Funl | Property, Plant other customers. It has two reservoirs, Lake Williams and
Year | 1Q 2Q 3Q 4Q_|Year| , & EQS"P. at P?St 2%; 2?; -- | Lake Redman, which together hold approximately 2.2
ccum Lepreciaiion 3 . .- B -mi
12731061 66 70 77 74 |28.7 | Net Propery 1744 1918 1942 b;lhqn gallons of water. The company also has a 15-mile
12531071 74 79 83 78 |31.4] Other 150 126 126 | pipeline from the Susquehanna River to Lake Redman that
12/31/08| 7.5 Total Assets 1961 2110 2132 | provides access to an additional supply of water. It serves 39
12/31/09 ) municipalities in York County and seven municipalities in
Fiscal EARNINGS PER SHARE | opt | HABILITIES ($mill) Adams County. In May, the company filed for a general rate
Accts Payable 1.6 32 32 : . X . s N
Year | 1Q 20 3Q 4Q  |Year| pept Due 12 15.0 50 | increase with the Pennsylvania Public Utility Commission.
121310051 42 14 A7 43 | 56 | Other 3.1 3.2 32 | Has 109 employees. C.E.O. & President: Jeffrey R. Hines.
12/31/06] 12 14 A7 15 | 58 | Current Liab 5.9 21.4 1.4 | Inc.: PA. Address: 130 East Market Street, York, PA 17401.
12/31/07| 12 15 A5 A5 | 57 Tel.: (717) 845-3601. Internet: http://www.yorkwater.com.
12/31/08] .11 .18 .20 .16
12/31/09 LONG-TERM DEBT AND EQUITY
Cal | QUARTERLY DIVIDENDS PAID |pgn| o O 108
endar | 1Q 20 3Q  4Q |Year| Total Debt $75.2 mill Due in 5 Yrs. NA
LT Debt $70.2 mill.
2005 104 104 104 104 | 42 "
2000 | 112 A2 A2 412 | 4 | Including Cap. Leases NA (51% of Cap') D.T
2007 118 118 118 118 | 47 Leases, Uncapitalized Annual rentals NA
2008 | 121 121 121 P July 25, 2008
Pension Liability $4.0 mill. in *07 vs. $5.9 mill. in '06
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
3Q107 407 1qrog | Pfd Stock None Pfd Div'd Paid None Dividends plus appreciation as of 6/30/2008
:g gglyl 12 :} 1‘2 Common Stock 11,282,143 shares 3 Mos. 6 Mos. 1Yr. 3 Yrs. 5 Yrs.
49% of Cap'l
Hid's(000) 1695 1631 1874 o ") -2.14% -4.51% -15.39% 12.18% 55.19%

©2008 Value Line Publishing, Inc. All riE?his reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind. .
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is stricll for Subscriber's own, non-commercial, internal use. No pari [ [ORSIN IR glo e | I BT TVRR KBV T

of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
COMMISSION STAFF’S SECOND REQUEST FOR INFORMATION

Witness: Dr. James H. Vander Weide

4. Refer to the Direct Testimony of Dr. Vander Weide at 28-29 and Exhibit_JVW-1
Schedules 2-1 and 7-2.

a. Provide further evidence and further explanation of why gas companies are
comparable in risk to water distribution companies and are appropriate for use as
a proxy group for a water company. Provide the Value Line company profile
sheets for the Local Distribution Company (“LDC”) gas proxy group.

b. Provide a side-by-side comparison of the 2007 number of customers and the
various sources of revenues, including but not limited to, state regulated revenues,
federally regulated revenues, and all other sources of revenues in absolute terms
and as a percent of total revenues for Kentucky-American and for the natural gas
companies.

C. For each of the companies listed in the gas proxy group, provide an explanation of
how each is appropriate for use as a proxy for Kentucky-American, which is a
water distribution company.

d. Provide the Excel spreadsheets in electronic format supporting Schedule 2 with
the data and formulas intact.

Response:

a. Dr. Vander Weide uses two groups of proxy companies for the purpose of
estimating Kentucky-American Water Company’s cost of equity. The first group
consists of seven publicly-traded water companies that are in the same business as
Kentucky-American Water Company. The second group consists of 11 publicly-
traded natural gas distribution companies that, although they are in a different
business than KAWC, are comparable in risk to KAWC as measured by their
Value Line Safety Ranks and betas. The financial and economic principles
underlying the estimation of the cost of capital do not require that proxy
companies be in the same business as the target company: they only require that
proxy companies be similar in risk to the target company.

Dr. Vander Weide’s proxy group of natural gas distribution companies are
comparable in risk to KAWC because they: (1) invest primarily in a capital
intensive physical network that connects the customer to the source of supply;
(2) sell their products and services at regulated rates to customers whose demand
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is primarily dependent on weather and the state of the economy; and (3) have
Value Line Safety Ranks and betas similar to the publicly-traded water companies
(see Vander Weide Direct Testimony p. 29 and Schedule 7-2).

Gas distribution companies are appropriate for use as a proxy group for a water
company because there are few publicly-traded water companies with sufficient
data to estimate the cost of equity and because the publicly-traded gas distribution
companies are similar in risk to the publicly-traded water companies. The Hope
and Bluefield standards require that proxy companies be similar in risk to the
target company; these standards do not require that the proxy companies be in the
same business as the target company.

The Value Line reports for the natural gas distributions are attached.

b. Dr. Vander Weide’s cost of equity recommendation is not based on a side-by-side
comparison of the number of customers and various sources of revenues for the
natural gas distribution companies compared to Kentucky-American Water
Company. Dr. Vander Weide recognizes that the natural gas distribution
companies have different numbers of customers and different sources of revenues
than Kentucky-American Water Company. However, as noted in response to part
(a.), the financial and regulatory principles enunciated in the Hope and Bluefield
decisions do not require that proxy companies have the same number of
customers and revenue sources as the target company. Rather, Hope and
Bluefield require that the proxy companies be similar in risk to the target
company.

C. See response to parts (a.) and (b.).

d. Please refer to the electronic file named KAW_R_PSCDR2#4d_010809.xls. The
requested data are supplied.

For the electronic version of this document, refer to KAW_R_PSCDR2#4 _010809.pdf.
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THIS  VLARITH.
| STOCK  INDEX
-9.7

1yr.  -124

3yr 148 273

8
4

i
I

1992

1993 | 1994 1996

1997

L G iR IN
i I
2001 {2002

I
[l
2004 |2

MM
1998 | 1999 | 2000

I
i Syr. 67.2 85.8
2 ©VALUE LINE PUB,, INC

N
N

2043
2.31
113
1.03

2213
2.25
1.08
1.04

2359
2.24
117
1.04

2191
249
1.37
1.06

22.75
242
1.37
1.08

23.36
285
141
1.08

1871
2.29
91
1.08

11.25
2.86
129
1.08

19.04 | 1532
331 339
150 1.82
1.08 | 1.08

23.89
329
2.28
116

4.20
248
1.30

33.73
4.50
212
1.48

Revenues per sh A
“Cash Flow" per sh
Earnings persh AB
Div'ds Decl'd per sh C=

274
9.70

249
9.80

231
1019

2.37

1012 10.56

2.59
10.99

344
18.06

344
19.29

2.05
1142

292
11.50

2831 330
1219 | 1252

3.26
20.71

Cap'l Spending per sh

23.40 | 23.70 |Book Value per sh P

48.69

49721 50.86 | 55.02] 85.70

56.60

57.30 54.00 | 5510 | 56.70 7670 | 77.10

71.70 77.00 | 78.00 [Common Shs Qutst'g E

15.5
94
59%

179
1.06
5.4%

151
99
5.9%

126
84
6.2%

138
86
5.6%

14.7
85
5.4%

1461 125
75 .68
49% | 4.7%

131
69
3.9%

14.3
76
37%

139
72
5.5%

136
88
6.2%

13.5
13
4.0%

Avg Ann’l PJE Ratio
Relative P/E Ratio
Avg Ann’| Div'd Yield

Bold figyres are
ValueyLine
estimates

3.8%

LT Debt $1516.0 mill.

CAPITAL STRUCTURE as of 3/31/08
Total Debt $1885.0 mill. Due in § Yrs $686.0 mill.
LT Interest $90.0 mill.

(Total interest coverage: 3.7x)
Leases, Uncapitalized Annual rentals $26.0 mill.

Pension Assets-12/07 $383.0 mill.

Oblig. $427.0 mill.

Pfd Stock None
Common Stock 76,531,344 shs.
as of 4/25/08

MARKET CAP: $2.7 billion (Mid Cap)

1338.6
80.6

607.4
711

1049.3 | 868.9
82.3 | 103.0

1832.0
153.0

21180
193.0

2650
215

3300
260

2621.0
2120

2800
230

Revenues ($mill) A
Net Profit ($mill)

325%
6.0%

34.3%
1.7%

40.7% | 36.0%
7.8% | 11.9%

37.0%
8.4%

31.7%
71%

38.0%
7.%

Income Tax Rate
Net Profit Margin

37.8%
8.1%

38.0%
8.1%

38.0%
8.2%

475%
47.1%

45.9%
48.3%

61.3% | 58.3%
38.7% | 41.7%

54.0%
46.0%

51.9%
48.1%

41.5%
52.5%

50.2%
49.8%

47.0%
53.0%

47.5%
52.5%

Long-Term Debt Ratio
Common Equity Ratio

13884
1534.0

1286.2
1637.5

1736.3 | 1704.3
2058.9 | 2194.2

3008.0
31780

31140
32110

3800
4150

3231.0
3436.0

3400
3700

3530
3800

Total Capital ($mill)
Net Plant ($mill)

7.4%
10.2%
11.5%

6.3%
11.0%
11.0%

7.9%
129%
12.9%

76%
11.1%
12.3%

65% | 8.1%
12.3% | 14.5%
12.3% | 14.5%

8.0%
132%
13.2%

8.0%
12.5%
12.5%

8.0%
13.0%
13.0%

7.5%
12.0%
12.0%

Return on Total Cap’l
Return on Shr. Equity
Return on Com Equity

Other

Other

CURRENT POSITION 2006
($MILL)

Cash Assets

Current Assets

Accts Payable

Debt Due

Current Liab.
Fix. Chg. Cov.

2007

20.0
1802.0

1822.0

21.0
1790.0
1811.0

397%  391%

4.4% 32% | 42% | 70% 56% | 62%
64% | 101% | 72% | 65% | 52% 49% | 52%

6.3% 50% | 5.0% |Retained to Com Eq 5.5%
52% 60% | 58% |All Div'ds to Net Prof 57%

BUSINESS: AGL Resources, Inc. is a public utility holding compa-
ny. lts distribution subsidiaries include Atlanta Gas Light, Chat-
tanooga Gas, and Virginia Natural Gas. The utilities have more than
2.2 milfion customers in Georgia, Virginia, Tennessee, New Jersey,
Florida, and Maryland. Engaged in nonregulated natural gas
marketing and other allied services. Also wholesales and retails

propane. Deregulated subsidiaries: Georgia Natural Gas markets
natural gas at retail. Sold Utilipro, 3/01. Acquired Compass Energy
Services, 10/07. Officers/directors own less than 1.0% of common
(3/08 Proxy). Pres. & CEO: John W. Somerhalder II. Inc.: GA.
Addr.: Ten Peachtree Place N.E., Aflanta, GA 30309. Telephone:
404-584-4000. Internet: www.aglresources.com.

“Cash

ANNUAL RATES Past
of change (per sh)
Revenues

Earnings
Dividends
Book Value

10 Yrs. Yrs,
3 0,

5%
5.5%
7.0%
2.5%
6.5%

5
1

Flow"

Past Est'd '05-07
fo'11-13

Cal-
endar

QUARTERLY REVENUES (§ mill
Mar.31 Jun.30 Sep.30 Dec.31

2005
2006
2007
2008
2009

908 430 387 993
044 436 434 707
973 467 369 685
1012 475 410 783
1040 515 440 805

Cal-
endar

EARNINGS PER SHARE B
Mar.31 Jun.30 Sep.30 Dec.31

2005
2006
2007
2008
2009

114 30 19 85
1.4 25 46
1.29 40 a7
116 40 .30
120 40 35

2.90

Cal-
endar

QUARTERLY DIVIDENDS PAID Cw
Mar.31_Jun.30 Sep.30 Dec.31

Full
Year

2004
2005
2006
2007
2008

28 29 29 29
3 31 31 37
3737 33
41 41 A1 41
42 42

115
1.30
148
1.64

AGIL. Resources reported mixed re-
sults for the first quarter. The top line
advanced at a moderate pace. However,
operating costs also increased, and share
earnings came in somewhat below the
prior-year period. The Retail Energy seg-
ment experienced lower earnings, owing to
higher commodity prices and less op-
portunity to optimize storage and trans-
portation assets. This was partially offset
by improved performance at the Energy
Investments business, thanks to growth at
the Jefferson Island Storage facility and
higher revenues from the AGL Networks
line. Elsewhere, the Distribution segment
posted a flat earnings comparison for the
period. Customer growth has slowed at
this business, partly due to weakness in
the real estate market. Looking forward,
we have lowered our bottom-line estimate
for 2008 by a nickel, to $2.75 per share.

The company has recently begun con-
struction on two important projects.
Subsidiary Golden Triangle Storage has
broken ground on the Spindletop salt
dome in Beaumont, Texas. This un-
derground natural gas storage facility will
offer up to 12 billion cubic feet (bef) of gas

capacity in two caverns. The project
should meet a growing need for natural
gas storage in the region. Initial opera-
tions ought to commence by early 2011,
with the second cavern coming on line in
2012. Further expansion could increase
storage capacity to 28 bcf in future years.
Elsewhere, subsidiary Virginia Natural
Gas has begun constructing the Hampton
Roads Crossing natural gas pipeline, This
will connect two pipeline systems by cross-
ing the Hampton Roads harbor, and pro-
vide for an ample supply of natural gas to
the region. This project should generate
solid returns for the company. The
pipeline will probably be completed in late
2009, at an estimated total cost of $123
million.

These shares are unfavorably ranked
for Timeliness. Looking further out, we
anticipate steady bottom-line growth at
the company in the coming years. In addi-
tion, this issue’s healthy dividend yield
may appeal to income-seeking investors.
Overall, these good-quality shares offer
solid risk-adjusted total return potential
for the pull to 2011-2013.

Michael Napoli, CPA June 13, 2008

gA) Fiscal year ends December 31st. Ended
eptember 30th prior to 2002.

$0.13; '01, $0.13; '03, ($0.07). Next earnings
report due late July/early August.

(B) Diluted earnings per share. Excl. nonrecur- | (C) Dividends historically paid early March,
ring gains (losses): '95, ($0.83); '99, $0.39; ‘00, | June, Sept., and Dec. w Div'd reinvest. plan
© 2008, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed 1o be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This Jyub]ica\ion is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or use

available,

lion, $5.49/share.

