
RICHARD S. TAYLOR 
ATTORNEY AT LAW 

225 Capital Avenue 
Frankfort, Kentucky 4060 1 

- 

Phone: 502/223-8967 F a :  502/226-6383 Email: attysmitty@aoI.com 

January 24,2012 

Mr. Jeff Derouen 
Executive Director 
Public Service Commission 
PO Box 615 
Frankfort, KY 40602 

p u 6 1-1 c :; E FI'J I CE 
COMMISSION 

Dear Mr. Derouen: 

I am filing the Joint Application of Gas Natural, Inc. and Kentucky Energy Development, LLC 
seeking an order approving a transfer and acquisition of ownership and control of Public Gas Company, 
Inc. 

I am also filing Petition for Confidential Treatment pursuant to  KRS 61.878, et seq. and 
807KAR5:001( 7). 

I personally have also delivered copies of the documents to  the office of the Attorney General 
Utility Rate Intervention Division. 

Sincerely, 

k i c h a r d  S.  Taylor 

mailto:attysmitty@aoI.com


COMMONWEALTH OF KENTUCKY 
BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: ) 
) 

DEVELOPMENT, L,LC FOR AN ORDER ) 

GAS COMPANY, INC. ) 

THE JOINT APPLICATION OF GAS NATTJRAL, 
INC. AND KENTlJCKY ENERGY ) Case No. 201 1- 

APPROVING A TRANSFER AND ACQUISITION 
OF OWNERSHIP AND CONTROL, OF PUBLIC 

) 

) 
) 

JAN 2 4  2042 
PUBLIC SERVICE 

COMMlSSlON JOINT APPLICATION PURSUANT TO MRS 278.020 

Gas Natural Inc. (“Gas Natural”) and Kentucky Energy Development, LLC 

(“Kentucky Energy”) (collectively, the “Joint Applicants”) jointly apply to the Kentucky 

Public Service Commission pursuant to KRS 278.020(5) and (6), and 807 KAR 5:001, 

Section 8 for an Order approving the acquisition of Gas Natural of all of the issued and 

outstanding capital stock of Public Gas Company, Inc. (“Public Gas”). In support of this 

Joint Application, Joint Applicants state: 

1. Gas Natural is a holding company whose affiliated wholly-owned utility 

campanies provide retail natural gas distribution to approximately 63,500 

customers in the states of Maine, Montana, North Carolina, Ohio, Pennsylvania 

and Wyoming. It is a corporation organized and existing under the laws af the 

State of Ohio. Its principal office is located at 8500 Station Street, Suite100, 

Mentor, Ohio 44060. As Required by 800 KAR 5901 Section 8, a certified copy 

of its articles of incorporation is annexed hereto and marked Joint Application 

Exhibit 1. 
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2. Kentucky Energy is a Limited Liability Company organized under the laws of the 

Commonwealth of Kentucky. Its principal office is located at 220 L,exington 

Green Circle, Suite #130, L,exington, Kentucky 40503. Kentucky Energy owns 

one hundred percent of the capital stock of Public Gas. Public Gas serves 

approximately 1 ,5 80 customers in Breathitt, Jackson, Johnson, Lawrence, Lee, 

Magoffin, Morgan and Wolf Counties. In Case No. 1001 -00374, the Commission 

authorized Kentucky Energy to acquire the issued and outstanding capital stock 

from Public Gas, by Order entered on December 10,2002. 

3 .  The names and addresses of Joint Applicants’ counsel who are authorized to 

receive notices and communications regarding this Application is as follows: 

Andrew J. Sonderman 
Kegler Brown Hill & Ritter LPA 
Capitol South, Suite 1800 
65 East State Street 

Telephone: (614) 462-5496 
Coll.lmbus, Ohio 432 15-4294 

Richard S. Taylor 
Attorney at L,aw 
225 Capital Avenue 
Frankfort, Kentucky 4060 1 
Telephone: (502) 223-8967 
Lpl[l \ c l i t i i  L~ , J / * I  tl s i i  _ _ _ _ ~ _  ~~ 

4. Attached hereto as Joint Application Exhibit 2 and incorporated herein by 

reference as if fully set forth is a Stock Purchase Agreement executed on 

November 11,201 1 by Kentucky Energy as Seller and Gas Natural as Purchaser 

of the issued and outstanding Public Gas capital stock. Closing is expressly 

conditioned on receipt of this Commission’s approval of the change in ownership 
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of Public Gas’s capital stock from Kentucky Energy to Gas Natural (See Joint 

Application Exhibit 2 Section 7(d)). 

5. Public Gas will continue to be operated by Gas Natural in the same manner after 

the transfer of stock as it is now being operated, with the additional benefit of Gas 

Natural’s utility management skill and experience. Public Gas currently has two 

full time employees, Ray Jenkins and Stasia Kruse, and one part-time employee, 

Tina Hart, who are to be retained after the closing of the Transaction. The 

operational and technical expertise and experience of these employees will 

continue to be utilized subsequent to the change in stock ownership. Pursuant to 

the Stock Purchase Agreement, Joint Application Exhibit 2, Public Gas will also 

have the option to utilize contractual operational support provided by employees 

of Kentucky Energy’s Affiliate, Jefferson Gas, LLC, for services as requested by 

Public Gas on an hoinly basis at competitive rates. Public Gas will also have 

access to office and storage space available under lease from Kentucky Energy or 

its affiliates in L,exington and Jackson, Kentucky. 

6.  The consumers served by Public Gas also will benefit from the financial, 

technical and operational experience of the management of Gas Natural. 

The President and Chief Operating Officer of Gas Natural, Kevin J. Degenstein, a 

Registered Professional Engineer, held various operating positions at Nicor Gas, 

an Illinois natural gas utility for 19 years, joining Energy West (Gas Natural’s 

public utility operating in Montana and Wyoming) in 2006. Its Chief Financial 

Officer, Thomas J. Smith, has held that position since 2007. He has been a 

Certified Public Accountant, and has held a number of accounting and managerial 



positions prior to his employment by Gas Natural in banking and retail sales 

operations. Mr. Smith will serve as President of Public Gas. Mi. Smith is 

currently President of the following natural gas utilities wholly-owned by Gas 

Natural: Brainard Gas Corporation, Orwell Natural Gas Company and Northeast 

Ohia Natural Gas Corporation, which together serve approximately 24,000 retail 

customers in Ohio and Peimsylvania. Gas Natural’s Vice President of 

Administration, Jed D. Henthorne, joined Energy West in 1988 and has served in 

professional and management capacities since that time in customer service, 

information technology and accounting. 

7. Attached hereto as Joint Application Exhibit 3 is a corporate organization table 

for Gas Natural after acquiring the capital stock of Public Gas. As of September 

30,201 1, Gas Natural had a market capitalization of $87.55 million and total 

shares outstanding of 8.15 million. Net Income for the nine months ended 

September 201 1 was $4.8 million, eighty-seven percent of which was derived 

from its natural gas utility operations. 

8. Public Gas currently has one contract in place. This is a gas purchase agreement 

with Jefferson Gas, LLC and is attached to the Stock Purchase Agreement (Joint 

Application Exhibit 2) as Exhibit A thereto. Pursuant to this contract Jefferson 

Gas will continue to provide the full requirements of Public Gas for customers of 

record as of November 1 1,201 1 regardless of weather conditions and demand 

changes. 

9. Joint Applicants submit with this Joint Application the written testimony of 

Thornas J. Smith. See Joint Application Exhibit 4. The purpose of this testimony 
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is to describe the stock purchase in greater detail and how Gas Natural satisfies 

the statutory requirements with respect to financial, technical and aperational 

capabilities. This testimony also describes the ongoing operations of Public Gas 

subsequent to approval of this proposed transaction by the Commission. 

10. The following additional information is provided: 

a. System Map, Joint Application Exhibit 5; 

b. Most Recent PSC Annual Inspection Report, Joint Application Exhibit 6;  

e. Gas Natural SEC Form 1 0Q filed November 14,20 1 1, Joint Application 

Exhibit 7. 

1 1. Joint Applicants submit that filing a tariff Adoption Notice pursuant to the 

provisions of 807 KAR 5:011, Section 1 1 is not required as a result of this 

transaction because: (1) Public Gas will remain as the “utility” under KRS 

278.01 O ( 3 )  owning, controlling, operating and managing the facilities used to 

distribute natural gas to consumers subject to the jurisdiction of the Commission, 

and (2) none of Public Gas’s “rates, rules, classifications or administrative 

regulations” will change. In the event, however, that the Commission finds that 

807 KAR 5:011, Section 1 1 is applicable to this transaction, Joint Applicants 

request that the Commission approve a deviation as expressly permitted under 

807 KAR 5 9 1  1, Section 14, thereby relieving Joint Applicants from the 

requirements of 807 KAR 5:011, Section 11. 

12. Joint Applicants submit that the information submitted in this Application and its 

Exhibits demonstrate that Gas Natural possesses the financial, technical and 

operational ability necessary for Public Gas to continue to provide reasonable 
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service to Kentucky customers. The transaction will not diminish, but will 

enhance, Public Gas’s ability to provide reliable gas service at reasonable rates to 

its retail customers in Kentucky, and will otherwise promote the public interest. 

Since this is a sale and purchase of the stock of Public Gas by the Joint 

Applicants, the retail customers of Public Gas will enjoy a transparent and 

seamless transition without any adverse impact on the quality of natural gas 

distribution services they currently receive. In fact, Public Gas will become part 

of a larger, stronger, more substantial and diversified entity. Public Gas will not 

incur any indebtedness and will not issue securities to finance any part of the 

stock purchase price paid by Gas Natural. 

13. Public Gas has demonstrated a longstanding commitment to provide safe and 

reliable service to its retail customers at just and reasonable rates, This 

commitment is unaffected by the proposed transaction, after which Public Gas 

will continue to own and operate all of its gas distribution facilities just as before, 

at the same level of service to its retail customers that it has historically achieved. 

14. Moreover, it is submitted that the proposed acquisition is in accordance with law, 

made for a proper purpose, violates no statutory prohibition and is consistent with 

the public interest. The sale and purchase of the capital stock of Public Gas has 

received all necessary approvals from the Board of Directors of Gas Natural, and 

the Members of Kentucky Energy. The closing of this transaction is subject only 

to the approval by this Commission. 



15. The Transaction is scheduled to be completed no later than March 13,2012. Joint 

Applicants respectfully request that the review and approval of the transfer of 

capital stock be expedited and that an order be issued no later than March 9,2012. 

WHEREFORE, the Joint Applicants respectfully request that the Commission, 

after reviewing the information submitted enter a final Order as follows: 

1. Find that the record contains sufficient evidence for a ruling on the proposed 

Transaction; 

2. Find that Public Gas after the acquisition of its capital stock by Gas Natural will 

continue to have the financial, technical and managerial abilities to provide 

reasonable natural gas utility service, and that the proposed acquisition by Gas 

Natural resulting from this transaction is in accordance with law, for a proper 

purpose and is consistent with the public interest; 

3. Find that Gas Natural or any affiliate of Gas Natural, will not, by reason of its 

acquisition of the capital stock of Public Gas, be “utilities” as defined in KRS 

278.010(3); 

4. Find that 807 KAR 5:011, Section 11 does not apply to this case, or in the 

alternative, if the Commission determines that 807 K A R  5:011, Section 11 does 

apply, approve a deviation pursuant to 807 KAR 5:011, Section 14 relieving Joint 

Applicants from the requirements of 807 KAR 5:011, Section 1 1 ; 

5. Approves the acquisition by Gas Natural of the capital stock of Public Gas; and 

6 .  Grant such other relief as it may determine appropriate in these premises. 

[Remainder of page intentionally left blank] 
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Respectfully submitted, 

Kegler Brokn Hill & Ritter LPA 
Capitol South, Suite 1800 
65 East State Street 
Columbus, Ohio 432 15-4294 

Attorney at Law 
225 Capital Avenue 
Frankfort, Kentucky 40601 
Telephone: (502) 223-8967 

Counsel for Joint Applicants, 
Gas Natural, Inc. 
Kentucky Energy Development, LL,C 
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VERIFICATION 

State of Ohio 1 
) ss: 

County of Lake ) 

The undersigned, Thomas J. Smith, being first duly cautioned and sworn, deposes and 

says that he is the Chief Financial Officer of Gas Natural Inc. and that he has personal 

knowledge of the matters set forth in the foregoing Direct Testimony, and that the 

answers contained in the Direct Testimony are true and correct to the best of his 

information, knowledge and belief. 

Sworn and subscribed before me, a Notary Public for Ohio on this 20 f L  

day of January, 20 12. 

y+&->---I----- 
NbTARY PUBLIC 

MEGAN RICHARDS 
Notary Public 

In and for the State of Ohio 
My Commission Expires 

July 18,2015 
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VERIFICATION 

Commonwealth of Kentucky ) 

County of Lake ) 
1 ss: 

The undersigned, Rei? R. Layiie, being first duly cautioned and sworn, deposes and 

says that he is the Chief Financial Officer of ICentuclcy Energy Development, LLC. 

and that he has personal laiowledge of the matters set forth in the foregoing Joint 

Application and that the statements made in the Joint Application are true and coi-rect 

to the best of his information, knowledge and belief. 

Bert R. Layne, Affiant 

Sworn and subscribed before me, a Notary Public for the Coinmoiiwealtli on this 
'&%day of Jaiiuary, 2012. 

NOTARY PThk,IC qo-5 ci9 s 
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EXHIBIT 1 



UNITED STATES OF AMERICA 
STATE OF OHIO 

OFFICE OF THE SECRETARY OF STATE 

I, Jon Husted, do hereby certifi that I am the duly elected, qualiJed and present acting 

Secretary of State for the State of Ohio, and as such have custody of the records of Ohio 

and Foreign business entities; that said records show GAS NAT<JRAL INC., an Ohio 

Corporation, Charter No. 1947340, having its principal location in Mentor, County of 

Lake, was incorporated on July 01, 201 0, and is currently in GOOD STANDING upon the 

records of this o@ce. 

Witness my hand and the seal of the 
Secretary of State at Columbus, Ohio 
this 20th day of January, A.D. 2012. 

FGU 
Ohio Secretary of State 

Validation Number: 201202000062 



DOC ID --> 201 01 8300238 
~ . _ _ _ _  

I IIIIII IIIII IIIII Ill11 111ll11111 Iilll IIIII 111ll11lll Ill11 11111 1111 Ill1 
DATE: DOCUMENT ID DESCRIPTION FILING WPED PENALTY CERT COPY 

00 W O7/02/20*0 201018300238 DOMESTIC ARTICLESFOR PROFIT (ARF) 43,850 00 PO0.W 

Receipt 
This is not a bill. Please do not remit pnyment. 

CT CORPORATION SYSTEM 
JADE HINES 
4400 EASTON COMMONS WAY, STE. 125 
COLUMBUS, OH 43219 

S T A T E  OF O H I O  
C E R T I F I C A T E  

Ohio Secretary of State, Jennifer Brunner 
1947340 

It is hereby certified that the Secretary of State of Ohio has custody of the business records for 

CAS NATURAL INC. 

and, that said business records show the filing and recording of: 

Document(s) 
DOMESTIC ARTICLESFOR PROFIT 

United States of America 
State af Ohio 

Office of the Secretary of State 

Document No@): 
201018300238 

Witness my hand and the seal of 
the Secretary of State at Columbus, 
Ohio this 1st day of July, A.D. 
2010. 

W L  
Ohio Secretary of State 
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Profit NOn-Profit 
( I  14-ARN) 
ORC 1702 

Prescdbed by: 
The Ohio Sccretaty of State 

Toll Fcee 1-877-SOS.FILE (1.877-767-3453) 
Ohio: (614) 466-3910 

W . 6 0 6  8tate.oh.us 
c?-fnail: bussew@sos 6tate.oh.us 

(3) AWRS of Incorporation Probssional 
(1 70.ARp) 

Profdon 
0% 1785 

INITIAL ARTICLES OF INCORPORATION 
(For Domestic Profit or Nonprvfit) 

Filing Fee $125.00 

Completo Ma gbneral /nlomta(fan in fhis aocfion for Ma box chockeUzbova. 

FIRST Name of Corporation Gas Natural Inc. 

I , 

Mentor 
fWJ 
___.-- SECOND: Location I lake 

icwnM 

I See altschment 

Complob the infomalion in &Is secflon Ifbar (f) or (3) is &ked. I ..- 

FOURTH: The number of shams which the corporation is auffionzed 10 have outstsnding (Please state ifshares are - ; 

(No. ot SmmJ (TW) (PnfVWwJ '.! 
common or preferred and their par value if any) 

(Refer to instructions if needed) 

See attachment _-- 
-- 
*.J 

, 
'Z 

532 P W 1 0 1 3  
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.- 
3mploMg the IntOmrsUon In UIIs section is optional I 
IFTH: The following are the names and addresses of the Indlviduakwho are io serve as iflltfal Directors 

REQUIRED 
Must be aulhenlicated 
(signed) by an authorize6 
representative 

B ___. 

{See Instructions) 
Chrisloph J. Hubben, Asslslant Secretary 
(Prlnl Name) 

* Authorized Representative 

(Print Name) 

I 
_- 

Authorized Representative 

I June 23.2010 1 
Date 

i_______l Data 

~ Date 

652 
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~. 

Complete the Infonnauon In this socUon Ifbox(1) (2) wp)  fr checked I 
ORIGINAL APPOINTMENT OF STATUTORY AGENT 

The undersigned, bein0 alleasta majorih/ ofthe inwrpwstors of 
hereby appoint Ule folkwing tu be statutory agent upon whom any process, notloe or demand required or wrmftted by 
statute to be served upon the corporation may be served. The complete addressof the agent iS 

Gas Natural Inc. 

1600 CNB Corp. 
(ffam 
1375 East 91h Street, 20th Floor - 

N o m  P . 0 . 8 o x A ~ w w n N 0 ~ ~ e .  

44114 
-_1- 

Cleveland ,Ohlo 

Must be a u t h e n l i ~ ~  by en 
authorhad representalive 

Date 
ubbert. Assistant Secretary 

I I Authorized Representative Date 

1 I 
Authorked Represenlatlve Date 

ACCEPTANCE OF APPOINTMENT 

, rimed herein as the ,.he Undersigned, 1600 CNB Cop. 

Statutory agent for, 
, hereby adtnowledges end accepts Ule ap 

I_ 

PWC 3 01 s Lest Revised: May 2002 
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ATTACHMENT 
TO 

ARTICLES OF INCORPORATION 
OF 

GAS NATURAL INC. 

ARTICLE m 
PURPOSE 

3.1 The Corporation is formed for the purpose of: 

(a) serving as a holding company for business entities that, directly or 
indirectly, engage in the distribution of natural gas as regulated utilities and any and all other 
business activities related to natural gas, whether regulated or non-regulated; 

@) doing each and every thing necessary, proper or convenient for the 
accomplishment of any such purposes; and 

(c) engaging in any and all other lawful acts or activities for which 
corporations may be formed under Section 1701.01 to Section 1701.98, inclusive, of ?he 
Ohio Revised Code. 

3.2 Each purpose identified in this Article shall be deemed to be independent of 
all other purposes, and shall not be limited or restricted by any other clause or paragraph of 
these Articles of Incorporation. 

3.3 The Corporation reserves the right at any time and from time to time to 
change its purposes in any manner that is permitted by statute or that has been authorized or 
approved by these Articles of Incorporation, if applicable. A properly approved or 
authorized change of purpose shall be binding and conclusive upon every shareholder of the 
Corporation, including shareholders who vote against the change. No shareholder shall be 
entitled to payment of the fair cash vdue of his shares due to a change in p”pose of the 
Corporation. 

ARTICLE IV 
SHARE STRUCTURE 

The total authorized number of shares of this Corporation is 16,500,000, of which 
15,000,000 shall be shares of Common Stock of the par value of $0.15 each and of which 
1,500,000 shall be shares of preferred stock of the par value of $0.15 each. The shares of 
Preferred Stock may be issued from time to time by the Board of Directors in one or more 
series with such designations, relative rights, preferences, limitations, dividend rates, 
redemption process, liquidation prices, conversion rights, sinking or purchase fund rights, 
and other provisions as the Board of Directors may establish, fix and determine. The 
holders of shares of Common Stock shall have one vote for each share of Common Stock 

(Ktl226060.2) 
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held on each matter submitted to the holders of shares of Common Stock. 

ARTICLE VI 
ELECTION OF DIRECTORS 

At all elections of directors, the candidates receiving the greatest number of votes shall 
be elected. No shareholder shall have the right to vote cumulatively in any election of 
directors of the Corporation. 

ARTICLE M 
INDEMNIFICATION 

7.1 Right to Indemnification. 

(a) Non-derivative Actions and Certain Ofher Actions. To the maximum 
extent permitted under Title 17 of the Ohio Revised Code as it presently exists or may be 
mended in the future, the Corporation shall i n d e w  any person who was or is a party or 
is threatened to he made a party to any threatened, pending or completed action, suit or 
proceeding, whether civii, criminal, administrative or investigative (other than an action by 
or in the right of the Corporation), by reason of the fact that such person is or was a director, 
officer, employee or agent of the Coqoration, or is or was serving at the request of the 
Corporation as a director, officer, employee or agent of another corporation, parlnership, 
joint venture, trust or other enterprise, against expenses, including attorney’s fees, 
judgments, fines, and amounts actually and reasonably incurred by such person in 
connection with the defense or settlement of such action, suit or proceeding, SO long as: 

such person acted in good faith and in a manner such person 
reasonably believed to be in or not opposed to the best interests of the Corporation; 
and 

with respect to any criminal action or proceeding, such person 
had no reasonable cause to believe such person’s conduct was unlawfd. 

(b) Derivative Acrionr and Certain Oiher Actions. To the maximum 
extent permitted under Title 17 of the Ohio Revised Code as it presently exists or may be 
amended in the future, the Corporation shall indemnify any person who was or is a p m ,  or 
is threatened to be made a party, to any threatened, pending, or completed action or suit by 
or in the right of the Corporation to procure a judgment in its favor, by reason of the fact that 
such person is or was a director, officer, employee, or agent of the Corporation, or is or was 
serving at the request of the Corporation a3 a director, trustee, officer, employee, member, 
manager, or agent o f  another Corporation, domestic or foreign, nonprofit or for profit, a 
limited liability company, or a partnership, joint venture, trust, or other enterprise, against 
expenses, including attorney’s fees, actually and reasonably incurred by such person in 
connection with the defense or settlement of such action or suit, if such person acted in good 
faith and in a manner he reasonably believed to be in or not opposed to the best interests of 
the Corporation, except that no indemnification shall be made in respect of any of the 

(i) 

(ii) 

following: 

(KO226060 2 )  2 
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(i) Any claim, issue, or matter as to which such person is 
adjudged to be liable for negligence or misconduct in the performance of his duty to 
the Corporation unless, and only to the extent that, the court of common pleas or the 
court in which such action or suit was broujght determines, upon application, that, 
despite the adjudication of liability, but in view of ail the circumstances of the case, 
such person is fairly and reasonably entitled to indemnity for such expenses as the 
court of common pleas or such other court shall deem proper, 

Any action or s i t  in which the only liability asserted against a 
director is pursuant to section 1701.95 of the Revised Code. 

(ii) 

(c) Successfil De@nse of Suir. The Corporation shall indemnify any 
director, officer, employee or agent who has been successful on the merits or otherwise in 
defense of any action, suit or proceeding, whether civil, criminal, administrative or 
investigative (including, without limitation, an action by or in the right of the Corporation), 
by reason of the fact that such person is or was a director, officer, employee or agent of the 
Corporation, or is or was sening at the request of the Corporation as a director, officer, 
employee or agent of another corporation, partnership, joint venture, trust or other 
enterprise, against all expenses (including attorney's fees) actually and reasonably incurred, 
Without the necessity of an independent determination that such director, officer, employee 
or agent met my appropriate standard of conduct. 

7.2 Advancina Expenses. 

(a) Opt-out. The provisions of $1701,13(E)(5)(a) of the Ohio Revised 
Code shall not apply to the Corporation. 

Direcrors and c . c e r s  - Underlaking fo Repay. To the maximum 
extent permitted under Title 17 of the Ohio Revised Code as it presently exists or may be 
amended in the future, expenses, including attorney's fees, incurred by a director or officer 
of the Corporation in defending any action, suit, or proceeding referred to in Section 7.l(a) 
or (b) shall be paid by the Corporation as they are incurred, in advance of the final 
disposition of the action, suit, or proceeding, upon receipt of an undertaking by ar on behalf 
of the director or officer to repay such amounts if it ultimately is determined that such 
person is not entitled to be i n d e d e d  by the Corporation. 

Certain Actions Against OfFers Excluded. Notwiths-dhg the 
provisions of Section 7.2(b), the Corporation is not required to advance expenses to an 
officer with respect to any action, suit or proceeding brought by the Corporation on its own 
behalf. 

(b) 

(c) 

7.3 Nonexclusivity. The rights of indemnification granted pursuant to this Ar&icle 
shall not be exclusive of other indemnification rights, if any, granted to such person and 
shall inure to the benefit of the heirs and legal representatives of such person. 

Effect of Amendment, Reueal or Termination. No repeal of or restrictive 
amendment of this Article and no repeal, restrictive amendment or termination of 
effectiveness or any law authorizing this Article shall apply to or affect adversely any right 

7.4 
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or protection of any person for or with respect to any acts or omissions of such person 
occurring prior to such repeat, restrictive amendment or termination of effectiveness. 

7.5 Prior Acts or Omissions. The indemnification and advancement of expenses 
provided by this Article shall apply with respect to acts or omissions occurring prior to the 
adoption hereof to the fUUest extent pem*tted by law. 

7.6 Sevetab&tv. In the event that any of the provisions of this Article are held 
by a court of competent jurisdiction to be invalid, void or otherwise unenforceable, the 
remaining provisions hereof are severable and shall remain enforceable to the fullest extent 
permitted by law. 

7.7 Prior Service. The indemnification provided for in this Article shall continue 
as to any person who has ceased to be a director, oBcer, employee or agent of the 
Corporation, and shall inure to the benefit of the heirs, executors, and administrators of such 
person. 

ARTICLE Wr 
PRE-EMPTIVE RIGHTS 

Except as otherwise expressly provided herein, no shareholder of the Corporation shall 
by reason of holding shares of any class have any pre-emptive or preferential right to 
purchase or subscribe for any share of any series or class of the Corporation, now or 
hereafter authorized, or any note, debenture, bond or other security convertible into or 
carrying options or warrants to purchase shares of any class, now or hereafter authorized; 
provided, however, that the Board of Directors may, in its discretion, grant such preferential 
subscription rights at such price and upon such other terms and conditions as it may 
determine from tihe to time. 

ARTICLE u(: 
VOTE REOUIREMEWS 

9.1 Shareholder Action. Except as otherwise provided by the Ohio Revised Code 
or by Section 9.2 of this Article, the Corporation may take an action if, at any annual or 
special meeting at which a quorum is present and such action is properly brought before the 
shareholders, the votes cast in favor of such action exceed the votes cast against such action. 

9.2 Elimination of SuDermaioritv Reaukements. The Corporation may take an 
action upon the afkmative vote of the holders of shares representing a majority of the 
voting power of the Corporation wherever the General Corporation Law of the State of Ohio 
(a) requires the a f f m t i v e  vote of the holders of shares representing a stated percentage of 
the voting power for such action, which percentage i s  greater than a majority, but (b) allows 
the Corporation to provide, in i t s  articles of incorporation or code of regulations, that such 
action may be taken upon the a m a t i v e  vote of the holders of  shares representing a lesser 
percentage than the percentage stated in the statute 

(KOU6060.2) 4 
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ARTICLE X 
TREASURY STOCK 

The Corporation may from time to time purchase, repurchase, redeem or otherwise 
acquire shares of any class or series of the Corporation’s stock or any other securities or 
obligations of the Corporation in the open market, at private or public sale or in any other 
manner, upon such brms and in such amounts ag the Board of Directors shall determine, 
subject, however, to any provisions, limitations and restrictions relating to such purchase or 
acquisition as are contained in the express terms of either the shares being acquired or any 
other securities of the Corporation outstanding at the time of any such purchase or 
acquisition. Such purchases, repurchases, redemptions and other acquisitions need not be 
made on a pro rata basis or by lot. The Board of Directors shall be entitled to take any of the 
foregoing actions in its sole discretion and without action by the shareholders, and this 
Article X shall be construed to provide the Board of Directors with the m&um authority 
permitted by the Ohio Revised Code with respect to the purchase, repmhase, redemption or 
other acquisition of shares of any class OT series of the Corporation’s stock or any other 
securities or obligations of the Corporation. 

ARTICLE XI 
AMENDMENT OF REGmATIONS 

11.1 BY the Shareholders. The Code of Regulations of the Corporation may be 
altered, amended or repealed, and new regulations m y  be adopted, by the vote or written 
consent of shareholders entitled to exercise a majority of the voting power of the 
Corporation; provided that such Regulations as adopted or amended are not in conflict with 
applicable law. 

11.2 BY the Directors. The Code of Regulations may also be altered, amended or 
repealed, and new regulations may be adopted, by the vote or the written consent of the 
Board of Directors, provided that no provision of these Articles of Incorporation or the Code 
of Regulations may (a) divest shareholders of the power, or limit tbe shareholders’ power, to 
adopt, amend or repeal the Code of Regulations, or (b) otherwise conflict with applicable 
law. 

ARTICLE Xu 
DURATION 

The term of existence of the Corporation shall be perpetual. 

(KO226060 2) 5 



DOC ID --> 201018300238 
- - . -- 

PI€7iZceibnib. 
Tht Ohio sccreplry of smte 
C m t d  Ohia (614) 466-3910 

TdFreer 1-877-SOSmLe (l-877-761-3453) 

www.sos.state 0h.w 
emall: buseerv@sos.state.oh.us 

CONSENT FOR USEwSIMlLAR NAME 
[For Domestic /Foreign, PmM or Nonpmfif) 

Must Be Accornpanted By Another Form 

THE UNDERSIQNU) DESIRING TO FILE A 

Glves Its Consent To Gas Natural Im 

To Use The Name Gas Natural Inc. - 

REQUIRED 1 
Must be auhnticated 
(slgned) by an authorized 
qresentatlve AUthO 

690 

t Authomed Representative Date 

If the c~nsenting party is a parinemhip. all general partners muatdgn. If onlyone partner Is euthorired to 
sign. a copy of the resolution authotizhg the slgnstun must be hduded. 

" .%$.v.d*s*,?.. I 

Pagelall 
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I111111 11111 Ill11 111llllll111lll Ill11 Ill11 Ill11 Ill11 111llll1ll Ill1 1111 
DATE: D O C U M D  WSCRlPWN 
07/07/'2010 201018800028 WRGERrtxXIollC (MW) 

FLING 
125 00 

MPED 
200 00 

PEWLTY C 3 T  
00 

cow 
00 

Receipt 
This is not B bill. Plcasc do not remit paymcnt. 