(D) Includes intangibles. At 3/31/08: $420 mil-

(E) In millions, adjusted for stock split.

for generaling or marketing any printed or electronic publication, service or product

Company’s Financial Strength B++
Stock’s Price Stability 100
Price Growth Persistence 70

Earnings Predictability 80
To subscribe call 1-800-833-0046.
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Atmos Energy's history dates back to| 1998 | 1999 [2000 | 2001 |2002 | 2003 |2004 |2005 [2006 | 2007 | 2008 | 2009 | ©VALUELINE PUB, INC] 11-13

1906 in the Texas Panhandle. Over the| 2790 | 22.09 | 2661 | 3536 | 22.82 | 54.39 | 4650 | 6175 | 7527 | 66.03| 70.10| 73.05 |Revenues pershA 83.50
years, through various mergers, it became| 338 | 262 301 303| 339| 323| 291 | 390 | 426| 414| 415] 4.25|“CashFlow” persh 4.65
part of Pioneer Corporation, and, in 1981,| 1.84 811 103 147| 145| 171 158 172 200| 194| 200| 210 |Eamingspersh AB 245
Pioneer named its gas distribution division| 106 | 110} 144| 116| 118| 120 122] 124 | 126| 128 130| 1.32 |Div'ds Decl'd per sh Ca 1.40
Energas. In 1983, Pioneer organized | 444 353 | 236 277 | 847| 310] 303 | 414 520| 439| 485| 5.00 CaplSpending persh 6.20
Energas as a separate subsidiary and dis-{ 1221| 1209 | 1228 | 1431 | 1375 | 1666 | 18.05| 19.90 | 20.16 | 22.01| 23.20 | 23.45 |Book Value per sh 25.15
tributed the outstanding shares of Energas [ 3040 | 3125 | 3195 | 40.79 | 4166 | 5148 | 62.80 | 80.54 | 81.74 | 89.33 | 94.00| 99.00 {Common Shs Outsfg® | 175.00
to Pioneer shareholders. Energas changed [ 1547|330 | 189 156 152 | 134 | 159 | 161 | 135 159 | Bold figlres are |Avg Ann'I PIE Rafio 435
its name to Atmos in 1988. Atmos acquired| 80| 188 | 123| 80| 83| 76| 84 86 73 83| \ValuelLine |Rglative PJE Ratio 95
Trans Louisiana Gas in 1986, Western Ken-| 37% | 41% | 50% | 51% | 54% | 52% | 49% | 45% | 47%| 42% | “"P°  |AvgAmiDivdYield | 40%
tucky Gas Utiity in 1987, Greeley Gas in gy 5502 | 8502 | 14423 | 9508 | 2799.9 | 2920.0 | 49733 | 61524 | 50984 | 6590 | 7230 |Revenues (smill) A 9600

1993, United Cities Gas in 1997, and others. | 'ss3| 50| 322| 561 | 597| 795 862 | 1358 | 1623 | 1705| 190| 210 |Net Profit (Smil) 280
CAPITAL STRUCTURE as of 3/31/08 36.5% | 35.0% | 36.1% | 37.3% | 37.1% | 37.1% | 37.4% | 37.7% | 37.6% | 35.8% | 36.0% | 36.5% |Income Tax Rate 38.0%
Total Debt $2128.2 mill. Due in 5 Yrs $920.0 mill. | 6.5% | 36% | 38% | 3.9% | 6.3% | 2.8% | 3.0% | 27% | 26% | 29% | 29% | 29% |NetProfit Margin 3.0%
(LLTT‘?I;‘;'FES?J;%;;"; g rinterest $125.0mil.[751.8% [ 50.0% | 461% | 64.3% | 539% | 502% | 432% | 577% | 570% | 520% | 60.0% | 500% [Long-Term DebtRatio | 57.0%
coverage: 281 482% | 50.0% | 51.9% | 45.7% | 46.1% | 498% | 56.8% | 423% | 43.0% | 480% | 50.0% | 50.0% |Common Equity Ratio | 49.0%

Leases, Uncapitalized Annual rentals $16.9 mill. | 769.7 | 7554 | 755.7 | 12763 | 12437 | 17214 | 19848 | 37855 | 36265 | 4092.1 | 4360 | 4640 |Total Capital (Smill 5900

Pfd Stock None 917.9 | 9658 | 982.3 | 13354 | 1300.3 | 1516.0 | 1722.5 | 3374.4 | 3629.2 | 3836.8 | 4050 | 4270 |Net Plant ($mill) 5450

Pension Assets-9/07 $389.1 mill. ) 9.0% | 51% | 65% | 59% | 68% | 62% | 58% | 53% | 6.1% | 59% | 6.0% | 6.0% |Returnon Total Cap'l 6.5%
Common Stock 90,188 504%"39533353 mill. 49% | 66% | 82% | 96% | 104% | 93% | 76% | 85% | 9.8% | 8% | 8.5% | 9.0% |ReturnonShr.Equity | 9.5%
s ofaasios o ne 149% | 66% | 82% | 96% | 104% | 93% | 7.6% | 85% | 98% | 87%| 85% | 9.0% [ReturnonComEquity | 9.5%
MARKET CAP: $2.4 billion (Mid Cap) 6.3% | NMF| NMF | 21% | 19% | 28% | 1.7% | 23% | 36%| 30% | 3.0%| 3.5% |RetainedtoComEq 4.0%
CURRENT POSITION 2006 2007 3/31/08 58% | NMF | 112% 79% 82% 0% % 73% 63% 65% 64% 62% |All Div'ds to Net Prof 58%
Cas(tsﬂM/l\léLs'zats 758 607 1396 BUSINESS: Atmos Energy Corporation is engaged primarily in the commercial; 8%, industrial; and 4% other. 2007 depreciation rate
Other 10417 10082 1353.1 | distribution and sale of natural gas to 3.2 million customers via six 3.7%. Has around 4,470 employees. Officers and directors own ap-
Current Assets 111756 10680 1492.7 | regulated natural gas utility operations: Louisiana Division, West  proximately 1.8% of common stock (12/07 Proxy). Chairman and
Accts Payable 3451 3553 809.1 | Texas Division, Mid-Tex Division, Mississippi Division, Colorado- Chief Executive Officer: Robert W. Best. Incorporated: Texas. Ad-
Debt Due 3856 154.4 8.5 | Kansas Division, and Kentucky/Mid-States Division. Combined dress: P.O. Box 650205, Dallas, Texas 75265. Telephone: 972-
Other 3885 4100 _408.6 | 2007 gas volumes: 297 MMcf. Breakdown: 56%, residential; 32%, 934-9227. Internet; www.atmosenergy.com.

Current Liab. 71192 "9197 712262 a —

Fix. Chg. Cov. 408% 405% 410% | The performance of Atmos Energy’s We look for steady, albeit unexciting,
ANNUAL RATES Past Past Estd 05-07| businesses has been a mixed bag thus annual bottom-line growth over the 3-
ofchange (persh)  10Yrs.  5Yrs,  to'#t13 | far in fiscal 2008, which ends on Sep- to 5-year horizon. With the utility unit

Revenues 85% 190%  35% | tember 30th. The natural gas distribu- now serving some 3.2 million customers

ECa?r?i?]nglow %%o//: ?go//‘; %g,,//"; tion unit is enjoying higher rates in the across 12 states, Atmos Energy does not

Dividends 25% 15% 20% | Texas, Louisiana, Tennessee, Missouri, depend on the business environment in

Book Value 70% 90% 35% | and Kentucky service areas. (Note that any one region of the country. Moreover,

Fiscal | QUARTERLY REVENUES §miljA | Full | our estimates do not include amounts from the nonregulated segments, contributing

éﬁé; Dec.31 Mar31 Jun30 Sep.30 Fleg?I pending rate cases in Georgia, Kansas, between 15% and 35% to net income on a

2005 13770 16878 0000 10046 149733 Llexas, and Virginia.) Moreover, results for historical basis, appear to possess healthy

2006 P2838 20338 8632 0716 |61524 | the regulated transmission and storage overall prospects. Finally, management

2007 f1602.6 20756 12182 1002.0 |58984 | segment are benefiting from a jump in should continue to employ its successful

2008 (1657.5 2484.0 1380 10685 (6590 | throughput, reflecting higher production strategy of purchasing less-efficient utili-

2009 1730 2850 1480 1170 [7230 | in the Barnett Shale and Carthage regions ties and shoring up their profitability via

Fiscal | EARNINGS PER SHAREABE Full | of Texas, as well as higher per-unit mar- expense-reduction initiatives, rate relief,

pear |Dec.3t Mar3! Jun30 Sep30| S| gins due to greater demand. On the and aggressive marketing efforts. (We

2005 1 70 111 06 421 | 172| downside, the nonregulated marketing dont factor in future acquisitions, how-

2006 | 88 110 d22 95 | 200| segment had been experiencing reduced ever.) In the present corporate configura-

2007 97 120 d15 d.05 | 194| margins because of less volatility in natu- tion, share net ought to advance in the

2008 | .82 124 do04 d02 | 200 ral gas prices. But there may be some op- mid-single-digit range out to 2011-2013.

2009 | 90 130 d06 do04 | 210} portunities now that gas prices have Income-oriented investors may be

Cal- | QUARTERLYDIVIDENDSPAIDS= | Fun | Perked up. drawn to the good-quality stock’s divi-
endar |Mar.31 Jun.30 Sep.30 Dec3i| Year | Earnings per share may advance just dend. Further modest increases in the

2004 1305 1305 305 31 123 3'170, to $2.00, thiS fiscal year. The bottom payout seem llkely, as well.

2005 | 31 31 31 315 125| line stands to increase at a somewhat Total-return potential looks appeal-

2006 315 315 315 32 | 127] stronger 5% pace, to $2.10 a share, in fis- ing, on a risk-adjusted basis. But these

2007 32 32 32 325] 129] cal 2009, assuming further expansion in shares don’t stand out for Timeliness.

2008 325 325 operating margins. Frederick L. Harris, II1 June 13, 2008
(A) Fiscal year ends Sept. 30th, éB) Diluted | early March, June, Sept., and Dec. = Div. rein- | (E) Qirs may not add due o change in shrs | Company’s Financial Strength B+
shrs. Excl. nonrec. items: '99, d23¢; '00, 12¢, | vestment plan. Direct stock purchase plan | outstanding. Stock’s Price Stability 100
‘03, d17¢; '06, d18¢; '07, d2¢. Next egs. rpt. | avail. (F) ATO completed United Cities merger 7/97. | Price Growth Persistence 25
due early Aug. (C) Dividends historically paid in | (D) In millions, adjusted for stock splits. Earnings Predictability 80

© 2008, Value Line Publishing, inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without wamanties of an;
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This dpubliceuion is strictly for subscriber's own, non-commercial, internal use.
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or usef

Y To subscribe call 1-800-833-0046.

for generating or marketing any printed or electronic publication, service or product
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201113 PROJECTIONS | Opiions. Yes ! 48
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19921199311994] 1995|1996 | 1997 [ 1998 | 1999 | 2000 [2001 | 2002 [ 2003 | 2004 | 2005 | 2006 [ 2007 | 2008 | 2009 | ©VALUELINEPUB, INC{11-13
815| 865| 863| 736| 895| 778 858| 835| 923 | 1261| 074 | 1163 | 1281 | 1535 | 1957 | 2002| 21.80| 2315 |Revenues persh A 20.75
1.03 1.06 114 1.12 140 1541 200 215) 236 25 245 314 340 | 4.4 526 | 657| 6.80| 740 |“CashFlow” persh 7.00
39 44 50 44 49 58 .62 66 9 112 1.00 1.55 175 | 235 316 428| 440| 485 |Earnings persh B 4.00
25 26 21 28 29 30 .32 .33 .34 .35 .36 37 38 40 44 48 48 .52 |Div'ds Decl'd per sh = .65
55 106 104 158| 377| 4921 298] 202| 22 306 239 247 243 344 424 522| 550 470 |Cap’l Spending per sh 5.80
319 340| 382 399| 422| 523| 562| 607| 666 772) 839 965| 1098 | 1215 | 16.87 | 19.23 | 20.15| 21.45 |Book Value persh © 24.30
4073 4128 4367 4364 | 4465| 57.59| 5856 | 5961 | 6022 | 6225 | 6949 | 7245 | 7317 | 7349 | 7124 | 7168 73.00| 73.50 |Common Shs Outstg E | 80.00
11.0] 124] 114 123] 120 134] 156| 135} 108] 136 130] 111 136 ] 147 124 | 13.0 | Boid figyres are |Avg Ann’l PIE Ratio 19.5
67 73 13 82 75 a7 81 g7 70 70 N .63 72 18 67 69 Value|Line Relative PIE Ratio 1.30
60% | 48%| 49% | 52%| 50% | 39%| 33% | 36% | 34% | 23% | 28% | 21% | 16% | 12% | 11% | 8% | " |Avg Anwl Divid Yield 8%
CAPITAL STRUCTURE as of 3/31/08 5026 | 4975 5556 | 7850 | 677.2 | 8422 | 9374 | 11284 | 1394.0 | 14351 | 1590 | 1700 |Revenues ($mill) A 2380
Total Debt $613.1 mill. Due in 5 Yrs $305.0 mill. 36.3| 396| 552| 601 | 649 1103 | 1275 | 1729 | 2323 | 309.2| 320 | 355 |Net Profit ($mill) 320
o ?‘;‘?‘f“%‘ W ';“;"es' $35.0 mill T 3% | T14% | 10.0% | 225% | 36.8% | 37.2% | 36.1% | 36.2% | 35.1% | 35.5% | 35.5% |Income Tax Rate 36.0%
(Totalinterest coverage: 11.1x 7% | 8.0% | 99% | 88% | 96% [ 13.1% | 136% | 153% | 16.7% | 21.5% | 20.1% | 20.9% |Net Profit Margin 13.5%
Leases, Uncapitalized Annual rentals $7.3 mill. 53.1% | 50.7% | 46.9% | 53.1% | 46.8% | 44.2% | 43.3% | 43.4% | 32.6% | 29.0% | 30.0% | 30.0% jLong-Term Debt Ratio 33.0%
46.9% | 49.3% | 53.1% | 46.9% | 53.2% | 55.8% | 56.7% | 56.6% | 67.4% | 71.0% | 70.0% | 70.0% |Common Equity Ratio 67.0%
Pension Assets-12/07 5176;6 mill. , 7020 | 7333 | 754.8 [ 1024.9 | 1095.8 | 125619 | 1416.6 | 1575.9 | 1784.6 | 1941.0 | 2100 | 2250 |Total Capital ($mill) 2900
Pid Stock N Oblig. §199.4 mil. 7563 | 8611 | 907.8 | 9983 | 12668 | 14335 | 1783.1 | 2068.0 | 2252.4 | 2538.2 | 2830 | 3115 |Net Plant ($mill 3850
oM ook 71 695.349 shs. 68% | 74% | 03% | B.7% | 73% | 10.2% | 102% | 122% | 14.3% | 17.1% | 16.0% | 16.5% [Returnon Total Cap'l | 12.0%
as of 511108 . 11.0% | 11.0% | 13.8% | 14.4% | 11.1% | 15.8% | 15.9% | 194% | 193% | 22.4% | 22.0% | 22.5% |Return on Shr. Equity | 16.5%
11.0% | 11.0% | 13.8% | 14.4% | 11.1% | 15.8% | 15.9% | 19.4% | 19.3% | 22.4% | 22.0% | 22.5% {Return on Com Equity 16.5%
MARKET CAP: $5.3 billion (Large Cap) 55% | 57% | 8.8% | 10.0% | 7.0% | 121% | 124% | 16.1% | 16.7% | 20.0% | 19.5% | 20.0% |Retained to Com Eq 14.0%
CURsl}ﬁLl}l.T POSITION 2006 2007 3/31/08 50% | 48% | 36% | 31% | 37% | 24% | 2% | 17% 4% 11% 11% |  11% |All Div'ds to Net Prof 16%
Cas(h Asé)(ats 10.3 8.7 14.0 | BUSINESS: Energen Corporation is a holding company. Alabama  primarily in exploration and production of natural gas. 2007 proved
Other 479.3 4403 _457.6 | Gas Corporation (Alagasco), a subsidiary, sells to around 450,000 reserves: gas, 1,115.9 MMcf; oil, 74.6 MBbI; NGL, 31.7 MBbI, Es-
Current Assets 489.6  449.0  471.6 | customers in central and northem Alabama, including Birmingham timated pretax present value of 2007 reserves: $4.5 billion. Has
Accts Payable 1944 2598 3784 | and Montgomery. 2007 utility revenues: residential, 63.7%; com- around 1,540 employees. CEO: James McManus. Inc.: Alabama.
Bﬁz’;rme ;?gg ;8‘2‘2 1819 mercial and industrial, 27.1%; transportation and other, 9.2%. 2007  Address: 2101 Sixth Avenue North, Birmingham, Alabama 35203-
Current Liab. 570:6 606:2 624:1 deliveries. 82.7 MMcf. Energen Resources, a subsidiary, engages 2784 Tel.. 205-326-2700. Internet: www.energen.com.
Fix. Chg. Cov. 988% 1117% 1125% | These are prosperous times for able Energen’s bottom line to reach anoth-
ANNUAL RATES  Past Past Estd'05/07| Energen Corporation. Results for the er record (we estimate $4.85 a share) the
of chnge [persh) 10 Yrs. ﬂ‘g'a/ ‘0315"01/3 exploration and production unit, Energen following year.
ng’gﬁ‘f:?gwn 12:202’ 170% 50% | Resources, are being boosted partly by Earnings possibilities out to 2011-2013
Earnings 205% 265%  3.5% | healthy realized prices for unhedged look good, but the performances we envi-
Dividends 40%  45%  7.0% | yolumes (roughly 25% of production at sion for 2008 and 2009 will be tough to
Baok Value 185% 160k 7.0% present). Also, output levels are rising at a repeat over that span. Energen Resources
Cal- | QUARTERLYREVENUES ($mill}A | Ful | moderate rate. That reflects additional de- ought to remain the engine for growth, as
endar |Mar.31 Jun30 Sep.30 Dec.31| Year | velopment activities in the San Juan and management continues to implement an
2005 13610 2417 1906 3351 |11284 | North Louisiana/East Texas basins (offset aggressive acquisition strategy. Mean-
2006 (4881 2824 2427 3808 |13%4.0 | somewhat by lost production from a while, Alagasco should be a steady con-
2007 14927 3149 2760 3515 |14361| recently sold property in the Permian tributor to profits (although the service
2008 15216 345 305 4184 11590 | Bagin). And it is important to mention territory is mature). That’s partly because
2009 |425 425 425 425 |1700 | that earnings sensitivity to fluctuations in of a mechanism providing the utility the
Cal- EARNINGS PER SHARE A Full | oil and gas prices is fairly low, given the opportunity to earn a target return on
endar |Mar31 Jun.30 Sep30 Dec.31| Year | company’s large hedge position. Mean- equity of between 13.15% and 13.65% in a
2005 80 51 26 78 | 235| while, the performance of Alagasco, the given year.
%ggg 212 gz gg 158 3;2 Alabama-based natural gas utility, has The good-quality stock is trading near
: - : . <01 been decent of late, as it earns within an record highs, given Energen’s robust
2008 | 153 100 .85 102 | 440| 5llowed range of return on average equity. near-term earnings picture. What is more,
2009 | .63 1.07 .97 118 | 485| Byt customer usage is being constrained these shares are ranked to outpace the
Cal- | QUARTERLYDIVIDENDSPADCe | Full | by conservation efforts (spurred by persis- year-ahead market.
endar |Mar.31 Jun.30 Sep.30 Dec.d1| Year | tently high energy prices). But long-term capital appreciation
2004 | 092 092 .096  .096 38| Consolidated share net could advance potential is quite limited. That’s be-
2005 | 10 10 10 10 40| to $4.40 in 2008, which would be a bit cause much of the good news regarding
2006 11 1t N 441 above last year’s record level. Increased the company appears to be discounted by
2007 | 115 115 M5 115 48| output, made possible by ongoing drilling the present quotation.
2008 | 12 A2 activity in the core properties, ought to en- Frederick L. Harris, IIT June 13, 2008