CT CORPORATION SY STUvl 
4400 EASTON COMMONS WAY, SUIT'E 125 
TIMOTHY ROBERTSON 
COLUMBUS, OH 43219 

S T A T E  OF O H I O  
C E R T I F I C A T E  

Ohio Secretary of State, Jennifer Rrunner 
1947340 

It is hereby certified that the Secretary of State of Ohio has custody of the business records for 

GAS NATURAL INC. 

and, that said business records show the filing and recording of: 

Document(s): 
MERGEWDOMESTIC 

United States of America 
State of Ohio 

Officc of the Secretary of State 

Document No@): 
201018800028 

Witness my hand and the seal of the 
Secretary of State at Columbus, 
Ohio this 9th day of July, A.D. 2010. 

- 
Ohio Secretary of State 
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In BCcMdmce wi% the requirements of Ohio law. UIE undersignad corporalions. banks, savings banks. savings and ban 
associations, Wmltod liability companies, p"lnershlps. Umlted psrtnerehipa andlor flmited itablUty parmershlps, dea'ring to 
effed a merger. sat forth (he fdlowing facts 

I. SURVMNG ENTfTY 
.._.I -_I_- 

A Name of the eMty sundving the merger Gas Nabrat IN. 

8 Name Change: As a resun of this merger, the name of W surviving e* har been changed to the fdbwing 

--- 
(Complete only ll name of surviving entity is changing through the merger] 

C me suwivlng Is a ( P h s e  chock the appropriate box and W In (ha approprlnta blank) 

0 Domestic (Ohio) Nonpmffi Carporation, ctwler number - 

0 Forebn (NonOho) For. Pro@ CorporaUon hcorpomted under the laws ofthe JurlsdkUon of -- 
and IlDsnsed to Iransact business In the stale of Ohio m e r  Ucame number --A 

U Foreign (NowOhio) For-Profit Cocpmtion incorporated under the laws of thejwisdiction Of 
and NOT licensed to transad business in Ihe stale of Ohlo 

0 Fomlgn (Nbn-OhiO) Nonprofit CorporaUon under the lews d lhe jurisdidion of -x- .-..- 
and licensed to transact bulneas In Uw state of Ohlo under limw number 

0 Foreign (Non-Ohio) NonproM CorporaUOn under the law of (he jwisdiCUm al 
and NOT licensed (4 trsnsact business in the state of Ohio 

0 Domestic (Ohlo) For-Prom Umlted LiablUty Company, wllh registration rulmber 

0 Domestic (Ohio) Nonpmft Umited Uability Company, wiul registration number - 
0 Foreign (NomOhio) Fw.Pmfi1 LlmKad Liability Company organized under the laws of the jurisdiction O f  C.l__l_ 

mglstered to do bus~ness h the Skde of ONo under regklrabn number ________I_.I- 

0 Foreign (Nan-Ohlo) For-Pmnl Umlted Uabw Company orgadzed under the law6 ofthe jurisdiction Of -___ 
and NOT reglstered lo do buslnass in the slete of Ohio 

PICldI 
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0 Foreign (Non-Ohb) Noopram urnitad UebUy Cmpany orgsnlzed under the hws of thejtai&diclion of -I 
and registered lo do buslnees In the state of Ohio under regisualion number ' 

u Foreign (Non.Oho) Nonprofit timiled Llabilq Company organ'& under h e  I- of h e  lurkdiction Of -__ 
and NOT registered lo do business m Ihe Slate of Ohio 

0 Partnershi, registration number, if any, 
I 

n Partnership NOT regisfered with the slate of Ohio -.--- 

0 Domew (Ohio) Umited Partnership, with registrelion number 

0 Foreign (NowOhio) Limited Partnenhip orgentred under the laws 01 the JuMcIion of 
and registered to do buslms in the stale 01 Ohio under regishation nUmber 

0 Fomn (Non-Ohio) Limiled Partnershp organized under the lava ofthe ]laisdi&n Of ___.-- 
and NOT nrgislered to do buslness In Ihe dale of Ohio 

0 Dcmestlc (Ohio) Lmned LIWW Partnership, wilh Ihe regisbalian number .--- 

0 Foreign (NowOhio) Lirnlted Uabilky Partnenhg ocgantzed under the law6 of the jurlsdidion of 
and reglslered to do bmlnesd in the state of Ohm under rqistration number - 

0 Fweign (NcWJhio) Limitad tiabiiity Parlnership organized Werihe law6 olthe juiisdiction Of - - ~  
and NOTteeiStendtodoburInelrintheStateofOhIo 

11. CONS'llNENT ENMY 
Provide the name, dlarterllicenseRegishian number, type of enliiy. j u r i s d i i  
of formation, for each entity merglw wt of existence. (If thk Is lnsufficlent spa= to refled 
all merging ontltias, plesse altsch a separate sheot Utlng the edditlonal merging onUUes) 

Name 

111 HERGERAGREUdENTON FILE 
The name and mailing address of the p ~ m o n  or enlily from wtromkhich eligible persons m q  obtain a COPY Of fie 
merger agreement upon wn'lbn request 

1600 CNB Corp. 
Nema MaNngAddrE%? 

1375 East 91h Street. 201h Floor 
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IV EFFECTIVE DATE OF MERGER 1 '  

M s  merger is 10 be effeotlwe on Slul-10 (Th@ da$Sp&d mUSl be On 01 aflW , 1 
(he date of the RUng; the eifeclive dale 0 r t f - m  than the date ofming, if no data IS 

spedfkd. uH1 dale of filing MI be the effective data of tM merger) 

V UERCiER AUTHORIZEI) 
Each coo6tituenl enlity has mpl led  with al of tha laws under whit2 it exlsts and the lam perma the merw. The 
agreement of merger is aulhomed on behalf of each mmtituent and ea& w o n  WM, SWlled the CeniRralS 
~1 behalf of each enrily is authwized to do 80. 

VI. STATEMENT OF HEKGW 
U ~ M  13mg this C M c a t e  of Merger, M upon such later date as specified hereh, the merging enlitylentibs lialed 
hareln shall merge Into the lisfed swvMrw entity. 

ViI. STATUTORY AGENT 
If the surwiving entjty is a foresign enNy NOT Ucenaed to transact business in Ohb, OK If the SutviVlng d l y  IS 
a domestic mrporallon, limited llablllly mmpany. or !imUed parbemshlp enfify updating aS egenl informstion, 
provide the name and address of slamory agenl upan whom any pmcasp. ndice or demand may be served. 

0 hb 
w e  ZP 
.__- - .- 

CRY 

VIll ACCEPTANCE OF AGENT 
If the new entity Li a dhmedtlc corpomtlrtn, domaatlc llmited Uablllly m p u r y ,  partnowhip or domesUc UmiW 
partnorship, UIW the agwt must a w p l  appointmenl. 

The undersignad, named herain a6 the stanrimy agent upon whom ser/lce of pmutss egalnst any msU1uant 
enW or the surviving enlity may be twved, hereby acknovdadp and accepts tk ap&lmenl of StStUton/ WanL 

IX AMENDMENTS 
In the rase of a merger into a domestic corporatbn, limited iiabitity mpanyq  or llmited p a m h l p ,  any amendments 
to Uw aN&s of Incwpwsllon. artidea of orgsn'kation. or certihde oi llmlted partn~r~h@ of the surviving dOmeQIlc 
antilysha# be Med wlW the cantRcste of merger. 

0 AmeiXlmenfs am etfached C?J N~Amendmenle 

X REQUIREMENTS OF CORPORATIONS UERGING WT OF EXISTENCE 
if a domestic or foreign mrporatian U c e d  to transad business In Ohio is a mstituent Wll~ and the 
surviving of new enbty muiting froin the merger is not a domeslic or foreign mrpwalinn Mat is to be liumed 
to lransad bUShQSs In Ohio, the ceNlicale of merger must he emmpanled by aW 
affdavlls. recalpls, Eertmcalsa, or o l b r  evidence required by dlvivislon (H) of s d c a  1701 86 and dMsiPn 
(G) of sectiorr 1702 47 oftha Revised Code wah rasped to each doineslic carporallon, and by the aldavils, 
~CelpB. cdrtificaC@. Cv oUwr edena ,  required by division (C) or (0) of I I d O n  1703.17 O f h  Ravised code 
wiw rmspect to each M g n  constihren! corporalion licensed to lrmsad business In Ohio- 

Forms31 
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xi 
A 

B 

QUALIFICATION OR LICENSURE OF FOREIGN SURWVINQ ENTlTY 
The sudvhg foreign enliiy deaires lo transact business In Ohio as E foieign mrporatlon bank, savings bank, ' ' 
savings and ban, limited ilabllriy mmpany, partnership, limaed pamrship, br EmHed i labq partnership, 
and heteby appoints the following as its ttatvtofy agent upon whom process, M b C ?  or demand ag8lnSt the Ml i i  
may be served h lhe state of Ohm. 

- 
Name MdhlQAddrus  

0 tho agent lo an IndMdusl using a P.O. Box, check tha box to conflm that tho 

The SuNiving fm!gn cofpwath, bank, savkgs bmk, 8avbgs a d  loan Ilm'&d liability company, limited 
paltnerahip, or limked llsMi$ partnsrship ~Swviving snUy) irravocabiy mnsenb to (1) servica of process on !he 
SlalUlOV agent Wed above as bng as authority ofthe agent contintme. end (2) to s e d  of process UPM Vle 
SmlarY  of Stste of Ohb if the agent cannot be found, If the ewMng entity laas to designate anouler agent, 
a6 required by Ohb law, Ma swivlng entity's Hceme M registration to do busloess in Ohio exp& or la cenceled 

The qualifying enthy also states as fdlows: (Complete onty if applicable) 

agent la an Ohio mldent  

1. Forelsn QualtFying Carporatlon ( W o n  4703.04) 

lfl 

Neme of the cwporstion in iLs jurisdicllan of fonnatlon 

--._. -- --_____ 
If the COtporete Mme Is not avelieble, Ula trade mme under whlch it WRI do business in Ohio 

A brief summary of Ihe w m t e  purpose to be exerdsed within Ohio 

-I l___l-.___ 

TO procure a I-Cense to transact buslness In Ohlo. a fore$n corporaUM for-pmlit must file with the wsretsry 
of Itale a tertlncatc P i  pod standtng or subsistence, dalcd not eamr than 90 days prior to the flllng of 
nteappllsllon. un~thesea lo f tke~e lsryofs fae ,  orrnherproperoM~lal,of~hejurlldlcllonundcr thelaws 
of whlch a l d  corpornlion was Incorwratcd, settlng brth: (I) the exactmporste tllk; 12) the dale of lnmwratlon: 
and(3)rhefan thatthecorporationLringoodstindlngorI~erubrlstlngmrpontlan 

Plp.4016 
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Frnn Sll 

2 Foreign Nollee (Section 1703.031) 
(If the quaWng entw is a fombn bank. savings bsnk, M savings and ban. the fouowing infixmalion 
mutt be Completed ) 

Name of the Foreign n6tbnalIylfaderally ctmrtered bank, savlngs bank, or savings and loan JssodallOn 

Any trade name@) under vuhlch the cwporstiQn will conduct business in Ohlo 

_I__--- ---- 

Locatiw, of the cnrpoatlonk main ofice Bloc-Ohio) 

--..- 
ZIP Mc 

-- 
uh/ w e  

Principal olitca locelion In Ohb 

The UriporaUon MI exerclse Vse fotowing purpose($) In Ohia 

3. Forelgn Qualifying Llmlted Llablllty Company (Section 1705.54) 
(if h e  qualifying emily it a fore.&p rmited liabilily company, Ihe following Informab'on must be COmPleled ) 

Name oflhe Fw-Pmfa or Nonpmfll lbnW Uabillty company h its lurkdidion of formation 

-- "-.-"- 
Name underwhlch lhe tmiIed UabiliIy company desires to traNuIct)xr(lines8 In Ohio (6diKerant 
frcxn Ils name In its IwWicticn of formation) 

.-__--I __- The llmlted liablU(y company we8 formed on 

under the l a w  ofthe juisdidion of 

-. 
D& 

-.-- 
JudMIcuM 



DOC ID --> 201018800028 

(d) Address to whld Interested prsons may direct requssts for copies of the artides of organization, 
Operaling agreement, bylaws, or olher chaner dcwnwnh ofthe company 

4 ,  Foretgn Qualifying Limited Partnorship underadon 178249 
(If tbo qua l l ng  entjry Is a forsign limHed partnership, the fOaow!ng lnfomatlon must be compleled.) 

-. (a) Name af me Ilmiled pammhq 

0) The llmlled partnership was formed on -- - 
Gat0 

Under the l a w  of the Jurisdiction cf 
I- 

JutiMidiOn 

(e) Address of the o h  of the lbnned psr(nerrhlp In ibs jurlsdlclbn of bimaUon 

(d) Address of the limited partnership's principal nfKcw 

Maltng M d r m  

ZIP CDda 
-- 
91ale 

---__I- I 

cir 

(e) The name3 and business or rerrldence addresses o f b  geoeral partnets of the paltnenrhlp am a8 
fdiows: 

N E W  Maikng Addnras 

-- ._1 -.- 
Name Mailhg Addrepn 

(Please eMad additional separate sheet(s) listing other general per4ers end lhelr addresses as needed) 
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FormSSl 

(0 The address of the ofkc where a list of the names and bushmss or residence &dresses ofthe 
limited partnws and l b b  reapeaive capltd conbjbuW$ ib lo be maimelnad 

~. 
state ZP c& ---.- 

cay 

Tim limited partnershb hereby catlMas that il sh#l rnahtlain sufh reccids until the reg&aUcn of Ihe limited partnership 
in Ohio is cencelsd or wlthdrewn. 

5. Foro@ Qualiilng Limited Liabfllty Partnershlp (Section 1776.86) (if the qualivyfng entlty 18 e tM@gn IknHnHed 
Eabiiily partnership, the fdlowhg informalion must be mmpletad.) 

(e) Name of lhe pahership 

(d) If the chid executive Omce is not h Ohio. the address of any office of the partnership in Ohio. if om ex1515 

(e) Foreign Ilrnlted liability partneffihlp must attach evidenca af existence in ils jurisdiction of 
fonaUon (origin). 

(huwd  to page Efor slgnahirps of authorired officers. partners and eprobwrtativas.) 
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STOCK PURCmSE AGREEMXNT 

TEUS STOCK PURCHASE AGREEMEBT (this “Agreement”) is entered into as of 
this \\+‘ day of November, 2011 (the “Effective Date”) by and between JCENTUCKY 
ENERGY DEVELOPMEm, LLC, a Kentucky limited liability company (collectively 
referred to herein as “Seller”), and GAS NATTJRAIJ INC., an Ohio Corporation, or its nodnee 
(“Purchaser”) with reference to the following: , 

W I T  N E S S E T  E: 

WEIEREAS, Seller owns one hundred percent (100%) of the issued and outstanding 
capital stock PUBLIC GAS COMPANJI, INC., a corjporation organized under the laws ofthe 
State of Kentucky (the “Company”); and 

WBEREAS, Purchaser desires to purchase &om the Seller and the Seller desires to sell 
to Purchaser all of the issued and outstanding capital stock of the Company (the “Purchased 
Shares”), in accordance with the terms and subject to the conditions set forth herein. 

NOW, TBIEREFORE, in consideration of the premises and the mutual promises, 
representations, warranties and covenants hereinafter set forth, the parties hereto agree as 
follows: 

1. DEFINlTIONS 

Certain Definitions. As used herein, the followhg capitalized terms have the following 
meanings: 

(a) “ . a t e ”  means, with respect to a Person, any other Person whom, directly or 
indirectly, controls, is controlled by or is under common control with such Person. For pusposes 
of this definition, a Person has “control” over anofher Person if such Person has the ability to 
exercise a contxolling influence over the management and policies of the ofher Person, whether 
through the ownership of voting securities, by contract or otherwise. 

(5) ‘9amages” memu and includes any azld all costs, obligations, penalties, losses, 
liabilities, claims, out-of-pocket expenses (including reasonable attorneys’ fees and 0th-er costs 
and expenses of litigation) and other damages of any kind whatsoever. 

(c> ~‘E’Environmental Law” means any and“ all applicable federal, state,“ regional or 
locd law, requirement, statute, role, regulation, policy guidelines, or ordinance governing or with 
respect to my pollutant, contaminant, petro@m, crude oil or hazardous substance or otherwise 
relating to the protection of pub@ health safety or the mvkonment, inclu@ng the Clean Air Act, 
as amended, the Comprehensive Environmental, Response, Compensation, &d Liability Act of 
1980, as amended, the Federal Water Pollution Control Act, as mended, the Occupationd 
Safety and Health Act of 1970, as amended, the Resource Conservation and Recovery Act .of 
1976, as amended, the Sde Drinking Water Act, as amended, the ‘Toxic Substances Control Act, 
as .amend.e.d, the Hazar~lom & Solid Wa.stB Ame~-dm..nt .A& of 1984, as ammded,. the S u p e d  
Amendments and Reauthorization. Act of 1986, as amende& the Hazardous Materials 

, - ,  .-...-._I_-- 

- 



Transportation Act, as amended, the Oil Pollution Act of 1990, any state laws implementing the 
foregoing federal laws; and any state laws pertaining to the handling of oil and gas exploration 
and production wastes or the use, maintenance, and closure of pits and impoundments, and all 
other eneonmental conservation or protection laws. 

“Governmental Approval” means any consent, approval, order or authorization, or 
registration, declaration, qualification or filing with, any Governmental Authority. 

“Governmental Authoriity” means any court, administrative agency, commission, 
regulatory authority or other governmental authority or instrumentality, having jurisdiction. 

c‘Kk.owledgeyy means with regard to either Seller or the Purchaser, shall mean 
actual knowledge of the party afcer a reasonable internal review of the party’s business records 
and data, 

“Pperson” means and includes any individual, sole proprietorship, corporation, 
partnership (wheiher general, limited, litnited liability or special), joint venture, limited liability 
company, institution, trust, association, organization (whefber not a legal entity), or 
Governmental Authority 

(d) 

(e) 

(f) 

(g) 

2. PURCECASE AND SALE: DUE DILIGENCE 

(a) C)n the Closing Date, and subject to Ehe terms and conditions of this Agreement, 
and upon the agreements, representations and wananties herein contained, Seller hereby sells, 
conveys, transfers, assigns, sets over and delivers to Purchaser free and clear of all liens, 
encumbrances, liabilities, and rights of third parties whatsoever and Jhrchaser shall purchase 
from Seller the Purchased Shares. 

‘ 

(b) Due Diligbnce. The “Due Diligence Period” shall commence on the Effective 
Date and shall expire at 5:OO p.m. EST on the date occurring sixty (60) days after t h ~  Effective 
Date (the “Due Diligence Period”). During the Due Diligence Period, Purchaser, iFs ageits, 
contractors and engineers shall have the right to enter upon and inspect the Assits for the 
purpose of inspecting the physical condition of, the Assets and conducting its due diligence 
investigation to determine the suitability of the Assets for Purchaser’s intended uses thereof 
(‘’Due Diligence Investigations”). B e  right to conduct Due Diligence Iiivestigations includes the 
rigbt of Purchaser and Purchaser’s employees, agents and confractors to enter upon any portion 
of the rights of way, licenses, or easements (the ‘‘ROW Property”) to take measurements, make 
inspections, conduct test borings, make boundary and topographical survey maps, and to conduct 
geotechnical, soil, environmental, groundwater, wetland and other studies xequired by Purchaser 
in its sole discretion. 

(i) Purchaser shall give reasonable notice to Seller prior to entering upon &e 
ROW Property during the Due Diligence Period, and agrees to adhere to 
all ROW Property restrictions as contained in any easement or similar 
document regarding access and, if requested by Seller, shall have all 
empAoyees, w&~~tors, and age& execut!: an As~qption of Risk 
Agreement and Release Agreement prior to entering such ROW Property. 

2 
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Purchaser shall indemniFy and defend Seller against .and hold Seller 
harmless fiom any and all loss, cost, liability, or expense (including 
reasonable attorneys' fees) arising out of Purchaser's activities relating to 
the Assets during the Due Diligence Investigations; provided, &at, such 
indemnity sbau not cover or extend to (3)  any claim of diminution in the 
value of the Assets as a consequence of the results revealed by the Due 
Diligence Investigations, or (2) the exposure or release of hazardous 
substances or materials located in, on, or under the Assets, unless such 
exposure or release is attributable to the activities of Purchaser. 
Notwithstanding any other provision hereof, this indemnity obligation 
shall survive the termination of this Agreement fa a period of two (2) 
years. No such Due Difigence Investigations shall constitute a waiver or 
relinfisbmt on the part of Purchaser of its rights under any covenan$ 
condition, representation, or warranty of Seller under ?&is Agreement. 
Upon execution of this Agreement, Seller shall deliver to Purchaser, at no 
cost to Purchaser, such of the following documents which relate to the 
Assets to the extent that they are in Seller's possession or control: existing 
&A .and jpoundwater tests, surveys, title conmdmm~ policies, 
enviromental reports, underground storage tank test results, waste 
disposal records, pennit records, other engineering tests and studies, 
contracts, and other books and records. 

Prior to the end of the Due Diligence Period, Pwchser shall deliver 
written notice of its election to proceed or not to proceed with the 
purchase of the Assets and, if Purchaser elects to proceed with the 
purchase of the Assets, this Agreement shall remain in effect and the 
parties shall proceed to close this transaction, subject to the terms and 
conditions hereof. 

E Purchaser elects not to proceed with the purchase of the Assets, then . 

Purchaser shall deliver written notice of such election (the 7"Trmination 
Notice") prior to the end of the Due Diligence Period. In the event that 
this Agreement is terminated pursuant to this Article, azI documents sh& 
be returned to the disclosing party; Seller and Purchaser shall pay the costs 
and expenses of this transaction chargeable to them; and Seller and 
Purchaser shall have no fbrther rights or obligations hermder, except for 
any obligations which expressly survive the Closing pursuant to the terns 
of this Agremeizt, 

. 

3. ASSETS; EMPLOYEES 

Seller hereby warrants and represents that the following is a complete and accurate list of 
all of the assets owned by the Company and employees of the Company as of the Closing Date 
(collectively the "Assets"): 

Contracts, Ri&ts, and Other Persond Propertv. All of Company's interest in its 
natural gas distribution business consisting of approxhately one thousand five hundred eighty 

3 
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one (1,581) customers located in the State of Kentucky cowties of Breatbitt, Jackson, Johnson, 
Lawrence, Lee, MagoiYh, Morgan, and Wdfincluding, but not limited to (i) the company name; 
(5) all  pipelines, meters, inventory including gas, work in progress, rights of way, licenses, 
easements, pipeline interconnections, office equipment, leases, fixtures, mhinery, equipment, 
pipe and vehicles (coUectively the "'Personal Property"); and (5) all of Company's contracts and 
agreements with its suppliers, contractors, and customers (fhe "Contracts") 

(b) Emplovees. Employmeat of all full time and part-time empIayees a6 of the 
Closing Date. Full time employees as of the Effmtive Date are Ray Jenkins and Stasia Kruse, 
md the part time employee is Tina Hart. 

(c) Su~~ortine; Document?. All of Sella's files and records pertajning to the Assets, 
including, but not limited to Seller's land mes, land maps, gas contract flies, federal ar state 
regulatory flies, engineering studies and reports, and copies of ell wcomthg records and so far 
as they are applicable to the Assets (the 'Records"). 

4. Pl3RWSEPNCE 

(a) Price: Parneat. Upon the terms and subject to the conditions hereinafter set 
fMh, ir?. consideration of the delivery by Sell 

t to adjustments pnr 
se Price shaJl he paid 

Jefferson Gas at Closing: approximatel 
as ofthe Effective Date (the "JeEason R 
ctly to Seller's Affiliate Jefferson Gq at Closing, (5) the 

rem&der of the Purchase Price in rZnme&&eIy available frztlds at Closhg, including 
reconciliation for accounfs payable and accounts receivable ("reconciliation") pursuant to 
Section 4Ed) herein, less an m o m t  equal to twentg percent (20%) of the Company's total 
receivables due at Closing (the "Receivabl:: Holdback?) which shall be prtid pursuant ta Section 
4(e) hereh and subject to the reconciliation detailed in Section 4(d), 

(b) On the Closing Date, Sells shall mender and deliver all certificates represmthg 
the Purchased Shares or, if applicable, replacement certificates together with lost certificate 
affidavits and indemnifications (in form and sabstanee reasonably acceptable to Ppurchases), duly 
endorsed for transfer or accompanied with executed blank stock powers (&I form md substance 
reasonably acceptable to Purchaser), together with a new certificate represeikg such shares 
issued in the name of Purchaser. 

Purchase Price shall be hcreas 

4 
548175-6 



(d) Accollnzs Reconciliation Purchase Price Adiusbent, On the Closing Date, Seller 
shall reconde its 8ccomts receivable and its accoants payabl6 and the Purchase Price ShaSI be 
adwed upward or downward, dollar for dollar, as the case may be, up for a positive net mount 
and down for a negative net mount, less the Receivable Holdback outlined in Section 4(e). As 
an e x q l e  ody, Exhibit “D” sets forth how the account reconciliation shall operate pursuant to 
this Section 4(d). 

. (e) Receivable Holdback Purchase Price AdiuStment. ?%e Receivable Holdback shall 
be held by Purchaser for aperiod of forty-five (45) days &-er Closing (the ‘Receivable Holdback 
Period’?. During the Receivable Holdback Pe~od, the Company shall use all  commercially 
reasonable eEo& to collect alI of its outstanding B G C O ~ ~ S  receivable -from its wtomers in the 
ordinary course of business. At the end of &e Receivable Holdback Period any and dl 
receivables that were &e, but not yet paid, at Closhg, that mre not collected during fhe 
Holdback Period and my liabilities paid by the Company during the Holdback Period t-hat 
acmed prior to Closing, excluding the JeEason Receivable, shall be deducted from the 
Receivable Holdback. The remainder of the Receivable Holdback shall bey aid to Seller wh%q 
three (3) business days, For a period of one hundred and ‘Chi-five days (135) days after 
t a & o p  df the Receivable Holdback Perioi3 (&e ‘%xfmded CGllection Period’’), PWchas& 
shall attempt to collect any outstading receivables .tfiat were due, but not paid, at Closing in &e 
ordjllary course of business. PWGIBS~ shdi~ pay SeUer-ercen- of any outstmciing 
receivables that were due, but not p d ,  at Closing collected during the &&ended Collection 
Period at the termjnatio2 of rihe Extended Collection Period. As an example on&, Exhibit “D” 
sets forth haw the Receiv&le Holdback Adjrstment &id1 opesate pursuant to %is Section 4(e). 

5. ASSupc4pTIONS OB’ OBLIGATIONS AND RISKS 

Except as ofhenvise set forth hereh, as of the Closing Date, hrrcbaser shall a s m e  and 
be solely responsible for only the following liabilities and obligations of fie Company 
@mebailer collectively refxred to as the  ASAS ASS^^ LiabiEties”): 

the paymat, performance, observance and j 5 l f i l h e ~  firoIll and &a the Closing 
Date of all duties, liabilities (provided that the events and/o~ circumstances giving rise to the 
lissbilities occurred &om and after the Closing Date) and obligations of Seller under the Leases 
and all permits relating to the ownemhip and operation of the Assets; 

(a] 
* 

0) all risk of loss’or damage wi”Lh respect to the Assets &om md after the CIasing 
Date; 

(c) any Damages resulting from any claim, lawsuit or otheMrise relakg to the 
Assets, pravided that the events mdor c k c ~ a r s c e s  giving rise to &e Damages occurred from 
and after the Closing Date; 

all other actions or omissions or any matter otherwise related to the Assets f?om (d) 
and after the Closing Date; and 

.(e> 
Contracts. 

Seller’s obligations and liabilities &m and after the Closing Date mder the 

548175-6 
5 



Seller shall be responsible for the preparation and filing of any and all tax retunns and for 
the payment of any and all taxes, including fees, interest, penalties and expenses related thereto, 
imposed on or with respect to the Comphay or the Assets and that are attributable to any time 
prior to and including the Closing Date. Purchaser shall be responsible for the preparation and 
Sing of any and all tax returns that are required to he filed subsequent to the Closing Date and 
shall be responsible for the payment of any and all taxes, including fines, interest, penalties, md 
expenses related thereto imposed on or wit-b respect to the Company or the Assets and that are 
attributable to any h e  after the Closing Date. 

7. PURCHASER’S CONDITIONS TO CLOSING 

Purchaser’s obligation to close the transactions contemplated hereby is suhject to the 
following conditions having been fulfilled (or waived by Purchaser) on or prior to the Closing 
Date: 

(a) Representations and Warranties. Au of the representqtions and warranties made 
by Seller under this Agreement are true and correct in all material respects. 

Covenants. Seller has complied with and performed in all material respects dill the 
terms, covenants, and conditions of this Agreement to he complied with and pedormed by Seller. 

No suit, action, administrative proceeding or other 
proceeding is pending against Seller or Purchaser to restrain, enjoin or otherwise prevent the 
consummation of this Agreement or the transactions contempIated hereby. 

Consents. Authorizations and Amrovals. Seller has obtained all permits, orders, 
approvals and consents of any individual, association, person, corporation or Govanmental 
Authority required to be obtained by Seller In connection with the execution and delivery of this 
Agreement and the consurnmation of the transactions contemplated under this Agreement. 
Specifically, but not limited to, Purchaser shall have received approval of the change in 
ownership fiom Seller to Purchaser from the Kentucky Public Service Commission ( ‘XpSC’) .  
Obtaining approval fromthe KPSC shall be the Purchaser’s responsibility. 

(b) 

(c) No Suits or Actions. 

(d) 

(e) Termination of the Due Diligence Period. Purchaser has not terminated t h i s  
Agreement pursuant to Section 2(b)(iv) hereof and the Due Diligence Period has terminated. 

pursuant to the ferns hereof at Closing have been delivered and properly executed. 

8. SELLER’S COlVlhIONS TO CLOSING 

(f) Deliverv of Documents. All documents required to be delivered to Purchaser 

Seller’s obligation to clase the transactions contemplated hereby is subject to the 
following conditions having been fulfilled (or waived by Seller) on or prior to the Closing Date: 
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(a) Representations and Warranties. All of the representations and warranties made 
by Purchaser under this Agreement are tfue and correct in all material respects. 

(b) Covenants, Purchaser has complied with and perfdraaed in all material respects 
dl the terms, covenants, and conditions of this Agreement to be complied with and performed by 
Purchaser. 

(c) No Suits or Actions, No suit, action, administrative proceeding or other 
proceeding is pending against Seller or Purchaser to xestrah, enjoin or otherwise prevent the 
consummation of this Agreement or the transactions contemplated hereby. 

(d) Consents. Authorizations and Auurovals. Purchaser have obtained all permits, 
orders, approvals and consents, if any, of any individual, assockition, person, carporation or 
Governmental Authority required to be obtained by Purchaser in connection with the execution 
and delivery of this Agreement and the consununation of the transactions contemplated under 
this Agrement. 

(e)- Delivew of Documents and-Pmchase..Price. All documents required to be 
delivered to Seller pursuant to the terns hereof at or prior to the Closing Date have been 
delivered and properly executed, and payment of the Purchse Price has been made. 

9. BPRESENTATIONS, WARRANTIES AM) COVENANTS OF SELLER 

Seller represents and warrants to the Purchaser as of the Closing Date as follows: 

(a) The Company is a corporation duly incorporated, validly existing and in good 
standing under the laws of the State of Kentucky, and has dl requisite corporate power and 
authority to own the Assets it currently owns and to cany on’its business as such business is 
mently conducted. 

The Company is duly licensed, registered and qualified to do business and is in 
good standing in all jurisdictions in which the ownership, leasing or operation af its assets or the 
conduct of its business as currently conducted requkes such qualification under applicable law. 

Seller has heretofore made available to Purchaser true, correct and complete 
copies of the organizational documents, and all other corporate records, each as amended to the 
date hereof, of the Company. 

Seller is a corporation duly incorporated, validly existing, and in good standing 
under the laws of the State of Kentucky and has dl requisite power and authority to own and 
operate the Company as indicated herein, specificrilly including that the Company believes it has 
the riglits f~ each -and every easement, right of way, permit, or license utilized by it for 
transportation of its natural gas to its customers. Seller shall cure any and a;U title defects to the 
easements, rights of way, permits, and/or licenses should any be found to exist during due 
diligence, before Closing, or up to one (I) year af‘ter Closing. 

perform its obligations hereunder. 

@) 

(c) 

(d) 

(e) Seller bas dl requisite power and authority to enter into this Agreement and to 
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(f) The execution and delimy of th is  Agreement and the consummation of the 
transactions contemplated hereby have been duly authorized by Seller, and no other corporate 
proceedings on the part of Seller or the Company are required to be taken or obtained in order to 
authorize this Agreement or the transactions contemplated hereby. This Agreement has been 
duly executed and delivered by Seller and constitutes the legal, valid and binding obligation of 
Seller, enforceable against Seller in accordance with its terms, except as such dorceability may 
be limited by badmptcy, insolvency, reorganization, moratorium and. similar laws of general 
application relating to or affecting the rights and remedies of creditors, or by general principles 
of equity (regardless of whether such dorceability is considered in a proceeding in equity or at 
law), including the availability of specific performance. 

(g) The execution and delivery of this Agreement and the c o m a t i o n  of the 
tcansactions, contemplated hereby will not (i) conflict with or result in any violation of (a) any 
statute, law, rule, regulation, judgment, order, decree, or ordinance applicable to Seller, the 
Company or the Assets, nor (b) any material agreement to which Seller, the Company or the 
Assets are bound or (ii) result in the creation of a lien or encumbrance on any of the Assets 
pursuant to (a) any provision of the organization of Seller or the Company, or (b) any materid 
agreement to which Seller or the Company is a party 6r"by which Sellef or any of the &set3 is 
bomd. . 

(h) Elfibit "A" sets €orth a true, complete and accurate list of all contracts (i) to 
which the Company is a party or o&mise obligated and/or (3) to which the Seller is a party of 
otherwise obligated in connection to the Assets. As of the date of this Agreement, Seller has 
made available to Purchaser true, correct and complete copies of all Gontracts. Each Contract is 
in full force and effect, and is valid and binding on the Company and the other parties thereto, 
and is enforceable against the Company or the other parties thereto in accordance with the terns 
thereof, except as enforceability may be limited by bankruptcy, insolvency, reorganization, 
mqratorium, and similar laws of general application relating to or aEecting the rights and 
remedies of creditors, or by general principles of equity (regardless of whether such 
edorcetibdity is considered in a proceeding in equity or at law), including the availability of 
specific performance. The Company and the Seller have perfomed all material obligations 
required to be performed by it through the Closing Date under such Assumed Contract, and 
neither the Company nor the Seller nor any other party thereto is in default under such Assurned 
Contract, nor does any condition exist that with notice or lapse of time would constitute a default 
thereunder. 

(i) Since April 1, 2011, neither the Company nor the Seller has: (i) transferred, 
assigned or conveyed any Assets except in the ordinary course of business; (ii) suffered any 
material destruction, damage or loss to any Assets (casualty or other), whether or not covered by 
insurance; (iii) entered into any material contract; (iv) terminated or amended or suffered the 
teiiniaavioil or am'eaament of, fded to perform in all materid respects its obligations under, or 
suffered or permitted any default to exist under, any Assumed Contract; (v) caused or consented 
to the imposition of a material lien on any Asset; (vi) made any distributions to Seller in the form 
of the return of capital, dividends or cash distributions; (vb) incmed or assumed any 
indebtedness for borrowed money or issued any debt security; (viii) waived any material right of 
the Company of cancelled any debt or claim held by the Company or the Seller; (ix) made any 
loan to any officer, director, employee or shareholder of the Company or the Seller; (x) taken or 
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suffered any other act that may reasonably be expected to cause or result in a material adverse 
effect to the h c i a l  condition of the company or the Assets; or (xi) taken or suffered any act 
outside the ordinary course of business; or (xii) agreed to do any of the foregoing items of this 
Section 7(i). 

There are no actual or, to the knowledge of Seller, threatened actions, suits, 
Claims or proceedings against or involving the Company or affecting the Assets in any court ar 
before or by any Governmental Authority. 

The Company has valid marketable title to the Assets. The Assets are fiee and 
clear of any all liens and encumbrances. 

6) 

(k) 

(1)- -*-either Seller, the Company, nor any of their Affiliates has employed any 
investmat banker, broker or finder in connection with the transaction contemplated by this 
Agreement, nor has any of them take any action which would give rise to a valid claim against 
any party, for a brokerage commission, finder's fee, or other Eke payment. 

Neither Seller nor the Company has received any notice and Seller has no 
knowledge of any Violation of applicable federal, state or local laws relating to the Company or 
the Assets, including any violation of any Envkonmental Law. 

Seller has filed or has caused the Company to file or wifl file with the apprapfiate 
governmental agencies, all tax returns ielating to the Assets or the Company required to be filed 
by Seller or the Company.on or before the Closing Date and have paid or wiil pay the tax due for 
the Assets andor the Company #.rough the Closing Date as shown on said returns. All taxes 
owing by Seller or the Company with regard to the Assets or tbe Company (except amounts 
which may be owing as a result of subsequent audits) have been paid or will be paid when due, 
including all estimakd tax payments due and payable through the Closing Date. 

Neither Seller nor the Company has granted to any other Person or entity an 
option or other right to purchase alI or any part of the Assets. 

To Sella's knowledge, the Records, and all other Written reports, financial or 
production data, business plans, projections, forecasts, reserve reports or evaluations, or any 
environmental reports, audits, studies or assessments, or any other written materials, copies of 
which may have been %mished to Purchaser or as to which Purchaser may have been provided 
access in connection with the transactions contemplated by this Agreement are true and accurate 
in all material respects. 

To Seller's Knowledge, there are no environmental hazards that will materially 
adversely affect %e Assets. Seller has complied with all Enviromnental Laws pertaining to the 
Assets. 

Seller will fully cooperate with Purchaser in the approval process and obtaining 

(m) 

(XI) . 

(0) 

(p) 

(4) 

(r) 
the approval of the KPSC for this Agreement, 

9 
548175-6 

- 



I 

1 
I 

I 

8 

i I 
i 

10. RJIPKESENTATTONS AND W W T I E S  OF PURCHASER 

Purchaser represents and warrants to Seller as follows as of the Closing Date: 

(a) Purchaser is a corparation duly incarporated, vaIidIy existing and in good 
standing under the laws of the State of Ohio, and has all requisite power and authority to 
purchase the Assets, to enter into this Agreement and to perform its obligations hereunder, 

(b) The execution and delivery of this Agreement and 'che consummation of the 
transactions contemplated hereby have been duly authorized by Purchaser, and no other 
corporate proceedings on the part of Purchaser are required to be taken or obtained in order to 
authorize th is Agreement or the transactions contemplated hereby. 7 3 s  Agreement has been 
duly executed and delivered by Purchaser and constitutes the legal, valid and binding obligation 
of Purchaser, enforceable against Purchaser in accordance with its terms, except as such 
enforceability may be knited by bankruptcy, insolvency, reorganization, moratorium and similar 
laws of general application relating to or affecting the rights and remedies o f  creditors, or by 
general principles of eq&y (regardless of whether such enforceability i s  considered in a 
proceeding in equity or at law), including the availability of specific performance 

(c) The execution and delivery of this Agreement and the consmation of the 
transactions contemplated hereby will not confIict with or result in any violation of any state, . 
law, nile, regulation, judjpent, arder, decree, or ordinance applicable to Purchaser. 

(d) To Seller's Knowledge, no Govemmental Approvals are required to be made or 
obtained by Purchaser in comection with the execution and delivery of this Agreement by 
Purchaser or the consmalion by Purchaser of the transactions contempIated hereby, except far 
Govenqnental Approvals as referenced herein which must be obtained by the parties prior to the 
Closing Date. 

(e) There are no achaI or, to the knowledge of Purchaser, threatened actions, suits, 
claims or proceedings against or involving Purchaser in any court or before or by any 
Governmental Authority whkh (i) questions the validity of this Agrement or seeks to restrain, 
prohibit, invalidate, set aside, prevent or make unlawful this Agreement or any of the 
transactions contemplated hereby, or (ii> if adversely determined would in any material respect 
prevent or impair tbe ability of Purchaser to purchase the Assets or perform any of its obligations 
under this Agreement. 

(0 Neither Purchaser nor any of its Affdiates has employed any investment banker,,' 
broker, or hder  in connection with the transactions contemplated by this Agreement, nor have 
any of them taken any action which would give rise to a valid claim against any party for B 
brokerage commissian,. &der's fee, or other like payment. 

Purchaser is engaged in the bminess of gathering, transporting and distributing 
natmal gas, is faxiliar with all federal, state and local statutes, laws, ordinances, rules and 
regulations applicable to the Assets and any associated business Purchaser intends to conduct 
after wle Closing, and. has. the expertise n~casay to b&!egk&ently evduatb Seller's title to, and 
the condition, operation, suitability, performance and prospects of the Assets.. 

(g) 
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(h) Purchaser acknowledges that, during its Due Diligence Investigations, (i) it has 
been &orded access to and the opportunily to inspect the Assets, (ii) it has inspected the Assets 
to the extent it deems necessary or advisable, and (iii) it is relying upon its own inspections and 
investigation in order to satisfy itself as to the condition and suitability of the Assets. Subject to 
Seller’s representations and warranties contained herein, Purchaser accepts the Assets “AS IS” 
and ‘‘WHJ3R.E JS” and assumes all risks with respect to the Assets, except as otherwise provided 
herein. 

(i) Purchaser acknowledges that, during its Due Diligence Investigations, it 
independently conducted such envir0nmenta.l inspections and investigations or obtained such 
environmental reports, audits, studies, assessments and inspections as it has deemed necessary or 
advisable and that, subject to Seller’s mpresentations and warranties contained herein, it is 
relying upon its own inspections and investigation in order to satisfy itself as to environmental 
matters pertaining to the Assets. 

0) . Purchaser has relied upon the statements, representations, covenants, or 
warranties that may have been made by or on behalf of Seller, or any A.flZate ofseller, or upon 

- any pnitten reports, hzancid or production data, business plans, projections, forecasts, reserve 
reports or evaluations, or any environmental reports, audits, studies or assessments, or any other 
written materials, copies of which may have been furnished to Purchaser or as to which 
Purchaser may have been provided access in connectian with the transactions contemplated by 
this Agreement. 

11. CONDiTCT AND TRANSACTIONS PRIBRTQ CLOSING 

(a) Seller will, during the period commencing on the date hereof and continuing 
through tha Closing Date, continue to operate the Company and the Assets in a commercially 
reasonable manner consistent with Seller’s historic operation of the Company and the Assets. 

(b) . In the event of my loss or damage to 01: destruction of any material portion of the 
Assets as a whole occurring after the date hereof and pdor to the Closing, Seller will noti@ 
Purchaser of such casualty loss. At Purchaser’s option, such casually shall result in t h ~  
termination of this Agreement. 

(c) Seller and Purchaser acknowledge and agree that the terms of this Agreement are 
confidential. Seller and Purchaser each agree that they and their respective partners, officers, 
directors, employees and attorneys, if my, shall not disclose the terms and conditions of this 
Agreement (but may disclose the existence of this Agrement), to any other person or entity 
without the prior written Consent of the otzler party (which consent shaIl not be unreasonably 
withheId); provided, however, that either party may disclose the terms of this Agreement to 
administcative or regulatory agencies as may he required, or to the extent disclosure of such 
terms are required by law ar are already public knowledge through. no fault of the disclosing 
party, except Purchaser may disclose the t m s  and conditions of this Agreement to its attorneys, 
accountants, and codtants assisting Purchaser in the within transaction. It is understood and 
agreed that damages done would be an inadequate remedy for the irreparable harm caused by a 
breach of this provision by Seller or Purchaser, and Seller and Purchaser shall each also have the 
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right to seek specific perfanname of this provision and to seek injunctive relief to prevent its 
breach or continued breach. 

(d) Subject to the Purchaser's right to tenninate this Agreement pursuant to Section 
Z(b)(iv) hereof, Seller and Purchaser will each use reasonable commercial efforts to effectuate 
the kansactions contemplated hereby and to satisfy their respective obligations to be satisfied as 
conditions to Closing under this Agreement. In the event that either party hereto, prior to 
Closing, becomes aware of any fact that causes a breach of any warranty or any 
misrepresentation of the other party, it shall noti@ the other party of such breach and afford it a 
reasonable period of time (not to exceed 30 days) in which to cure such breach or take such 
action as may be appropriate to correct the circumstances giving rise to tzle breach or 
misrepresentation prior to the Closing. 

Following execution of this Agreement but prior to the Closing, Purchaser shall 
have €dl access, dwing reasonable hours, to the records, documents, materials and files in 
Seller's possession relating to the Assets. Seller shall allow Purchaser to copy any such records, 
documents, materials ahd files in Seller's possession (with the understanding &at if this 

-Agreement is terminated and the Closing does not occur, Purchaser shall immediately deliver to 
Seller all such copies). Puchaser shall make such other examination of title to the Assets as 
Purchaser, acting in its sole discretion, deems necessary or advisable. Purchaser shall have fbll 
access to Assets for inspection, and may conduct or cause to be conducted such environmental 
survey(s) in connection therewith which Purchaser, in its sole discretion, deems advisable or 
prudent. 

As early as practical, Purchaser shall fixnish written notice to Seller advising in 
fall detail of any title defects found by Purchaser to adversely affect title to the Assets. Such 
notice shall include Purchaser's suggested means for curing or remediating the allege# defects 
set forth therein, but such suggestions shall not be binding upon Seller. Seller shall have the 
rig&, but not the obligation, to attempt to cure any or aJJ ofthe title and/or environmental defects 
alleged in the notice at any time prior and up to the Closing, whicli may be extended by the 
parties in order to complete remediation, h the event Seller is unable or unwilling to materially 
and substantially m e  the alleged defects by the time of the Closing, Purchaser and Seller will 
confer and use their best, good faith efforts to agree on the scope of the defects and any 
arrangements, if any, to obtain title to the Assets. 

(e) 

(9 

(g) In the event Seller chooses not to cure a title defect identified pursuant to Section 
110 above and the parties cannot mutually agree on the scope of the title defects and any 
arrangements, if any, to obtain clean tiff e to the Assets, Purchaser shall have the right to either (i) 
proceed to the Closing and accept the Assets with such alleged title defects, or (ii) teminate the 
Agreement, 

12. OFPICE SPACE/IiIELD SUPPORT 

(a) Field Sumort, For a pefiod of two (2) years from the Closing Date, Seller's 
Affiliate Jefferson Gas shall provide the Purchaser on behalf of the Company with supervisory 
and field service support services ala carte as requested by Company. Jefferson Gas shalL charge. 
Company for such services at the following rates: Field Labor--$22.50 per hour plus mileage at 
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_, )J the ament IRS rate or $30.00 per hour inclusive of aU other charges; Supervisory Labor--$58.00 

per hour plus mileage at the current IRS rate or $65.50 per hour inclusive of dl other charges. 
Supervisory Labor is understood to mean Jack Banks or the person then serving as VP of 
Operations for Jefferson Gas. This same Supervisory rate shall apply if Bert Layne, or the person 
then serving as CY0 for Jefferson Gas, is asked to provide supervisory support for the 
Company’s oflice staff, Further, a Supervisory Labor rate of $40.00 per hour plus mileage or 
$47.50 per hour inclusive of all other charges shall apply ifusing Dmel Parks or the person then 
serving as Jefferson’s foreman. A11 hourly rates outlined above shall be inoreased by 150% for 
services requested on nights and weekends. Furlher, all hourly rates include the use of any 
equipment owned by Jefferson. Afier expiration of the initial two (2) year term aforesaid, this 
arrangement may be extended upon the mutual agreement of the parties on the same terms or 
mutually agreeable terms. 

(b) Office Saace. For a period of one (1) year from the Closing Date, Seller and/or its 
M a t e s  shall provide office space and the use of office equipment such as phones, facsimile 
machines, copy machines, scanners, etc. to Company in Seller and/or its mliates’ buildings in 
both the Lexington Kentucky area sufficient for one full time and one part time employee, 
me3thg space, and record storage as *ell as in Jackson Keatucky area‘dcieiit for oile full 
time employee plus at least 500 square feet of storage space for the combined monthly rental of 
Six Hundred Dollars ($600,00) per month payable by Company on the first (1st) of each month. 
Mer expiration of the initial one (I) year term aforesaid, this arrangement may be extended 
upon the mutual agreement of the parties on the same t e r n  or mutually agreeable t-. 

(c) Use of Eauimnent. Purchaser shall make available to Seller three (3) pieces of 
field equipment from the Company’s Assets, specifically a backhoe, boring machine, and air 
compressor idenaed with more specificity on Exhibit “B” attached hereto and incorljorated 
herein, for the purpose of working on Jefferson Gas assets or projects (the “Leased Equipment”). 
The Leased Equ@xnt shall be available for hourly, daily, ar weekly lease by Seller and/or 
Jeffekon Gas for a term of two (2) years after the Closing at an hourly, daily, or weekly cost of 
no more than fifiy percent (50%) ofthe then prevailing rental cost for the local geographic area 
where the Leased Equipment is being leased fiom. Seller or Jefferson Gas, as appropriate, shall 
be responsible for repair of any damage to the equipment, normal we& and tear excepted, or 
replacement in the event of fief.? or catastrophic loss. After expiration of the initial two (2) year 
term aforesaid, this arrangernent may be extended upon the mutual agreement of the parties on 
the same terms or mutually agreeable terms. 

13. INDElMlWF’ICATION 

(a) Purchaser, and the AfEiliate or parent of Purchaser executing th is  Agreement, if 
any, shall indemnify, defend and hold h d e s s  Seller and its Affiliates, and each of their 
directars, officers, employees -and representatives fiom- and against all Damages arising in 
connection with the Assets or the operation thereof, only as to events occurring after the Closing 
Date. 

Purchaser shall indemnrfjS defend and hold harmless Seller and its Affiliates, and 
each of their directors, officers, employees and representatives from and against all Damages (i) 
arising in connedon with an Assumed Liabiliq, (E) h m e d  in connection with any breach of 

(b) 
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any representation or any warranty made by the Purchaser to the Seller hereunder; or (iii) 
incurred in connection with any failure by the Purchaser to perform any covenant or other 
agrement hereunder. 

(c) SeUer shall inde-, defend and hold h d e s s  Purchaser and its Mliates, and 
each of their directors, officers, employees and representatives fiom and against all Damages (i) 
arising in connection with any obligation of the Company fiat is not an Assumed LiabiEw (ii) 
incurred in connection with any breach of any representation or any warranty made by the Seller 
to the Purchaser; or (iii) incurred in connection with any failure by the Seller $0 perform any 
covenant or other agreement hereunder. 

Upon the discovery by a party (the ''Jndermified Party") offacts giving rise to a 
claim for indemnification hereunder (a "Claim"), including the receipt by the Indemnified Party 
of notice of any claim, demand, action, cause of action, suit or controversy, judicial or othmise, 
by my third party, the Indemnified Party shall give prompt written notice of any such Claim to 
the other Party (the ''hdemnifj6ng Party") (failure to give such notice shall not excuse the 
Indhfy ing  Party except to the extent such failure caused material prejudice to the 
M i f $ n g  Party).- Mer  re~eipt of the Indemnified Party's notice of a third party Claim, the 
Indemnifying Party shall promptly assume control of and diligently pursue the negotiation, 
defense and/or settlement of the Claim, in which case the Indemnified Party shall at all times 
have the right to participate in the defense thereof and to be rqxesented, at its sole expense, by 
counsel selected by it. No such Claim shall be compromised or settled by either Pafs ia. any 
mariner that might adversely affect the interest of the other Party without the prior w15?en 
consent of such Party (which shdl not be unreasonably withheld). 

s (d) 

14. CLOSING 

(a) Time and Place of Closing: The Closing shall take place no later than thirty (30) 
days after receipt of all necessary or reasonably required Governmentid Authorizations fiom all 
applicable Governmental Agencies (the "Clashg Date") at a location mutuauy agreeable to the 
parties. 

(b) Deliveries bv Seller at Closing. At ,the dosing, Seller shall deliver and/or cause 

The original stock cedficates transferring 100% of the Purchased Shares 
to Buyer or its designees, original stock ledgers, articles of hcarpa&on, 
certificates of incorporation, charters, certificates of formation, bylaws, 
joint venture agreements, partnership agreements, limited Liability 
company operating agreements, and board of directors', shareholders' and 
membms' minutes of the Company; 

the Company to deliver to Purchaser: 

(i) 

- 

(ii) resignations, or evidence of termination by each director and officer of the 
Company, unless otherwise agreed by the parties; and 

SQ& &her evidence of the performance of all covenants and reasonable 
satisfaction of aU. conditions required o f  Seller by this Agreement, at or 
prior to the Closing, as Purchaser may reasanably require. 

(iii) 

14 
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(c) Deliveries bv Purchaser at Closinrg. At Closing, Purchaser shall deliver to Seller 
the Purchase Price, as adjusted pursuant to the terms of this Agreement. 

(d) Further Assurances. The Sella and Puchaser agree to cooperate hlly with the 
other party and &om time-to-time after the Closing, upon request and without further 
consideration, to execute, deliver and acknowledge (where necessary) all such further 
instruments, agreemenb and documents, and take such further actions and give such further 
assurances, as may be reasonably required to more effectively evidence the transfer and sale of 
the Assets or to consummate the transactions contemplated hereby and carry out the intent and 
purposes ofibis Agreement. 

15. ST.JRWAL OFREPRESENTATIONS 

All representations, warranties, covenants and agreements of Purchaser and Seller as 
contained in this Agreement or in any separate certificate or other i@mment furnished or to be 
furnished pursuant to tbis Agreement shdll survive the Closing for a period of one (I) year. 

Purchaser agrees to maintain a l l  Records acquired from Seller until the later of the 
seventh (7th) iimiversary of the Closing Date or as requiredsby law (or for such longer period of 
time as Seller shall advise Purchaser is necessary In order to have records available with respect 
to open years for tax audit or other purposes), or, if any of such records pertain to my c l a h  or 
dispute pending at such seventh (7th) anniversary date, Purchaser shall maintain any of such 
records designated by Seller until such claim or dispute is finally resolved and &e time for all 
appeals has been exhausted. Thereafter, Purchaser shall not destroy or permit to be desfxoyed 
any Records acquired from Seller, within the reasonable control of Purchaser, without first 
o f f i g  in writing to deliver such Records to Seller at Seller's expense. Purchaser shall provide 
Seller with reasonable access to all Records for the purpose of obtaining information for the 
preparation of tax return mil financial statements and other legitimate business purposes of 
Seller. Seller agrees to maintain all Records retained by Seller and not delivered to .Purchaser 
until the seventh (7th) anniversary of the Closing Date (or for such longer period of time 
Purchaser shall advise Seller is necessary in writing). 

17, DISclLAIMER 

EXCEPT AS EXPRESSLY SET FORTH IN TBBS AGREEMENT, (A) PURCILASER 
SSALL TAKE THE ASSETS ''AS IS" AND ''WHEm IS" A.ND WITH ALL FAULTS 
AMD DEFECTS, (B) SELLER MAKES NO REPRESENTATIONS, WARRANTIES, OR 
COVENANTS OF ANY KINT), WHETEIER EXPRESS OR IMPLIED, WTH RESPECT 
TO,ALL OR ANY OF TI€E ASSETS, EXCEPT AS SET FORTH I&! THIS AGREEMENT 

MERCHANTAETLITIY OR I?lTTiFESS FOR A PARTICULAR PTJItPOSE OR ANY 
REPRJBENTATION WITH RESPECT TO THZ DESIGN, QUALITY, DURABILlTY 
OR SUITABJLITY OF TEJX ASSETS FOR A PARTICULAR PURPOSE, AND (C) 
SELLER MAKES NO REPRESENI'ATIONS OR WARRANTIES OF ANY KZIND, 

KNCLUDIHG, WTEOUT LIMITATION, ANY liKPI,xED WARRANTJES OF 
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WHETHER EXPRESS OR IMPLIED, IN CONNECTION WITH THE VALUE, 
CONDITION, FITNESS OR USE OF THE ASSETS. 

r), 

I 1 
I 

Q 
I 

j ‘  

18. NONCOMPETITION; NONDISCLOSURE; NONSOLICITATION 

(a) Acknowledments bv Seller. Seller and its M a t e  entities acknowledges that (i) 
the Business (as hereinafter defined) of Seller relating to the operation of the Company by Seller 
for the sale of its. Products (as hereinafter defined) prior to the date of t h i s  Agreement is 
Territorial in scope; (ii) the Products and services related to such Business are marketed 
throughout the Territory; (iii) Seller’s Business prior the date of this Agreement competes with 
other businesses that are or could be located in any part of the Territory; (iv) Purchaser has 
requires that Seller and its Aftiliate entities make the covenants set forth in this Section 18 as B 
condition to Purchaser’s purchase of the Company; (v) the provisions of this Section 18 are 
reasonable and necessary to protect and preserve Purchaser’s interests in and right to the use and 
operation of the Company in its Business Born and after the Closing Date; and (vi) Purchaser 

- would be irreparably damaged if-Seller or-its A?%.liate entities were40 breach the covenants set 
forth in this Section 18. 

(b) P f l .  Seller and its Affiliate entities 
acknowledge and agree that the protection of the Confidential Information is necessary to protect 
and preserve the value of the Company. Therefore, Seller and its Affiliate entities hereby agree 
not to disclose to any unauthorized Person or use for its own ,account or for the benefit of any 
Third Party any Confidential Information, whether or not such infomation i s  embodied in 
writing or other physical form, without Purchaser’s written consent, unless and to the extent that 
(i) the Confidential lnfonnation is or becomes generally known to and available for use by the 
public other than as a result of Seller’s and its Affiliate entities’ fault or (3) Seller or its Afftliate 
entities are required to disclose same in any court or arbitration proceeding or deposition. As 
used herein, ‘‘‘Confidential Information” means all of the following if in Seller’s ox its Affiliate 
entities’ possession or control (i) any and dl trade secrets concerning the Business and affairs of 
the Company, product specifications, data, know-how, customers lists, current and anticipated 
customer requirements, price lists, market studies, business plans, computer software and 
programs (including object code and source code), database technologies, systems, structures, 
methods and infomation of the Company and any other infomation, however documented, of 
the Company that is a trade secret wii2d.n the meaning of the trade secret laws of Ohio or under 
other applicable law; (5) any and all information concerning the Business and affairs of the 
Company, the names and backgrounds of key personnel, contractors, agents, suppliers and 
potential suppliers, personnel training techniques and materials, purchasing methods and 
techniques, however documents, provided same are withill Seller’s or its Affiliate entities’ 
passession and cantrol. 

NoncomWition. As an inducement for Purchaser to enter into this Agreement, 
Seller and its Affiliate entities agree that for a period of five (5) years after the Closing Date: 

_ -  

(c) 

(i) Neither Seller nor its Affiliate entities will directly or indirectly, engage or 
invest in, own, manage, operate, finance, control ox participate in the 
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ownership, management, operation, financing or control 05 be associated 
with or in any manner connected with, or render services or advice or 
other aid to, or guarantee any obligation of, any person or third party 
entity engaged in or planning to become engaged in the Business (as 
defined below), anywhere within the Territory (as dehed below). As 
used in this Section 18(c), 'LBusiness" means the sale and/or distribution of 
natural gas for residential, commercial and/or industrial users; or any other 
business that the Company was engaged in at any time during the period 
beginning on January 1,201 1 and ending at the CIosing Date. "Business" 
shall not mean and shall not include (1) the direct sale andor distribution 
of natural gas, 3 any, for residential, commercia2 andlor industrial users 
that the Seller, including its AfEliate Jqfferson Gas, had in place prior to 
the Effective Date, (2) the wholesale distribution of natural gas to other 
utilities (including municipalities), provided these utilities do not solicit 
the business or customers of Company, (3) residential users not currently 
served by natural gas that may approach Seller and Seller is obligated to 
provide a natural gas tap pursuant to KRS $273.485, and (4) any 
C6nEaW obligtftitibns to provide naiiifal gaS Seller has iiZ place with 
unaffiiated third parties as of the Effective Date. 

- 

As used in this Section 18, "Territory" m e m  the following Cornties within the 
State of Kentucky: Breathitt, Jackson, Johnson, Lawrence, Lee, Magom, 
Morgan, and Wolf. Seller and its M i a t e  entities agree that this covenant is 
reasonable with respect to its duration, geographical area and scope. 

(ii) Neither Seller nor its Affiliate entities will dkectly or indirectly, solicit the 
bwiness of any third party h o r n  to Seller or its Affiliate entities to be ia 
customer of the Company or Purchaser with respect * to products or 
activities which compete in whole or in part with the Companv: and 

Neither Seller nor its Mliate entities will disparage Purchaser, the 
Company, the business formerly conducted the Company by Seller, the 
business conducted by the Company by Purchaser or any shareholder, 
director, officer, employee or agent of Purchaser. 

Notwithstanding the foregoing provisions of Section 1 8(c)(i)-(iii), Seller 
and/or its Affiliates, including, but not limited to, Jefferson Gas, may 
purchase or acquire a customer or customers fiom Company after the 
Closing Date E, and only if, required to do so under K.R.S. j278.485 (a 
"Fm Tap Custornef'). To the extent permitted by applicable law, Seller 
shall-r+mburse Company One Thousand Twelve DoUa~s and NO/lOO 
($1,012.00) for each Farm Tap Customer purchased or acquired by Seller 
from Company pursuant to this Section 18(c)(iv). 

(iii) 

(iv) 

In the event of a breach by any Seller or its Affiliate entities of any covenant set 
forth in this Seetion 18, the term of such covenant will be executed by the p&od 
of the duration of such breach. 

17 



P! 

(d) Notice. Remedies. If Seller or an AfEliate entities breaches the covenants set 
forth in this Section 18, Purchaser will be entitled to the following remedies: (i) damages agaiast 
any Seller and/or the breaching Affiliate entity; and (ii) in addition to its ri&t to damages, to 
obtain injunctive or other equitable relief to restrain &y breach or threatened breach or otherwise 
to specifically enforce the provisions of this Section 18, it being agreed that money damages 
alone would be inadequate to compensate Purchaser ma would be an inadequate remedy for such 
breach, The rights and remedies of Purchaser in this Section 18 are cumulative and not 
alternative, and are in addition to any other remedies Buyer has under this Agreement or by law. 