(A) Fiscal year end 9/30 thru '01, 12/31 after.
Three-month stub end 12/31/01: Revenues,
$147.3 mill. EPS, 15¢ (excl. nonrec. charge of
9¢). (B) Primary egs thru. '96, then diluted.
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Excl. nonrec. items: ‘92, 3¢, '94, 5¢; '99, 3¢;

late July. (C) Div'd historically paid in early

March, June, Sept., Dec. = Div'd reinvest. plan
‘00, d4¢; ‘01, d2¢, ‘02, 5¢; '06, 656¢, Q1 08, 9¢. | avail. (D) Incl. intang. assets. In '07: $72.3 mill.,

Excl. disc. ops.: '02, 1¢; '03, 1¢. Next egs. rpt. | $1.01/sh. (E) In mill., adjusted for stock splits.

Company’s Financial Strength A
Stock’s Price Stability 85
Price Growth Persistence 100

Earnings Predictability 70
W To subscribe call 1-800-833-0046.
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RECENT PIE Trailing: 44.6 )| RELATIVE DIV'D 0
EQUITABLE RES' NYSE-EQT PRICE 71 .32 RATIO 35.7(Median: 11.0 /| PIERATIO 2.18 YLD 1.3 /0
v High: 8.9 8.8 98| 16.7| 202 188 21.7| 306| 412| 445| 568 | 76.1 i
TMELNESS 3 rasczte | Mo 88 881 28| o7l 02| 108l 217] 08 412] ws] e Tel Target Price Range
SAFETY 2 Raised 62300 LEGENDS, o ph 120
TECHNICAL 3 Lowered 513008 | . Relaive Plice Sifengih e e e 100
2for-1 split 6/01 - 80
BETA .95 (1.00 =Market) 2for-1 sl 905 =To T e 64
207113 PROJECTIONS | PROJECTIONS e e ind v g m o
nn'l Tota Ty T PE
Price  Gain  Return 2-for-1 ' -‘-'-‘ht'_'l - %
High 85 (+20%; 6% Y T
Low 65 (-10%, Nil i L] ”...-' 24
Insider Decisions |',] S BT I o 20
JASONDUJFM - "]if' NI o
WByy 4 00200300| — ! : - L i
Options 0 0 1 0 4 300 0 L K PO IS e
oS0 01020001 W, gl ] e RN % TOT. RETURN 5/08 |8
Institutional Decisions CENTL LTI T ,In .-|| R R stock bt
302007 402007 Q2008 PP S | M L . i
P R B e et et I ooy an [
Hasi) 93243 _osa0s oae30 | "0 ¢ I I O I Sy 223 858
1992 | 1993|1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 {2004 {2005 | 2006 | 20 2008 (2009 | ©VALUELINEPUB, INC{ 11-13
6.47 7941 1011] 1018 1317 | 1456 6.15| 812 1269 | 1381 8.57 8.40 976 | 1046 | 1043 | 1115 11.45| 13.15 |Revenues per sh 17.90
100 109) 112 108 9 10 67| 130 163| 176| 177 | 202| 222 | 258 266 | 233 3.00| 370|"“CashFlow" persh 5.65
48 57 44 33 39 43 20 50 .86 116 1.18 1.37 1.50 1.75 1.86 149 2.00 2.55 |Earnings per shA 4.00
26 28 29 .30 .30 30 30 30 .30 32 .34 49 72 82 87 88 .88 1.00 | Div'ds Decl'd pershB = 1.23
RE] 246 1.06 84 78 1N 97 78 95 1.04 1.75 1.78 1.66 230 3.33 6.36 9.60 7.25 | Cap’l Spending per sh 3.80
470 5.28 5.43 511 525 558 | 494| 491 533 | 662 6.24 1.74 717 2.96 7.78 8.98 9.95 | 11.60 |Book Value per sh 19.00
12554 | 137.86 | 138.16 | 140.03 | 141.38 | 147.72 | 143421 13092 | 130.16 | 127.74 | 124.68 | 124.73 | 122.06 | 119.91 | 121.60 | 122.16 | 125.00 | 124.00 {Common Shs Outst'g ¢ | 119.00
14.9 170 18.8 217 185 178 373 16.1 145 14.4 145 144 16.7 19.2 19.8 33.4 | Bold figlres are |Avg Ann'l P/E Ratio 19.0
.90 1.00 1.23 145 1.16 1.03 1.94 92 .94 74 79 82 88 1.02 1.07 1.77 Value|Line Relative P/E Ratio 1.25
36% | 29% | 35%| 44% | 41% | 39% | 41% | 37% | 24% | 19% | 20% | 25% | 29% | 24% | 24% | 18% | " |AvgAnn'IDivd Yield 1.6%
CAPITAL STRUCTURE as of 3/31/08 8826 | 1062.7 | 1652.2 | 1764.5 | 1069.1 | 1047.3 | 11916 | 1253.7 | 1267.9 | 1361.4 | 1430 | 1630 |Revenues ($mill) 2130
Total Debt $1280.5 mill. Due in 5 Yrs $239.6 mill. | 17.3% | 22.9% | 19.6% | 18.6% | 33.0% | 36.3% | 34.2% | 36.8% | 37.3% | 31.0% | 35.0% | 37.5% |Operating Margin 39.0%
! . 681 1007 | 978 732| 694 | 781 831 935 | 100.1 [ 109.8 120 135 | Depreciation ($mill) 190
o a7 et otog o Gty |_287 | 69 | 1143 | 1518 | 1906 | 1736 | 1804 | 2162 | 2233| 1749 285 | 320 |Net Profit (mil) 480
37.0% | 36.3% | 35.0% | 36.6% | 34.0% | 32.0% | 32.7% | 33.5% | 31.4% | 45.2% | 33.0% | 33.0% |Income Tax Rate 33.0%
Leases, Uncapitalized None 33% | 65% | 69% | 86% | 14.1% | 16.6% | 158% [ 17.2% | 17.6% | 12.8% | 17.7% | 19.7% |Net Profit Margin 22.6%
X ! . . 8.0 | d102.7 | d261.8 1.11d121.6 | d152.7 | d362.6 | d995.3 | d378.3 | d777.1 1 d840 | 780 |Working Cap’l ($mill) d370
g:ggmﬁ;zﬁ:‘mw $67 mill. Oblig. $73 mill 4064 | 4234 | 4128 | 5055 | 5720 | 6321 | 6178 | 7634 | 7535 | 7535| 1200| 1400 |Long-Term Debt (Smil) | 800
7084 | 642.8 | 693.7 | 8462 | 7786 | 9653 | 874.7 | 3545 | 9463 | 1097.5| 1240 | 1440 [Shr. Equity ($mill) 2260
Common Stock 122,243,139 shares 42% | 81% | 11.7% | 124% | 12.0% | 11.7% | 13.6% | 21.3% | 14.5% | 10.7% | 12.0% | 13.0% {Return on Total Cap'l 16.5%
as of 3/31/08 o 4.1% | 10.8% | 16.5% | 17.9% | 19.3% | 18.0% [ 21.5% | 61.0% | 23.6% | 15.9% | 20.5% | 22.5% |Return on Shr. Equity 21.5%
MARKET CAP: $8.7 billion (Large Cap) NMF | 4.5% | 10.9% | 13.2% | 14.0% | 11.7% | 11.3% | 329% | 125% | 62% | 11.5% | 13.5% |Retained to Com Eq 15.0%
CUI(?SIFEIT)' POSITION 2006 2007 3/31/08 | NMF | 58% | 34% | 27% | 28% | 35% | 47% | 46% 47% | 61% | 43% | 40% [AllDiv'ds to Net Prof 31%
Cash Assets - 81.7 -- | BUSINESS: Equitable Resources, Inc. markets natural gas prod- ing revenues by business segment: Utilities (36%), Supply (64%).
Receivables 199.5 188.6 2683 | ycts and energy services. Distributes natural gas to 275,000 cus-  Sold NORESCO, 12/05. '07 dep. rate: 2.6%. About 1,400 employ-
lon;/hentory (Avg Cst) %ggg %ggg %ggg tomers, mainly residential, in parts of PA, WV, and KY. Operates ees. Off./dir. own 2.4% of common stock; Barclays Global Inves-
Curﬁ;m Assets 7015 7425 6655 | /500 miles of pipelines in WV, KY, VA, and PA. Produces natural tors, 3.5% (3/08 proxy). Chairman, President & CEO: Murry S. Ger-
Accts Payable 213'3 279'3 o622 | 9as in the Appalachian Basin with total proved reserves of 2,682 ber. Inc.: PA. Address: 225 North Shore Drive, Pittsburgh, PA
Debt Dug 146.0 293 27.0 | Befe. Operates approx. 12,000 wells in Appalachia. '07 net operat-  15212. Tel.: 412-553-5700. Internet: www.eqt.com.
Other 720.5 12107 916.1 . I T
. Equitable Resources started the year ly, we expect U.S. imports of Canadian gas
Current Liab, 1079.8 1519.3 12053 . ’ . : >
on a high note. Results, during the first to wane because of a decline in Canadian
";N':‘UAL RAEES 1';15' ;’?5' Es:'d,;?,ﬁgw quarter, were driven by both the Prod- rig count, growing Canadian consumption,
%;Vaen’gsg;ers) %% 20% _90% | uction and Midstream segments. The for- and lower well-flow rates. Lastly, demand
“Cash Flow” 95% B0% 14.5% mer reported a 56% operating income ad- growth from the electric sector has grown
Earnings 1?0‘;? ;go‘;ﬁ) 15.5% | vance over the year-ago peried, to $60 mil- 7% over the last two years, compared to an
AT T B L L A S G R W
anks to higher - -
Cal- | QUARTERLYREVENUES(Smill) | Full | and a 2% igcrease in gproduc‘cion v%lumg. creasing dependence on gas-fired generat-
endar |Mar31 Jun.30 Sep30 Dec3t| Year | Although costs associated with the unit’s ing capacity. These factors ought to sup-
%885 322}? gg% %ggg gggg }%g% drilling activity picked up, lower SG&A port double-digit share-earnings gains this
0 6 4565 2932 2269 3848 |13614 | SXPenses led to operating gains. Mean- year and next.
2007 1 496. - ' ’ | while, Midstream reported an approxi- The Midstream unit’s major projects
gggg 23‘38 ggg §gg 2%2 ;ggg mately 20% operating income gain. A are mearing completion. The Big Sandy
EARNINGS PER SHARE A double-digit revenue expansion reflected project is complete and is being commis-
Cal- Full | hetter gathering rates, higher natural gas sioned; the Mayking corridor construction
endar |Mar31 Jun.30 Sep30 Dec.3t| Year| :oos “and headway in transmission and is scheduled for completion in the third
%ggg gg % gg gg %g storage. All told, ea.‘rnéngs per share ex- quarter of 2008; and the construction of
: : ‘ ; “o| panded almost 24%, to $0.57. the Langley processing plant is expected to
2007 48 27 20 49 1) B vorable market conditions augur go on line by the fourth quarter of the cur-
2008 | 57 45 40 .58 | 200 . gu !
2009 | 72 55 55 73 | 255| well for the company. LNG imports to rent year. These projects should enable the
UARTERLY DVIDENDS PAID ® the U.S. are likely to decline this year gas producer to deliver good results over
Cg" q N ) p " 5"" from last year’s levels, due to strong the 2011-2013 time frame.
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year| go.nand in certain East Asian countries. However, stock-price appreciation
3094 ~15 ;513 ;? ;? -7% Indeed, low Chinese coal inventories, as potential is below the Value Line
005 1 .19 % '37 well as outages at Japanese nuclear plant median, because much of the good
gggg g; 9 9 gg ‘a8 facilities, are increasing these respective news is already factored in.
2008 | 20 97 ’ “7| countries’ dependence on gas. Additional- Dominic B. Silva June 13, 2008

(A) Based on diluted shares. Excludes net non-
recurring gain/(loss): '95, ($1.29); '96, 13¢; '97,

3¢;'98, (§1.73); '00, (12¢), '02, 4¢; '03, (6
'05, $0.34; '06, ($0.6); '07, $0.61. Excludes
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¢

re-

sults of disc. ops.: '98, (24¢); '05, 1¢. Includes
accelerated collection of prior years' gas costs: | Div. reinvestment plan available. (C) In mil-
‘95, 19¢; 96, 13¢, '97, 13¢; '98, 5¢. Next egs.

paid in early March, June,

rpt. due late July. (B) Dividends historically
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(27¢); '04, (52¢); ‘05, 80¢; '06, {17¢); ‘07 (13¢). | May, August, November. = Dividend reinvest-
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RECENT PIE Trailing: 14.4 )| RELATIVE DIV'D 0/

NICOR, INC. wysc.s ST 40,06 17,5 G iR L0700 450N |
euness 3 mieornm | MOV B8 B4] 51 B35 85 3| B7| Bo| 88| B3| Vi &3 Target Price Range
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———1.30 x Dividends p sh
TECHNICAL 3 Lowered 4408 g by Inieesi Rate 100
« Relative Price Strength 80
BETA 95 (1.00 = Market) tions: Yes . I D D D D ey e 64
“WWW haded area recession T /‘/A L i
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JASONDUJFM o 18

tBly 011000000 S R NN I 1
Options 0 0 00 00000 e
toSel 0 00000000 % TOT. RETURN 5108 |_8
Institutional Decisions THIS  VLARITH.