(e) Severabilitv. Whenever possible, each provision and term of this Section 18 will 
be interpreted in a manner to be effective and valid, but if any provision or term of this Section 18 
is held to be prohibited M invalid, then such provision or term will be ineffective only to the 
extent of such prohibition or invalidity, without invalidating or asr‘ecting in my manner 
whatsoever tbe remainder or such provision or term or remaining provisions or terms of this 
Section 18; If any of the covenants set forth in this Section 18 are held to be unreasonable, 
arbitrary or against public policy, such covenants will be considered divisible with respect to 
scope, time and geographic area, and in such lesser scope, h e  and geographic area, will be 
effdcfive, Xidirig &d &or&able ag&3 SelIeYad/6f &e- Breacliing H l i a t e  -entity -to the 
greatest extent permissible, 

19. GAS SUPPLY AGREEMENT 

From the CIosing Date and continuing for an initial term of ten (10) years thereafter (the 
“Supply Term”) and any extensions pursuant to this Section 19 Seller and/or its Affiliates 
including, but not limited to, Jefferson Gas, LLC, shall provide a firm supply of natural gas 
delivered up to the metered valve where gas is sold to the Company as of the Effective Date. 
The quantity of gas to be supplied shall be sufficient to supply t&e Company’s customers as of 
the Closing Date (the ‘Tuture Gas Supply”). Seller and/or its Affiliate shall sell the Future Gas 
Supply to the Company during the first five (5) years of the Supply Term (the “Initial Supply 
Term”) at the price currently approved by the KPSC for pass through onto the Company’s 
customers and fjxed within the terms of a NAESB contract to be entered into for the entire Initial 
Supply Term in form and substance as Exhibit ”C.” During the second Eve (5) years of the 
Supply Term (the “Remaining Supply Term”), Seller andlor its Affiliate shall sell gas within tlze 
terms of the NMSB contract entered into for the Remaining Supply Term at fie price then 
approved by the KPSC for pass through onto the Company’s customers. Seller and/or its 
Affiliate’s obligation to deliver gas at these prices assumes Company purchases all of its gas 
supply fiom Seller. Seller may renegotiate price during the Supply Term if Company does not 
purchase all of its gas from Seller. Following expiration of the Supply Term, if requested by 
Company, Seller and Company shall use their best efforts and negotiate in good faith a 
replacement agreement for the provision of natural gas. Additionally, Seller shall work 
diligentlyand to its-best efforts to provide a gas supply for additional customers above fhe Future 
Gas Supply for any incremental additional gas demand created by any new customers of the 
Company after the Closing Date. 

- 
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20. MISCELLANEOUS 

(a) Notices, All notices and consents to be given hereunder shall be in writing and 
shall be deemed to have been duly given if delivered personally; faxed with receipt 
acknowledged; mailed by registered mail, retum receipt requested, postage prepaid; or delivered 
by LL recogtized commercial courier to the party at fhe address set forth below or such other 
address as any party shall have designated for itself by ten (10) days' prior notice to the other 
party. Notice is deemed to have been duly received on f ie  day personally delivered; on the day 
after it is sent by fax; seven (7) days after mailing by registered mail, or the day after it is 
received lkom a recognized commercial courier. 

If to Seller: KENTUCKY ENLRGY DEWLOPMBNT, LLC 
220 Lexingtan Green Circle 
Lexington, Kentucky 40503 
Attention: Bert Layne 

Copy To: Gene Mapes 
- . .  . 4264 Ashley Oaks-Drive - - . _ _  

Cincinnati, Ohio 45227 

If to Purchaser: GAS NATURAL XNC, 
8500 Station Street, Suite 100 
Mentor, OH 44060 
Mention: Thorns J. Smith 

Copy To: Dworken & Bernstein Co., L.P.A. 
60 South Park Place 
Pdnesville, OH 44077 
Attention: Jodi Liman Tomaszewski 

(6) Controllinp Law. This .Agreement is executed and to be performed in the State of 
Ohio and shall be construed, interpreted and enforced in accordance with the laws of the State of 
Ohio. 

(c) Counterparts. This Agreement may be executed in one or more counterparts, each 
of which shall be deemed an original, but all of which, when taken together," shall constitute one 
and the same instrument. 

(d) Pxpenses, Each party hereto agrees to pay the expenses incurred by him or it 
under or in connection wifA this Agreement, including counsel and accountant's fees, expenses 
of his or . .  its representatives; whether or _ .  nat the - transaction contemplated . .  by this Agrement . *  is, in 
fat, consummated, 

(e) Severabilitv. In the event any section, paragraph, or portion of this Agreement 
shall be or be deemed to be by any court having lawful jurisdiction of the subject matter of this 
Agreement void, voidable, or invalid for any reason, this Agreement shall be otherwise valid and 
enforceable as if said void, voidable or invalid section, paragraph or portion of G s  Agreement 
had not been a part hereof in the first instance. 
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(-) 
.-, ‘ (g Construction. The language of this Agreement has been reviewed by rill parties 

with benefit of counsel. Any ambiguities herein shall not be construed against any party as 
drafter of the Agreement 

I 

(g) Public Announcements. No party hereto or any of its Aftiliates shall make any 
public announcement of  the execution and delivery of this Agreement or the transactions 
contemplated by this Agreement without first obtajning the prior writtea consent of’the other 
party hereto, mich consent not to be unreasonably withheld, deIayed or conditioned; provided, 
however, that nothing contained in this Section 19(g> shall prohibit any party hereto or any of its 
AfEiliates from (i) making any disclosures or having any discussions with any Governmental 
Authority or (5) making any public announcement if mch party or its Affiliate determines in 
good faith, on the advice of legal counsel, that such public disclosurq is required by applicable 
law; provided M e r ,  that in such event, such party or i t s  Affiliate shall consult with the other 
paty hereto prior to making such disclosure to the extent reasonably practicable. 

Time is of the Essence. Time is of the essence in the pe~omance of the terms of (h) 
this contract. 

~- - _ I  - - - -- - _ - ^  _ _  - 

(i) Construction. Unless the context of this Agreement otherwise requires, (a) words 
of my gender include the other gender; (b) words using the singular or plural number also 
include the plural or singular number, respectively; (c) the terms ‘!hereof,” “herein,” ‘%ereunder,” 
‘%ereby” and derivative or similar words refer to this entire Agreement; (d) the terms “include,” 
“includes,” and “including” shall be deemed to be followed by the words ‘%ut not limited to;” (e) 
the term “Section” refers to the specified Section of this Agreement; (9 the term “Schedule” or 
‘ ‘ E ~ b P  refers to a Schedule or Exhibit attached to this Agreement; (g) the term %aterial” and 
derivative or similar words refer to materiality with respect to the Company on an aggregate 
basis. Whenever this Agreement refers to a number of days, such number shall refer to calendar 
days unless Business Days are specified. 

Entire Agreement. This agreement constitates the entire agreement between the 
parties. It is agreed that all previous negotiations, agreements and cornmanications between the 
parties, or their respective predecessors in title, either verbal or written, and not herein contained, 
are hereby withdrawn and mulled. 

Fzlrther Ameernents and Cooperation. Each party hereto agrees to execute such 
further papers or agreements and to take such other actions as may be reasonably necessary to 
effect the purposes of this Agreement and to carry out its provisions, including without lidtation 
such documents and actions as shall be reasonably necessary to ensure the orderly transfer of the 
Purchased Shares and Assets to Purchaser. 

(j) 

@) 

_ _ _  (I) -Bindinn Arrreement: Assimabilitvt 7%~- Agreement shall be binding u g o ~  and . . ~ ~ . 
inure to the benefit of each of the parties hereto, their heirs, legal representatives; successors and 
permitted assip.  This Agreement shall not be assignable in whole or in part by any party 
except with the consent in writing of the other parties, which consent shall not be unreasonably 
withheld. Any purported assignment without such consent shall be void. Notwithstanding the 
foregoing, Purchaser may assign its rights and obligations hereunder to an .AfEliate without the 
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necessity of obtaining such consent, provided that any such assignment shall not release 
Purchaser .from its payment obligations under this Agreement, 

Headings. All headings contained in this Agreement are for reference only and 
shall not affectdhe meaning or interpretation of this Agreement in any manner. 

No Third Party Beneficiaries. Nothing herein, express or hplied, is intended to 
or shall confer upon any other Person, including, without limitation, any union or any employee 
or former employee of the Seller, any legal or equitable right, benefit or remedy of any nature 
whatsoever, including, without limitation, any rights of employment for any specified period, 
under or by reason of t b i s  Agreement. 

(m) 

(n) 

548175-6 
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n -' IN WITNESS WHEREOF, each party hereto has caused this Stock Purchase 
Agreementto be executed on its behalf, a l l  as offhe day and year fist above written. 

SELLER 

KENTUCKY ENERGY DEVELOPMOENTT, LLC 
A Kedm7ky limited liability company 

PURCHASER 

GAS NATURelL INC. 
An Ohio corporation 

--8 
548175-6 

By: 

Print Name: Richad M. Osborne 

Its: chwj,,, 

Dated - 

. .  ..I 

22 



0 IN WITNESS WREmOF, each party hereto has caused .this Stock Purchase 
Agreement to be executed on its behalf, all as of the day and year first above written. 

SELLER: 

KENTTICKY ENERGY DEVELOPMENT, LLC 
A Kentucky limited liability company 

By: 

PrintName: ___ 

Dated: 

PURCHASER: 

0 

548175-6 

GAS NATIJRAL INC. 
An Ohio corporation A 

Print Name: Richard M. Osborne 

Its: Chairman I ] 
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EXHIBIT "A" 

List of Contracts 

Public Gas Company has only one contract currently in place. This is the gas purchase 
agreement with Jefferson Gas, LLC and is shown in Exhibit "C". 
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EXElDIT "B" 

List of Leased Equipment 

1) Worthington Monorotor Air Compressor 
2) KubotaB21 Backhoe . 
3) 3" Air Ram Boring Machine 



.... . . . I______-- 

I 

! 

(?j .- EXHIBIT "C" 

Form of NAESB Contract 

1) The BaseNAESB Contract and the 1-1-1 1 to 12-31-12 Transaction Confirmation. 
2) The Transaction Confirmation form 1-1-13 to 12-31-21. 



/ 

Sale and Purchase of Natural Gas 

. 

b Sellar Paw Before and At Dellvew Polnt I 1 
0 Spsclal Provisions Number of eheab attached: None 
U Addendom(8): 

!N WITNESS WHEREOF, the parties hereto have executed this Base Contrad in dupllcate4 
Publlc Gas Cornpanv, Inc. Jefferson Gas, LLC . 

Party Name Party Nay-, A. n 
Name: Bert t a m e  Name: C 
BY By -.-W\\Q&&3\ . *111 \J - 

3ene Mapes, Jr. 
Title: Managing Member Title: Chlef Flnanclal Offlcer 

ConvrlahtO 2002 North Amertcan Energy Standards'Board, 1110. NAESB Standard 6.3.1 

_I- 

_. 



General Terms and Conditions 

to facilitate purchase and sale transactions of Qas on a Firm or 
and "Seller" refers to the party delivering Gas. The entire agreement 

or the "Written Transaction Procedure" as indicated on the 
--_------- 

SECTiON 2, DEFINITIONS 
The terms set forth below shall have the meaning ascrlbed to them below. Other terms are also deflned elsewhere In the Contract and 
shall have fhe meanings ascrlbed to them herein, 

'Alternative Damages" shall-mean such damages, expressad in dollars or dollars per MMBtu, as the partleS shall agree upon iri thi 
Transaction Confirmaflcn, in h e  event either Seller or Buyer hits to perform a F i n  obligation to delh'er GRB In the wse of Seller or to m l v e  Gas 
in the case &Buyer, 
22, "Base Contract' shall mean a contract executed by the parfies that incorporates these Genewl Terms and CcndlUons by referenoe; &at 
speclffes the agreed salEtdions of prodsions contained herein: and that sets forth ottler InfomRtlOn requlred herein end any Special Provisions and 
addendum(fi) as Identifled on page one. 

. 2T'l, 

2.3, 
Copyright Q 2002 North American Energy Standards Board, Inc. NAESB Standard 6.3.1 
Mi Rights Reserved Page 2 of 10 Aprll49,2002 

"British thermal unlY or "Biu" shall mean &e International BTU, whlch IS a160 Oalled the BtU (IT), 2.3, 
Copyright Q 2002 North American Energy Standards Board, Inc. 
Mi Rights Reserved 

"British thermal unlY or "Biu" shall mean &e International BTU, whlch IS a160 Oalled the BtU (IT), 

Page 2 of 10 
NAESB Standard 6.3.1 

Aprll49,2002 



... 

2.4. 
2.5. 
Transacflon Confirmation is recelved 
the Transaction Confirmation is time 
opening of the next Business Day. 
2,6. %onfirming Party" shall mea 

2.7, "Contract" shall 
Conflrmations and (Ill) w 
transactions that the pa 
binding Transaction Con 
2.8. "Contract Price" shat 
Gas as agreed to by the partl 
2.9.. "Contract Quantity" s 
2.10. "Cover Standard", 
of Gas pursuant to thls Con 

"BUs~ne66 Day" shall mean any day except Saturday, Sunday or Federal Re6er/e Bank holidays. 
"Confirm Deadline" shall mean 5 0 0  p,m. in the receiving party's tlme zone on the second BUSlneBS Day following the Day E 

pllcable, on the Business Day agreed to by the partlea in the Base Contract; provided, If 
d after 590 p.m. in the recelvlng p a w s  time zone, it shall be deemed recelved af the 

slgnated in ffie Base Contract to prepare and forward Traneadton CanRrmaUone to the other 

shbllshed by (i) the Base Contract, (11) any and all bindlng TransacUon 
Transaction Procedure in SecUon .I .2 of the Base Contract, any and all. 
transmlsslon or by telephone, but that have not been confrmed In a 

ssed In US, Dollan per MMBtu to be pald by Buyer to Seller for the purchase of 

Gas to be delivered and taken as  agreed fa by the partles in a franeaotlon. 

PW. 

ean that if there I6 an unexcused faliure to take or dellver any quanttty 
II use commercldly reasonable efforts fa (i) IF Buyer is the ~erformina 

2.22, "Month" shall mean the perlod beglnning on '  ths first Day OF the calendar month and endlng immediately prior to the 
commencement of the flrst Day of iha next calendar month, 
2.23. "Paymdnt Date" shall mean a date, as indlcated on the Ease Contract, on or before whloh payment Is due Seller for Gas 
recelved by Buyer in the prevlous Month. 
2.24. "Recelvlng Transporter" shall mean the Yransportei receiving Gas at a Delive& Point, or absent such receivlng Transporter, 
the Transporter deilverhg Gas at a Delivery Point. 
2.25. "Scheduled Gas', shall mean ihe quantity of Gas confirmed by Transporter@) far movement, transportatlon or management. 
L26, "Spot Prlce " a8 referred to In Sectlon 3.2 shall mean the price listed In the publlcatlon Indicated on the Base Contract, under 
the llsting applicable to the geographla location closest In proximlty to the Dellvefy Point@) forthe relevant Day; provided, if there la no 
single price publlshed for such location for such Day, but there Is published a range of prices, then the Spot Prloe shall be the average 

Copyright Q 2002 North American Energy Standard6 Board, Inc. NAESB Standard 6.3.2 
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of such high and low prlces. If no price or range of prices Is publlshed for such Day, then the Spot Price shall be the average of the 
following: (I) the prlce (determined as stated above} for the first Day for whlch a prlce or range of prices is published that next precedes 
the relsvant Day; and (11) th ove) for the first Day for which a prlce or range of prices Is published ihat 
next follows the relevant 0 
2.27. "Transactlon Confl ment, slmllar to the form of Exhlblt A, setttng forth the terms of a transaolton 
formed punuant to Sectlon 
2.28. "Tennlnatlon OpUon er party to terminate a transaction In the event that !he other party falls to perform a 
Firm obligation to dellver Gas Gas In &e case of Buyer for a designated number of days during a perlod as 
spechied on h e  applicable Tra 
2.29. "Transpork+)" shall or pipellne cornpanles, or local dlstrlbutlon cornpanles, actlng In Vla capadty of a 
tmnsporbr, transporting Gas for r downstream, mspecih'ely, of the Delivery Pdnt pursuant to a partlculartmnsacffon, 

SECTION 3. PER 
3.1. Seller agrees lo sell 
aocordance witft fhe terms of 
:ransaction. 

r' 
!.. ." )) 

to m l v e  and pmhaw, the Contract Quentl@ for a partlwlar transaction In 
696 wlll be on a Flm or Intermptlble b a s h  a8 agreed to by the parties In a 

- 

SECTION 4. TRANSPORTATION, NOMINATIONS, AND IMBALANCES 
4.1. Seller shall have the sole asponslbllity fo; kiansportingffie Gas to Be Dellvery Polnt(a). Buyer shall have &e sole reEIpoklbl1~ for 
transporflng the Gas from the Dellvery Polnt(s). 
4,2. The partlas shall coordlnale their nomlnalon actlvitles, giving sufficient tlme to meet the deadllnes of the affectsd Transporter@), Each 
party shall glve the other par& tlrnely pdor Notice, sufficient to meet the ri3quinmenis OF all Tranprbt@$ lnvolved In the traneacflon, of the 
quantifies of Gas to be delivered and purchased each Day. Should either party become aware hat actual delkreries at the Dellvery Polnt(8) are 
greater or lesserthan the Scheduled Gas, such party shell promptly noflfythe ofher party. 

~I 
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' 4.3. The partles shall use commercially reasonable efTorts to avold Imposlflon of any imbalance Charges. If Buyer or Seller receives an 
lnvolce from a Transporter lhat includes Imbalance Charges, the parties shall detemlne the validity as well as &e cause OF such Imbalance 
Charges. if the Imbalance Charges wwe in@jned as a result of Buyer's recefpt of quantities of Gas greater than or Iess than fhe Scheduled Gas, 
then Buyer shall pay for such lmbalan orrelmbutse Sellerfor such Imbalance Charges pald by Seller. IF the 1mbRlRIW.X Charges were 
Incurred a5 a result of Seller's deli f Gas greaterthan or less than the Scheduled Gas, then Seller shall payfDr such Imbalance 
Chatges or relmburse Buyer for s 

All Gas delivered by Seller shall 
measurement for purposes of thl 
established proceduresofthe Rem 

quallty and heat content requlrements of &e Receiving Transporter. Ths unlt of guan* 
ne MMBtu dry. Measurement OF Gas quanUlles hereunder shall be In accordance with the 

_- 

C O P ~ S  ofthe rehvant portion of th; h k 6 ,  nscords; and telephone recordings of the other paity only to the 'ehnt reasonably necessaiy to vsrffy 
ha accuracy of any statement, chaljle, payment, orcomputatlon made Undsr ihe ConlrEict, m!S right to examlne, audlt, and to obtsln croples ehall 
not be avallable with respect to proprietary lnfonaflon not directly relevant to tntnsa&ons under thls Contract All invoice8 and bllllngs shall be 
conclusively p ~ u r n 9 d  final and accurate and all associated claimsfor under- or overpayments shall be daemed waived unless sudt Invoices or 

adequate eKplsn.atlon. andlor dmmsntation, M$ln b o  years after h e  Month of Gas delivery, AU reWciJye 
adJl&nents under Section 7 shall be pald In full by the party owlng payment wilfiin 30 Dap of Notice and substantiatton of such Inaccuwy, 
7,7. Unless the partles have elected on the Base Contract notto make this Section 7.7 applicable to ihls Contract, the partles shall net 
all undlsputed amounts due and owlng, andlor past due, arlslng under the Contract such that the party owing the greater amount shall 
make a slngle payment of the net amount to the other party In amordance wlb Sectlon 7: provided that no payment requlred to b 
made purauanf ta the terms of any Crsdlt Support Obllgatlon OF pumuant io Secflon 7.3 shall be subject to netting under this Seoflon. If 
the parties have executed a separate netting agreement, the terms and condlllons therein shall prevail to the extent inconsistent 
herewith. 
Copyright 0 2002 North Amsrlcan Energy Standards Board, Inc. NAESB Standard &3.1 
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SECTION 8. TITLE, WARRANTY, AN5 INDEMNlW 

od and merchantable tltle to all Qas sold heraunder and 
EXCEPT AS PROVIDED IN THIS SECTION 82  AND IN 

IN13 ANY WARRANTY OF MERCHANTABILITY OR OF 

such arise frcm the fallure of Gas t. the qualky requlremenk of Sectlon 6. 

._.-. . . ~ . . .  ~ 

Party, to designate a Day, no eariler thah the DE)’ such NotlG-16 glven and no later than 20 Days after such Notice Is given, as  an serli 
termlnatlon date (Ihe “Early Termlnaflon Date”) for the llquldation and termlnatlon pursuant to SectlOn 10.3.1 of all transactions under 
the Contract, each a ‘Terminated Transaction”. ’ On the Early TermlnRtiOn Date, all fransacflons will tennlnate, otfier than those 
transactions, If any, that may not be liquidated and terminated under appllcable law or.that.are, In Ule reasonable opinion of the Noo- 
Det%ulting Party, commerqial[y impracticable to llquldate and termhate (UExcluded Transacflons”), whlch EXduded Tr~nsacflons muet 
be llquldated and terrnlnated a s  soon thereafter as Is reasonably practicable, and upon termination shall be a Termhated Transaction 
and be valued conslsfent with Seotlon 10.3.1 below, With respect to each Excluded Transaction, Its actual temlnatlon date shall be the 
Early Termination Date for purposes of Sectlon 40.3.1 I 

---- 
CopydghtQ 2002 North American Energy Standards Board, hC. 
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The parties have selected elther "Early Termlnation D8magefi Appjy" or "Early Termlnation Damages Do Not Apply" a8 
lndlcated on the Base Contract 

. .  

10.3.3. If any obllgatlon that Is to be included In any nettlng, aggregatlon or setoff pursuant to Section 10.3.2 Is unasoartained, 
the Non-Defaultlng Party may In good falth estlrnate that obllgatlon and net, aggregate or setoff, as appllcable, In respect of the 
estimate, subject to the Non-Defaulting Party accountlng to the Defaultlng Party when the obllgatlon is ascertalned. Any amount not 
then due wblch is included In any nettlng, aggregation or setoff pursuant toSectlon 10.3.2 shalt be dlscounted to net present value 1n.a 
commercially 'reasonable manner deterrnlned by the Non-Defaulting Party. 
10.4. As soon a s  practicable after a Ilquldatlon, Notice shall be glven by the Non-Defaulting Party to the Defaultlng Party of the Net 
Settlement Amount, and whether the Net Settlement Amount I6 due to or due from the Non-Defaulting Party. The Notlce shall Include 8 
written statement explalnlng In reasonable detall &e calculatlon of such amount, provided that failure io glve such Notlce shall not affect 

'the valldlty or enfoiceablllty of the llquldatlon or glve rise to any clalm by the Defaulting Party agalnst the Non-Defaulting Party. The Net 
Settlement Amount shall be paid by the close of buslness on the second Buslness Day follawlng such Notice, which date shall not be 
earlier than the Early Termination Date, interns€ on any unpald portfon of the Net Settlement Amount shall a m e  from the date due until the ' 
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date of payment at a mte equal to the lower of (])the then-effectlve prime rafe of interest published under "Money Rates" by The Wah S h t  
Journal, plus two percent perannum; or (il) f f i ~  mafirnurn applicable IaWFul Internet rate. 
10.5. The parties agme that Ihe Ions hereunder constltute a "forward contract" wlthln the meaning of the United States 
Bankruptcy Code and that Buyer and re each 4tforward contract merchants" wlthin the meaning of &e Unlted States Etankwpby 
Code. 

6 Section 10 are the sole and exclusive remedles of the Non-Defaulting Pariy 
Date. Each party resewes to Itself all other rlghts, setoffs, counterclalrns and 
the Contract, 
ave executed a separate netting a g r e e m e n t  wlth close-out netting provlslons, 

' 

, 

70.7. Wlth re 
ent lnconslstent herewith. 

eke pa$nant(s) due under Seotlon 7, Sibtion 10'4, end Imbalanke Charges under 
fallure to perform a Flrm obllgatlon, to the extent such illura was CaUBed by Force 
herein means any muse not reasonably within the control of the party clalmlng 

SECTION 41. FOR 
1 1 .I, Except wllh regard to 
Sectlon 4, nelther party shall 
Majeure. The term "Force 
suspeneion, as further defined I 

(-J 
k. ' 

SECTION 13, LIMITATIONS 
FOR BREACH OF ANY PROVISION FOR WHICH AN EXPRESS REMEDY OR MEASURE OF DAMAGES IS PROVIDED, SUCH EXPRESS 
REMEDY OR MEASURE OF DAWQES SHALL BE THE SOLE AND EXCLUSIVE REMEDY. A PARTY'S LIABILITY HEREUNDER SHALL 
BE LIMITED AS SET FORTH IN SUCH PROVISION, AND ALL arHER REMEDIES OR DAMAGES AT LAW OR IN EQUITY ARE WAIVED. IF 
NO REMEDY OR MEASURE OF DAMAGES IS EXPRESSLY PROVIDED HEREIN OR IN A TRANSACTION, A P A W S  LIABILITY SHALL 
BE LIMITED TO DIRECT ACTUAL DAMAGES ONLY. SUCH DIRECT ACTUAL DAMAGES SHALL BE THE SOLE AND EXCLLJSIVE 
REMEDY, AND ALL OTHER REMEDIES 0R.DAMAGES AT LAW OR IN EQUITY ARE WAIVED, UNLESS W E S S L Y  HEREIN 
PROVIDED, NEITHER PARTY SHALL BE LIABLE FOR CONSEQUEMIAL, INCIDENTAL, PUNITIVE, EXEMPLARY OR INDIRECT 
DAMAQES, LOST PROFITS OR OTHER BUSINESS INTEWiUPTlON DAMAGES, BY STATUTE, IN TORT OR CONTRACT, UNDER ANY 
INDEMNITY PROVISION OR OTHERWISE, IT IS THE INTENT OF THE PARTIES THAT THE LIMlTAT10NS HEREIN IMPOSED ON 
REMEDIES AND THE MEASURE OF DAMAGES BE WITHOUT REBARD TO THE CAUSE OR CAUSES RELATED THERETO, INCLUDINO 
THE NEGLIGENCE OF ANY PARTY, WHETHER SUCH NEGLIGENCE BE SOLE, JOINT OR CONCURRENT, OR ACTIVE OR PASSIVE, 
Copyright@ 2002 North Amedcan Energy Stendads Board, Inc, NAESB Standard 6,3,1 
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TO THE EXTENT ANY DAMAGES REQUIRED TO BE PAID HEREUNDER ARE LIQUIDATED, THE PARTIES ACKNOWLEDGE THAT SHE 
DAMAGES ARE DIFFICULT OR IMPOSSIBLE TO DRFRMINE, OR OTHERWISE OBTAINING AN ADEQUATE REMEDY IS 

be lnvslld, vold or unenforceable by any court havlng Jurisdiction, such determlnaticn 
r provlsion, agreement or covenant offhts Cantract 

14.3. No walverofany breach be held io be a walver of any other or subsequent breach. 

DISCWMER The puipo_ses of lhls Conbaot are to fadllfatebade, avok mlsundwslandlngs and make more dflolte the terns of canIra& of po&~~e  and sale OF 
-n&mlgas. Further,~SBdoes~otmandatelhe useofthls Canbadbyenyparly. NAESBDISCIAlMS AND EXCLUDES,ANDANYUSEROFlMS 
CONTRACT ACKNOWLEDGES AND AGREES TO NAESB'S DISCWMER OF, ANY AND ALL WARRAN'IIES, CONDITIONS OR REPRESENTATONS, 
EXPRESS ORIMPUED,ORALOR!NiUllEN,WITH RESPECTTOTHIS CONrrZAcrORANYPARTTHEREW, INCLUDING ANY AND ALL IMPUED 
WARRANllES ORCONDITIONS OFTITLE, NON-INFRINGEMENT, MERCHANTABIUW, OR EKNESS ORSUITABILITY FOR ANY PARTICULAR 
PIJRPOSE(WHETHER0R NOTNAESB KNOWS, HAS REASON TO KNOW, HAS BEEN ADVISED, OR IS 07HERWSE IN FACT AWARE OF ANY SUCH 
PURPOSE), WETHER ALLEGED TO ARISE BVUW, BY REASON OF CUSTOM OR USAGE IN THE TRADE, OR BY COURSE OF DEALINQ, EACH 
USER OF THIS CONTRACT ALSO AQREES THAT UNDER NO CIRCUMGTANCES WILL N e 3  BE UABLE FORANYDIRECT,SPECI&, INCIDENT& 
EXEMPLARY, PUNWVE ORCONSEQUEN~DAMAGES ARISING OUTOFANY USE OF THIS COMRACT. 

-~ 
Copyright 0 2002 Norlh Arnerlcan Energy Standards Board, Inc. 
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TRANSACTION CONFIRMATION fXHlBIT A 
FOR IMMEDIATE DELIVERY 

, 
I 

Lettetheadllogo . Date: .-I - 
Transactlon ConflmatJon #: 

I I 

as8 Contract between Seller and Buyer dated . The 
unless dlsputed In wrltlng wlthln 2 Business Days of receiptunless otheiwlae 

1 "y' I yy '  

- . Title: ' Tltle: 

Date: , Data: ... - 

7 
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''7) 'v 
TRANSACTION CONFIRMATION EXHIBIT A 

FOR IMMEDIATE DELIVERY 

Dele:. uewJ&gr 1.2010 . 
TmnsediPn ConflmUon#k JG4Q2 

10 
I.--- 

This Tmneacfton Coniimation'is 8ubJecl to the B i i s ~  Contract between Seller and Buyer dated 
terms Orthls Trafisac(lon Conflrinallan are Bindlng unless disputed In wrlting wlthin 2 Boslnese D ~ M B  atherwlse 
epealned In the Base Contract, 

6ELLER: I BUYER: 

Denember . The 

Jefferson Gas, L<C aqv. Inc 
w h a t o n  Green Ur0-n. KY 20 Lexlnalon Gteen C(m. Sui Le 130. Lexlnaton, KV 4603 

-_c_ --' 

K B e r l  R. Lavne. Chief Fhen&&&ec, Ann: Gene MauesSr., Mama Ino Membei -" 
Phone: laso\ 246-8 183 - - Phonei lW 606 -3648 
Base Contraol No, J$&@J3 0 06 
Fransportar; Transporter; 
ramsporter Contract Numbec 

F X  @50) 246.9400 I Fax: 1860l.&45 434.08 
Base Contract NO, 

Transpwter Conkact Number; 

NAEEl e 001 

. I- 
Contract Price: $,.iMMBlu or - ' inside FERC TGCt Amalechian index-+-tl;50 Der Mcf (see Sfle%l d&idltiFni - - -  

' -  

Dellvery Period Begin: JE(~URW 9 , End: CllrcemberS1_ l&!32- c 

PerlormanoeObllgallon and Contract Quantity: {Selsot One) 

Firm (Variable Quantity): 
60 MMBtudday Mlnlmum 
loa0 MMBluslda) Maximum 

3Uler Cammefib or Speclal Condl~ann 
I .  Conwet Price: Public @as Is requlred io  file Is forward gas coslestirnsb with {he PSC and then charge Hs customare the 
PSCapproved rate regardless of market price change6 that occur between flling and aclual flow. Public Gas can recover any 
differencesin tariff rates and market based ram through a reoonoillatlun process in whlch past differences between tariff and 
market rates can beadded or sublwcted to the next PSG illed forward gas cosf: estimate, (3lven that Publlc Gae and Jeffenon 
Gas are amllaled cornpanlee and paymen& between the anliIle8 forgas supply represents B Intercompany transfer prlce, 
Jefferson ahall allow Publlo Qas be optlon to' alter the actual pr lo~ paid monthly to Jefferson to the approved P6C flled price and 
lhen recondle lire price to the contrad prlce on art guarterly andlor annual baslfi: Public gas may fir a porilon of ils gas price wllh 
mutual consen!, 
2. Contract Price: The lnsldo FERC TCO Appalachian Index price Is posled In MMElo units. These unlts wlll be converlsd lo an 
Mcrprlce using a Btu fsblarof 1.181. 
3, Con.track Quantity: JeffersDn Is ubligaled to provlde ihs full requirementsol Public Qae regardless ofweather condltiuns and 
demand changes, Any dally VOlUm6 varlanoe wlll be fdillled on a no-nolioe basl8, regardless of resultlng cost lo Jeffsfeon. Pubtb 
Gas wlli nollry Jeffemon ofeetlmated demand levels on B tlmely besls but ahall no1 be reaponslbla for demand variances, 
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______1 
SELLER: I BUYER: 

Date: 
Transaction Conflrmatlon #: JG-003 

November ?I, 2 04 +I 

Jefferson Gas, C Public Gas Cornpanv. Inc 
220 Lexlnabn G :ken Clrcle. Sulte 130. Lexinaton. KY 40503 1 , - 
Aftn: Bert Layne - Chief Financial Ofticer 
Phone: 2458193 -- 
Fax: (859) 245-9409 
Base Contract No. NAESB 005 -- 
Transporter: 
Transparter Contract Number: . 

-- -- 
-- Attn: 

Phone: 
Fax: 

Transporter: 
Transporter Contract Number: 

-- 
Base Contract No. NAESB OD1 -I - 

Contract Prlce: $ /MMBtu or 

Delivery Period: Begin: Januaw 1 ,2013 End: December31 , 2021 

Performance Oblluatlon and Contract Quantity: (Select One) 

lnsfde FERCTCO Atmalachian Index + $1.50 Der Mcf fsee SDecial Condltionsl _ _  - - _ . . x  _ _ _  - _ _ _  _.___ _ _ _  ---- _-- - _  -. 

P 

Tltle: Manaaino Member 

Dale: November I I ,  2041 

Flrm (Flxed Quantity): Firm (Variable Quantity): Interruptible: 
MMBtudmonth 50 MMBtus/day Mlnimum Up to MMBtus/day 

i I EFP TOO0 MMBtus/day Maximum 

Public Gas Citvnate at various connections 
-- 
Dellvery Polnt(6): 
(If a pooling point Is used, list a specific geographic and plpellne location): 

Title: CFO- 

Date: Nove.rn&l'i. 2011 

Other'Comrnents or Spsciai Conditions: 
1, Contract Price: The Contract Prlce of Inside FERC Appalachian Index + $1.60 per Mcf shall be  fixed through December 31, 
2016. Thereafter, and until December 31,2021 , Buyer and Seller shall negotiate a Contract Price, and only if negotiations are not 
successful shall the Contract Price be Inside FERC Appalachian Index + the charge lhen approved by the Kentucky Public 
Serulce' Cornmisston for Jefferson Gas to oharge ullllty customers for no-notice gas delivery. 
2. Contract Prlce (cont,): The lnslde FERCTCO Appalachlan Index price Is posted in MMBtu unlte. These unfts wlll be 
converted to an Mcf price using a Btu factor of 1.161 I Gas wlfl be tested annually, and any ctiange In Btu wlll be adjusted in the 
followlng year. 
3. Contract Quantity: Jefferson Is obligated to provide the full requlfemenls of P.ubilc Gas Company's customers of record as of. 
November 11,201 1 regardless of weather conditions and demand changes, Any dally volume variance will be fulfilled on a no- 
notice basls, regardlees of resulting ms€ to Jefferson. Public Gas wlll noflfy Jefferson of estimated demand levels on a timely 
basis but shall not be responsible for demand variances, Jefferson's service ObllQatIOnS wlll be on a best efforts bask far any 
Public Gas Company customers added aner Novergber 1 1, 201 1. 

Seller: Jefferson Gas. L L h  __ . 
By: Gene Mapes, 

--- ---~_.- 
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COMMONWEALTH OF KENTUCKY 
BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of ) 
1 

THE JOINT APPLICATION OF GAS NATURAL 
INC. AND KENTUCKY ENERGY ) Case No. 201 1- 

APPROVING A TRANSFER AND ACQUISITION 
OF OWNERSHIP AND CONTROL OF PTJBLIC 

) 

DEVEL,OPMENT, LLC FOR AN ORDER ) 
) 
) 

GAS COMPANY, INC. ) 

DIRECT TESTIMONY OF THOMAS J .  SMITH 
IN SUPPORT OF ,JOINT APPLICATION 

Q. Please state your name, your business address and by whom you are employed. 

A. I am Thomas J. Smith. I am Chief Financial Officer of Gas Natural Inc., and also 

President of three of its wholly-owned public utilities, namely Brainard Gas 

Corporation, Northeast Ohio Natural Gas Corporation and Orwell Natural Gas 

Company. My business address is 8500 Station Street, Suite 100, Mentor Ohio 

44060. 

Q. Please describe your education and professional certification. 

A. I graduated from John Carroll University in Cleveland, Ohio in 1968, earning a 

Bachelor of Business Administration degree. I passed the examination and was 

licensed as a Certified Public Accountant in Ohio in 1969. I maintained that license 

until 1985. 

After graduating, I was employed as an auditor with Peat Marwick and Mitchell for 

four years. Thereafter, I was employed for sixteen years with Arneritrust Bank in 

Case No. 2012- 
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7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Cleveland, with positions of increasing responsibility in accounting and corporate 

development, primarily irivolving mergers and acquisitions. In 1987 I was employed 

by Richard M. Osborne, who today is Chairman of the Board of Gas Natural Inc. 

(“Gas Natural”). Over the years since I have worked for Mr. Osborne in managing 

various businesses. 

Q. When did you become involved in the management of natural gas distribution 

utilities? 

A. Mr. Osborne acquired Orwell Natural Gas Company in 2002. I was elected President 

and Treasurer of that Company in 2004. Mu. Osborne also acquired Northeast Ohio 

Natural Gas Corporation in 2004 and I was named President and Treasurer of that 

public utility. And in 2006, Mr. Osborne acquired the capital stock of Brainard Gas 

Corporation, at which time I also became President and Treasurer of that public 

utility. I remain in those capacities today. 

Q. You have indicated that you are also currently Chief Financial Officer of Gas Natural 

Inc. Can you describe Gas Natural Inc.? 

A. Gas Natural is a holding company. It was originally incorporated in Montana in 

1909. It was reorganized as a holding company in 2009 under the name Energy, Inc. 

It was renamed Gas Natural Inc. arid incorporated under Ohio law in July, 2010. Our 

stock is publicly traded on the New York Stock Exchange Amex under the ticker 

symbol “EGAS”. As of September 19,201 1, it had Market Capitalization of $87.55 

million. 

Case No. 2012-- 
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3 

4 
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6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

Gas Natural is the parent of Energy West, Inc., a natural gas distribution company 

with operations in Montana, Wyoming, Maine and North Carolina. The utilities in 

Maine and North Carolina are lodged in subsidiaries of Energy West, Inc. (Bangor 

Gas Company, LL,C and Frontier Natural Gas, L,L,C respectively). Cut Rank Gas 

Company, a retail natural gas distribution utility in Montana, is also a subsidiaxy of 

Energy West, Inc. We also own three retail natural gas utilities with service 

territories in Ohio. These include Brainard Gas Corporation, Northeast Ohio Natural 

Gas Corporation and Orwell Natural Gas Company. Orwell Natural Gas Company 

also has two operating divisions in Pennsylvania, Clarion River Gas Company and 

Walker Gas & Oil Company. All told, we serve approximately 63,500 retail natural 

gas consumers. Gas Natural also owns Energy West Development, Inc. which in turn 

owns the Shoshone interstate pipeline and the Glacier gathering pipeline systems 

operating in Montana and Wyoming. And Gas Natural’s subsidiary, Energy West 

Resources, Inc. markets approximately 1.3 Rcf of natural gas to commercial and 

industrial customers in Montana and Wyoming and manages midstream supply and 

production assets for transportation customers and utilities in those two states. 

Energy West Resources also holds mineral rights to 20,000 acres in Glacier and Toole 

Counties, and has a rninority interest in 160 natural gas producing wells and gas 

gathering assets located on these properties. A table depicting the organization of 

Gas Natural and its subsidiaries is attached to the Joint Application as Exhibit 3. 

Case No. 2012-- 
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1 Q. What percentage of Gas Natural’s net income derives from the regulated retail natural 
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gas operations in comparison to the pipeline operations and marketing and production 

segments? 

A. Clearly, retail natural gas distribution is Gas Natural’s core business. Approximately 

87 percent of net operating income is generated by our retail utility operations, two 

percent through our pipeline segment and eleven percent through the marketing, 

propane and production assets. 

Q. What is Gas Natural’s current strategy? 

A. We seek to continually drive operating efficiencies in our subsidiary operations, 

manage capital investments for the maximum reasonable returns, and acquire natural 

gas utilities that provide customer expansion potential and earnings growth 

opportunities. In this regard, I note that Gas Natural acquired the utility operations in 

Maine and North Carolina in 2007. We completed the acquisitions of the Ohio arid 

Pennsylvania utility companies in January, 2010. The purchase of the capital stock of 

Public Gas from Kentucky Energy Development, LL,C is consistent with this strategy. 

Q. What is Gas Natural’s plan to manage the day-to-day Operations of Public Gas 

Company? 

A. Public Gas is a relatively small retail natural gas distribution utility. It serves 

approximately 1,580 customers in Rreathitt, Jackson, Johnson, L,awrence, Lee, 

Magoffin, Morgan and Wolf Counties in eastern Kentucky. Its natural gas supplies 

are acquired by Jefferson Gas, L,LC from local producers. There is no current 

interconnection of the Public Gas distribution facilities with interstate pipelines. 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 Q. 

20 

21 

Based on our examination of available information, Public Gas is operating in 

compliance with the requirements of 49 C.F.R. Part 192 promulgated pursuant to the 

Federal Pipeline Safety Act as administered and enforced by the Public Service 

Commission. We will continue to operate this system in compliance with all federal 

and state rules and regulations. Presently, Public Gas employs two employees on a 

full time basis, and one employee on a part-time basis. We propose to retain these 

employees in their current functions after approval and closing of the proposed 

transaction. When necessary to support these employees after closing, we will utilize 

qualified personnel on a contractual basis. This arrangement is for two years with 

Jefferson Gas, LLC arid will allow us to secure supervisory and field support services 

at competitive labor rates on an “as requested” basis, which includes the use of all 

equipment employed by these individuals. See Section 12(a) of the Stock Purchase 

Agreement attached as Exhibit 1 to the Joint Application. This arrangement may be 

extended by mutual agreement. 

We have also arranged to continue the use of the office space and office equipment 

that is currently used by Public Gas in the office space it occupies in Lexington, as 

well as records and equipment storage space in Jackson. Again, this arrangement 

may be extended by mutual agreement. (See Exhibit 1, Section 12(b)). 

You mentioned that an affiliate of Public Gas, namely Jefferson Gas, L E ,  currently 

provides the required supplies for the Public Gas system with local production. What 

is the arrangement for ongoing gas supply? 
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1 A. Attached to the Stock Purchase Agreement (Exhibit 1) is the NAESR base contract 

2 that is in place through December 31,2012. The contract price currently in effect and 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

continuing under the base contract is the Iizside FERC TCO Appalachian Index Price 

in MMBtu (adjusted to Mcf using a Rtu factor of 1.161) plus $1.50 per Mcf. It is a 

special condition of this contract (see the Transaction Confirmation No, JG-002, 

Exhibit A to the NAESB base contract) that Public Gas has the option to adjust the 

actual price paid monthly to Jefferson Gas to the approved estimated price filed by 

Public Gas with this Commission and then reconcile the filed estimated price and the 

contract price on a quarterly and/or annual basis. The arrangement beyond January 1, 

201 3 through December 3 1,202 1 is reflected on Transaction Confirmation No. JG- 

003 to the NAESB base contract. Subject to the same reconciliation provision I have 

just described, the purchase price remains at the TCO Appalachian Index Price 

derived from Inside FERC plus $1.50 per Mcf through December 3 1, 201 6. 

Thereafter, until December 3 1,2021 the parties will negotiate a Contract Price, with a 

default price of the Iizside FERC Appalachian Index price the charge then approved 

by this Commission for “no-notice” deliveries should the parties be unable to 

negotiate a Contract Price. We believe this provides reliable supplies for the retail 

customers served from this system throughout the term of the base contract. 

Q. Who will actively manage the personnel of Public Gas? 

A. I will be President of Public Gas, and in that role will provide the same management 

oversight that I provide to the natural gas utilities for which I am currently 

responsible. I will have ultimate responsibility for their operations, including 

Case No. 2012-- 
Joint Application Exhibit 4 

Public Version with Confidential Material Redacted 
Page 6 of 9 



1 appropriate provision of capital for maintenance and growth of its pipeline system. I 

2 would note, in that regard, that the access of this utility to capital markets will be 

3 enhanced by its integration into a larger, geographically and functionally diverse 

4 corporation. 

5 Q. The Kentucky Public Service Comnlission may grant its approval for the transfer of 

6 ownership or control, or the right to control any utility under its jurisdiction “if the 

7 person acquiring the utility has the financial, technical, and managerial abilities to 

8 provide reasonable service.” Does Gas Natural meet these requirements? 

9 A. Yes, it does. With respect to financial abilities, Gas Natural’s management has proven 

10 able to raise the capital necessary to properly maintain and expand service through 

11 the pipeline systems of its retail natural gas utilities in several states. As examples, I 

12 cite the successful and oversubscribed cornmon stock offering by Gas Natural in 

13 

14 

November 2010 that we are currently employing to fuel continued growth in our 

existing operations. And in May 201 1 we and our Ohio utility subsidiaries issued 

15 $15.3 million of senior secured notes, the proceeds of which were employed to fund 

16 capital construction programs, refund existing debt and replenish treasuries. 

17 With respect to technical expertise, our pipeline systems are relatively new and well- 

18 maintained. We have personnel experienced in appropriately designing and operating 

19 pipeline systems. Training is provided and updated to ensure appropriate operator 

20 qualifications are maintained for construction and maintenance activities. 

21 With respect to operational expertise, I simply point out that Gas Natural managers at 

22 the corporate level, and its retail natural gas utilities managers, supervisors and field 

Case No. 2012- 
Joint Application Exhibit 4 

Public Version with Confidential Material Redacted 
Page 7 of 9 



1 

2 

3 

4 

5 

6 

7 Applicants. 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 Exhibit 2, Section 4. 

18 

19 A. Yes,itdoes. 

20 

personnel at the day-to-day operational level, have been successfully serving retail 

consumers pursuant to approved tariffs, and in compliance with rules and regulations 

of the utility regulatory agencies exercising jurisdiction over them for many years. 

We bring that breadth of experience and operational know-how to our proposed 

operation of Public Gas Company. 

Q. Please describe the proposed transfer of the capital stock between the Joint 

A. The purchase price of the stock is $ , subject to adjustment if as of the 

closing date Public Gas has fewer than customers as of the closing date. For 

each customer below that floor, the purchase price will be adjusted by rf; . If 

Public Gas has more than customers on the closing date, the purchase price 

will be adjusted by the same amount for each additional customer. The purchase 

price will be paid at closing (a) to cover the account payable to Jefferson Gas, L,LC as 

of November 11, 201 1 and paid directly to Jefferson Gas, arid (b) the remainder is 

payable in immediately available funds to Kentucky Energy Development subject to a 

receivable holdback to be reconciled subsequent to closing. See Joint Application 

Q. Does this complete your prepared direct testimony in support of the Joint Application? 
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VERIFICATION 

State of Ohio ) 
) ss: 

County of Lake ) 

The undersigned, Thomas J. Smith, being first duly cautioned and sworn, deposes and 

says that he is the Chief Financial Officer of Gas Natural Inc, and that he has personal 

knowledge of the matters set forth in the foregoing Direct Testimony, and that the 

answers contained in the Direct Testimony are true and correct to the best of his 

information, knowledge and belief. 

Sworn and subscribed before me, a Notary Public for the St 
day of January, 20 12. 

MEGAN RICHARDS 
Notary Public 

July 18,2015 

$ In and for the State of Ohio 
j My Commission Expires 
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Gas Natural Inc. filed this Form 10-Q on 11/14/1 I 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D. C. 20549 

FORM io-Q 

El QUARTERLY REPORT PURSIJANT TO SECTION 13 OR 15(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 

For the quarterly period ended September 30,2011 

or 

0 TRANSITION REPORT PIJRSIJANT TO SECTION 13 OR 15(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 

For the transition period from to 

Commission file number 001-34585 

GAS NATURAL INC. 
(Exact name of registrant as specified in its charter) 

Ohio 
(State or other jurisdiction of 

incorporation or organization) 

1 First Avenue South 
Great Falls, Montana 

(Address of principal executive office) 

27-3003768 
(I.R.S. Employer 

Identification No.) 

59401 
(Zip Code) 

Registrant’s telephone number, including area code: (800) 570-5688 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the 
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was 

http://investor.ewst.corn/phoenix.zht~?c=96426&p=irol-SECText~TEXT=aHR~cDovL,2. . . 1 /I 9/20 12 
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required to file such reports), and (2) has been subject to such filing requirements for the past 90 
days. Yes El No 0 

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Website, if any, 
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (5232.405 of 
this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit and 
post such files). Yes Ed No 0 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or 
a smaller reporting company. See the definition of “large accelerated filer”, “accelerated filer” and “smaller reporting 
company” in Rule 12b-2 of the Exchange Act. 

Large accelerated filer Accelerated filer 

Non-accelerated filer 0 (Do not check if a smaller reporting company) 

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the 
Act). Yes 0 No El 

Smaller Reporting Company El 

The number of shares outstanding of the registrant’s common stock as of November 2, 201 1 was 8,153,551 shares. 

As used in this Form IO-Q, the terms “Company,” “Gas Natural,” “Registrant,” “we,” “us” and ‘‘our’’ mean Gas 
Natural Inc. and its consolidated subsidiaries as a whole, unless the context indicates otherwise. Except as otherwise 
stated, the information is this Form IO-Q is as of September 30,201 1. 
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Gas Natural Inc. and Subsidiaries 
Condensed Consolidated Balance Sheets 

September 30,2011 and December 31,2010 (Unaudited) 

September 30, December 31, 
2010 - 2011 

ASSETS 

CURRENT ASSETS 

Cash and cash equivalents 

Marketable securities 

Accounts receivable 

Trade, less allowance for doubtful accounts of $480,320 and 
$354,7 19, respectively 

Related parties 

Unbilled gas 

Note receivable - related parties, current portion 

Inventory 

Natural gas and propane 

Materials and supplies 

Prepaid income taxes 

Prepayments and other 

Recoverable cost of gas purchases 

Deferred tax asset 

$ 10,490,103 $ 13,026,585 

367,500 274,950 

4,360,493 9,5 93,840 

501,752 559,384 

1,245,062 5,724,346 

10,079 9,565 

7,856,328 5,876,710 

2,017,746 1,4 14,367 

2,369,558 1,601,798 

1,284,704 9 12,959 

2,623,641 2,628,824 

106,60 1 114,362 
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Total current assets 

PROPERTY, PL,ANT AND EQUIPMENT, net 

OTHER ASSETS 

Notes receivable - related parties, less current portion 

Deferred tax assets, less current portion 

Regulatory assets 

Property taxe? 

Income taxes 

Rate case costs 

Debt issuance costs, net 

Goodwill 

Customer relationships 

Investment in unconsolidated affiliate 

Restricted cash 

Other assets 

Total other assets 

TOTAL ASSETS 

33,233,567 41,737,690 

90,096,562 76,134,401 

38,040 

__ 

661,147 

452,645 

152,763 

84 1,440 

14,607,952 

645,042 

858,642 

2,756,857 

297,29 1 

2131 1,819 

$ 1 44,64 1,948 

45,665 

1,804,264 

873,197 

452,645 

64,27 1 

485,244 

14,607,952 

662,167 

640,2 16 

- 

220,224 

19,855,845 -- 

$137,727,936 

The accompanying notes are an integral part of these condensed consolidated financial statements. 

F- 1 
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Gas Natural Inc. and Subsidiaries 
Condensed Consolidated Balance Sheets 

September 30,2011 and December 31,2010 (Unaudited) 

September 30, December 31, 
2011 2010 

LIABILITIES AND CAPITALIZATION 

CURRENT LIABILITIES 

Checks in excess of amounts on deposit 

Line of credit 

Accounts payable 

Trade 

Related parties 

Notes payable, current portion 

Notes payable - related parties, current portion 

Accrued liabilities 

Taxes other than income 

Vacation 

Employee benefit plans 

Interest 

Deferred payments received from levelized billing 

Customer deposits 

Property tax settlement, current portion 

$ 155,407 $ 532,145 

17,600,000 18,149,999 

6,333,431 9,200,297 

66,9 10 417,543 

7,750 910,917 

___ 49,361 

2,704,611 2,961,853 

159,603 86,194 

82,585 103,257 

223,880 29,810 

2,s 89,624 2,9 16,408 

702,5 15 679,237 

242,120 242,120 
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Related parties 

Other current liabilities 

Overrecovered gas purchases 

Total current liabilities 

L,ONG-TERM LIABILITIES 

Deferred investment tax credits 

Deferred tax liability 

Asset retirement obligation 

Customer advances for construction 

Regulatory liability for income taxes 

Regulatory liability for gas costs 

Property tax settlement, less current portion 

Total long-term liabilities 

23,09 1 413,399 

580,457 1,020,733 

2,262,295 1,203,19 1 

33,734,279 38,916,464 

181,645 197,441 

1,198,780 __ 

1,652,129 1,546,867 

865,157 949,434 

83,161 83,161 

70,454 I3 1,443 

243,008 243,008 

4,294,334 3,151,354 

NOTES PAYABLE, less current portion 
71,346,758 21,958,616 

COMMITMENTS AND CONTINGENCIES (see Note 11) 

STOCKHOLDERS’ EQUITY 

Preferred stock; $0.15 par value, 1,500,000 shares authorized, no shares 
outstanding 

__ __ 

Common stock; $0.15 par value, 15,000,000 shares authorized, 8,153,176 and 
8,149,801 shares outstanding, respectively 

1,222,976 1,222,470 
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Capital in excess of par value 
41,961,754 41,910,067 

Accumulated other comprehensive income 
96,287 46,590 

Retained earnings 
31,985,560 30,522,375 

Total stockholders’ equity 
75,266,577 .,.- 73,701,502 

TOTAL CAPITALIZATION 
106,613,335 95,660,118 

TOTAL LIABILITIES AND CAPITALIZATION 
$144,641,948 $137,727,936 

The accompanying notes are an integral part of these condensed consolidated financial statements. 

F- 2 
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Gas Natural Inc. and Subsidiaries 
Condensed Consolidated Statements of Income 

Three and Nine Months Ended September 30,2011 and 2010 (Unaudited) 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2010 - . ~  2011 2010 2011 

REVENUE3 

Natural gas operations 

Marketing and production 

Pipeline operations 

Propane operations 

Total revenues 

COST OF SALES 

Natural gas purchased 

Marketing and production 

Propane purchased 

Total cost of sales 

GROSS MARGIN 

OPERATING EXPENSES 

Distribution, general, and administrative 

Maintenance 

$10,348,819 $10,158,766 $65,663,664 $56,347,035 

855,715 638,471 4,156,882 5,624,803 

106,.35 1 104,461 3 14,736 3 19,418 

1,009,844 ___ 1,009,844 ___ 

12,320,729 10,901,698 71,145,126 62,291,256 

4,548,224 4,803,027 38,840,724 32,143,603 

585,810 180,934 3,193,596 4,435,153 

875,305 - 875,305 - 

6,009,339 5,183,961 42,909,625 - 36,778,756 

6,311,390 5,717,737 28,235,501 25,512,500 

4,635,388 4,192,142 13,922,684 12,459,957 

235,635 239,152 792,827 775,634 
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Depreciation and amortization 
1,153,430 1,018,857 3,256,977 2,984,726 

Accretion 
35,849 33,991 105,262 92,836 

Taxes other than income 
842,786 789,490 2,589,732 2,548,725 

Total operating expenses 
6,903,088 6,273,632 20,667,482 - 18,861,878 - --- 

OPERATING INCOME (LOSS) 
(591,698) (555,895) 7,568,019 6,650,622 

LOSS FROM UNCONSOLIDATED AFFILIATE 

OTHER INCOME (EXPENSE), net 

INTEREST EXPENSE 

GAIN ON BARGAIN PURCHASE 

(2,024) (2,760) (85,174) (34,882) 

(26 1,625) 264,922 (29,838) 393,857 

(552,341) (492,378) (1,458,194) (1,614,134) 

__ 1,054,861 __ -- 1,054,861 

INCOME (LOSS) FROM OPERATIONS BEFORE 
INCOME TAXES 

(352,827) (786,111) 7,049,674 5,395,463 

INCOME TAX BENEFIT (EXPENSE) 
482,353 74 1,406 (2,285,056) (1,3 1 1,444) 

NET INCOME (LOSS) 
$ 129,526 $ (44,705) $ 4,764,618 $ 4,084,019 

EARNINGS (LOSS) PER SHARE - BASIC 
$ 0.02 $ (0.01) $ 0.58 $ 0.68 

EARNINGS (LOSS) PER SHARE - DIL.UTED 
9; 0.02 $ (0.01) $ 0.58 $ 0.68 

WEIGHTED AVERAGE DIVIDENDS 
DECL,ARED PER COMMON SHARE 

$ 0.135 $ 0.135 $ 0.405 $ 0.410 

WEIGHTED AVERAGE SHARES 
OUTSTANDING - BASIC 

8,152,487 6,072,996 8,151,370 6,040,063 
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WEIGHTED AVERAGE SHARES 
OUTSTANDING - DILUTED 

8,160,048 6,072,996 8,159,326 6,048,332 

The accompanying notes are an integral part of these condensed consolidated financial statements. 

F- 3 
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Gas Natural Inc. and Subsidiaries 
Condensed Consolidated Statements of Changes in Stockholders’ Equity 

Nine Months Ended September 30,2011 and 2010 (Unaudited) 

Accumulated 
Capital In Other 

Common Common Excess Of Comprehensive Noncontrolling Retained 
Shares Stock Par Value Income (Loss) Interest Earnings Total 

BALANCE AT 
DECEMBER 31, 
2009 

4,361,869 

Net income 
___ 

Net unrealized loss 
on available for 
sale securities 

Stock issued for 
services 

4,499 

Stock option 
expense 

_I 

Acquisition of 
Ohio Companies 

1,707,308 

Purchase 
remaining share in 
Cut Bank Gas 
Company 

__ 

Dividends declared 
- 

BALANCE AT 
SEPTEMBER 30, 
2010 

6,073,676 

BALANCE AT 
DECEMBER 31, 
2010 

!# 654,280 $ 6,514,851 $ 146,701 $ 100,989 $28,270,987 $35,687,808 

___ - - - 4,084,019 4,084,019 

- - (96,159) __ 

675 48,045 __ __ 

I_ 14,109 __ 

256,096 16,816,988 - 

- (96,159) 

___ 48,720 

- 14,109 

- 17,073,084 

- - ___ (100,989) __ (100,989) 

__ __ - _I (2,459,114) (2,459,114) -- - 

!# 911,051 $23,393,993 $ 50,542 $ - $29,895,892 $54,251,478 

8,149,801 $1,222,470 $41,910,067 $ 46,590 $ - $30,522,375 $73,701,502 
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Net income 

Net unrealized gain 
on available for 
sale securities 

__ ___ __ 49,697 

Page 14 of 95 

- 4,764,6 18 4,764,6 I8 

__ 49,697 

Stock issued for 
services 

3,375 506 37,298 _I ___ __ 37,804 

Stock option 
expense 

__ - 14,389 __ __ __ 14,389 

Dividends declared 
__ __ - ___ - (3,301,433) (3,301,433) -- 

BALANCE AT 
SEPTEMBER 30, 
201 1 

8,153,176 $1,222,976 $41,961,754 $ 96,287 $ __. $31,985,560 $75,266,577 

The accompanying notes are an integral part of these condensed consolidated financial statements. 
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Gas Natural Inc. and Subsidiaries 
Condensed Consolidated Statements of Cash Flows 

Nine Months Ended September 30,2011 and 2010 (Unaudited) 

2011 2010 

CASH FLOWS FROM OPERATING ACTIVITIES 

Net income 

Adjustments to reconcile net income to net cash provided by operating 
activities 

Depreciation and amortization 

Accretion 

Amortization of debt issuance costs 

Stock based compensation 

Gain on sale of marketable securities 

Loss on sale of assets 

Loss from unconsolidated affiliate 

Gain on bargain purchase 

Investment tax credit 

Deferred income taxes 

Changes in assets and liabilities 

Accounts receivable, including related parties 

Unbilled gas 

$ 4,764,618 $ 4,084,019 

3,256,977 

105,262 

106,748 

52,193 

___ 

30,9 16 

85,174 

( I  ,054,861) 

(15,796) 

2,981,256 

2,738,441 

92,836 

97,975 

62,829 

(159,520) 

_. 

34,882 

I_ 

(15,796) 

1,098,029 

5,s 1 1,774 10,678,613 

4,479,284 1,569,929 
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Natural gas and propane inventory 

Accounts payable, including related parties 

Recoverable/refundable cost of gas purchases 

Prepayments and other 

Other assets 

Other current liabilities 

Net cash provided by operating activities 

CASH FLOWS FROM INVESTING ACTIVITIES 

Capital expenditures 

Proceeds €rom sale of fixed assets 

Proceeds from sale of marketable securities 

Purchase of marketable securities 

Proceeds from related party note receivable 

Purchase of Cut Bank shares and Kidron Investment 

Cash acquired in acquisition 

Purchase of Independence Oil & LP Gas, Inc. 