302007 4Q2007 Q208 | poreont 18 . STchx IN3E7X .

ol 123 11 0| haes 12 ) I TAEN VAT TR ERRERREE aw om0 23 [
Hs(i0) 36014 32086 31875 T YT TRTIORRE L L A Sy 453 858
1992 1993|1994 | 1995 | 1996 | 1997 [ 1998 | 1999 | 2000 | 2001 {2002 | 2003 {2004 | 2005 {2006 (2007 [ 2008 [2009 | ©VALUELINEPUB, INC| 11-13
2890 | 31.02| 31.23| 2942 | 3739| 4133| 3084 | 3445| 5052 | 5730 | 4311 | 6046 | 6212 | 76.00 | 6592 | 69.20 | 79.35 | 82.05 |Revenues persh 93.50
414 380 4N 419 | 497 529 521 559 616 641] 603| 537 | 600| 619 | 68 696| 6.70| 7.15 |“CashFlow” persh 8.65
192 197 207 1.96 242 2.55 2.31 2.57 2.94 3.01 288 | 211 222 | 221 2.87 2.99 2.35| 260 |Earnings pershA 3.55
118 122| 125 128| 132) 140| 148| 154| 166| 176| 184 | 186| 186 | 186 186 186 1.86| 1.86 |Div'ds Decl'd pershB 1.86
3121 262 334 392| 242 234 287 328| 348 418 437 412 432 457 | 417 377| 445] 4.55|Cap’l Spending per sh 4.65

1276 13.05| 1326| 1367 | 1474 | 1543| 1597 | 1680 | 1556 | 1639 | 1655 | 1713 | 16.99 | 1836 | 1943 | 2058 | 21.05| 21.80 |Book Value persh 25.70

5577 | 5396| 5154 5030 | 4949 4822 4751 | 46.89 | 4549 | 4440 | 4401 | 4404 | 4410 | 4418 | 4490 | 4590 | 46.00 | 46.00 {Common Shs Outst'gC | 46.00

116 14.1 125 131 12.5 142 176 14.6 119 12.8 131 15.8 159 173 15.0 15.0 | Bold fighres are |Avg Ann’I PIE Ratio 16.0
70 .83 82 88 .78 .82 92 83 N 66 12 90 84 92 81 80 Valug|Line Relative P/E Ratio 1.05

53% | 44% | 48% | 50%| 44% | 39%| 36% | 41% | 47% | 46% | 49% | 56% | 53% | 47% | 43% | 42% | " |AvgAnniDivid Yield 3.2%
CAPITAL STRUCTURE as of 3/31/08 1465.1 | 1615.2 | 2298.1 | 2544.1 | 1897.4 | 26627 | 2739.7 | 3357.8 | 29600 | 3176.3 | 3650 | 3775 |Revenues ($mill) 4300
Total Debt $526.4 mill. Duein5 Yrs $544.0mill. | 1111 | 1219 | 1364 | 1363 | 1280 | 931 981 | 101.1| 1283 | 1352| 110 120 |Net Profit ($mill 165
i ?f'?‘t$373t'4 il ,279'"‘9‘55‘ $30.0 mill. 344% | 34.7% | 34.8% | 335% | 31.0% | 35.2% | 318% | 28.3% | 26.3% | 26.6% | 31.0% | 31.5% |Income Tax Rate 33.0%
(Total interest coverage: 5.9x) 76% | 7.5% | 59% | 54% | 6.7% | 35% | 36% | 30% | 43%| 4.3% | 3.0%| 3.2% |NetProfit Margin 3.8%
Pension Assets-12/07 $478.7 mill. Oblig. $2632 | 42.1% | 35.5% | 32.7% | 37.8% | 35.1% | 39.6% | 39.8% | 374% | 36.3% | 30.9% | 27.0% | 23.0% |Long-Term Debt Ratio 20.0%
mill. 57.4% | 64.0% | 66.7% | 61.7% | 64.5% | 60.3% | 60.1% | 62.5% | 63.7% | 69.0% | 73.0% | 77.0% |Common Equity Ratio 80.0%

. . 1322.6 | 1230.1 | 1061.2 | 1180.1 | 1128.9 | 1251.5 | 1246.0 | 1297.7 | 1370.7 | 1368.0 | 1320 | 1300 |Total Capital ($mill) 1480

Pfd Stock 8.6 mil.  Pfd Div'd None 17318 | 17352 | 1729.6 | 17686 | 1796.8 | 2484.2 | 25498 | 26591 | 27141 | 2757.3 | 2850 | 2950 |Net Plant ($mill) 3300

9.9% | 10.9% | 13.7% | 12.3% | 12.2% | 8.3% | 88% | 94% | 109% | 11.2% | 9.5% | 10.0% |Return on Total Cap'l 12.0%

Common Stock 45,139,386 shares 14.5% | 154% | 19.1% | 18.6% | 17.5% | 12.3% | 13.1% | 12.5% | 14.7% | 14.3% | 11.0% | 12.0% |Return on Shr. Equity 14.0%
as of 4/25/08 14.6% | 154% | 19.2% | 18.7% | 17.5% | 12.3% | 13.1% | 12.5% | 14.7% | 14.3% | 11.0% | 12.0% {Return on Com Equity 14.0%
MARKET CAP: $1.9 hillion (Mid Cap) 54% | 6.2% | 85% | 7.9% | 6.5% | 15% | 21% | 23% | 52% | 54% | 25% | 3.5% |Retained to Com Eq 6.5%
CUR&!‘ERT POSITION 2005 2006 3/31/08 63% | 60% | 56% | 58% | 63% | B88% | 84% | 81% 65% | 62% | 79% | 71% Al Div'ds to Net Prof 52%
Cas(h Asé)ets 67.6 91.1 72.9 | BUSINESS: Nicor Inc. is a holding company with gas distribution as include Tropical Shipping subsidiary and several energy related

ther 8431 9327 1174.6 | its primary business. Serves over 2.2 million customers in northern  ventures. Divested inland barging, 7/86; contract drilling, 9/86; oil

Current Assets 910.7 1023.8  1247.5 | and western lllinois. 2007 gas delivered: 468.3 Bcf, incl. 212.1 Bef and gas E&P, 6/93. Has about 3,900 employees. Off./dir. own
Accts Payable 5645 6627 57441 from transportation. 2007 gas sales (256.2 bef): residential, 79%; about 2.2% of common stock (3/08 proxy). Chairman and CEO:
8?r?érD”e gggg ?ggg %ggg commercial, 19%; industrial, 2%. Principal supplying pipelines: Nat-  Russ Strobel. Inc.: lllinois Address: 1844 Ferry Road, Naperville, Il-
Current Liab. T 42:4 T 276:4 1555:7 ural Gas Pipeline, Horizon Pipeline, and TGPC. Current operations  linois 60563, Telephone: 630-305-3500. internet; www.nicor.com.
Fix. Chg. Cov. 543% 544% 5%% | Nicor is operating in a tough environ- These cases usually take about 11 months,
ANNUAL RATES  Past Past Est'd’05/07| ment. The company continued the weak and therefore would not factor into results
of change (persh)  10¥rs. - 5¥rs, o113 | performance it registered in 2007 in this until the second quarter of 2009. The com-
B@;’gg‘,‘:‘?gwn ggofs 320//;’ ggy/;’ year’s first quarter. Namely, Nicor’s gas pany also asked the ICC to implement a
Earnings 15% -15%  45% | distribution business struggled due to rate decoupling mechanism, which would
Dividends 35%  1.0% NI | higher costs, while the shipping business encourage conservation through energy ef-
Book Valus 30% 40% 45% | was hurt by high fuel prices and the over- ficiency programs. For now, shares of GAS

Cal- | QUARTERLY REVENUES($mill) | Fu | all economic environment. As a result, will likely face uncertainty as the invest-
endar |Mar.31 Jun30 Sep.30 Dec.31| Year | Nicor posted $0.91 a share on the bottom ment community waits for the outcome of

2005 1179.9 4844 3360 13575 [3357.8 | line, which was down from $1.04 a share the pending rate case. Additionally, the

2006 13194 4513 35611 8382 |2960.0 | in the same period of 2007, company will likely struggle to post solid

2007 f1334.7 5569 3652 9195 131763 | This will likely be a disappointing results until it receives rate relief from the

2008 15957 575 400 10793 13650 | year for the company. Management pro- Illinois Commerce Commission. Nicor

2009 {1650 600 415 1110|3775 | yided uninspiring guidance for the coming believes that it needs new rates in order to

cal- EARNINGS PER SHARE A Full | year. Nicor expects share net to come in post a decent performance because rising
endar |Mar.31 Jun.30 Sep30 Dec.d1| Year | hetween $2.20 and $2.40. The gas distribu- operating costs in its distribution system

2005 98 35  d06 102 | 229 tion business will likely continue to be and the ongoing need for capital invest-

2006 | 99 19 3% 130 | 287| weighed down by high operating costs. Ac- ment continue to pressure results. For bet-

2007 | 104 40 32 122 | 298| cordingly, we are forecasting earnings of ter or worse, the decision on the pending

2008 | 91 3020 941 235) $9 35 3 share for the year end in light of rate case will likely act as a catalyst for

2009 | 90 .35 .25 110 ] 260) e challenging environment. this stock in 2009,

Cal- | QUARTERLYDIVDENDSPAIDB= | Fyi | Management filed a rate case with the These shares lack appeal at this time.
endar |Mar.31 Jun.30 Sep.30 Decdi1| Year | Tllinois Commerce Commission (ICC). Indeed, this issue is ranked 3 (Average) for

2004 465 465 465 465| 1.86| The company filed the case at the end of Timeliness and, although the yield is rela-

2005 | 465 465 465 465( 186 | April for an overall increase of $140.3 mil- tively high, dividend growth is lacking.

2006 | 465 465 465 465| 1.86| lion. Nicor is hoping for a return of 9.21% However, the future beyond this year is

2007 | 465 465 465 465| 1.86| on a base of about $1.5 billion, which unclear due to the pending rate case.

2008 465 465 465 would reflect an 11.05% return on equity. Richard Gallagher June 13, 2008
(A) Based on primary eamings thru. ‘96, then | Excl. items from discontinued ops.: '93, 4¢; '96, | ment plan available. (C) In millions. Company’s Financial Strength A
diluted. Excl. nonrecurring gains/(loss): '97, 6¢; | 30¢. Next egs. report due late July. Stock’s Price Stability 95
‘98, 11¢; '99, 5¢; '00, ($1.96); '01, 16¢; '03, (B) Dividends historically paid mid February, Price Growth Persistence 25

Earnings Predictability 75
¥ To subscribe call 1-800-833-0046.
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N.W, NAT L GAS NYSE-NWN PRICE 45.73 RATIO 17.3 Median: 16.0) PIE RATIO 1-05 YLD 3-3 0
TmeEUNESs 4 weerzzos | T | 30| 328) %03| 7| 3% 37| 2d| 8| 8| 8e| %8| 37 Target Price Range
SAFETY 1 maseowigns [ LEGENDS 120

= 1.10 x Dividends p sh
TECHNICAL 3. Lovered 5008 divded by Intefes! Fte 100
.-« » Relative Price Strength 80
BETA .80 (1.00 = Market) 3-(?7-2;;%5 9/96 84
207113 PROJECTIONS | “Bhead mea indcates recession ~ PR VO N A EETEY LIRS s
i _ Ann'l Total FYTRATTLLL { TTL g

) Price  Gain Return a ITTLALITTN TP Ciil NN RO 3
i 65 (ra0w) 2% TEST AT o
Low 55 (+20% 8% - upliul ! r nly, _'IA v Il 24
insider Decisions (LTI SA= SRNNPN LA T - 20

JASONDUJFM e 16
tBy 000000010 e et e e e, s 12
Options 0 0 00 40000 . . e L ICES D
Sl 010051000 , % TOT. RETURN 5/08 |_g
Institutional Decisions h I | s%:sK VL ARITH.
30207 4Q2007 102008 : -

o Buy 66 95 77| eeent 9 . T T i ty. 85 91 [T
to Selt 88 60 92 | traded 3 1M j A dC T yr. 399 273 |
Hids(00) 16048 16848 16772 I IHIII[ﬂ T IR Sy 077 858
1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 ;2003 [2004 | 2005 | 2006 | 2 2008 (2009 | ©VALUELINEPUB, INC| 11-13

1410 | 1815| 1830 1602| 16.86 | 15.82| 1677 | 1847 | 21.09 | 2578 | 25.07 | 23.57 | 2569 | 33.01 | 37.20 | 3913 | 41.50 | 43.95 |Revenues persh 50.00

325} 374 350| 341| 38| 372| 324| 372| 368) 386 | 365| 38| 392 434 476 | 541 545 | 575 |“Cash Flow" per sh 6.60
T4 174 163 161 197 176 102| 170 479] 188| 162| 176 186 | 211 235 276| 265| 280 |Earnings persh A 3.36
115 147 117 1.18 1.20 1.21 1.22 1.23 124 1.25 1.26 127 130 1.32 1.39 144 1.52 1.60 | Div'ds Decl'd per sh Be 1.88
373 361 423 3.02 370 507 402| 478 346 323 | 311 490 | 552 3.48 3.56 448 5.45| 9.00 {Cap'l Spending per sh 4.50
1241} 1308 1363 | 1455] 1537 16.02| 1659 1712 1793 | 1856 | 18.88 | 1952 | 2064 | 2128 | 22.01 | 2252 | 23.65| 23.75 |Book Value persh 26.50
1946 19.77| 2013 | 2224 2256 | 22.86| 24.85| 2509 2523 | 2523 | 2559 | 2594 | 2755 | 2758 | 2724 | 2641| 26.50 | 26.50 |Common Shs Outst'g © | 28.00
210 129 130| 129 17| 144] 267 | 45| 124| 129 172} 158 167 | 170 159 | 16.7 | Boid figyres are |Avg Ann'l PIE Ratio 18.0
1.64 76 .85 86 13 831 139 83 .81 66 94 90 88 9 86 88 Value|Line Relative P/E Ratio 1.20

57%| 52%| 55%| 57%| 52% | 48% | 45% | 50% | 56% | 51% | 45% | 46% | 42% | 87% | 37%| 34% | " |Avg Aol Divd Yield 3.1%
CAPITAL STRUCTURE as of 3/31/08 4167 | 4558 | 5321 | 650.3 | 6414 | 6113 | 7076 | 9105 | 10132 | 10332 | 1100 | 1165 |Revenues ($mill) 1400
Total Debt $671.6 mill. Duein5Yrs $144.0mil. | 9731 449 478| 502| 438| 460| 506 | 584 | 652] 745| 70.0| 74.0 |Net Profit ($mill 94.0
LT Debt $5120mill. LT Interest $37.0 mill. 0% | 354% | B.9% | 354% | 34.9% | 33.7% | 344% | 36.0% | 36.3% | 37.2% | 37.0% | 37.0% [Income Tax Rate 37.0%
(Total nterest coverage: 4.0x) 66% | 90% | 00% | 7.1% | 68% | 75% | 7% | 64% | 64% | 7% | 64% | 64% NetProfitMargn | 67%

450% | 46.0% | 45.1% | 43.0% | 47.6% | 49.7% | 46.0% | 47.0% | 46.3% | 46.3% | 47.0% | 48.0% |Long-Term Debt Ratio 48.0%

Pension Assets-12/07 $241 mill. 50.6% | 49.9% | 50.9% | 53.2% | 51.5% | 50.3% | 54.0% | 53.0% | 53.7% | 53.7% | 53.0% | 52.0% |Common Equity Ratio 52.0%
Oblig. $260 mill. 8156 | 861.5| 887.8 | 8805 | 937.3 | 10066 | 1052.5 | 1108.4 | 1116.5 | 1106.8 | 1150 | 1200 |Total Capital {$milf) 1500
Ptd Stock None 8947 | 8959 | 9340 | 9650 | 995.6 | 12059 | 13184 | 13734 | 14251 | 14959 | 1550 | 1650 |Net Plant ($mill 2000
Common Stock 26,415,248 shs. 5.0% 6.8% 6.7% 6.9% 5.9% 5.7% 5.9% 6.5% 7.1% 8.5% 7.5% 7.7% {Return on Total Ca}?,l 7.0%
as of 4/30/08 6% | 97% | 9.8% | 100% | 89% | 91% | 89% | 9.9% | 10.9% | 12.5% | 11.5% | 11.5% |Return on Shr. Equity 11.0%
MARKET CAP $1.2 billion (Mid Cap) 6.0% | 9.9% | 10.0% | 10.2% | 85% | 9.0% | 8.9% | 9.9% | 10.9% | 12.5% | 11.5% | 11.5% |Return on Com Equity 11.0%

NMF | 28% | 31% | 35% | 19% | 26% | 27% | 37% | 45% | 60% | 50% | 5.0% {RetainedtoComEq 5.0%

CURI}E&T POSITION 2006 2007 3/31/08 | 118% | 74% | 70% | 67% | 79% | 72% | 69% | 63% 59% | 52% 57% | 57% |All Div'ds to Net Prof 56%
Cash Assets 5.8 8.1 6.4 | BUSINESS: Northwest Natural Gas Co. distributes natural gas to  Owns local underground storage. Rev. breakdown: residential,
Other 303.0 _2688 2304 | 90 communities, 657,000 customers, in Oregon (90% of customers) 55%; commercial, 28%; industrial, gas transportation, and other,
Current Assets 3088 2749  236.8 | and in southwest Washington state. Principal cities served: Portland  17%. Employs 1,130. Barclays Global owns 6.5% of shares; of-
écgtsgayable } }88 } lgz gg-g and Eugene, OR; Vancouver, WA. Service area population: 2.5 mill.  ficers and directors, 1.3% (4/08 proxy). CEO: Mark S. Dodson. Inc.:
Oteher ue 983 1221 1593 (77% in OR). Company bpys gas supply from Cangdiqn and US. Oregon. Address: 220 NW 2nd Ave., Portland, OR 97209. Tele-
Current Liab. 3475 3800 312.0 producers; has transportation rights on Northwest Pipeline system.  phone: 503-226-4211. Internet: www.nwnatural.com.

Fx. Chg. Cov. 349% 408% NMF | Northwest Natural actually began should help to boost profits over the
ANNUAL RATES  Past Past Est'd’05'07| 2008 fairly well. Earnings in the first next 10 years. Oregon has increased the
ofchange fpersh)  10¥rs, - §Yis. - to'113 | quarter of 2007 benefited from a $0.25-a- permitted population density in some sub-
Revenues 8.5%  85%  65% | share gas hedging profit from astute for- urban areas southeast of Portland, and ex-

Cash Flow' 30% 55% 5.0% .

Earnings 30% 65% 7.0% | ward purchasing in 2006. (In Oregon, pected population growth there could add
Dividends 15%  20%  55% | Northwest keeps one-third of the gain or 15% to customer rolls by 2015.

Book Value 35% 35% 35% |loss from such activity, while 100% of the Two large projects could contribute

Cal- | QUARTERLYREVENUES(Smill) | run | gas cost is passed through to customers in substantially to earnings by 2011.
endar |Mar31 Jun.30 Sep30 Dec31| Year | Washington.) Thus, without that fortui- Northwest and PG&E plan to build a gas

2005 {3087 1537 106.7 3414 |910.5| tous gain in 2007, share net would have storage facility near Fresno, CA, 75%-

2006 13904 1710 1149 3369 |10132| risen 7%. Customer growth continued owned by NWN. And the proposed

2007 13941 1832 1242 3317 10332 | strong, and lower operating costs and Palomar pipeline, half-owned by NWN,

2008 1387.7 200 130 3823 |1100 | higher earnings from gas storage helped. would give Northwest a second source of

2009 1420 210 135 400 |1165 Earnings will likely grow at a normal gas and could come on stream by then, as

cal- EARNINGS PER SHARE A Full | utility pace through 2009. Customer well. The company’s total investment in

endar |Mar31 Jun.30 Sep30 Dec31| Year | growth will probably continue strong, the two projects could be around $500 mil-

2005 | 144 04 d3 94 | 211| despite a slowdown in new construction. lion, and returns should be adequate.

2006 | 148 07 d35 115 | 235| The company has beefed up its conversion While completing both projects would re-

2007 | 177 0 d2 AN | 276) sales effort, which has led to more conver- quire a stock issue, the gain in earnings

2008 | 163 A0 d28 120 | 265 giong to gas from other heating sources. per share from the two projects could run

2009 | 170 11 d27 126 | 280| Northwest expanded its gas storage capac- as high as $0.80. As neither project has

Cal- | QUARTERLYDIVDENDSPAIDB= | Fuil | ity by about 11% last year, and that been approved, we exclude their effects

endar |Mar31 Jun30 Sep.30 Dec.31| Year| should generate earnings gains of around from our earnings forecast. Still, even

2004 | 325 325 325 325 | 130| $0.02 a share per quarter. Finally, NWN without the big projects,

2005 | 326 325 326 345 | 132| has filed a rate case in Washington, the These top-quality, though untimely,

2006 | 345 345 345 355 | 139 first since 2003, seeking a 4.8% general in- shares have decent risk-adjusted long-

2007 | 386 355 356 375 | 144] crease; some of that will likely be granted. term total return prospects.

2008 | 375 375 Expanding service to the suburbs Sigourney B. Romaine, CFA June 13, 2008
(A) Diluted earnings per share. Excludes non- | mid-May, mid-August, and mid-November. Company’s Financial Strength A
recurring items: '98, $0.15; '00, $0.11; '06, | w Dividend reinvestment plan available. Stock’s Price Stability 100
($0.08). Next earnings report due early August. | (C) In millions, adjusted for stock split. Price Growth Persistence 65
(B) Dividends historically paid in mid-February, Earnings Predictability
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of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generaling or marketing any printed or electronic publication, service or product.
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BETA .90 (1.00 = Market) Options: Yes 64
2071-13 PROJECTIONS hader area ot U P N R P 48
Price  Gain Ana'eltz?'t]al ' /~—--—-1~-""1:‘r'“1—_"__
High 75 (+50%; 13% = ¥ e o Ay 8
Low 50 (Nil) 3% it .E, ':- 24
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el 150 13 43| chares 10 it ittt sy 791 23 [

HIs(000) 76193 73505 74667 Woatoas Tt O T T T Sy 1922 858
1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 [ 2002 [2003 | 2004 | 2005 | 2006 | 2007 [2008 [ 2009 | ©VALUELINE PUB, INC] 11-13

1271 1481 1484 1758 | 2246| 2069 | 29.06| 29.83 | 112.38 | 113.38 | 34.63 | 31.50 | 57.47 | 130.56 | 107.42 | 129.70 | 132.10 | 134.25 Revenues pershA 151.80

148 1.61 1.62 1721 230| 238| 279| 322| 426 433 | 3.78 386 | 414 470 464 | 512 540| 580 |“Cash Flow" per sh 7.00
81 12 87 79 97 1.07 112 1.03 1.48 123 1291 2131 230 | 2585 243 279| 295| 3.25 |Eamings pershAB 425
48 53 56 .56 59 60 60 62 .62 62 62 .69 .88 109 1.22 140 1.52 1.60 | Div'ds Decl’d per sh Ca 1.92
1.31 162 139 --1 164 161 477 340 527 | 569 347] 226| 253 2857 340 850 71.30| 9.25 |Cap’l Spending per sh 6.75
6.64 6.82 694 719 761 824| 951 981 11.41] 21.08 | 2247 | 13.04 | 1541 | 1838 | 20.02 | 1894 | 20.30 | 22.20 |Book Value pershE 25.90
5326 | 5327| 53.38| 54.04| 5452| 56.16| 6315 61.77 | 59.11 | 60.00 | 60.76 | 95.19 | 104.20 | 97.65 | 110.68 | 103.99 | 706.00 | 708.00 |Common Shs Outst'g® | 112.00
12.9 143 1401 119 125 138 164 152 105 159 150 9.2 103 119 146 16.9 | Bold figgres are |Avg Ann'l P/E Ratio 15.0
.78 84 92 80 78 80 85 87 .68 81 82 52 54 .63 79 89 Valus|Line Relative P/E Ratio 1.00

62% | 52%| 59% | 59% | 4.9% | 41% | 33% | 40% | 40% | 32% | 32% | 35% | 37% | 36% | 34% | 30% | " |Avg Ann'l Divid Yield 3.0%
CAPITAL STRUCTURE as of 3/31/08 18354 | 1842.8 | 6642.9 | 6803.1 | 2104.3 | 2999.0 | 5988.1 | 12750 | 11889 | 13488 | 14000 | 14500 [Revenues ($mill)A 17000
Total Debt$4502.2 mill. Due in § Yrs $1800.0 mil. | 16.6% | 19.0% | 7.2% | 76% | 24.7% | 202% | 11.3% | 65% | 82% | 65% | 65% | 6.5% |Operating Margin 7.0%
gog??;tz;‘;slscgv‘ggg 9.577‘)(“)‘9'9“ %g%%pg“apl) 017 | 1297 | 1434 | 1573 | 1478 | 1609 | 1887 | 1834 | 2355 | 2280 | 240| 255 |Depreciation ($mill 285

o 1018 | 1064 | 1456 | 1394 | 118.9 | 206.6 | 2422 | 2754 | 2782 | 304.9 330 370 | Net Profit ($mill) 500

Leases, Uncapitalized; Annual rentals $121 mill. 39.5% | 38.7% | 38.3% | 36.8% | 46.3% | 40.1% | 38.2% |44.0% | 38.7% | 37.7% | 37.0% | 36.0% {Income Tax Rate 36.0%
Pension Assets-12/07 $771.9 mill. Oblig. $820.0 55% | 58% | 22% | 20% | 56% | 69% | 40% | 22% | 23% | 23% | 24% | 2.6% [NetProfit Margin 2.9%
mill. d122.7 | d104.3 | d210.4 | d256.4 | d94.0 | d346.1 | d396.0 | d389.5 | 11744 | 698 | 50.0 150 {Working Cap'l ($mill) 250
Pfd Stock None 3124 | 8101 | 14732 | 14080 | 1511.1 | 1978.6 | 15432 | 2024.1 | 4030.9 | 42150 | 4000 | 4200 |Long-Term Debt ($mill) | 4800

1168.9 | 1174.5 | 1225.0 | 1265.3 | 1365.6 | 1241.4 | 1605.7 | 1794.8 | 2216.0 | 1969.3 | 2150 | 2400 |Shr. Equity ($mill) 2900

i . 104.275,088 shs. T9% | 64% | 6%% | 72% | 58% | 78% | 92% | 63% | 64% | 6.5% | 7.0% | 7.5% [RetumonTotalCapT | 8.0%

8.7% | 9.1% | 11.9% | 11.0% | 8.7% | 16.6% | 151% | 15.3% | 12.6% | 15.5% | 15.5% | 15.5% |Return on Shr. Equity 17.0%

MARKET CAP: $5.2 billion (Large Cap) 78% | 50% | 114% | 52% | 3.3% [ 109% | 95% | 92% | 64% | 79% | 8.0% | 8.5% |RetainedtoComEq 10.0%
CURRENT POSITION 2006 2007 3/31/08 | 54% | 72% | 48% | 53% | 63% | 34% | 37% | 40% | 49% | 49% | 48% | 46% |All Div'ds to Net Prof 43%
CasliMALsLéets 68.3 19.1  268.7 | BUSINESS: ONEOK Inc. is a diversified energy company that pur-  47.8% ownership interest in ONEOK Partners. Has 4,555 employ-
Receivables 1348.5 17232 17238 | chases, transports, and distributes natural gas. ONEOK has over 2 ees. Barclays Global Investors owns 6.7% of common stock; of-
gt‘"fe'}wry (Avg Cst) gégg gg}g 3%?? million distribution customers in Oklahoma, Kansas, and Texas. ficers and directors, 1.3% (3/08 Proxy). Chairman: David L. Kyle.
Current Assets 5386 D9515 7427 | Sold productﬁon segment, 9/05, Sold gathering and processing, nat-  CEO: John W. Gibson. President: J?mes C. Kneale. Incorporated:
Accts Payable 1077.0 1436.0 15858 | ural gas liquids, and pipellnes and storage assets to ONEOK Part-  Oklahoma. Address: 100 West Fifth Street, Tulsa, Oklahoma
Bﬁ?g Due gggq g%gé gggg ners, 4/06. Sold Spring Creek power plant, 10/06. Currently has 74103. Telephone: 918-588-7000. Internet: www.oneok.com.

e w5555 spars sias | ONEOK reported good first-quarter wural gas liquids are especially upbeat.

Current Liab. 20642 26817 26790 performance in two of its three (OKE now has a 47.7% stake in the MLP,
ANNUAL RATES Past  Past Est'd '0,51"07 businesses. At ONEOK Partners, operat- up from 45.7% at the end of 2007). Else-
ofchange fpersh)  10¥rs, - SY¥rs, - lo'f1:49 ing income increased roughly 44%, mainly where, ONEOK recently received approval
Revenues 18.56%  3.0% 3.5% ! . N s f
“Cash Flow” 90% 25% 65% | as a result of higher price realizations and to increase rates by $1.1 million in south
Earnings 11.5% 140%  85% | increased volumes. Additional supply con- Texas. This should benefit operating earn-
g},vc',‘,’(e\',‘;’ﬁe 8:202 1;:802 g:gé; nections and a recent acquisition sup- ings modestly at the Distribution segment,

- ported volume growth. Meanwhile, the Better marketing and storage margins

Cal- | QUARTERLYREVENUES (§mil) | Full | Distribution segment posted moderate from Energy Services would also help.
endar |Mar.31 Jun.30 Sep.30 Dec.1| Year growth in operating income. Volumes in- Overall, we expect share earnings will ad-

2005 12743.7 21299 31816 46945 127497} cregsed in Kansas and Qklahoma, as these vance roughly 6% in the current year.