Restricted cash 

Investment in unconsolidated affiliate 

Customer advances for construction 

(1,853,006) (1,399,660) 

(4,083,198) (5,704,175) 

1,064,287 (2,704,976) 

(37 1,745) (579,352) 

(1,520,188) (1,601,287) 

(993,626) (1,424,044) 

12,546,069 6,868,743 

(14,968,603) 

43,522 

__ 

(13,304) 

7,111 

- 

___ 

(1,275,656) 

(1,807,425) 

(303,600) 

60,720 

(3,957,184) 

__ 

4,185,867 

(52,948) 

- 

(206,067) 

144,203 

- 

- 

(52,500) 

138,443 
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Contributions in aid of construction 

Net cash provided by (used in) investing activities 

CASH FLOWS FROM FINANCING ACTIVITIES 

Proceeds from lines of credit 

Repayment on lines of credit 

Proceeds from notes payable 

Repayments of notes payable 

Repayments of related party notes payable 

Debt issuance costs 

Restricted cash 

Dividends paid 

Net cash provided by (used) in financing activities 

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 

CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 

CASH AND CASH EQUIVALENTS, END OF PERIOD 

2,725 - (65,689) 

(1 8,2543 10) 134,125 

25,200,000 

(25,749,999) 

18,355,215 

(9,870,240) 

(49,361) 

(462,944) 

(949,432) 

(3,301,280) 

3,171,959 

(2,536,482) 

13,026,585 

$ 10,490,103 

28,650,000 

(28,700,000) 

31,316 

(894,013) 

(2,458,912) 

(337 1,609) -- 

3,63 1,259 

2,752,168 - 

$ 6,383,427 

The accompanying notes are an integral part of these condensed consolidated financial statements. 

F-5 
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Gas Natural Inc. and Subsidiaries 
Condensed Consolidated Statements of Cash Flows 

Nine Months Ended September 30,2011 and 2010 (Unaudited) 

2011 2010 

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION 

Cash paid for interest 
$1,164,165 $ 1,293,779 

Cash paid for income taxes 
9 1,303 208,372 

SUPPLEMENTAL SCHEDULE OF NONCASH INVESTING AND FINANCING 
ACTIVITIES 

Shares issued to purchase Ohio Companies 
__ 17,073,084 

Capital expenditures included in accounts payable 
622,642 191,457 

Capitalized interest 
6,342 3,372 

Accrued dividends 
366,893 366,74 1 

The accompanying notes are an integral part of these condensed consolidated financial statements. 

F-6 
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GAS NATURAL INC. AND SUBSIDIARIES 
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 

Note 1 - Summary of Business and Significant Accounting Policies 
Nature of Busiriess 
Gas Natural Inc. is the parent company of Energy West, Incorporated (“Energy West”), Lightning Pipeline Company, 
Inc. (“Lightning Pipeline”), Great Plains Natural Gas Company (“Great Plains”), Brainard Gas Corp. (“Brainard”), Gas 
Natural Service Company, LLC (the “Service Company”) and Independence Oil, LLC (“Independence Oil”). Energy 
West is the parent company of multiple entities that are natural gas utility companies with operations in Montana, 
Wyoming, North Carolina and Maine. Lightning Pipeline is the parent company of multiple entities that are natural gas 
utility companies with operations in Ohio and Pennsylvania. Great Plains is the parent company of an entity that is a 
natural gas utility company with operations in Ohio. Brainard is a natural gas utility company with operations in Ohio. 
The Service Company manages gas procurement, transportation, and storage for Brainard and subsidiaries of Lightning 
Pipeline and Great Plains. Independence Oil is a non-regulated subsidiary that delivers liquid propane, heating oil, and 
kerosene to customers in North Carolina and Virginia. The Company was originally incorporated in Montana in 1909. 
The Company currently has five reporting segments, including the addition of the propane operations segment added 
during the quarter as a result of the Independence Oil acquisition: 

Natural Gas 
Operations 

Marketing and 
Production 
Operatioris 

Pipeline 
Operatior i s  

Propane 
Operations 

Corporate arid 
Otlier 

Annually distribute approximately 30 billion cubic feet of natural gas to 
approximately 63,500 customers through regulated utilities operating in 
Montana, Wyoming, Maine, North Carolina, Ohio and Pennsylvania. The 
Maine and North Carolina operations were acquired in 2007, while Cut Bank 
Gas in Montana was added in November 2009 and the Ohio and Pennsylvania 
operations were acquired in January 2010. 

Annually market approximately 1.3 billion cubic feet of natural gas to 
commercial and industrial customers in Montana and Wyoming and manage 
midstream supply and production assets for transportation customers and 
utilities through the subsidiary, Energy West Resources, Inc. (“EWR”). EWR 
owns an average 48% grass working interest (an average 42% net revenue 
interest) in 160 natural gas producing wells and gas gathering assets. The 
production holds approximately 20,000 acres of lease rights on state lands in 
Montana. 

The Shoshone interstate and Glacier gathering natural gas pipelines located in 
Montana and Wyoming are owned through the subsidiary Energy West 
Development, Inc. (“EWD’)“ Certain natural gas producing wells owned by 
EWD are being managed and reported under the marketing and production 
operations. 

Delivers liquid propane, heating oil and kerosene to approximately 4,500 
residential, commercial and agricultural customers in North Carolina and 
Virginia through the subsidiary, Independence Oil. The operations were 
acquired in August 201 1 

Corporate and other encompasses the results of corporate acquisitions and 
other equity transactions. Included in corporate and other are costs associated 
with business development and acquisitions, dividend income and recognized 
gains from the sale of marketable securities. 

Basis of Presentation 
The accompanying condensed balance sheet as of December 31,2010, which has been derived from audited financial 
statements, and the unaudited interim condensed financial statements of Gas Natural Inc. and its subsidiaries 
(collectively, the “Company”) have been prepared in accordance with accounting principles generally accepted in the 
United States of America for interim financial information and with the instructions to Form 10-Q and Article 8-03 of 
Regulation S-X. Accordingly, they do not include all of the 
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GAS NATURAL INC. AND SUBSIDIARIES 
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 

information and footnotes required by generally accepted accounting principles for complete financial statements. In 
the opinion of management, all adjustments considered necessary for a fair presentation have been included and are of 
a normal and recurring nature. 

The historical financial statements reflect the following reportable business segments: Natural Gas Operations, 
Marketing and Production Operations, Pipeline Operations and Corporate and Other. In addition, the financial 
statements now reflect a new segment for Propane Operations as a result of the acquisition of Independence Oil & LP 
Gas, Inc. on August 1 ,  201 1. Independence Oil & L,P Gas, Inc. delivered liquid propane, heating oil and kerosene to 
approximately 4,500 customers in North Carolina and Virginia. We created a new subsidiary, Independence Oil, LLC, 
in connection with the acquisition and plan to continue serving current customers with the intention to expand to other 
customers in  each of the regions. 

The Company follows accounting standards set by the Financial Accounting Standards Board (“FASB”). The FASB 
sets generally accepted accounting principles (“GAAP”) to ensure the consistent reporting of the Company’s financial 
condition, results of operations and cash flows. Over the years, the FASB and other designated GAAP-setting bodies, 
have issued standards in the form of FASB Statements, Interpretations, FASB Staff Positions, EITF consensuses, 
AICPA Statements of Position, etc. References to GAAP issued by the FASB in these footnotes are to the FASB 
Accozintirzg Standards Codification, sometimes referred to as the Codification or ASC. 

Operating results for the nine month period ended September 30, 201 I are not necessarily indicative of the results that 
may be expected for future fiscal periods. Events occurring subsequent to September 30,201 I have been evaluated as 
to their potential impact to the financial statements through the date of issuance. These financial statements should be 
read in con,junction with the audited consolidated financial statements and footnotes thereto included in the Company’s 
Annual Report on Form 10-K for the period ended December 3 1,201 0. 

Effects of Regulation 
The Company follows the provisions of ASC 980, Regulated Operations, and the accompanying financial StatementS 
reflect the effects of the different rate-making principles followed by the various jurisdictions regulating the Company. 
The economic effects of regulation can result in regulated companies recording costs that have been, or are expected to 
be, allowed in the rate-making process in a period different from the period in which the costs would be charged to 
expense by an unregulated enterprise. When this occurs, costs are deferred as assets in the balance sheet (regulatory 
assets) and recorded as expenses in the periods when those same amounts are reflected in rates. Additionally, regulators 
can impose liabilities upon a regulated company for amounts previously collected from customers and for amounts that 
are expected to be refunded to customers which are recorded as liabilities in the balance sheet (regulatory liabilities). 

llse of Estimates 
The preparation of financial statements in conformity with accounting principles generally accepted in the United 
States of America requires management to make estimates and assumptions that affect the reported amounts of assets 
and liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements, and the reported 
amounts of revenues and expenses during the reporting period. Actual results could differ from these estimates. 

The Company has used estimates in measuring certain deferred charges and deferred credits related to items subject to 
approval of the various public service commissions with jurisdiction over the Company. Estimates are also used in 
development of the allowances for doubtful accounts, unbilled gas, asset retirement obligations, and determination of 
depreciable lives of utility plant. The deferred tax asset and valuation allowance require a significant amount of 
,judgment and are significant estimates. The estimates are based on projected future tax deductions, future taxable 
income, estimated limitations under the Internal Revenue Code, and other assumptions. 

Such estimates could change in the near term and could significantly impact the Company’s results of operations and 
financial position. 

Cash and Cash Equivalents 
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The Company considers all highly liquid investments with original maturities of three months or less, at the date of 
acquisition, to be cash equivalents. The Company maintains, at various financial institutions, cash and cash equivalents 
which may exceed federally insurable limits and which may, at rimes, significantly exceed balance sheet amounts. 

Receivables 
The accounts receivable are generated from sales and delivery of natural gas as measured by inputs from meter reading 
devices. Trade accounts receivable are carried at the expected net realizable value. There is credit risk associated with 
the collection of these receivables. As such, a provision is recorded for the receivables considered to be uncollectible. 
The provision is based on management’s assessment of the collectability of specific customer accounts, the aging of the 
accounts receivable and historical write-off amounts. The underlying assumptions used for the provision can change 
from period to period and the provision could potentially cause a negative material impact to the income statement and 
working capital. 
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Two of the Company’s utilities in Ohio, Orwell Natural Gas Company (“Orwell”) and Northeast Ohio Natural Gas 
Corp. (“NE,”) collect from their customers, through rates, an amount to provide an allowance for doubtful accounts. 
As accounts are identified as uncollectible, they are written off against this allowance for doubtful accounts with no 
income statement impact. In effect, all bad debt expense is funded by the customer base. The total amount collected 
from customers and the amounts written off are reviewed annually by the Public IJtility Commission of Ohio 
(“PUCO”) and the rate per Mcf is adjusted as necessary. 

The Company’s bad debt expense for the three and nine months ended September 30,201 1 was $10,079 and $89,256, 
respectively. Bad debt expense for the three and nine months ended September 30,2010 was $19,266 and $98,607, 
respectively. 

Recoverable/Re~indable Costs of Gas Purchases 
The Company accounts for purchased gas costs in accordance with procedures authorized by the Montana Public 
Service Commission (“MPSC”), the Wyoming Public Service Commission (“WPSC“), the North Carolina Utilities 
Commission (“NCUC”), the Maine Public Utilities Commission (“MPUC”), the PUCO and the Pennsylvania Public 
Utility Cornmission (“PaPUC”). Purchased gas costs that are different from those provided for in present rates, and 
approved by the respective commission, are accumulated and recovered or credited through future rate changes. The 
gas cost recoveries are monitored closely by the regulatory commissions in all of the states in which the Company 
operates and are subject to periodic audits or other review processes. 

During the year ended December 31, 2010, the PUCO conducted audits of NE0 and Orwell’s rates as filed from 
September 2007 through August 2009 and January 2008 through June 2010, respectively. The PUCO provided the 
primary audit findings during the fourth quarter of 2010, taking the position that NE0 had not included approximately 
$1,050,000 of costs and Orwell included an excess of approximately $1,100,000 of costs in the filings under audit. In 
accordance with ASC 980, Regulated Operations, the Company recorded an adjustment of $1,050,000 and 
($1,100,000) during the year ended December 31, 2010 for NE0 and Orwell, respectively. On October 26, 201 1, the 
PUCO adopted and approved a Joint Stipulation that finalizes the adjustments for NE0 and Orwell to approximately 
$ 1,100,000 and ($964,000), respectively. However, the Joint Stipulation modified the refund period for Orwell to one 
year as compared to two years as originally identified. The Company considers the modification to be material and is 
attempting to have the PUCO change the payback period. The Company recorded the difference between the original 
estimates and the amounts approved in the Joint Stipulation during the three months ended September 30, 201 1“ 

During the three months ended September 30, 201 1, the PUCO conducted an audit of Brainard’s rates as filed from 
July 2009 through June 201 1 .  The PUCO provided findings that Brainard collected excess gas costs of approximately 
$104,000. The Company agrees that excess gas costs were collected, but only in the amount of approximately $48,000. 
The Company and the PUCO plan to schedule a hearing to review the difference. 

Regulatory Assets 
The regulatory asset for property tax is recovered in rates over a ten-year period starting January 1,2004. The income 
taxes earn a return equal to that of the Company’s rate base. The rate case costs do not earn a return. Regulatory assets 
will be recovered over a period of approximately three to twenty years. 

Debt Issuance Costs 
Debt issuance costs are fees and other direct incremental costs incurred by the Company in obtaining debt financing 
and are recognized as assets and are amortized as interest expense over the term of the related debt. The unamortized 
balance of debt issuance costs was $841,440 and $485,244 as of September 30,201 1 and December 31,2010, 
respectively, including the costs related to refinancing the debt in Ohio. Amortization expense was $38,081 and 
$106,748 for the three and nine months ended September 30,201 1, respectively. Amortization expense was $34,579 
and $97,975 for the three and nine months ended September 30, 2010, respectively. 

Asset Retirement Obligations 
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The Company records the fair value of a liability for an asset retirement obligation (‘‘ARC)”) in the period in which it 
was incurred or acquired. The associated asset retirement costs are capitalized as part of the carrying amount of the 
long-lived asset. The increase in carrying value of a property associated with the capitalization of an asset retirement 
cost is included in “Property, plant and equipment, net” in the accompanying balance sheets. The Company amortizes 
the amount added to property, plant, and equipment, 
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net. The accretion of the asset retirement liability is allocated to operating expense using a systematic and rational 
method. As of September 30,201 1 and December ’31,2010, the Company has recorded a net asset of $244,817 and 
$297,617, and a related liability of $1,652,129 and $1,546,867, respectively. 

The Company, excluding Orwell and Brainard, has identified but not recognized ARO liabilities related to gas 
transmission and distribution assets resulting from easements over property not owned by the Company. These 
easements are generally perpetual and only require retirement action upon abandonment or cessation of use of the 
property for the specified purpose. The ARO liability is not estimable for such easements as the Company intends to 
utilize these properties indefinitely. In the event the Company decides to abandon or cease the use of a particular 
easement, an ARO liability would be recorded at that time. 

As a result of regulatory action by the PUCO related to prior audits, Orwell and Brainard accrue an estimated liability 
for removing gas mains, meter and regulator station equipment and service lines at the end of their useful lives. The 
liability is equal to a percent of the asset cost according to the following table: 

Percent of Asset Cost 
Orwell Brainard 

Mains 
15% 20% 

Meterhgulator stations 
10% 10% 

Service lines 
75 % 75% 

The Company has no assets legally restricted for purposes of settling its asset retirement obligations. The schedule 
below is a reconciliation of the Company’s liability for the nine months ended September 30: 

2011 2010 

Balance, beginning of period 
$1,546,867 $ 787,233 

Liabilities incurred or acquired 
- 63 1,340 

Ldabilities settled 
- - 

Accretion expense 
105,262 92,836 

-___. 

Balance, end of period 
$1,652,129 $1,511,409 

Revenue Recogriitioiz 
Revenues are recognized in the period that services are provided or products are delivered. The Company records gas 
distribution revenues for gas delivered to residential and commercial customers but not billed at the end of the 
accounting period. The Company periodically collects revenues sub,ject to possibIe refunds pending final orders from 
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regulatory agencies. When this occurs, appropriate liabilities for such revenues collected subject to refund are 
established. 

Comprehensive Imome (Loss) 
Comprehensive income (loss) includes net income and other comprehensive income (loss), which for the Company is 
primarily comprised of unrealized holding gains or losses on available-for-sale securities that are excluded from the 
statement of operations in computing net loss and reported separately in shareholders’ equity. Comprehensive income 
(loss) and its components are as follows: 

Three months ended September 30, Nine months ended September 30, 
2011 2010 2011 2010 -- -- 

Net Income (Lmss) 
$ 129,526 $ (44,705) $ 4,764,618 $ 4,084,019 

Other comprehensive income 

Change i n  unrealized gain/(loss) on 
available-for-sale securities, net of 
tax 

(12,164) 49,697 (96,159) -.- 30,076 

Comprehensive Income (Loss) 
$ 159,602 $ (56,869) $ 4,814,315 $ 3,987,860 
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Other comprehensive income (loss) for the three and nine months ended September 30, 201 1 is reported net of tax of 
$17,884 and $29,549, respectively. Other comprehensive income (loss) for the three and nine months ended 
September 30,2010 is reported net of tax of($7,626) and ($60,160), respectively. 

Earnings Per Share 
Net income (loss) per common share is computed by both the basic method, which uses the weighted average number 
of common shares outstanding, and the diluted method, which includes the dilutive common shares from stock options 
and other dilutive securities, as calculated using the treasury stock method. 

Three months ended September 30, Nine months ended September 30, 
2010 2011 2010 - 2011 

Weighted average number of common shares 
outstanding used in the basic earnings per common 
share calculations 

8,152,487 6,072,996 8,151,370 6,040,063 

Dilutive effect of stock options 
8,269 -- __ 7,956 -- 7,561 

Weighted average number of common shares 
outstanding ad,justed for dilutive effect of stock options 

8,160,048 6,072,996 8,159,326 6,048,332 

Reclassifications 
Certain reclassifications of prior year reported amounts have been made for comparative purposes. Such 
reclassifications had no effect on income (loss). 

Recently Adopted Accountiiig Pronouiicemeiits 
ASU No. 2010-28, “hitangibles - Goodwill arid Other (Topic .3.50) - Wlieii to Pelform Step 2 of the Goodwill 
Impairment Test for Reportiizg Uiiits with Zero or Negative Carrying Amowits” 

In January 201 1, the Company adopted new authoritative guidance under this ASU, which modifies Step 1 of the 
goodwill impairment test for reporting units with zero or negative carrying amounts. For those reporting units, an entity 
is required to perform Step 2 of the goodwill impairment test if it is more likely than not that a goodwill impairment 
exists. In determining whether it is more likely than not that a goodwill impairment exists, an entity should consider 
whether there are any adverse qualitative factors indicating that an impairment may exist such as if an event occurs or 
circumstances change that would more likely than not reduce the fair value of a reporting unit below its carrying 
amount. The adoption of this guidance did not have a material impact on the accompanying financial statements. 

ASU No. 2010-29, “Business Coiiibiiiatioiis (Topic 80.5) - Disclosure of Siippleiiieiitaql Pro Fornia Inforination for  
Busir iess Coinbinations ’I 

In January 201 I ,  the Company adopted new authoritative guidance under this ASU, which provides clarification 
regarding the acquisition date that should be used for reporting pro forma financial information disclosures required by 
Topic 805 when 
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comparative financial statements are presented. This ASU also requires entities to provide a description of the nature 
and amount of material, nonrecurring pro forma djustments that are directly attributable to the business combination. 
The adoption of this guidance did not have a material impact on the accompanying financial statements. 

Receiitly Issued Accouiitiiig Pr-oiioiiiiceiiieiits 
ASU No. 201 1-04, “Anieiidnients to Achieve Corizniori Fair- Value Measurements and Disclosure Requireiizeiits in 
(IS GAAP and IFRSs I’ 

In May 201 1, the FASB issued ASU 201 1-04, which changes the wording used to describe many of the requirements in 
US GAAP for measuring fair value and for disclosing information about fair value measurements. Currently, the 
guidance is anticipated to be effective for interim and annual periods beginning after December 15, 201 1 ;  early 
application is not permitted. This ASU is not expected to have a material impact on the accompanying financial 
statements. 

ASlJ No. 201 1-0.5, “Presentation of Coniprelzeiisive bicome ’’ 
In June 201 I ,  the FASB issued ASU 201 I-OS, which is intended to improve the comparability, consistency, and 
transparency of financial reporting and to increase the prominence of items reported in other comprehensive income. 
To increase the prominence of items reported in other comprehensive income and to facilitate convergence of 
US GAAP and IFRS, the FASB eliminated the option to present components of other comprehensive income as part of 
the statement of changes in stockholders’ equity. The ASU requires all non-owner changes in stockholders’ equity be 
presented either in  a single continuous statement of comprehensive income or in two separate but consecutive 
statements. This ASU is expected to change the presentation of other comprehensive income in the accompanying 
financial statements. However, this ASU does riot change the calculation of the other comprehensive income. 
Currently, the guidance is anticipated to be effective for fiscal years, and interim periods within those years, beginning 
after December 1.5, 201 1; early adoption is permitted. The Company does not expect to implement this ASU prior to 
the required date. 

Note 2 - Acquisitions 
On January 5, 2010, the Company completed the acquisition of Lightning Pipeline, Great Plains, Brainard and 
collectively with Lightning Pipeline, Great Plains and Brainard, the “Ohio Companies” and each an “Ohio Company”. 
Lightning Pipeline is the parent company of Orwell and Great Plains is the parent company of NEO. Orwell, NEO and 
Brainard are natural gas distribution companies that serve approximately 24,000 customers in Northeastern Ohio and 
Western Pennsylvania. The acquisition increased the Company’s customers by more than 50%. 

Merger Coiisideratioiz-Issuance of Shares 
The final aggregate purchase price for the Ohio Companies was $37.9 million, which consisted of approximately 
$20.8 million in debt of the Ohio Companies with the remainder of the purchase price paid in unregistered shares of 
common stock of the Company. In accordance with the Merger Agreements, on January 5,2010, the shares of common 
stock of Lightning Pipeline, Great Plains and Brainard were converted into the right to receive unregistered shares of 
common stock of the Company (the “Shares”) in accordance with the following calculation: 

The total number of Shares the Shareholders received equaled the total of $34,304,000 plus $3,565,339, 
which was the number of additional active customers of the Ohio Companies in excess of 20,900 at closing 
(23,131 - 20,900 = 2,231 multiplied by $1,598.09), less $20,796,254 (which was the debt of the Ohio 
Companies at closing), divided by $10. 

Based on this calculation, the Company issued 1,707,308 Shares in the aggregate. The Company issued Richard M. 
Osborne (“Mr. Osborne”), as trustee, 1,565,701 Shares, Thomas J. Smith (“Mr. Smith”) 73,244 Shares and Rebecca 
Howell (“Ms. Howell”) 19,532 Shares. Mr. Osborne is chairman of the board and chief executive officer, Mr. Smith is 
a director and the chief financial officer, and Ms. Howell is the corporate secretary of the Company. 
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The acquisition of the Ohio Companies was accounted for under the purchase method of accounting. Under the 
purchase method of accounting, the purchase price is allocated to the assets acquired and liabilities assumed based on 
their estimated fair values. The estimated fair value of the assets acquired and liabilities assumed is reflected in the 
following table at the date of acquisition. 
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Total 
Ohio Lightning 

Companies Great Plains Pipeline Brainard 

Current assets 

Property and equipment 

Deferred Tax Assets 

Other Noncurrent assets 

Customer Relationships 

Goodwill 

$1 1,475,898 $ 7,343,434 $ 4,012,842 $ 1  19,625 

29,530,634 18,290,609 10,818,924 421,101 

76,772 - 11,535 65,237 

152,585 1,000 140,002 1 1,583 

45,000 - 640,000 685,000 

13,551,181 9,112,901 - 4,3 12,007 -~ 126,273 

Total assets acquired 
55,472,070 35,387,944 19,340,310 743,819 

Current liabilities 
13,836,120 7,589,554 5,8423 18 404,OS 1 

Asset Retirement Obligation 
487,447 __ 477,939 9,508 

Deferred Tax Liability 
1,651,769 143,870 - -.-- 3,279,164 1,483,525 

Total liabilities assumed 
17,602,731 9,073,079 7,972,226 557,429 

Net assets acquired 
$37,869,339 $26,314,865 $11,368,084 $186,390 

Approximately $13.6 million of the total purchase price was allocated to goodwill. None of the goodwill is expected to 
be deductible for tax purposes. Transaction costs related to the mergers totaled $0 and $136,346 for the three and nine 
months ended September 30, 2010, respectively, and are recorded in the accompanying statements of income within the 
other income (expense). 

The results of operations for the Ohio Companies for the period from January 1, 2010 to January 4, 2010 were not 
material. 

Acquisition of Spelniari Pipeline 
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On April 8, 201 1 the Company’s indirect subsidiary, Spelman Pipeline Holdings, LL,C (“Spelman”), a subsidiary of 
Lightning Pipeline, completed the acquisition of dormant refined products pipeline assets from Marathon Petroleum 
Company LP. The cash purchase price for the assets was $3.34 million. 

The acquired assets include pipelines and rights-of-way located in Ohio and Kentucky. In Ohio, the assets include more 
than 140 miles of pipeline spanning almost a third of the state from Marion to Youngstown. Other Ohio assets are 
located in metropolitan and south suburban Cleveland. The Kentucky assets include more than 60 miles of right-of-way 
to the south of Louisville. 

Spelman intends to recondition and convert the Ohio pipelines to transport natural gas to new markets where natural 
gas service is currently not available, as well as to connect to markets served by the Ohio Companies. The Company 
expects to fund capital expenditures in 201 1 to convert the existing facilities to natural gas. The expenditures include 
reestablishment and clearing of rights-of-way, “pigging” and pressure test of the line, replacement of some existing 
pipe, connect to supply sources and establishment of interconnections to customers. The current assets are cathodically 
protected and reside in a protective nitrogen bath. 

Future plans include extending the lines to participate in the transportation of Utica and Marcellus Shale production. 
The Company does not currently have definitive plans for the Kentucky assets. 

Spelman has filed an application known as a “First Filing” to establish intrastate transportation rates with the PUCO. 
Should the Commission find that the rates proposed by the Company are not unjust and unreasonable, i t  may approve 
the rates without a hearing. On October 12, 201 1, the PUCO authorized Spelman to commence operations as an 
intrastate pipeline company and approving its proposed tariff including its proposed transportation rates and charges. 
Spelman expects to begin transportation service by December 31,201 1.  

Acquisition of Independence Oil & LP Gas, Iiic. 
On August 1, 201 1 the Company purchased certain assets and assumed certain liabilities of Independence Oil & LP 
Gas, Inc. for the original price of $1.6 million, of which $200,000 was held back for 90 days. Independence Oil & LP 
Gas, Inc. delivered liquid propane, heating oil, and kerosene to approximately 4,500 customers from its offices in West 
Jefferson, North Carolina and 
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Independence, Virginia. The Company created a new subsidiary named Independence Oil, LLC and is continuing to 
service the current customers with the intention to expand to other customers in each of the regions. The costs related to 
the transaction were $13,526 and were expensed during the three months ended September 30, 201 1. 

In accordance with GAAP, the Company determined the purchase of the assets acquired and liabilities assumed to be a 
business combination. Therefore, the Company valued each of the assets acquired (cash, accounts receivable, 
inventory, and property, plant and equipment) and liabilities assumed (accounts payable) at fair value as of the 
acquisition date. The cash, accounts receivable and accounts payable were deemed to be at fair value as of the 
acquisition date. The Company valued the fair value of inventory and property, plant and equipment by performing fair 
value research of the items acquired. This process resulted in the fair value of the assets acquired, reduced by the 
liabilities assumed, to be greater than the purchase price. The difference is a gain from bargain purchase and is included 
as a separate line item in the accompanying statements of income. The Company completed the transaction as i t  
provided the opportunity to strengthen the presence in North Carolina, while extending into Virginia, two markets with 
favorable competitive conditions targeted for growth. 

The estimated fair value of the assets acquired and liabilities assumed is reflected in the following table at the date of 
acquisition. 

Current assets 
$ 429,576 

Property and equipment 
1,9S8,7 17 

Total assets acquired 
2,388,293 

Current liabilities 

Total liabilities assumed 

57,777 

57,777 

Net assets acquired 
$2,330,516 

The asset purchase agreement included a settlement date 90 days after the acquisition date, determined to be 
October 31,201 1 by both parties. As a result of this settlement, the Company paid $125,000 of the $200,000 that was 
held back at the acquisition date on November 1, 201 1. The seller is still completing environmental remediation that 
was agreed upon at the time of closing, of which, the Company is liable only for costs up to $75,000 and is holding this 
money until completion and approval of the remediation. Due to the timing of the settlement, the Company did not 
include these adjustments in the amounts recorded for the three and nine months ended September 30,201 1. In 
accordance with GAAP, the Company will ad,just the amounts in the subsequent filing. 

Note 3 - Marketable Securities 
Securities investments that the Company has the positive intent and ability to hold to maturity are classified as held-to- 
maturity securities and recorded at amortized cost. Securities investments bought expressly for the purpose of selling in 
the near term are classified as trading securities and are measured at fair value with unrealized gains and losses reported 
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in earnings. Securities investments not classified as either held-to-maturity or trading securities are classified as 
available-for-sale securities. Available-for-sale securities are recorded at fair value in marketable securities in the 
accompanying balance sheets, with the change in fair value during the period excluded from earnings and recorded net 
of tax as a component of other comprehensive income. Realized gains and losses, and declines in valuejudged to be 
other than temporary, are in the accompanying statements of income. The Company did not hold any held-to-maturity 
or trading securities as of September 30, 201 1 or December 31,2010. 

The following is a summary of available-for-sale securities at: 

Se tember 30,2011 
Investment Unrealized Estimated- 

at cost Gains Pair Value 

Common stock 
$212,804 $154,696 $367,500 

December 31,2010 
Investment Unrealized Estimated 

at cost Gains Fair Value 

Common stock 
$199,500 $ 75,450 $274,950 
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Unrealized gains on available-for-sale securities of $96,287 and $46,590, respectively (net of $58,409 and $28,860 in 
taxes) was included in accumulated other comprehensive income in the accompanying balance sheets at September 30, 
201 I and December 31, 2010, respectively. 

The gross realized gains are summarized below: 

Three Months Ended 
September 30, 

201 1 
2010 

Nine Months Ended 
September 30, 

201 I 
2010 

Sales 
Proceeds 

$ - -  
$1,831,989 

Sales 
Proceeds 

$ - -  
$4,185,867 

cost 
$ - -  
$1,78 1,613 

cost 
$ - -  
$4,026,347 

Gross 
Realized 

Gains 
$ - -  
$50,376 

Gross 
Realized 

Gains 
$ - -  
$159,520 

As of September 30,201 I and December 31,2010, the Company did not hold any securities in an unrealized loss 
position. 

The fair value of cash and cash equivalents, notes and accounts receivable and notes and accounts payable are not 
materially different from their carrying amounts. The fair values of marketable securities are estimated based on 
closing share price on the quoted market price for those investments. Cost basis is determined by specific identification 
of securities sold. 