2006 37483 24278 26493 30639 115328 territories experienced colder-than-usual Bottom-line growth may accelerate in

gggg %%g ggggz %?3238 gggga ;3‘300‘ temperatures. However, performance in 2009, assuming higher revenues and

2009 14500 3300 3200 3500 |14500 | the Energy Services segment was far less greater cost control.

- favorable. Operating income decreased sig- ONEOK shares are neutrally ranked

Cal- EAR\»}JING:? PESR SHARED 1 Full | nificantly, owing to a considerable decline for the coming six to 12 months. Look-
endar_Mar31_Jun.30 Sep.30 Dec.31| Year in marketing and storage margins. In ing further out, we anticipate decent

2005 9723 49 86| 2854 oy growth in the top line was offset by a growth in earnings per share at the com-

%ggg };g g? %g gg ggg greater cost of sales and higher operating pany for the pull to 2011-2013. That

2008 | 136 40 30 89 | 295| expenses, and share net only matched the should lead,to steady annual dividend in-

2000 | 145 45 40 .95 | 3.95| prior-year period. creases. We've bumped up our long-term

UARTERLY DIVIDENDS PAID Ca We anticipate solid results at ONEOK earnings projection based on the expan-

Cal- | @ Ful | in the coming quarters, driven by con- sion opportunities at the partnership.
endar |Mar31 Jun.30 Sep.30 Dec.31| Year| y;,qq strength from ONEOK Partners. However, this appears to be partially dis-

2004 1 1921 2825 88| The partnership has numerous pipeline counted by the current quotation, and to-

2005 25 28 28 28 | 1091 construction and expansion projects under tal return potential for the coming years is

%gg? gg gg gé g% }% way that have promise for earnings in the below the Value Line median.

2008 %8 g ’ 7| years ahead. Interests in the booming nat- Michael Napoli, CPA June 13, 2008
(A) Fiscal year ended August 31st through due fo rounding. Next egs. report due late gE) Includes intangibles. At 3/31/08: $1.04 bill, | Company’s Financial Strength B+
1999, December 31st thereafter. (B) Diluted July/early August. (C) Dividends historically 9.99/sh. Stock’s Price Stability 85
earnings. Excl. nonrecur, items: '02, 9¢; '03, paid mid-Feb., May, Aug., and Nov. = Div'd Price Growth Persistence 90
(91¢); '05, $2.51; '06, 25¢. Totals may not sum | reinvest. plan avail. (D) In mill., adj. for split. Earnings Predictability 80
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Institutional Decisions THIS  VLARITH.
302007 402007 1Q2008 . STOCK  INDEX
1o Buy 78 85 78| oacent 73 i I o Y O O Y P 1y 59 97 [
to Sell 80 81 85| yraded 2.5 ! [RARAINI N LT N i 3yr. 239 273 [
Hifs(000) 35472 36470 36778 T TSP MR ATRRRAIER AR AR A TR A Syr 673 858
1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 [ 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 |20 008 | 2009 | ©VALUELINEPUB, INC; 11-13
891| 1057 1082 876| 1159 1284 1245] 1097 | 13.01| 1706 | 1257 { 1814 | 1995 | 2296 | 2580 | 2337 | 25.60 | 26.45 |Revenues pershA 29.25
1.07 1.14 113 1.25 1.49 1.62 1.72 1.70 1.77 1.81 181 204 | 231 243 2.51 2.64 2.80 | 285 |"Cash Flow” per sh 3.10
70 73 68 13 .84 93 98 93| 101 1.01 8] 1N 121 ] 132 1.28 140 | 1.55| 1.60 |Earnings persh® 1.85
46 48 51 54 57 .61 64 68 72 76 80 .82 85 91 95 99 1.03 1.07 |Div'ds Decl’d per sh Cs 1.19
141 1.58 1.95 1.72 1.64 152 148 1.58 165 129 1.21 1.16 1851 250 2.74 185 2.00| 205 |Cap'l Spending per sh 2.30
513 5,45 5.68 616| 653 695 745) 786} 826 863 89 9.36 | 11151 1153 | 11.83 | 1199 | 1245 12.95 Book Value persh® 14.70
5159 | 5230 53.45] 5767 59.10| 60.39| 6148 | 6259 | 6383 | 64.93 | 66.18 | 67.31 | 76.67 | 76.70 | 7461 [ 7323 | 73.00| 72.75 |Common Shs Qutst'g E 72.00
12.3 154 157 138 139 136 16.3 177 14.3 16.7 184 16.7 16.6 179 19.2 18.7 | Bold figyres are |Avg Ann'I PE Ratio 18.0
75 91 1.03 92 87 78 .85 1.01 93 86 1.01 95 88 95 1.04 98 Value|Line Relative P/E Ratio 1.50
53% | 43% | 48% | 54%| 49% | 48% | 40% | 41% | 50% | 45% | 46% | 44% | 41% | 38% | 39% | 38%| P |AvgAnn'I Divid Yield 31%
CAPITAL STRUCTURE as of 1/31/08 7653 | 686.5| 8304 | 1107.9 | 8320 | 1220.8 [ 1529.7 | 1761.1 | 1924.7 | 17113 | 1870 | 1925 |Revenues ($mill) A 2105
Total Debt $1113.8 mill. Due in § Yrs §150.0 mill 603 582 640 655| 622| 744 | 952 | 101.3 | 97.2| 1044 | 13| 117 |NetProfit (§mit) 135
LTDebt§824.8mil.  LTinterest $65.7mil. 3029 | 307% | 347% | 3% | 33.1% | 34.8% | 1% |37% | 34.2% | 330% | 35.0% | 35.0% [Income Tax Rate 35.0%
fwx) erest eamed. 2.5 COVErBgE: | 7% | 85% | 7.7% | 59% | 7.5% | 6% | 62% | 58% | 50% | 6% | 6.0%| 6.1% |NetProfitMargin 6.4%
44.7% | 46.2% | 46.1% | 47.6% | 43.9% | 42.2% | 43.6% | 41.4% | 48.3% | 48.4% | 48.0% | 47.6% |Long-Term Debt Ratio 46.0%
Pension Assets-10/07 $225.0 mifl. 55.3% | 53.8% | 53.9% | 52.4% | 56.1% | 57.8% | 56.4% | 58.6% | 51.7% | 51.6% | 52.0% | 52.4% |Common Equity Ratio 54.0%
Oblig. $188.7 mill. |"8393 | 974.7 | 978.4 | 10694 | 1051.6 | 1090.2 | 15149 | 15002 | 17078 | 1703.3 | 1750 | 1800 |Total Capital {$mill) 1960
Pfd Stock None 990.6 | 1047.0 | 1072.0 | 1114.7 | 1158.5 | 1812.3 | 1849.8 | 1939.1 | 20753 | 2141.5 | 2200 | 2250 |Net Piant ($mill) 2400
92% | 81% | 83% | 79% | 78% | 86% | 78% | 82% | 72% | 78% | 8.0% | 8.0% |ReturnonTotal Cap'l 8.0%
Common Stock 73,407,684 shs. 132% | 11.8% | 12.1% | 11.7% | 10.6% | 11.8% | 11.1% | 11.5% | 11.0% | 11.9% | 12.5% | 12.5% |Return on Shr. Equity 12.5%
as of 3/4/08 13.2% | 11.8% | 12.1% | 11.7% | 10.6% | 11.8% | 11.1% | 11.5% | 11.0% | 11.9% | 12.5% | 12.5% |Return on Com Equity 12.5%
MARKET CAP: $2.0 billion (Mid Cap) 47% | 33% | 35% | 30% | 17% | 31% | 37% | 36% | 28% | 35% | 4.0% | 4.0% |Retained to Com Eq 4.5%
CUR$RENT POSITION 2006 2007 1/31/08 65% | 72% | T1% | 75% | B83% | 74% | 66% | 68% 74% | 70% | 66% | 67% [AllDiv'ds to Net Prof 64%
Cash Assets 8.9 7.5 17.7 | BUSINESS: Piedmont Natural Gas Company is primarily a regu- 8.7 years. Non-regulated operations: sale of gas-powered heating
Other _467.1 4278 6448 | |ated natural gas distributor, serving over 932,097 customers in  equipment; natural gas brokering; propane sales. Has about 1,876
Current Assets 476.0 43563  662.5 | North Carolina, South Carolina, and Tennessee. 2007 revenue mix:  employees. Officers & directors own less than 1% of common stock
Accts Payable 80.3  97.2  187.1 | residential (54%), commercial (30%), industrial (14%), other (2%).  (1/08 proxy). Chairman, CEO, & President: Thomas E. Skains. Inc.:
(D)tef?etrDue }5738? 1%28 %ggg Principal suppliers: Transco and Tennessee Pipeline. Gas costs:  NC. Addr.: 4720 Piedmont Row Drive, Charlotte, NC 28210. Tele-
Current Liab. 7004 7245 6390 | 694% of revenues. ‘07 deprec. rate: 3.4%. Estimated plant age: phone: 704-364-3120. Internet: www.piedmontng.com.
Fix. Chg. Cov. 261% 225% 220% | Piedmont Natural Gas likely posted ought to continue to take hold.
ANNUAL RATES  Past Past Estd'05-07| April-period earnings little changed In 2009, Piedmont may benefit from a
g{ change (per sh) 10g'3-0/ ﬂfg-"/ ‘031-’01/3 compared to last year. The company pending rate case in North Carolina.
eSS B 709 3:29/': was scheduled to report earnings for its The company recently filed for the rate
Earnings 50% 60% 6.0% | fiscal second quarter (ended April 30th) hikes with the North Carolina Utilities
Dividends 50350 45%  4.0% | after this report went to press. PNY proba- Commission. The new plan would expand
Baok Value 60% 65% 40% | ply experienced low to mid-single-digit in- PNY’s energy efficiency and conservation
F\i{g(;?' QUARTERLYREVENUES($ mill.} A F‘izggal creases in revenues. The lift in top-line programs, and permanently extend a mar-
Ends |Jan31 Apr30 Jul3! Oct31]| 'vear | volume should have stemmed from growth gin decoupling mechanism. The rate case
2005 1680.6 5080 2329 3396 {17611| in the company’s customer base in the would also help the company recover some
2006 19214 4832 2379 2821 |19247| residential and commercial & power gen- of the additional costs and capital expendi-
2007 16772 68315 2244 2782 |1711.3 | eration markets. Meanwhile, gas costs, in- tures used to maintain and grow its distri-
2008 17885 540 240 301.5 |1870 | yentories, supplier refund, and lost and bution network. In sum, if the case is ap-
2009 |805 585 255 310 [1925 | ynaccounted for adjustments ought to proved, PNY would receive an additional
Fiscal | EARNINGS PERSHARE ABF | Full | have benefited margins for that interim. §41 million in revenues next year.
Ends |Jan.31 Apr30 Jul31 Oct31| Year | We have raised our 2008 estimate by a These neutrally ranked shares may
2005 | 93 52 d06 d07 | 132| nickel, to $1.55 a share. Heightened appeal to income-oriented accounts
2006 | 94 57 d16 d08 | 127| volumes and widening margins lead the (Timeliness: 3). Indeed the equity offers
2007 | 94 89 d12  d11 | 140| way for this revision. The top and bottom a decent dividend yield thanks to the
2008 | 112 .70 d15  d12 | 1.55| lines ought to get a boost from the compa- board of directors’ recent hike of approxi-
2009 | 108 75 d13  d10 | 1.60 ny’s nonutility business. We expect to see mately 4%. And conservative accounts
Cal- | QUARTERLYDIVIDENDSPAID ®s | Fyil | solid contributions from both the Hardy may find the Above Average Safety rank
endar | Mar31 Jun.30 Sep.30 Dec.31| Year| storage facility and Southstar Energy joint (2) and top marks for Price Stability (100)
2004 | 208 215 215 215 85| venture. Meanwhile, continued invest- attractive. However, momentum investors
2005 | 215 23 28 .3 91| ments in the company’s natural gas infra- should look elsewhere, as these shares of-
2006 | 23 24 24 A 95| structure will likely bear fruit. And ef- fer below-average total return potential for
2007 | 24 2% BB 99! ficiency initiatives focused on streamlining the pull to 2011-2013.
000 | 25 .28 and consolidating the business processes Bryan Fong June 13, 2008

[gg Fiscal year ends October 31st.
Next earnings report due early Augu
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1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 2001 | 2002 [2003 [2004 [2005 | 2006 | 2007 | 2008 [2009 | ©VALUELINEPUB, INC{ 11-13

16.67 | 17.03| 1745| 1650 1652 | 16.18{ 2089 | 17.60| 2243 | 3530 | 2069 | 26.34 | 2951 | 3178 | 3176 | 3230 | 32.65| 34.75 |Revenues persh 39.05

156 154| 135 165| 154 160| 144] 184 195( 190 212 | 224 | 244 | 251 3.51 303 | 3.20| 3.50 |“Cash Flow” per sh 4.05
81 78 61 83 85 .86 641 101 1081 115 122 137 | 188 | 1.1 246 209 | 225| 245 |Earnings pershA 3.00
11 12 72 12 12 12 12 12 73 74 .75 .78 82 .86 92 1.01 1.10 |  1.16 |Div'ds Decl'd pershB = 1.28
1.69 1.87 193] 208] 201 2300 306 219 221 282 3471 23% | 267 32 2.51 1.87 2.05| 230 |Cap'l Spending per sh 3.15
6.95 7 123 734 B803| 643 623| 674] 725| 181 967 | 1126 | 1241 | 1350 | 1511 | 1625| 17.35| 18.45 |Book Value pershC 20.30
1900 | 19.61| 2143 2144 2151| 2164 2156| 2230 | 23.00 | 2372 | 2441 | 2646 | 27.76 | 2898 | 2933 | 29.61| 30.00| 30.50 |Common Shs Outstg® | 32.00
132 168 16.1 122 13.3 138 212 133 130 136 135 133 141 16.6 1.9 17.2 | Bold figlres are |Avg Ann’| PIE Ratio 14.0
80 93 1.06 82 83 80 1.10 16 .85 70 74 76 74 .88 .64 91 Value|Line Relative P/E Ratio 95
6.6% | 59%| 7.4% | 72%| 64% | 61% | 53% | 54% | 52% | 47% | 46% | 43% | 37% | 30% | 32% | 28%| ™™ |AvgAnnIDivd Yield 3.0%

CAPITAL STRUCTURE as of 3/31/08 4502 | 3925 5159 | 837.3 | 505.1 | 696.8 | 819.1 | 921.0 | 9314 | 9564 980 | 1060 |Revenues ($mill) 1250
Total Debt $389,B'mill. Due in 5 Yrs §69.7 mill 138 220 247| 268| 294 | 346 | 430 | 486 720 618 67.5| 750 |NetProfit ($mill) 95.0
LT Debt §357.9 mil "‘;Tg'")‘e’eswz*o mill 6% | 428% | 43.1% | 42.2% | 414% | 40.6% | 409% | 415% | 41.3% | 40.7% | 40.0% | 40.0% |Income Tax Rate 20.0%
(Totalinterest coverage: 4.9x 31% | 56% | 48% | 32% | 58% | 50% | 52% | 53% | 7.7%| 65% | 68% | 7.1% |NetProfit Margin 7.6%

57.3% | 53.8% | 54.1% | 57.0% | 53.6% | 50.8% | 48.7% | 44.9% | 44.7% | 42.7% | 41.5% | 40.5% |Long-Term Debt Ratio 41.0%

Pension Assets-12/07 $120.4 mill. 33.5% | 37.0% | 37.6% | 35.9% | 46.1% | 49.0% | 51.0% | 55.1% | 55.3% | 57.3% | 58.5% | 59.5% |Common Equity Ratio 59.0%

Oblig. $133.0mill. |""4011 4059 | 4435 | 5162 | 5125 | 6084 | 6750 | 7103 | 801.1| 8390 890 945 | Total Capital ($mill) 1100

Pfd Stock none 5043 | 5333 | 5622 | 607.0 | 6666 | 7483 | 7959 | 877.3 | 920.0| 948.9| 980 | 1015 |Net Plant ($mill 1200
Common Stock 20,726,697 common shs. 53% | 74% | 4% | 69% | 16% | 7% | 79% | 83% | 104% | 8.5% | 9% 9.0% [Retumon Toal Capl | 10.0%
as of 5/1/08 81% | 11.7% | 12.1% | 12.1% | 124% | 11.5% | 124% | 124% | 16.3% | 12.8% | 13.0% | 13.5% {Return on Shr. Equity 14.5%

10.3% | 14.6% | 14.8% | 12.8% | 12.5% | 11.6% | 12.5% | 124% | 16.3% | 12.8% | 13.0% | 13.5% |Return on Com Equity 14.5%

MARKET CAP: $1.1 billion (Mid Cap) NMF | 42% | 48% | 35% | 47% | 50% | 59% | 62% | 102% | 67% | 6.5% | 7.0% |Retained to Com Eq 8.5%

CUR&?&T POSITION 2006 2007 3/31/08 | 112% | T2% | 67% | 76% | 62% | 57% | 52% | 50% 37% | 48% | 49% | 47% |AllDivids to Net Prof 43%

Cash Assets 7.9 11.7 11.9 | BUSINESS: South Jersey Industries, Inc. is a holding company. ts  South Jersey Energy, South Jersey Resources Group, Marina En-

Other 3638 3166 _306.1| subsidiary, South Jersey Gas Co., distributes natural gas to ergy, and South Jersey Energy Service Plus. Has 604 employees.

Current Assets 371.7 3283  318.0 | 335663 customers in New Jersey's southemn counties, which  Off./dir. control 1.0% of com. shares; Dimensional Fund Advisors,

Accts Payable 1016 1012 123.3 | covers 2,500 square miles and includes Atlantic City. Gas revenue  6.5%; Barclays, 6.1% (3/08 proxy). Chrmn. & CEO: Edward Gra-

BfﬁérD“e 1%8 ]ag‘; 1882 mix '07: residential, 46%; commercial, 23%; cogeneration and elec-  ham. Incorp.. NJ. Address: 1 South Jersey Plaza, Folsom, NJ

Current Liab. 2528 3983 7’8’5’5 tric generation, 8%; industrial, 23%. Non-utility operations include: ~ 08037. Tel.: 609-561-9000. internet: www.sjindustries.com.

Fix. Chg. Cov. 527% 476% 474% | South Jersey Industries reported a fect on housing demand over time. In addi-

ANNUAL RATES  Past Past Est'd’05-07 | lower top line for the first quarter, as tion, the company expects to continue to

ofchenge (persh)  10¥rs, ~ 5Yrs. 10’3 | revenues at South Jersey Gas declined experience high margins from new com-

ngser?‘,‘:?gwu g?ty{‘)’ gg(y/: ggty/;’ roughly 11%. However, the utility’s cost of mercial customers. Moreover, the Conser-

Earnings 95% 120%  6.0% sales decreased 16%, and its bottom line wvation Incentive Program (CIP) ought to

Dividends 20%  35%  59% | advanced modestly. The On-Site Energy further benefit performance. This initia-

Book Value 60% 135% 50% | production business benefited from im- tive allows the utility to promote energy

Cal- | QUARTERLY REVENUES ($ mill) Ful | proved performance at Marina Energy’s conservation while insulating itself from

endar |Mar31 Jun30 Sep30 Dec.31| Year | thermal and landfill gas facilities. Else- the negative impact of lower customer

2005 [3286 1540 1570 2814 | 9210 | where, the Retail Services business also wusage. The CIP protected roughly $6.2 mil-

2006 13726 1538 1547 2503 | 9314 | increased earnings, helped by new sales lion in net income in the first quarter.

2007 13684 1717 1562 2601 | 9564 | campaigns and operational efficiencies. Marina Energy should benefit from

2008 13480 185 170 277 | 980 | Qverall, share earnings improved slightly. two new projects. Marina develops,

2009 380 200 185 295 |1060 Looking forward, we expect solid results in owns, and operates on-site energy plants,

Cal- EARNINGS PER SHARE A Ful | the coming quarters. The company has an- which provide income streams under long-

endar |Mar31 Jun.30 Sep30 Dec.31| Year | nounced share-net guidance of $2.22 to term contracts. It will provide energy serv-

2005 | 9 27 09 39 | 171| $2.30 for full-year 2008. Our estimate lies ices to the Borgata’s expansion, which

2006 | 106 20 51 69 | 246 | near the midpoint of this range. opens in the current month. In addition,

2007 | 130 21 d05 63 | 209| Long-term prospects appear favorable development of the thermal plant serving

2008 | 132 .24 .05 64| 225| for South Jersey Gas. Customer growth the Echelon resort in Las Vegas remains

2009 | 130 30 .15 .70 | 245]| has continued at a respectable pace, ahead of schedule, with startup planned

Cal- | OQUARTERLYDIVIDENDSPAID®e | Fyi | despite weakness in the housing market. for the third quarter of 2010.

endar |Mar31 Jun.30 Sep.30 Dec.31| Year | Natural gas remains the fuel of choice We project continued earnings growth

2004 | -- 202 202 415 82 | within SJG’s service territory, as the vast at South Jersey over the pull to 2011-

2005 | - 213 213 438 86 | majority of new homes constructed use it 2018. This good-quality issue offers only

2006 | -- 225 225 470 92| as their main heating source. New eco- modest, but reasonably well-defined, total

2007 | -- 245 245 515 | 1.01| nomic development planned for the Atlan- return potential for the coming years.

2008 | -- 210 tic City area will likely have a positive ef- Michael Napoli, CPA June 13, 2008
{A) Based on GAAP EPS through 2006, eco- | ($0.24); ‘98, (80.26); '99, ($0.02); '00, ($0.04); | and late Dec. @ Div. reinvest. plan avail, Company’s Financial Strength B++
nomic earnings thereafter. GAAP EPS: 07, '01, (80.02); '02, ($0.04); '03, ($0.09); '05, (C) Incl. regulatory assets. At 3/31/08: $184.7 | Stock's Price Stability 95
$2.10. Excl. nonrecur. gain: '01, $0.13. Excl ($0.02); ‘06, ($0.02). Next egs. report due in mill., $6.22 per shr. (D) In millions, adjusted for | Price Growth Persistence 95
gain (losses) from discont. ops.: '96, $1.14; '97, | August. (B) Div'ds paid early Apr., Jul., Oct., | split. Earnings Predictability 75
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11.7x)

LT Debt $1871.1 mill.

CAPITAL STRUCTURE as of 3/31/08
Total Debt $2081.4 mill. Due in 5 Yrs $1025 mill.
LT Interest $30.0 mill.

(LT Interest earned: 12.9x; Total interest coverage:
(42% of Cap'l)
Pension Assets-12/07 $344.6 mill.

Pfd Stock None
Common Stock 173,288,877 shares
as of 4/30/08

Oblig. $418.4 mill

MARKET CAP: $11.2 billion (Large Cap)

906.3
972

924.2
95.0

1439.4
158.2

1463.2
1792

28356 | 2709.0 Revenues ($mill)
4317 | 5081 Net Profit ($mill)

3250
595

3500
655

30.5%
10.7%

30.8%
10.3%

35.8%
11.0%

36.4%
12.2%

38.3% | 36.6% Income Tax Rate
15.2% | 18.6% Net Profit Margin

36.0%
18.3%

36.0%
18.7%

41.2%
58.8%

44.3%
55.7%

48.0%
52.0%

43.0%
57.0%

31.7% | 28.4% Long-Term Debt Ratio
68.3% | 71.6% Common Equity Ratio

40.0%
60.0%

37.5%
62.5%

14937
1741.6

1660.9
1786.9

2078.2
2565.1

22115
2768.5

3221.9 | 35991 Total Capital ($mill)
40914 | 5098.6 Net Plant ($mill)

4600
6500

4650
7200

79%
11.1%
11.1%

7.0%
10.3%
10.3%

8.7%
14.6%
14.6%

9.6%
14.2%
14.2%

145% | 14.5% Return on Total Cap’i
19.6% | 19.5% Return on Shr. Equity
19.6% | 19.5% Return on Com Equity

14.0%
21.5%
21.5%

15.0%
22.5%
22.5%

Del
Other

CURRENT POSITION
Cash Assets
Other
Current Assets
Accts Payable

bt D

Current Liab.
Fix. Chg. Cov.

2006

24.6
728.8

2007

14.2
644.7

3/31/08
382.3

49% | 43% 9.3% 9.1%
55% | 58% 36% 36%

16.0% | 16.3% | 18.5% | 19.5% |Retained to Com Eq

18% | 17% | 15% | 14% |AliDiv'ds to Net Prof

283.8

7534 6589

436.2
50.0

ue .
1927

666.1

678.9
1028%

998.7
1165%

9624

BUSINESS: Questar Corp. is a diversified natural gas holding com-
pany. Major subsidiaries include Questar Gas, a natural gas utility
in Utah, Wyoming, and Idaho, serving over 870,000 customers;
Questar Pipeline, owns storage facilites and over 2,500 miles of
transmission lines serving Rocky Mountain producing basins; and
Exploration & Production ('07 non-utility production: 140.2 bcfe;

reserves at 12/31/07: 1867.6 befe). Est'd pretax present value of
reserves: $4.1 bill. Employs 2,324. Officers & directors own 2.7% of
stock (4/08 Proxy). Chairman, President & Chief Executive Officer:
Keith O. Rattie. Incorporated: UT. Address: 180 East 100 South
Street, P.O. Box 45433, Salt Lake City, UT 84145-0433. Tele-
phone: (801) 324-5699. Internet: www.questar.com

1140%

“Cash

ANNUAL RATES Past
of change (per sh)
Revenues

Earnings
Dividends
Book Value

10Yrs. fo

Flow”

Past Est'd '05-'07

"113

Cal-
endar

QUARTERLY REVENUES ($ mill
Mar.31 Jun.30 Sep.30 Dec.31

2005
2006
2007
2008
2009

6803 5202 5829 9415
9114 5962 5561 7729
8721 556.7 4974 782.8
1045.1 725 650  829.9
1050 800 725 925

21249
2835.6
2709.0
3250
3500

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2005
2006
2007
2008
2009

b6 3% 3B 65
79 51 47 70
82 66 61 a7
1.01 J5 75 .84
110 85 .75 .95

1.93
247
2.86
3.35
3.65

Cal-
endar

QUARTERLY DIVIDENDS PAID B=
Mar.31 Jun.30 Sep.30 Dec.31

2004
2005
2006
2007
2008

103 108 108 108
408 13 113 13
M3 Mg 18 M8
M8 128 A28 128
123

Shares of Questar have performed
well in recent times. The company
reported impressive results for the first
quarter. Revenues and share earnings in-
creased roughly 20% and 23%, respective-
ly. This strength was broad-based. The Ex-
ploration and Production (E&P) unit in-
creased earnings 25% in the recent inter-
im, as production grew 13%. Higher prices
for natural gas, crude oil, and natural gas
liquids more than offset greater production
costs. Meantime, the Gas Management
business benefited from higher gathering
and processing margins. Questar Pipeline
also reported strong bottom-line growth,
mainly resulting from system expansions
in late 2007. Looking forward, the compa-
ny has raised its guidance for full-year
2008. Questar now expects share net of
$3.25 to $3.40. We have adjusted our es-
timates accordingly.

We look for continued growth in prod-
uction at the E&P business. The com-
pany should complete between 70 and 75
wells at the gas-rich Pinedale Anticline
this year. Investments here are important,
as this property comprises over 30% of to-

tal E&P production. The recent acquisi-

tions of two producing properties in Louisi-
ana will also boost output. In light of im-
proved drilling at Pinedale and additional
activity in the Midcontinent region, the
company has revised its production fore-
cast upward for 2008. E&P output should
range between 166 and 169 billion cubic
feet, an advance of 18% to 21% from 2007.
The company has announced plans to
develop the Rockies Alliance Pipeline.
Questar will develop this project together
with Alliance Pipeline. The jointly-owned,
42-inch proposed pipeline would stretch
from Wamsutter, Wyoming to the Emer-
son trading hub on the U.S./Canadian bor-
der. It will connect the natural gas produc-
ing Rockies region with markets in central
Canada and the midwestern United
States. The pipeline is expected to become
operational in 2011.

This issue is now ranked 1 (Highest)
for year-ahead performance. Looking
further out, we anticipate moderate
bottom-line growth to 2011-2013. Results
could be enhanced if Questar were to
hedge less extensively than it does and if
gas prices remain strong.

Michael Napoli, CPA June 13, 2008

(A) Based on average shares outstanding

through

'96, then diluted. Excludes net non-

recurring items: '92, 6¢; '95, 3¢; '97, 1¢; '98,
13¢; '99, d20¢; '02, 7¢; 05, d6¢; '06, 7¢; '07,
© 2008, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of an

THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This J:)ublicalion is strictly for subscriber’s own, non-commercial, intemal use.
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2¢. Excludes gains/losses from sale of invest-
ments: '99, 23¢; '00, 10¢; '03, d4¢. Next earn-

ings

report due late July.

(B) Dividends historically paid in March, June,

September, and December,
= Dividend reinvestment plan available.
(C) In millions, adjusted for splits.

for generating or marketing any printed or electronic publication, service or product.