Note 4 - Fair Value Measurements 
Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly 
transaction between market participants at the measurement date (Le., an exit price). Measuring fair value requires the 
use of market data or assumptions that market participants would use in pricing the asset or liability, including 
assumptions about risk and the risks inherent in the inputs to the valuation technique. These inputs can be readily 
observable, corroborated by market data, or generally unobservable. Valuation techniques are required to maximize the 
use of observable inputs and minimize the use of unobservable inputs. 

Valuation Hierarchy 
A fair value hierarchy that prioritizes the inputs used to measure fair value, and requires fair value measurements to be 
categorized based on the observability of those inputs has been established by the applicable accounting guidance. The 
hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 
1 inputs) and the lowest priority to unobservable inputs (Level 3 inputs). 

The following tables represent the Company’s fair value hierarchy for its financial assets measured at fair value on a 
recurring basis as of 

- September 30,2011 
Level 1 Level2 Level3 TOTAL -- - - -- 

Available-for-sale securities 
$367,500 - ___ $367,500 

December 31,2010 
Level 1 - Level2 - Level3 TOTAL 

- -  - -  

Available-for-sale securities 
$274,950 - __ $274,950 - -  - -  
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Note 5 - Credit Facilities and Long-Term Debt 
Bniik of America 
At September 30,201 1, Energy West had a $20 million revolving credit facility with the Bank of America that includes 
an annual commitment fee equal to 0.20% of the unused portion of the facility and interest on amounts outstanding at 
the monthly London Interbank Offered Rate (“LJBOR”) plus 120 to 145 basis points for interest periods selected by 
Energy West (the “Bank of America Credit Facility”). For the three months ended September 30, 201 1 and 2010, the 
weighted average interest rate on the facility was 1.56% and 1.80%, respectively, resulting in $55,355 and $57,848 of 
interest expense, respectively. For the nine months ended September 30, 201 1 and 2010, the weighted average interest 
rate on the facility was 1.67% and 2.34%, respectively, resulting in $156,602 and $172,785 of interest expense, 
respectively. The balance on the revolving credit facility was $17,600,000 and $18,149,999 at September 30,201 1 and 
December 3 1,2010, respectively. 

The $17.6 million of borrowings as of September 30, 201 1, leaves the remaining borrowing capacity on the line of 
credit at $2.4 million. 

On November 2, 201 1 ,  the Company exercised the $10 million accordion feature on the revolving credit facility with 
Bank of America to increase the capacity from $20 million to $30 million. The expanded credit facility changes the 
annual commitment fee equal to a range of 0.25% to 0.45% of the unused portion of the facility and interest on 
amounts outstanding at the monthly LIBOR plus 175 to 225 basis points. The other terms of the agreement remain the 
same, including the expiration of the facility on June 29,2012. 

Seizior Unsecured Notes 
On June 29,2007, Energy West authorized the sale of $13,000,000 aggregate principal amount of its 6.16% Senior 
Unsecured Notes, due June 29, 2017 (the “Senior Unsecured Notes”). The proceeds of these notes were used to 
refinance existing notes. Approximately $463,000 was incurred related to the debt issuance which was capitalized and 
are being amortized over the life of the notes. 

Interest expense was $200,200 and $600,600 for the three and nine months ended September 30, 201 1 and 2010, 
respecti vel y . 

Citizens Bank 
In connection with the acquisition of the Ohio Companies, NE0 and Great Plains each entered 
modifications/amendments to its credit facility with Citizens Bank (the “Citizens Credit Facility”). The Citizens Credit 
Facility consisted of a revolving line of credit and term loan to NEO, and two other term loans to Great Plains 
respectively. Each amendment/modification was initially effective as of December 1, 2009, but was later modified to 
be effective as of January 5,2010. Gas Natural guaranteed each loan. Mr. Osborne guaranteed each loan both 
individually and as trustee of the Richard M. Osborne Trust, and Great Plains guaranteed NEO’s revolving line of 
credit and term loans. 

The Ohio Companies had term loans with Citizens Bank in the aggregate amount of $ I 1.3 million. Each term note had 
a maturity date of July 1, 201 3 and bore interest at an annual rate of 30-day LJBOR plus 400 basis points with an 
interest rate floor of 5.00% per annum. For the three and nine months ended September 30,201 1 the weighted average 
interest rate on the term loans was 5.00%, resulting in $0 and $156,022 of interest expense, respectively. For the three 
and nine months ended September 30, 2010 the weighted average interest rate on the term loans was 5.00%, resulting 
in $123,601 and $357,281 of interest expense, respectively. 

NEO’s revolving credit line with Citizens Bank matured on November 29, 2010 and was repaid and extinguished at 
that time. For the three and nine months ended September 30,2010, the weighted average interest rate on the revolving 
credit line was 5.00%, resulting in $26,833 and $80,070 of interest expense, respectively. 

The term loans were paid off on May 3, 201 1 resulting in no outstanding balance at September 30, 201 I .  At 
December 31,2010, $9.6 million had been borrowed under the term loans. 
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Huntington Bank 
On December 31, 2009, Orwell entered into an amended and restated short-term credit facility with The Huntington 
National Bank, N.A. (the “Huntington Credit Facility”). The Huntington Line of Credit and Term Loan both had a 
maturity date of November 28, 2010. Orwell repaid and extinguished these debt obligations at that time. 
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For the three and nine months ended September 30,2010, the weighted average interest rate on the term note was 
4.00% resulting in  $42,541 and $130,749 of interest expense, respectively. The weighted average interest rate on the 
credit line was 4.00% resulting in $15,325 and $46,598 of interest expense, respectively. 

SiirzLife Assuraiice Conipaiiy of Canada 
On May 2, 201 I ,  the Company and its Ohio subsidiaries, NEO, Orwell and Brainard (together “the Issuers”), issued 
$15.3 million of 5.38% Senior Secured Guaranteed Fixed Rate Notes due June 1, 2017 (“Fixed Rate Note”). 
Additionally, Great Plains issued $3.0 million of Senior Secured Guaranteed Floating Rate Notes due May 3, 2014 
(“Floating Rate Note”). Both notes were placed with SunLife Assurance Company of Canada (“SunLife”). 
Approximately $615,000 was incurred related to the debt issuance which was capitalized and are being amortized over 
the life of the notes. 

The Fixed Rate Note, in the amount of $1.5.3 million, is a joint obligation of the Issuers, and is guaranteed by the 
Company, Lightning Pipeline and Great Plains (together with the Issuers, “the Fixed Rate Obligors”). This note 
received approval from the PUCO on March 30,201 1. The note is governed by a Note Purchase Agreement (“NPA”) 
Concurrent with the funding and closing of this transaction, which occurred on May 3, 201 1, the Fixed Rate Obligors 
signed an amended NPA that is substantially the same as the NPA released on November 2,2010. Prepayment of this 
note prior to maturity is subject to a 50 basis point make-whole premium. 

The Floating Rate Note, in the amount of $3.0 million, is an obligation of Great Plains and is guaranteed by the 
Company (together, “the Floating Rate Obligors”). The note is priced at a fixed spread of 385 basis points over three 
month Libor. Pricing for this note will reset on a quarterly basis to the then current yield of three month Libor. The note 
is governed by a NPA. Concurrent with the funding of this transaction, which occurred on May 3, 201 1, the Floating 
Rate Obligors signed an amended NPA that is substantially the same as the NPA released on November 2, 2010. 
Prepayment of this note prior to maturity is at par. 

The use of proceeds for both notes extinguished existing amortizing bank debt and other existing indebtedness, funded 
$3.4 million for the 201 1 capital program for Orwell and NEO, established two debt service reserve accounts, and 
replenished the Company’s treasuries for the previously announced repayment of maturing bank debt and transaction 
expenses. The capital program funds and debt service reserve accounts are in  interest bearing accounts and included in 
restricted cash. 

Payments for both notes prior to maturity are interest-only. 

For the three and nine months ended September 30,201 I ,  the weighted average interest rate on the Fixed Rate Note 
was 5.38% resulting in $206,242 and $343,737 of interest expense, respectively. For the three and nine months ended 
September 30,201 1, the weighted average interest rate on the Floating Rate Note was 4.1 1 % resulting in $5 1,450 of 
interest expense. 

Debt Covenaiits 
The Company’s Bank of America Credit Facility and the Senior Unsecured Notes contain various covenants, which 
include, among others, limitations on total dividends and distributions made in the immediately preceding 60-month 
period to 7.5% of aggregate consolidated net income for such period, restrictions on certain indebtedness, limitations on 
asset sales, and maintenance of certain debt-to-capital and interest coverage ratios. 

The Citizens Credit Facility, which was paid off on May 3, 201 1 required a minimum debt service coverage ratio of at 
least 1.25 to 1 .O measured quarterly on a rolling four quarter basis. The Citizens Credit Facility also required a 
minimum tangible net worth equal to the sum of $1,815,000 plus 100% of net income less the pro-rata share of any 
dividend paid to Gas Natural, measured on a quarterly basis beginning with the quarter ended December 31, 2009. The 
Citizens Credit Facility allowed the payment of dividerids to Gas Natural Inc. if the net worth (as defined in the 
Citizens loan documents) after payment of any dividends was not less than $1,815,000 as positively increased by 100% 
of net income as of the end of each fiscal quarter and fiscal year. 
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The Fixed Rate Note and the Floating Rate Note carry a 60% debt-to-capitalization financial covenant on a 
consolidated basis for Ohio, as well as, a 2 . 0 ~  interest coverage test based on a trailing twelvemonth basis. Additional 
covenants customary for asset sales and purchases, additional indebtedness, dividends, change of control and other 
matters are also included. 

The Company believes i t  was in compliance with the financial covenants under its debt agreements. 
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The following table shows the future minimum payments on the credit facilities and long-term debt for the years ended 
September 30: 

2012 
$ 7,750 

201 3 
8.356 

2014 
3,004,402 

2015 
___ 

2016 
- 

Thereafter 
28,334,000 

Total 
$3 1,354,508 

Note 6 - Stockholders’ Equity 
2002 Stock Optioiz Plan 
The Energy West Incorporated 2002 Stock Option Plan (the “Option Plan”) provides for the issuance of up to 300,000 
options to purchase the Company’s common stock to be issued to certain key employees. As of September 30,201 1 
and December 3 1,2010, there are 35,000 and 39,500 options outstanding, respectively. The maximum number of 
shares available for future grants under this plan is 58,000 shares. Under the Option Plan, the option price may not be 
less than 100% of the common stock fair market value on the date of grant (in the event of incentive stock options, 
110% of the fair market value if the employee owns more than 10% of the outstanding common stock). Pursuant to the 
Option Plan, the options vest over four to five years and are exercisable over a five to ten-year period from date of 
issuance. 

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option pricing model. 

A summary of the status of the stock option plans as follows: 

Weighted Aggregate 
Number of Average Intrinsic 

Exercise Price Value -- Shares 

Outstanding December 3 1,2009 

Granted 

44,500 $ 8.52 
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Exercised 

Expired 
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(lS,OOO) $ 9.93 

Outstanding September 30, 2010 
29,500 $ 7.81 $97,780 

Exerciseable September 30, 201 0 
10,000 $ 7.87 $32,475 
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Weighted Aggregate 
Number of Average Intrinsic 

Shares Exercise Price Value 

Outstanding December 3 1,2010 

Granted 

Exercised 

Expired 

39,500 $ 8.40 

-- (4,500) 9; 6.35 

Outstanding September 30, 201 1 
35,000 $ 8.66 $51,538 

Exerciseable September 30, 201 1 
18,750 $ 8.24 $81,450 

As of September 30, 201 1 and December 31,2010, there was $17,434 and $31,824 of total unrecognized compensation 
cost related to stock-based compensation, respectively. That cost is expected to be recognized over a period of three 
years. 

The following information applies to options outstanding at September 30,201 1 : 

Grant Exercise Number 
Date -~ Price Outstanding 

12/1/2008 $ 7.10 10,000 
6/3/2009 $ 8.44 5,000 

12/1/2009 $ 8.85 10,000 
12/ 1/20 1 0 $10.15 10,000 

35,000 

Weighted 
Average 
Exercise 

Price 

$ 7.10 
$ 8.44 
$ 8.85 
$10.15 

Weighted 
Average 

Remaining 
Contractual 

Life 
(Years) 

7.17 
2.67 
8.17 
9.17 

Number 
Exercisable 

7,500 
3,750 
5,000 
2,500 

18,750 

Weighted 
Average 
Exercise 

Price 

$ 7.10 
$ 8.44 
9; 8.85 
$10.15 

During the three and nine months ended September 30, 201 1, the Company recorded $4,796 and $14,389, respectively 
($2,998 and $8,995, respectively, net of related tax effects), of compensation expense for stock options granted after 
July 1, 2005, and for the unvested portion of previously granted stock options that remained outstanding as of July 1, 
2005. During the three and nine months ended September 30,2010, the Company recorded $4,703 and $14,109, 
respectively ($2,916 and $8,748, respectively, net of related tax effects), of compensation expense for stock options 
granted after July 1,2005, and for the unvested portion of previously granted stock options that remained outstanding 
as of July 1,2005. 

Note 7 - Employee Benefit Plans 
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The Company has a defined contribution plan (the “401k Plan”) which covers substantially all of its employees. The 
plan provides for an annual contribution of 3% of salaries, with a discretionary contribution of up to an additional 3%. 
The expense related to the 401k Plan for the three and nine months ended September 30,201 1, was $70,420 and 
$281,861, respectively. The expense related to the 401k Plan for the three and nine months ended September 30,2010, 
was $7159.5 and $236,834, respectively. 

The Company makes matching contributions in the form of Company common stock equal to 10% of each participant’s 
elective deferrals in the 401k Plan. The Company contributed shares of common stock valued at $3,133 and $26,338 
for the three and nine months ended September 30, 201 1, respectively. The Company contributed shares of common 
stock valued at $8,762 and $29,444 for the three and nine months ended September 30, 2010, respectively. In addition, 
a portion of the 401k Plan consists of an Employee Stock Ownership Plan (“ESOP”) that covers most employees. The 
ESOP receives contributions of common stock from the Company each year as determined by the Board of Directors. 
The contribution is recorded based on the current market price of the Company’s common stock. The Company made 
no contributions for the three and nine months ended September 30,201 1 and 2010. 
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The Company has sponsored a defined postretirement health benefit plan (the “Retiree Health Plan”) providing health 
and life insurance benefits to eligible retirees. The Plan pays eligible retirees (post-65 years of age) up to $125 per 
month in lieu of contracting for health and life insurance benefits. The amount of this payment is fixed and will not 
increase with medical trends or inflation. In addition, the Retiree Health Plan allows retirees between the ages of 60 and 
65 and their spouses to remain on the same medical plan as active employees by contributing 125% of the current 
COBRA rate to retain this coverage. The amounts paid in excess of the current COBRA rate is held in a VEBA trust 
account, and benefits for this plan are paid from assets held in the VEBA Trust account. The Company discontinued 
contributions in  2006 and is no longer required to fund the Retiree Health Plan. As of September 30, 201 1 and 
December 31,2010, the value of plan assets was $184,444 and $212,678, respectively. The assets remaining in  the trust 
will be used to fund the plan until these assets are exhausted. 

Note 8 - Income Taxes 
Income tax position differs from the amount computed by applying the federal statutory rate to pre-tax income or loss 
as demonstrated in the table below: 

Three Months Ended September 30, Nine Months Ended September 30, 
2010 201 1 2010 - 2011 

Income tax from continuing operations: 

Tax expense at statutory rate of 
34% 

$ (1 19,961) $ (267,278) $ 2,396,889 $ 1,834,457 

State income tax, net of federal 
tax expense 

( 1  2,089) 1,780 24 1,543 ( 1  2,215) 

Amortization of deferred 
investment tax credits 

Ad,justment to tax return filed 

Other 

(5,266) (5,266) (1 5,798) ( 1  5,797) 

( 3  19,784) (506,232) ( 3  19,784) (506,232) 

(25,253) 35,590 ( I  7,794) 11,231 

Total income tax (benefit) 
expense 

$ (482,353) $ (741,406) $ 2,285,056 $ 1,311,444 

The Company recognizes interest accrued related to unrecognized tax positions in interest expense and penalties in 
operating expense. No interest and penalties related to unrecognized tax positions were accrued at September 30, 201 1 
and December 3 1,2010. 

The tax years after 2005 remain open to examination by the major taxing jurisdictions in which the Company operates, 
although no material changes to unrecognized tax positions are expected within the next twelve months. 

Note 9 - Related Party Transactions 
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The Company is party to certain agreements and transactions with Mr. Osborne, or companies owned or controlled by 
Mr. Osborne. 

Notes Puyuble 
The Company had two notes payable to Mr. Osborne. The first note was payable on demand and bore interest at a rate 
equal to the prime rate as published by Key Bank. On December 1,2010, the Company repaid the first note in full, 
including all interest accrued to date. The second note had a maturity date of January 3,2014 and bore interest at 6.0% 
annually. On May 3, 201 I ,  the Company repaid the second note in full, including all interest accrued to date, using the 
SunLife proceeds. As of September 30,201 1 and December 31,2010, the second note had a balance of $0 and $52,578, 
which included $0 and $3,217 of accrued interest, respectively. Interest expense incurred related to both loans was $0 
and $529, respectively, for the three and nine months ended September 30, 201 1. Interest expense incurred related to 
both loans was $25,782 and $91,527, respectively, for the three and nine months ended September 30,2010. 
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Note Receivable 
The Company has a note receivable from John D. Oil and Gas Marketing, a company controlled by Mr. Osborne, with 
a maturity date of December 3 1, 2016 and an annual interest rate of 7.0% relating to funds loaned to John D. Oil and 
Gas Marketing to finance the acquisition of a gas pipeline. The balance due from John D. Oil and Gas Marketing was 
$48,119 and $55,230 (of which, $10,079 and $9,565 is due within one year) as of September 30, 201 1 and 
December 31,2010, respectively. The Company has a corresponding agreement to lease the pipeline from John D. Oil 
and Gas Marketing through December 31, 2016. L,ease expense resulting from this agreement was $3,300 and $9,900 
for the three and nine months ended September 30, 201 1, respectively, which is included in the Natural Gas Purchased 
column below. Lease expense resulting from this agreement was $3,300 and $1 1,127 for the three and nine months 
ended September 30,2010, respectively, which is included in the Natural Gas Purchased column below. There was no 
balance due at September 30,201 1 or December 31,2010 to John D. Oil and Gas Marketing related to these lease 
payments. 

Accourits Receivable arid Accounts Payable 
The table below details amounts due from and due to related parties, including companies owned or controlled by 
Mr. Osborne, at September 30, 201 1 and December 31, 2010, respectively: 

Accounts Receivable Accounts Payable 
September 30,201 1 December31.2010 September 30,201 1 December 3 1.20 I O  

John D. Oil and Gas 
Marketing 

Cobra Pipeline 

Orwell Trumbell 
Pipeline 

Great Plains 
Exploration 

Big Oats Pipeline 
Supply 

Kykuit Resources 

Sleepy Hollow 

Other 

Total 

$ 2,188 

5,254 

127,597 

131.688 

23 

97,264 

123,237 

14.501 

$ 501,752 

$ 42,938 $ 38,623 $ 247,430 

22,07 1 ___ 84,597 

120,975 - 77,325 

__ 148,252 (10) 

863 28,297 4,723 

97,154 __ - 

100,640 - - 

26,49 1 __. 3,468 

$ 559,384 $ 66,910 $ 417,543 

http://investor.ewst.com/phoenix.zhtml?c=96426&p=irol-SECText&TEXT=aHR0c~ovL2.. . 1/19/20 12 



Energy Inc. 1 Investors I SEC Filings Page 47 of 95 

The table below details transactions with related parties, including companies owned or controlled by Mr. Osborne, for 
the three months ended September 30, 201 1 : 

Three Months Ended Septeniber 30,201 1 
Rent, Supplies, 

Pipeline and Consulting, Management 
Natural Gas Construction and Natural Gas and Other 
Purchases Purchases Other Purchases Sales Sales 

John D. Oil and Gas Marketing 

Cobra Pipeline 

Orwell Trumbell Pipeline 

Great Plains Exploration 

Big Oats Pipeline Supply 

Kykuit Resources 

Sleepy Hollow 

Other 

Total 

$ 763,371 $ 45,450 $ 5,340 $ - $ 3,282 

17,873 1,282 319 - 6,090 

26,270 10,677 49,019 148 1,914 

180,260 229,916 455 96 7,678 

__ __ 249,663 70,217 29 

- __. 48, I70 2,066 3 84 - 

$1,187,774 $536,988 $ 173,520 $ 2,339 $ 30,422 
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The table below details transactions with related parties, including companies owned or controlled by Mr. Osborne, for 
the three months ended September 30,2010: 

Three Months Ended September 30,201 0 

Natural Gas Construction Consulting, and Natural Gas and Other 
Purchases Purchases Other Purchases Sales Sales 

Pipeline and Rent, Supplies, Management 

John D. Oil and Gas Marketing 
$692,198 $ - $ - $ -  $ - -  

Cobra Pipeline 
__ - - - 4,147 

Orwell Trumbell Pipeline 
23,653 __ - 167 - 

Great Plains Exploration 
- - 2,058 1,726 __ 

Big Oats Pipeline Supply 
- 4 17,613 42,337 28 1,183 

Kykuit Resources 
__ - - - _I 

Sleepy Hollow 
- - 15,128 __ - 

Other 
1 1,826 -- __ - 48,678 3,404 

Total 
$721,724 $417,613 $ 91,015 $ 3,599 $ 30,195 

The table below details transactions with related parties, including companies owned or controlled by Mr. Osborne, for 
the nine months ended September 30, 201 1 : 

Nine Months Ended September 30,201 1 - 
Rent, Supplies, 

Management Pipeline and Consulting, 
Natural Gas Construction and Natural Gas and Other 
Purchases Purchases Other Purchases Sales Sales 

John D. Oil and Gas Marketing 

Cobra Pipeline 

Orwell Trumbell Pipeline 

$3,190,095 $ 45,450 $ 7,112 $ - $ 9,846 

26 1,652 70,048 77 I - 7,146 

302,443 10,677 98,737 1,905 7,479 
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Great Plains Exploration 

Big Oats Pipeline Supply 

Kykuil Resources 

Sleepy Hollow 

Other 

Total 

Page 49 of 95 

954,131 427,346 605 2,580 20,s 14 

- 506,330 479,229 2,740 1,000 

__ __ 39,600 __ 110 

- I_ 146,043 52,379 3,441 --- 

$4,708,321 $1,059,851 $ 772,097 $ 59,604 $ 72,133 
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The table below details transactions with related parties, including companies owned or controlled by Mr. Osborne, for 
the nine months ended September 30, 2010: 

Nine Months Ended September 30,2010 

John D. Oil and Gas Marketing 

Cobra Pipeline 

Orwell Trumbell Pipeline 

Great Plains Exploration 

Big Oats Pipeline Supply 

Kykuit Resources 

Sleepy Hollow 

Other 

Total 

Natural Gas 
Purchases 

$3,096,955 

24 1,598 

327,180 

22,375 

__ 

- 

- 

__ 

$3,688,108 

Rent, Supplies, 
Pipeline and Consulting, 
Construction and 

Purchases Other Purchases 

$ - -  $ 127 

83,010 107,447 

- 430 

504,837 263,759 

42,600 295,027 -- 

$630,447 $ 666,790 

Natural Gas 
Sales 

$ 49,824 

___ 

1,816 

1,953,052 

2,295 

- 

__ 

60,122 

$2,067,109 

Management 
and Other 

Sales 

$ - -  

2 1,044 

171 

4,403 

4,010 

10,559 

69,633 

126,876 

$236,696 

The Company also accrued a liability of $23,091 and $413,399, respectively, due to companies controlled by 
Mr. Osborne for natural gas used through September 30,201 1 and December 31,2010 that is not yet invoiced. The 
related expense is included in the gas purchased line item in the accompanying statements of income. These amounts 
will be trued up to the actual invoices when received in future periods. 

F-2.3 

http://investor.ewst.com/phoenix.zhtml?c=96~26&p=irol-SECText&TEXT=aHR0c~ovL,2. . . 1/ 19/20 12 



Energy Inc. I Investors I SEC Filings Page 5 1 of 95 

Table of Contents 

GAS NATURAL INC. AND SUBSIDIARIES 
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 

Note 10 - Segments of Operations 
The following tables set forth summarized financial information for the Company’s natural gas, marketing and 
production, pipeline, propane, and corporate and other operations. The Company classifies its segments to provide 
investors with a view of the business through management’s eyes. The Company primarily separates its state regulated 
utility businesses from the non-regulated marketing and production business and from the federally regulated pipeline 
business. The Company has regulated utility businesses in the states of Montana, Wyoming, North Carolina, Maine, 
Ohio, and Pennsylvania and these businesses are aggregated together to form the natural gas operations. Transactions 
between reportable segments are accounted for on the accrual basis, and eliminated prior to external financial reporting. 
Inter-company eliminations between segments consist primarily of gas sales from the marketing and production 
operations to the natural gas operations, inter-company accounts receivable, accounts payable, equity, and subsidiary 
investment: 

Three Months Ended September 30,2011 

Marketing 
Natural Gas and Pipeline Propane Corporate and 
- Operations Production Operations Operations Other Eliminations Consolidated 

OPERATING 
REVENUES 

Natural gas 
operations 

Marketing and 
production 

Pipeline 
operations 

$11,717,686 $ - $ - $ - 

__ 2,407,303 __ __ 

I_ __ 106,35 1 - 

Propane 
operations 

- ___ - 1,009,844 - 

Total operating 
revenue 

1 1,7 17,686 2,407,303 1 0 6 3  1 1,009,844 

COST OF SALES 

Natural gas 
purchased 

___ __ - 5,917,091 

$ - $(1,368,867) $10,348,819 

__ (1,551,588) 855,715 

___ - 106,35 1 

- __ 1,009,844 

__ (2,920,455) 12,320,729 

- (1,368,867) 4,548,224 
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Marketing and 
production 

- 2,137,398 ___ ___ ___ (1,551,588) 585,810 

Propane 
purchased 

- - __ 875,305 ___ __ 875,305 

Total cost of sales 
5,917,091 2,137,398 - 875,305 - (2,920,455) 6,009,339 

GROSS MARGIN 
$ 6,311,390 - $ $ 5,800,595 $ 269,905 $106,351 $ 134,539 $ ___ 

OPERATING 
INCOME (LOSS) 

$ (534,116) $ 82,182 $ 76,593 $ (154,927) $ (61,430) $ __ $ (591,698) 

NET INCOME 
(LOSS) 

$ 129,526 __ $ (463,484) $ 48,712 $ 47,540 $ 561,986 $ (65,228) $ 

Three Months Ended September 30,2010 

Marketing 
Natural Gas and Pipeline 
Operations Prodnetion Operations 

OPERATING 
REVENUES 

Natural gas 
operations 

$10,235,666 $ - $ - 

Marketing and 
production 

__ 2,137,068 - 

Pipeline 
operations 

- - 104,461 

Propane 
operations 

Total operating revenue 
10,235,666 2,137,068 104,461 

COST OF SALES 

Propane 
Operations 

$ -  

__ 

- 

- 

Corporate and 
Other 

- $ 

__. 

__ 

__. 

Eliminations Consolidated 

$ (76,900) $10,158,766 

(1,498,597) 6%,47 1 

- 104,461 

__ (1,575,497) 10,901,698 
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Natural gas 
purchased 

4,879,927 I_ __ __ __ (76,900) 4,803,027 

Marketing and 
production 

__ 1,879,53 1 ___ ___ ___ (1,498,597) 380,934 

Propane purchased 

Total cost of sales 
__ ___ __. (1,575,497) 5,183,961 -- 4,879,927 1,879,531 -- --- 

GROSS MARGIN 
$ 5,355,739 $ 257,537 $104,461 $ - $ __. $ - $ 5,717,737 

OPERATING 
INCOME (LOSS) 

$ (678,894) 9; 52,455 $ 70,544 $ - $ __ $ - $ (555,895) 

NET INCOME (LOSS) 
$ (325,729) $ 274,534 $ 82,563 $ - $ (76,073) $ __ $ (44,705) 

F-24 
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Nine Months Ended September 30,2011 

Marketing 
Natural Gas and Pipeline Propane Corporate and 
Operations -Production Operations Operations Other Eliminations - Consolidated 

OPERATING 
REVENUES 

Natural gas 
operations 

$ 68,019,655 $ - $ - $ - $ - $ (2,355,991) $ 65,663,664 

Marketing 
and 
production 

Pipeline 
operations 

- 9,957,521 __ - 

- __ 3 14,736 __ 

__ (5,800,639) 4,156,882 

__ __ 3 14,736 

Propane 
operations 

__ - - 1,009,844 - - 1,009,844 -~ - 

Total operating 
revenue 

68,019,655 9,957,521 3 14,736 1,009,844 - (8,156,630) 7 1,145,126 

COST OF 
SAL,ES 

Natural gas 
purchased 

41,196,715 __ ___ - (2,355,991) 38,840,724 

Marketing 
and 
production 

__ 8,994,235 __ _I_ __ (5,800,639) 3,193,596 

Propane 
purchased 

- - __. 875,305 __ __. 875,305 

Total cost of sales 
41,196,715 8,994,235 __ 875,305 __ (8,156,630) 42,909,625 
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GROSS 
MARGIN 

OPERATING 
INCOME 
(LOSS) 

$ 26,822,940 $ 963,286 $314,736 $ 134,539 $ - $ ___ $ 28,235,501 

$ 7,254,934 $ 388,407 $188,989 $ (154,927) $ (109,384) $ ___ $ 7,568,019 

NET INCOME 
(LOSS) 

$ 4,155,383 $ 158,119 $112,094 $ 561,986 $ (222,964) $ __. $ 4,764,618 

Total assets 
$124,288,531 $4,666,306 $578,135 $2,957,575 $72,26141 1 $(60,110,010) $144,641,948 

Goodwill 
$ 14,607,952 $ - $ - $ - 9; - $ __ $ 14,607,952 

Nine Months Ended September 30,2010 

Marketing 
Natural Gas and Pipeline Propane Corporate and 
Operations Production Operations Operations Other Eliminations Consolidated 

OPERATING 
REVENUES 

Natural gas 
operations 

$ 56,581,131 $ - $  - $  - - $  - $ (234,096) $ 56,347,035 

Marketing 
and 
production 

- 1 1,325,249 - - - (5,700,446) 5,624,803 

Pipeline 
operations 

- - 3 19,418 __ - - 319,418 

Propane 
operations 

Total operating 
revenue 

56,581,131 11,325,249 319,418 - - (5,934,542) 62,29 1,256 

COST OF SALES 
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Natural gas 
purchased 

32,577,699 

Marketing 
and 
production 

__ 10,135,599 

(234,096) 32,343,603 

___ (5,700,446) 4,435,153 

Propane 
purchased 

___ ___ __. __ ___ __. - 

Total cost of sales 
- __ __. (5,934,542) 36,778,756 -- - 32,577,699 10,135,599 

GROSS MARGIN 
$ 24,003,432 $ 1,189,650 $319,418 $ - $ __ $ ___ $ 25,512,500 

OPERATING 
INCOME (LOSS) 

$ 6,650,622 __ $ 5,882,195 $ 609,916 $169,875 $ - $ (11,364) $ 

NET INCOME 
(LOSS) 

$ 3,653,545 $ 308,729 $143,283 $ - $ (21,538) $ __. $ 4,084,019 

Total assets 
$1 10,032,010 $ 5,463,177 $726,574 $ - $57,041,165 $(51,898,609) $121,364,317 

Goodwill 
$ 13,929,745 - $ $ 13,929,745 $ - $  - $  - $  __ 
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Note 11 - Commitments and Contingencies 
Legal Proceedings 
In 2010, the Company’s Maine utility asserted a claim against H.Q. Energy Services (US), Inc. (“HQ’) for a breach of 
a firm gas transportation service agreement between the parties. HQ filed a counterclaim against the Company for 
reimbursement of certain transportation charges that HQ paid to the Company. The parties agreed to arbitration and the 
arbitrators awarded HQ the sum of approximately $280,000 for past transportation charges that HQ paid to the 
Company. The arbitrators also ordered the Company to pay future transportation charges that will be incurred during 
the remaining term of the agreement while HQ was ordered to pay the Company for future fuel reimbursements for the 
remaining term of the agreement. The Company recorded an accrual in  the amount of $300,000 for the liability and 
resulting expense in connection with the arbitration in the three months ended September 30,201 1, 

On April 15,201 1, Gas Natural and Richard M. Osborne, Gas Natural’s Chairman of the Board and Chief Executive 
Officer, filed a lawsuit captioned “Richard M. Osborne and Cas Natural Itic. v. Michael I. Gernzan, Heriiy B. Cook, 
Ted W. Gibsori, George J .  Welch mid Corning Natural Gas Corporation,” Case No. 1 : 1 1-CV-744 which was filed in 
the U S .  District Court for the Northern District of Ohio. The lawsuit claims that Messrs. German, Cook, Gibson and 
Welch, as directors of Corning Natural Gas Corporation (“Corning”), breached their fiduciary duties to shareholders of 
Corning by (i) failing to maximize shareholder value in connection with Gas Natural’s offers to acquire all of Corning’s 
outstanding shares of common stock and (ii) instituting a rights offering to dilute Mr. Osborne and Gas Natural’s 
ownership of Corning. Alternatively, the lawsuit provides for a derivative claim against the directors of Corning for the 
same conduct. Mr. Osborne and Gas Natural seek to rescind the rights offering. 