Company’s Financial Strength B++
Stock’s Price Stability
Price Growth Persistence

Earnings Predictability
kind.

ol To subscribe call 1-800-833-0046.
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.+ Relative Price Strength 80
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Options 0 0 0 0 0 0 0 0 1 N PR A
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toBuy g 82 § go | horeent 3 m T T Tt ! ty., 459 97 [
to Sell 95 84 88 | traded 3 PRI N | o by L HETEHTE ] 3yr 355 273 |
Hids(00)) 32040 34975 34496 SRR AR FRERRRRRRRTRRRARRRRAC AARRRRRRAR, ERARERRTR, RARRRRRRER/ Sy 707 858
1992119931994 | 1995 | 1996 | 1997 | 1998 | 1999 [ 2000 | 2001 {2002 {2003 | 2004 |2005 | 2006 | 20 2008 | 2009 | ©VALUELINEPUB, INC{ 11-13
2593| 2568| 2816 23.03| 24.09| 2673| 3017 | 3024 | 3261 | 4298 | 39.68 | 3596 | 40.14 | 4359 | 4847 | 5027 | 52.25| 54.45 |Revenues persh A 60.40
334| 324} 509) 265| 300 385| 448| 445, 457 479 507 5M 5571 520 5971 621 6.30 | 6.55)"“Cash Flow" per sh 7.40
81 63 1.22 10 25 a7 1.65 1.27 1.21 1.15 1.16 113 1.66 1.25 1.98 195( 200| 215 |Earnings persh AB 2.60
70 74 .80 82 82 82 82 82 .82 82 82 82 82 82 82 86 .90 .94 | Div'ds Decl'd per sh Ca 1.06
502 543| 664| 679 B819] 619 640 74 704 817 850 7.03] 823 749 827 79| 650 7.80 |Cap'l Spending per sh 9.40
15991 1596 16.38| 1455| 1420 14.09| 1567 | 1631 | 1682 | 17.27 | 17.91 | 1842 | 1918 | 1910 | 2158 | 2298 | 23.85| 24.45 |Book Value per sh 26.05
2060 2100 2128 2447( 26731 27.39] 3041 | 3099 | 31.71| 3249 | 3329 | 3423 | 3679 | 3933 | 41.77 | 4281 44.00] 4500 {Common Shs Outstg O | 48.00
16.6 26.5 140 NMF 69.3 241 132] 211 160 19.0 199 19.2 143 ] 206 159 18.4 | Bold figres are |Avg Ann'l PJE Ratio 15.0
1.01 1.57 921 NMF| 434 1.39 69 1.20 1.04 97 1.09 1.09 76 1.10 86 98 Value|Line Relative P/E Ratio 1.00
52% | 44% | 47%| 54% | 47% | 44% | 38% | 31% | 42% | 38% | 36% | 38% | 35% | 32% | 26% | 24% | " |avg Anw'I Divid Yield 27%
CAPITAL STRUCTURE as of 3/31/08 917.3 | 936.9 | 1034.1 | 1396.7 | 1320.9 | 1231.0 | 1477.1 | 1714.3 | 2024.7 | 2152.1 | 2300 | 2450 {Revenues {$mill) A 2900
. i ) 475 39.3 383 | 372 38.6 38.5 58.9 481 805| 833 88.0 |  95.0 |Net Profit ($mill) 125
Total Debt $1301.0 mill. Due in § Yrs $606.3 mill. 175955 59, 26.0% | 34.5% | 32.6% | 30.5% | 34.8% | 20.7% | 37.3% | 36.5% | 38.0% | 36.0% |Income Tax Rate 36.0%
LT Debt $1263.6 mill. _ LT Intarest §93.0 il 52% | 2% | 37% | 27% | 29% | 31% | 40% | 28% | 40% | 39% | 38% | 3.9% |NetProfitMarg 4.3%
(Total interest coverage: 2.4x) .. /o L1 [ o Vo 7 U7 070 U7 J70 .07 .9% |Net Profit Margin i /0
60.2% | 60.3% | 60.2% | 56.2% | 62.5% | 66.0% | 64.2% | 63.8% | 60.6% | 58.1% | 55.5% | 55.0% |Long-Term Debt Ratio 52.0%
Pension Assets-12/07 $441.7 mill. 35.3% | 35.5% | 35.8% | 39.6% | 34.1% | 34.0% | 35.8% | 36.2% | 39.4% | 41.9% | 44.5% | 45.0% |Common Equity Ratio 48.0%
Oblig. $546.4 mill. 1349.3 | 1424.7 | 1489.9 | 1417.6 | 1748.3 | 1851.6 | 1968.6 | 2076.0 | 2287.8 | 2349.8 | 2350 | 2450 |Total Capital ($mill) 2600
Pfd Stock None 14594 | 15811 | 1686.1 | 1825.6 | 1979.5 | 2175.7 | 2336.0 | 2489.1 | 2668.1 | 2845.3 | 2950 | 3100 |Net Plant ($mill) 3600
Gommon Stock 43,276,994 sh. 50% | 48% | 46% | 51% | 43% | 42% | 50% | 43% | 55% | 55% | 55%| 60% RetumonTotalCapl | 6.5%
as of 5/1/08 89% | 70% | 65% | 6.0% | 59% | 61% | 83% | 64% | 89% | 85% | 85% ]| 8.5% |Returnon Shr. Equity 10.0%
100% ] 78% | 72% | 66% | 65% | 6.1% | 83% | 64% | 89% | 85% | 85% 85% |ReturnonCom Equity 10.0%
MARKET CAP: $1.3 billion (Mid Cap) 50% | 28% | 24% | 19% | 19% | 1.7% | 43% | 22% | 52% | 48% | 4.5% | 5.0% |Retained to Com Eq 6.0%
CUR&F}S_T POSITION 2006 2007 3/31/08 50% ) 64% | 67% | T1% | 70% | 72% | 49% | 65% 42% | 44% | 44% | 44% \All Div'ds to Net Prof 41%
Cash Assets 18.8 32.0 17.4 | BUSINESS: Southwest Gas Corporation is a regulated gas dis- therms. Sold PriMerit Bank, 7/96. Has 5,073 employees. Off. & Dir.
Other 4828 _470.5 _383.8 | tributor serving approximately 1.8 million customers in sections of own 1.8% of common stock; T. Rowe Price Associates, Inc., 6.7%;
Current Assets 5016 5025  401.2 | Arizona, Nevada, and California. Comprised of two business seg- GAMCO Investors, Inc., 5.8% (3/08 Proxy). Chairman: James J.
Accts Payable 2657 220.7  150.7 | ments: natural gas operations and construction services. 2007 mar-  Kropid. Chief Executive Officer: Jeffrey W. Shaw. Inc.: California.
B‘t“#érD“e 2%;8 236} 2%% gin mix: residential and small commercial, 86%; large commercial ~Address: 5241 Spring Mountain Road, Las Vegas, Nevada 89193.
Current Liab. 496:1 527:9 a7 :3 and industrial, 5%; transportation, 9%. Total throughput: 2.4 billion  Telephone: 702-876-7237. Internet: www.swgas.com.
Fix. Chg. Cov. 220% _229%  232% | Southwest Gas reported a modest top- proposed rate design changes that would
ANNUAL RATES  Past Past Est'd’05/07 | line improvement and a slight share- address weather-related volatility. In Cali-
ofchange (persh)  10Y¥rs.  5Yrs. 003 | earnings decline to start off the year. fornia, SWX is seeking a $9.1 million in-
Bg;’se,?‘;;‘fgw,. 2‘5“/: 2802’ 3534‘,’ Colder-than-usual temperatures helped crease in operating revenues. The compa-
Earnings 120% 60% 7.0% | some. Performance also benefited from ny anticipates the resolution of these cases
Dividends - - -~ 40% | rate relief and a larger customer base. later in the year. These requests seem rea-
Book Value 30% 35% 35% | That said, customer growth has slowed sonable, but it’s not clear what pressures
Cal- | QUARTERLYREVENUES(mil) | Fun | dramatically in recent times. The inven- the rate boards will be under, if any.
endar |Mar.31 Jun30 Sep.30 Dec.31| Year | tory of unoccupied homes remained fairly Imvestors should be aware of several
2005 (5429 3611 3133 4970 (17143 | high in the company’s service territories, caveats. Warmer-than-normal tempera-
2006 |676.9 4309 3518 5651 (20247 | owing to weakness in the housing market. tures during the winter months hurt re-
2007 |7937 4268 3715 5603 [2152.1 | Greater operating costs and a higher share sults at Southwest Gas. In addition, as the
2008 18136 460 400 6264 |2300 | count also hurt. Looking forward, we anti- company continues to expand, it will likely
2009 1850 500 440 660 |2450 | cipate unimpressive bottom-line results at incur higher operating costs. Moreover, in-
Cal- EARNINGS PER SHARE B Full | Southwest for the second and third sufficient, or lagging, rate relief could also
endar |Mar.31 Jun.30 Sep.30 Dec.31) Year | quarters. This is not unusual, considering hurt profits. Economic weakness could
2005 88  d07 d43 87 | 125| the seasonal nature of the business. Over- mean tougher bill collection, as well.
2006 | 141 02 d26 111 | 198| all, we have lowered our share-net call for These shares have improved a notch
2007 | 147 d01 d22 100 | 195| full-year 2008 by a nickel, to $2.00. The in Timeliness, and are now ranked 3
2008 | 114 Wil d20 106 | 200| hottom line may advance at a faster clip in (Average) for year-ahead performance. We
2009 | 120 .05 d20 110 | 215 2009, assuming customer growth picks up, project solid bottom-line growth at South-
Cal- | QUARTERLYDIVDENDSPAD®s | Fui | although that is by no means assured. west Gas over the pull to 2011-2013. At
endar |Mar31 Jun.30 Sep.30 Dec31| Year | The company has rate case proceed- the current quotation, this issue has
2004 | 205 205 205 205 82| ings in Arizona and California. Hear- decent total return potential for a utility,
2005 | 205 205 205 205 82| ings in each jurisdiction are scheduled for Nevertheless, conservative investors would
2006 | 205 205 205 205 82| the summer months. Southwest is seeking be wise not to overweight this stock, given
2007 | 206 215 215 215 | 85) 4 rate increase of $50.2 million (almost the reliance on debt to fund growth.
2008 | 215 225 5%) in Arizona, and has included several Michael Napoli, CPA June 13, 2008

(A) incl. income for PriMerit Bank on the equity
basis through 1994. (B) Based on avg. shares
outstand. thru. '96, then diluted. Excl. nonrec.

gains (losses): '93, 8¢; '97, 16¢; '02, (10¢); '05,
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OR ANY ERRORS OR OMISSIONS HEREIN. This
of it may be reproduced, resold, stored or transmilted in any printed, electronic or other form, or use

(11¢), '06, 7¢. Incl. asset writedown: '93, 44¢.
Excl. loss from disc. ops.: '95, 75¢. Totals may | reinvest. plan avail. (D) In millions.

sum due to rounding. Next egs. report due

in August. (C) Dividends historically paid early
Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
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Earnings Predictability 65
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
COMMISSION STAFF’S SECOND REQUEST FOR INFORMATION

Witness: Dr. James H. Vander Weide

5. Refer to the Direct Testimony of Dr. Vander Weide at 34.

a. Provide evidence supporting the statement that Kentucky-American is “currently
more risky than an investment in the average utility in the S&P Utilities Index
over the entire period 1936 to the present.”

b. Provide a side-by-side comparison of the company with the average utility in the
index.
Response:
a. The referenced statement is based on Dr. Vander Weide’s judgment as an expert

on the cost of capital for public utilities. Since the companies in the S&P Utilities
Index change over time, it would not be possible to provide numerical evidence
supporting the statement that Kentucky-American Water Company is “currently
more risky than an investment in the average utility in the S&P Utilities Index
over the entire period 1936 to the present.”

b. It is not possible to provide a side-by-side comparison of Kentucky-American

Water Company with “the average utility in the index” because the utilities in the
index have changed over the period 1936 to the present.

For the electronic version, refer to KAW_R_PSCDR2#5 010809.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
COMMISSION STAFF’S SECOND REQUEST FOR INFORMATION

Witness: Dr. James H. Vander Weide

6. Refer to the Direct Testimony of Dr. Vander Weide at Exhibit_JVW-1 Schedule 7-1.

a. Provide an explanation as to why using the yield on 30-year treasury bonds would
not be more appropriate than that of 20-year bonds for the risk-free rate.

b. Provide an explanation as to why a Capital Asset Pricing Model calculation using
electric companies is relevant in this case.

C. Provide the pages from the SBBI 2007 Yearbook from which the use of the risk
premium and from which both the historical and long horizon risk premium may
be found.

Response:

a. The CAPM requires that the same maturity Treasury bond be used to estimate the
risk-free rate in the CAPM as is used to estimate the risk premium on the market
portfolio. Since the Ibbotson Associates historical risk premium data uses the 20-
year Treasury bond to measure the risk premium on the market portfolio, to be
consistent, one must use the yield on a 20-year Treasury bond to estimate the risk-
free rate in the CAPM.

b. There is a typographical error in Schedule 7, page 1. As shown on Schedule 7,
page 2, the 0.96 beta in the CAPM is the average beta for the proxy group of
water companies.

C. The requested data are supplied.

For the electronic version, refer to KAW_R_PSCDR2#6_010809.pdf.
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Ibbotson SBBI
2008 Valuation Yearbook

Market Results for

Stocks, Bonds, Bills, and Inflation
1926—-2007
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Key Variables in Estimating the Cost of Capital ;;‘é’(‘;—gg; ;"”“2#6—01 0809

Value

Yields (Riskloss Ratos)'

Lang-tarm (20-pear] U5, Treasory Covpon Bond Yield 45%

Equity Risk Premium®

Lowmg-harizon expected equity risk premimm (istoricalt large company stock total 11
returns minus long-term government bond income returms

Long-horizon expected equity risk premiom (sugply side): historical equity risk premium 6.2
minus price-to-garnings ratio caleulated using threg-year average earnings

Sire Preminm?

Market Capitalization Market Capitalization Size Premium

of Smallast Company of Largest Company [Return in
Decile {in millions} {in millions) Excess of CAPM)
Mid-Cap, 3-5 $2.413.583 = $9.206.713 0.92%
Low-Cap, -8 $125.267 - $2.411.794 1.66%
Micre-Cap, 9-10 $1.922 - §723.058 3.65%
Breakdown of Deciles 1-10
1-largest $20,306.369 = $472.518.672 -0.34%
2 $9,274.049 - F20,234 526 0 63%
3 $5,025.807 = $9,206.7113 0.76%
4 33,426 506 - $5,012577 0.93%
5 32,411,583 - $3.422.743 1.47%
i 31,633.668 = £2.411.794 1.60%
7 $1.029.092 = $1,633.310 1.50%
il 3726.267 = §1.128.785 2.20%
g 8363.649 - §723.258 2.56%
10-Smallest $1.922 - $363.470 5.B2%
Breakdown of the 10th Decile
10a §211.62d = $353.479 3.99%
10b $1.022 - $211.580 973%

' fs of December 31, 2007, Maturity is apgroximate.

* See chapter 5 for complete methodology

? Spe chapter 7 for complete methodology.

Mote: Examples an how thess variables can be used are found in Chapters 3 and 4

2008 Ibbotson® SBEI™ Valuation Yearbook Morningstar, Inc.




KAW_R_PSCDR2#7_010809
Page 1 of 1

KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
COMMISSION STAFF’S SECOND REQUEST FOR INFORMATION

Witness: Dr. James H. Vander Weide

7. Refer to the Direct Testimony of Dr. Vander Weide at 40-42 and Exhibit JVW-1
Schedules 7-8.

a. Explain the differences between the Ibbotson SBBI risk premium and the DCF
S&P 500 derived risk premium.

b. Explain why using the DCF S&P 500 derived risk premium is appropriate in this
case.

Response:

a. As described on pp. 39 — 40 of Dr. Vander Weide’s direct testimony (Q. and A.
77), the Ibbotson SBBI risk premium is calculated as the difference between the
arithmetic mean return on the S&P 500 and the income return on 20-year
Treasury bonds over the period 1926 to the present. The DCF S&P 500 derived
risk premium is calculated by applying the DCF model to each company in the
S&P 500 using data as of the time of the testimony and subtracting the yield to
maturity on 20-year Treasury bonds at that time from the DCF result.

b. Using the DCF S&P 500 derived risk premium is appropriate in this case because
it is a forward-looking estimate of the required risk premium on the market
portfolio.

For the electronic version, refer to KAW_R_PSCDR2#7_010809.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
COMMISSION STAFF’S SECOND REQUEST FOR INFORMATION

Witness: Michael A. Miller/Keith L. Cartier

8. List all Kentucky-American facilities and contract operations that are not subject to the
Commission’s regulation.

Response:

The facilities and contract operations not subject to Commission regulations are limited
to the operating income generated through the Company’s contract with the Bluegrass
Station. While subject to Commission jurisdiction, the Company has not included any
cost of service elements associated with the Boonesboro and Owenton sewer operation in
the cost of service/revenue requirement in this case.

For the electronic version, refer to KAW_R_PSCDR2#8_010809.pdf.
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