Corning and the directors of Corning filed a motion to dismiss the lawsuit. The court has stayed discovery in  the 
lawsuit until it rules on the motion to dismiss. In the Company’s opinion, the outcome of these legal actions will not 
have a material adverse effect on its financial condition, cash flows or results of operations. 

From time to time, the Company is involved in lawsuits that have arisen in the ordinary course of business. The 
Company is contesting each of these lawsuits vigorously and believes it has defenses to the allegations that have been 
made. 

Note 12 - Financial Instruments and Risk Management 
Manageriletit of Risks Related to Fixed Contracts 
The Company and its subsidiaries are subject to certain risks related to changes in certain commodity prices and risks 
of counterparty performance. The Company has established policies and procedures to manage such risks. The 
Company has a Risk Management Committee comprised of Company officers and management to oversee our risk 
management program as defined in its risk management policy. The purpose of the risk management program is to 
minimize adverse impacts on earnings resulting from volatility of energy prices, counterparty credit risks, and other 
risks related to the energy commodity business. 

In order to mitigate the risk of natural gas market price volatility related to firm commitments to purchase or sell 
natural gas, from time to time the Company and its subsidiaries have entered into fixed contracts. Such arrangements 
may be used to protect profit margins on future obligations to deliver gas at a fixed price, or to protect against adverse 
effects of potential market price declines on future obligations to purchase gas at fixed prices. 

The Company accounts for these contracts in accordance with ASC 8 15, Derivatives and Hedging. In accordance with 
ASC 815, such contracts are reflected in the balance sheet as assets or liabilities and valued at “fair value,” determined 
as of the balance sheet date. Fair value accounting treatment is also referred to as “mark-to-market” accounting. Mark- 
to-market accounting results in disparities between reported earnings and realized cash flow. The changes in the 
derivative values are reported in the income statement as an increase or (decrease) in revenues without regard to 
whether any cash payments have been made between the parties to the contract. ASC 815 specifies that contracts for 
purchase or sale at fixed prices and volumes must be valued at fair value (under mark-to-market accounting) unless the 
contracts qualify for treatment as a “normal purchase or normal sale.” 
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At September 30,201 1 and December 31,2010, all of the Company’s fixed contracts for purchase or sale at fixed 
prices and volumes qualified for treatment as a “normal purchase or normal sale.” 
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Note 13 - Subsequent Events 
The Company declared a dividend of $0.045 per share on September 28,201 1 that is payable to shareholders of record 
on October 14,2011. There were 8,153,176 shares outstanding on October 14, 201 1 resulting in a total dividend of 
$366,893 which was paid to shareholders on October 3 1, 201 1 I 

The unconsolidated affiliate requested a cash call from its members on October 3,  201 1. The Company’s portion 
amounted to $132,000 which was paid on October 4, 201 1. 
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 

This quarterly report on Form 10-Q contains various “forward-looking statements” within the meaning of Section 27A 
of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended (the 
Exchange Act), which represent our expectations or beliefs concerning future events. Forward-looking statements 
generally include words such as “anticipates,” “believes,” “expects,” “planned,” “scheduled” or similar expressions and 
statements concerning our operating capital requirements, utilization of tax benefits, recovery of property tax payments, 
our environmental remediation plans, and similar statements that are not historical are forward-looking statements that 
involve risks and uncertainties. Although we believe these forward-looking statements are based on reasonable 
assumptions, statements made regarding future results are subject to a number of assumptions, uncertainties and risks 
that could cause future results to be materially different from the results stated or implied in this document. 

Such forward-looking statements, as well as other oral and written forward-looking statements made by or on behalf of 
us from time to time, including statements contained in filings with the Securities and Exchange Commission (“SEC”) 
and our reports to shareholders, involve known and unknown risks and other factors that may cause our company’s 
actual results in future periods to differ materially from those expressed in any forward-looking statements. See “Risk 
Factors” in our Annual Report on Form 10-K for the fiscal year ended December 31,2010 filed with the SEC. Any 
such forward looking statement is qualified by reference to these risk factors. We caution that these risk factors are not 
exclusive. We do not undertake to update any forward looking statements that may be made from time to time by or on 
behalf of us except as required by law. 

OVERVIEW 
Gas Natural is a natural gas company, primarily operating local distribution companies in six states and serving 
approximately 63,500 customers. Our natural gas utility subsidiaries are Energy West, Incorporated (Montana and 
Wyoming), Cut Bank Gas Company (Montana), Northeast Ohio Natural Gas Corporation (Ohio), Brainard Gas Corp. 
(Ohio), Orwell Natural Gas Company (Ohio and Pennsylvania), Bangor Gas Company (Maine) and Frontier Natural 
Gas (North Carolina). Our operations also include production and marketing of natural gas, gas pipeline transmission 
and gathering and propane operations. Approximately 9.5% and 9 I % of our revenues in the three and nine months 
ended September 30, 201 1 were derived from our natural gas utility operations. 

Our historical financial statements reflect the following reportable business segments: Natural Gas Operations, 
Marketing and Production Operations, Pipeline Operations and Corporate and Other. In addition, our financial 
statements now reflect a new segment for Propane Operations as a result of our acquisition of Independence Oil & LP 
Gas, Inc. on August I ,  201 1. Independence Oil & LP Gas, Inc. delivered liquid propane, heating oil and kerosene to 
approximately 4,500 customers in North Carolina and Virginia. We created a new subsidiary, Independence Oil, LLC, 
in connection with the acquisition and plan to continue serving current customers with the intention to expand to other 
customers in each of the regions. 

In 2010, our Maine utility asserted a claim against H.Q. Energy Services (US), Inc. (“HQ’) for a breach of a firm gas 
transportation service agreement between the parties. HQ filed a counterclaim against us for reimbursement of certain 
transportation charges that HQ paid to us. The parties agreed to arbitration and the arbitrators awarded HQ the sum of 
approximately $280,000 for past transportation charges that HQ paid to us. The arbitrators also ordered us to pay future 
transportation charges that will be incurred during the remaining term of the agreement while HQ was ordered to pay 
us for future fuel reimbursements for the remaining term of the agreement. We have recorded an accrual in the amount 
of $300,000 for the liability and resulting expense in connection with the arbitration. 

During the year ended December 3 1 ,  2010, the PUCO conducted audits of NE0 and Orwell’s rates as filed from 
September 2007 through August 2009 and January 2008 through June 2010, respectively. The PUCO provided the 
primary audit findings during the fourth quarter of 2010, taking the position that NEO had not included approximately 
$1,050,000 of costs and Orwell included an excess of approximately $1,100,000 of costs in the filings under audit. In 
accordance with ASC 980, Regulated Operations, the Company recorded an adjustment of $1,050,000 and 
($1,100,000) during the year ended December 31, 2010 for NEO and Orwell, respectively. On October 26, 201 I ,  the 
PUCO adopted and approved a Joint Stipulation that finalizes the adjustments for NE0 and Orwell to approximately 
$1,100,000 and ($964,000), respectively. However, the Joint Stipulation modified the refund period for Orwell to one 
year as compared to two years as originally identified. The Company considers the modification to be material and is 
attempting to have the PUCO change the payback period. The Company recorded the difference between the original 
estimates and the amounts approved in the Joint Stipulation during the three months ended September 30, 201 1. 
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During the three months ended September 30,201 1, the PUCO conducted an audit of Brainard's rates as filed from 
July 2009 through June 201 1 .  The PUCO provided findings that Brainard collected excess gas costs of approximately 
$104,000. The Company agrees that excess gas costs were collected, but only in  the amount of approximately $48,000. 
The Company and the PUCO plan to schedule a hearing to review the difference. 

Net income for the three months ended September 30,201 1 was $130,000 compared with a net loss of $45,000 for the 
same period in 2010, an increase of $175,000. Net income for the nine months ended September 30, 201 1 was 
$4,765,000 compared with $4,084,000 for the same period in 2010, an increase of$681,000 or 17%. 

The natural gas segment net loss for the three months ended September 30,201 1 was $463,000 compared with 
$326,000 for the same period in 2010, an increase of $137,000 or 42%. The increased loss was due primarily to the 
accrual of the liability and resulting expense of $300,000 related to the conclusion of the arbitration case in a contract 
dispute with a large customer in our Maine operation. Net income for the nine months ended September 30, 201 1 was 
$4,155,000 compared with $3,654,000 for the same period in 2010, an increase of $501,000 or 14%. Increased sales 
volumes driven by continued customer growth and colder weather in the majority of our service areas led to the results 
for the nine months ended September 30,201 1 .  

The marketing and production segment net income for the three months ended September 30, 201 1 was $49,000 
compared with $275,000 for the same period in 2010, a decrease of $226,000 or 82%. The 201 1 and 2010 periods each 
included a tax benefit from 

3 
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the true-up to the prior year’s tax return of $9,000 and $254,000, respectively, causing the decrease in net income for 
the 201 1 period. Net income for the nine months ended September 30,201 1 was $IS8,000 compared with $309,000 for 
the same period in 2010, a decrease of $151,000 or 49%. Lower sales volumes, due to the widening of the unfavorable 
differential between the AECO and CIG Rockies natural gas indices, and lower production from our natural gas wells 
caused lower gross margin for the nine months ended September 30, 201 1. In addition, the difference in tax benefits 
related to true-ups of prior year’s tax returns discussed above contributed to the decrease in net income. These 
decreases were offset by an expense of $440,000 included in the nine months ended September 30, 2010 related to the 
conclusion of the lawsuit with Shelby Gas Association. 

The pipeline operations segment net income for the three months ended September 30, 201 1 was $47,000 compared 
with $83,000 for the same period in 2010, a decrease of $36,000 or 47%. Net income for the nine months ended 
September 30, 201 1 was $1 12,000 compared with $143,000 for the same period in 2010, a decrease of $31,000 or 22%. 

The propane operations segment net income for the three and nine months ended September 30,201 1 was $562,000 
compared with $0 for the same periods in  2010 due to the propane operations starting during the three months ended 
September 30,201 1. 

The corporate and other segment net loss for the three months ended September 30, 201 1 was $65,000 compared with 
$76,000 for the same period in 2010, a decrease of $1 1,000 or 14%. Net loss for the nine months ended September 30, 
201 I was $222,000 compared with $22,000 for the same period in 2010, an increase of $200,000 or 909%. The 2010 
periods included dividends and gains on the sale of marketable securities that did not occur in  the 201 1 periods. 

RESULTS OF CONSOLIDATED OPERATIONS 
The following discussion of our financial condition and results of operations should be read in con,junction with the 
unaudited Condensed Consolidated Financial Statements and Notes thereto and other financial information included 
elsewhere in this report and our Annual Report on Form 10-K for the period ended December 31, 2010. The following 
gives effect to the unaudited Condensed Consolidated Financial Statements as of September 30, 201 1 and for the three 
and nine month periods ended September 30,201 1. Results of operations for interim periods are not necessarily 
indicative of results to be attained for any future period. 

Three Months Ended September 30,2011 Compared with Three Months Ended September 30,2010 
Net Income - Net income for the three months ended September 30,201 I was $130,000 or $0.02 per diluted share, 
compared to a net loss of $45,000 or $0.01 per diluted share for the three months ended September 70,2010, an 
increase of $175,000. Net loss from our natural gas operations increased by $137,000, due primarily to the liability and 
resulting expense of $300,000 recorded as the result of the conclusion of the arbitration case in  a contract dispute with a 
large customer in our Maine operation. Net income from our gas marketing and production operations decreased by 
$226,000. The 201 1 and 2010 periods each included a tax benefit from the true-up to the prior year’s tax return of 
$9,000 and $254,000, respectively, causing the decrease in net income for the 201 1 period. Net income from our 
pipeline operations decreased by $76,000. Net income from our recently acquired propane operations was by $562,000. 
The income is primarily the result of the pre-tax gain of $1,055,000 on the net assets purchased. Net loss from our 
corporate and other operations decreased by $1 1,000 as the 2010 period included dividends and gains on the sale of 
marketable securities that did not occur in 201 1. Our secondary public offering in November 2010 resulted in 
2.075 million additional shares outstanding and leads to the dilutive effect on the per share amounts in 201 1 compared 
to 2010. 

Revenues - Revenues increased by $1 ”4 million to $12,321,000 for the three months ended September 30,201 1 
compared to $10,902,000 for the same period in 2010. The increase was primarily attributable to a natural gas revenue 
increase of $190,000 due to increased customers in our Maine and North Carolina markets, an increase of $218,000 in 
the revenue from our marketing and production operation due to increased customers, and revenue for the first time 
from our propane operations segment of $1,010,000. 

Gross Margin - Gross margin increased by $597,000 to $6,311,000 for the three months ended September 70,201 1 
compared to $5,718,000 for the same period in 2010. Our natural gas operation’s margins increased $445,000, due to 
the increased customers. Gross margin from our marketing and production operations increased $1 3,000, and our 
propane operations returned gross margin of $ I  75,000. 
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Operating Expenses - Operating expenses, other than cost of sales, increased by $629,000 to $6,903,000 for the three 
months ended September 30,201 I compared to $6,274,000 for the same period in 2010. The newly formed propane 
operations segment attributed $290,000 while the remainder is a result of increases in administrative expenses 
including salaries and professional services, and increases in depreciation due to the increases in capital expenditures 
make up the remaining difference. 

Other Income, net - Other income decreased by $527,000 to a loss of $262,000 for the three months ended 
September 30, 201 1 compared to income of $265,000 for the same period in 2010. The decrease is a result of the 
following: ( 1 )  other income from our 
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natural gas operations decreased by $457,000 primarily due the accrual of the liability and resulting expense of 
$300,000 as the result of the conclusion of the arbitration case related to a contract dispute with a large customer in our 
Maine operation; and (2) our corporate and other segment posted other expense of $33,000 in 201 1 compared to other 
income in 2010 of $39,000, resulting in an increase in costs of $72,000. 

Interest Expense - Interest expense increased by $60,000 to $552,000 for the three months ended September 30,201 1 
compared to $492,000 for the same period in  2010. 

Gain on Bargain Purchase - The gain on bargain purchase is the result of the pre-tax gain of $ I,055,000 due to the 
purchase of Independence Oil & LP Gas, Inc. 

Income Tax Benefit (Expense) - Income tax benefit decreased by $259,000 to $482,000 for the three months ended 
September 30,201 1 compared to $741,000 for the same period in 2010. The 201 1 and 2010 periods each included a tax 
benefit from the true-up to the prior year's tax return of $326,000 and $506,000, respectively, accounting for $180,000 
of the decrease. The remainder is due to the decrease in the pre-tax loss in the three months ended September 30, 201 1 
as compared to the same period in 2010. 

Nine Months Ended September 30,2011 Compared with Nine Months Ended September 30,2010 
Net Income -Net income for the nine months ended September 30, 201 1 was $4,765,000 or $0.58 per diluted share, 
compared to $4,084,000 million or $0.68 per diluted share for the nine months ended September 30,2010, an increase 
of $681,000. Net income from our natural gas operations increased by $501,000, due primarily to customer growth and 
colder weather in most of our service territories, which led to increased revenues and gross margin. Net income from 
our gas marketing and production operations decreased by $151,000 as a result of lower revenues and gross margin and 
the difference in tax benefits related to true-ups of the prior years' tax returns, all discussed below. These decreases 
were offset by an expense of $440,000 included in the nine months ended September 30, 2010 related to the conclusion 
of the lawsuit with Shelby Gas Association. Net income from our pipeline operations decreased by $71,000. Our 
propane operations were acquired during the three months ended September 30,201 1 and returned net income of 
$562,000, primarily the result of the pre-tax gain of $1,0S5,000 on the net assets purchased. Net loss from our corporate 
and other operations increased by $200,000 as the 2010 period included dividends and gains on the sale of marketable 
securities that did not occur in 201 1. Our secondary public offering in November 2010 resulted in 2.075 million 
additional shares outstanding and leads to the dilutive effect on the per share amounts in 201 1 compared to 2010. 

Revenues - Revenues increased by $8.9 million to $71,145,000 for the nine months ended September 30,201 1 
compared to $62,291,000 for the same period in 2010. The increase was primarily attributable to a natural gas revenue 
increase of approximately $9,317,000 due to increased customers and colder weather in the majority of the markets we 
serve and revenue for the first time from our propane operations segment of $1,010,000, partly offset by a decrease in 
our marketing and production operation's revenue of $1,468,000 caused by a reduction in sales due to the widening of 
the unfavorable differential between the AECO and CIG Rockies natural gas indices and lower production volumes 
from our natural gas wells. 

Gross Margin - Gross margin increased by $2.7 million to $28,236,000 for the nine months ended September 30, 
201 1 compared to $253 13,000 for the same period in 2010. Our natural gas operation's margins increased $2,820,000, 
due to the increased customers and colder weather and our propane operations returned gross margin of $1 35,000. 
Gross margin from our marketing and production operations decreased $227,000, due to the reduced sales and the 
lower prices received and lower volumes produced from our natural gas wells. 

Operating Expenses - Operating expenses, other than cost of sales, increased by $1.8 million to $20,667,000 for the 
nine months ended September 70,201 1 compared to $18,862,000 for the same period in 2010. Operating expenses in 
natural gas operations increased by $1,448,000 due primarily to increases in corporate expenses not included in the 
corporate and other segment of $384,000, professional outside services of $3 17,000, depreciation due to the increases 
in capital expenditures of $229,000, payroll of $121,000 and expenses associated with the operation of the Spelman 
Pipeline of $108,000. Piopane operations incurred operating expenses of $290,000 and the corporate and other segment 
increased by $98,000. 

Other Income, net - Other income decreased by $424,000 to a loss of $30,000 for the nine months ended 
September 30,201 1 compared to income of $394,000 for the same period in 201 0. The decrease is a result of the 
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following: (1) other income from natural gas operations decreased by $607,000 due primarily to decreased revenue 
from service sales and the accrual of liability and expense of $300,000 related to the conclusion of the arbitration case 
in a contract dispute with a large customer in our Maine operation; (2) the 2010 period included expense from the 
conclusion of the lawsuit with Shelby Gas Association of $440,000; and ( 3 )  our corporate and other segment posted 
other expense of $128,000 in 201 1 compared to other income in 2010 of $132,000, resulting in  an increase in costs of 
$260,000. 
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Interest Expense - Interest expense decreased by $156,000 to $1,458,000 for the nine months ended September 30, 
201 1 compared to $1,614,000 for the same period in 2010. The Ohio Companies repaid a portion of their debt in 
November 2010 and did not enter into new financing arrangements until May 201 1 resulting in less average debt 
outstanding in the nine months ended September 30, 201 1 which resulted in lower interest expense. 

Gain on Bargain Purchase - The gain on bargain purchase is the result of the pre-tax gain of $1,055,000 due to the 
purchase of Independence Oil & LP Gas, Inc. 

Income Tax Expense - Income tax expense increased by $974,000 to $2,285,000 for the nine months ended 
September 30,201 1 compared to $1,311,000 for the same period in 2010. The 201 1 and 2010 periods each included a 
tax benefit from the true-up to the prior year’s tax return of $326,000 and $506,000, respectively, accounting for 
$180,000 of the increase. The nine months ended September 30,2010 included an income tax benefit of $131,000 due 
to a change in the effective state tax rate for 2010 related to the acquisition of the Ohio Companies. The remaining 
increase is due primarily to the increase in pre-tax income in 201 1 compared to 2010. 

Net Income by Segment and Service Area 
The components of net income (loss) for 201 1 and 2010 are: 

($ in thousands) 

Natural Gas Operations 

Energy West Montana 
(MT) 

Energy West Wyoming 
(WY) 

Frontier Natural Gas 
(NC) 

Bangor Gas (ME) 

Ohio Companies (OH) 

Total Natural Gas 
Operations 

Marketing & Production 
Operations 

Pipeline Operations 

Propane Operations 

Three Months Ended September 30, 
2011 2010 

$ (79) 

(79) 

306 

( I  5.3) 

(458) -- 

$ (463) 

49 

47 

562 

Nine Months Ended September 30, 
2011 2010 

$ 1,067 

234 

1,23 1 

989 

634 

$ 4,155 

1.58 

112 

562 

$ 644 

161 

1,864 

743 

242 

$ 3,654 

309 

143 

__ 
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- 
19.5 31 4,987 4,106 

Consolidated Net Income 
(Loss) 

$ 130 $ (4.5) $ 4,765 $ 4,084 
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The following highlights our results by operating segments: 

NATURAL GAS OPERATIONS 
Income Statement 

f$  in thousands) 

Natural Gas Operations 

Operating reveiiues 

Gas Purchased 

Gross Margin 

Operating expenses 

Operating iiicorne (loss) 

Other income (loss) 

bicoiiie before interest arid taxes 

Interest expense 

lricoiiie before income taxes 

Income tax benefit (expense) 

Net Income (Loss) 

Operating Revenues 

($ i n  thousands) 

Full Service Distribution Revenues 

Three Months Ended September 30, Nine Months Ended September 30, 
2011 2010 2011 2010 

$ 10,349 

4,548 - 

5,801 

6,335 

(534) 

(230) 

$ (463) 

$ 10,159 $ 65,664 $ 56,347 

4,803 38,841 32,344 

5,356 26,823 24,003 

6,035 19,569 18,121 

(679) 7,254 5,882 

97 704 
-I_. 

228 

(451) 735  1 6,586 

(468) (1,379) (1,545) 

(919) 5,972 5,041 

593 (1,817) (1,387) 

$ (326) $ 4,155 $ 3,654 

Three Months Ended September 30, Nine Months Ended September 30, 
2011 2010 -- -.- 2010 - 2011 
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Residential 
$ 3,487 $ 4,029 $ 29,300 $ 25,955 

Commercial 
4,602 4,076 27,913 223 17 

Industrial 
23 1 199 718 609 

Other 
9 122 225 - 43 

Total full service 
distribution 

8,363 8,3 13 58,053 49,306 

Transportation 
1,698 1,558 6,748 6,178 

Rucksport 
288 288 863 863 -- 

Total operating revenues 
$ 10,349 $ 10,159 $ 65,664 $ 56,347 

Utility Throughput 

(in million cubic feet (MMcf)) 
Three Months Ended September 30, Nine Months Ended September 30, 

2011 2010 2011 2010 

Full Service Distribution 

Residential 
28 1 326 3,184 2,8 16 

Commercial 
555 432 3,384 2,699 

Industrial 

Total full service 
873 789 6,689 5,628 

Transportation 
1,884 1,468 6,452 5,199 

Bucksport 
10,726 -- 3,604 3,636 10,393 

Total Volumes 
6,361 5,893 23,534 21,553 
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Degree Days 

Three Months Ended Percent (Warmer) Colder 

Great Falls, MT 

Cody, WY 

Bangor, ME 

Elkin, NC 

Youngstown, OH 

Great Falls, MT 

Cody,WY 

Bangor, ME 

Elkin, NC 

Youngstown, OH 

Normal 

375 

257 

239 

30 

178 

Normal - 

4,824 

4,359 

5,046 

2,484 

4,299 

September 30, - 2011 'Compared to 
2010 Normal 2010 - -  2011 

176 437 (53.07%) (59.73%) 

112 229 (56.42%) (5 1.09%) 

134 153 (43.93%) (12.42%) 

60 22 100.00% 172.73% 

121 137 (32.02%) (1 1.68%) 

Nine Months Ended Percent (Warmer) Colder 
September 30, 2011 Compared to 

2011 2010 Normal 2010 

1 1.82% 5,336 4,772 10.61% 

4,797 4,577 10.05% 4.81% 

4,994 4,058 (1.03%) 23.07% 

2,474 2,298 (0.40%) 7.66% 

(3.70%) 14.65% 4,140 3,611 

Three Months Ended September 30,2011 Compared with Three Months Ended September 30,2010 
Reveriues arid Gross Margirt 
Revenues increased by $190,000 to $10,349,000 for the three months ended September 30,201 1 compared to 
$10,159,000 for the same period in 2010. This increase is the result of the following factors: 

1 )  

2) 

3 )  

Revenue from our Montana and Wyoming markets decreased $216,000 on a volume decrease of 5 MMcf in 
the three months ended September 30,201 1 cornpared to the three months ended September 30,2010. 
Revenue from our Maine and North Carolina markets increased by approximately $45 1,000 on a volume 
increase from full service and transportation customers of 5 MMcf in 201 1 compared to 2010. 
Revenues from our Ohio market decreased $46,000 on a volume increase of 76 MMcf to full service and 
transportation customers compared to 2010. 

Gas purchased decreased by $255,000 to $4,548,000 for the three months ended September 30,201 1 compared to 
$4,803,000 for the same period in 2010. The decrease is due primarily to adjustments related to the conclusion of the 
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PUCO gas cost recovery audits of NE0 and Orwell. The adjustments were decreases of $50,000 and $136,000, 
respectively. Our gas costs are passed on dollar for dollar to our customers under tariffs regulated by the various public 
utility commissions in the jurisdictions in which we operate. Our gas costs are subject to periodic audits and prudency 
reviews in all of these jurisdictions. 

Gross margin increased by $445,000 to $5,801,000 for the three months ended September 30,201 1 compared to 
$5,356,000 for the same period in 2010. The increase is primary the result of additional customers. Maine and North 
Carolina accounted for $244,000 of the increase and Ohio for $358,000, offset by a decrease in Montana and Wyoming 
of $157,000. 

Eaniirigs 
The Natural Gas Operations segment’s loss for the three months ended September 30, 201 1 was $463,000, or $0.057 
per diluted share, compared to $326,000 or $0.054 per diluted share for the three months ended September 30,2010. 

Operating expenses increased by $300,000 to $6,335,000 for the three months ended September 30, 201 I compared to 
$6,035,000 for the same period in 2010. The increase is due to increases in administrative expenses including salaries 
and professional services, and increases in depreciation due to the increases in capital expenditures. 

Other Income (Loss) decreased by $458,000 to a loss of $230,000 for the three months ended September 30,201 1 
compared to income of $228,000 for the same period in 2010. The conclusion of the arbitration case related to a 
contract dispute with a large customer in our Maine operation resulted in the accrual of a $300,000 liability and the 
resulting expense. 

Interest expense increased by $58,000 to $526,000 for the three months ended September 30,201 1 compared to 
$468,000 for the same period in 2010. 
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Income tax benefit (expense) increased by $234,000 to $827,000 for the three months ended September 30,201 I 
compared to $593,000 for the same period in 2010. The increase is due primarily to the increase in the pre-tax loss in 
201 I compared to 2010. In addition, the 201 1 and 2010 periods included a tax benefit from the true-up to the prior 
year’s tax return of $333,000 and $31 1,000, respectively. 

Nine Months Ended September 30,2011 Compared with Nine Months Ended September 30,2010 
Revenues and Gross Margin 
Revenues increased by $9.3 million to $65,664,000 for the nine months ended September 30,201 1 compared to 
$56,347,000 for the same period in 2010. This increase is the result of the following factors: 

Revenue from our Montana and Wyoming markets increased $3,106,000 on a volume increase o€ 443 MMcf 
in the nine months ended September 30,201 1 compared to the nine months ended September 30,2010, due to 
colder weather in 201 1 than in 2010. 

Revenue from our Maine and North Carolina markets increased by $2,634,000 on a volume increase from full 
service and transportation customers of 407 MMcf in 201 1 compared to 2010, caused by increased customer 
count in both markets and colder weather in our Maine market in the 201 I period. 
Revenues from our Ohio markets increased $3,576,000 on a volume increase of 1,464 MMcf, due to colder 
weather in 201 1 than in 2010. 

Gas purchased increased by $6.5 million to $38,841,000 for the nine months ended September 30,201 1 compared to 
$32,344,000 for the same period in 2010. The increase is due primarily to the i~icrease in sales volumes discussed 
above. Our gas costs are passed on dollar for dollar to our customers under tariffs regulated by the various public utility 
commissions in the jurisdictions in which we operate. Our gas costs are subject to periodic audits and prudency reviews 
in all of these jurisdictions. 

Gross margin increased by $2.8 million to $26,823,000 for the nine months ended September 30, 201 1 compared to 
$24,003,000 for the same period in 2010. The increased customer count and cold weather discussed above are the 
primary drivers of the increase. Maine and North Carolina accounted for $1,292,000 of the increase, Ohio for 
$1,165,000 and Montana and Wyoming for $362,000. 

Earnings 
The Natural Gas Operations segment’s earnings for the nine months ended September 30, 201 1 were $4,155,000, or 
$0.509 per diluted share, compared to earnings of $3,654,000 or $0.60 per diluted share for the nine months ended 
September 30,201 0. 

Operating expenses increased by $1.4 million to $19,569,000 for the nine months ended September 30, 201 1 compared 
to $18,121,000 for the same period in 2010. The increase is primarily due to increases in corporate expenses not 
included in the corporate and other segment of $784,000, professional outside services of $3 17,000, depreciation due to 
the increases in capital expenditures of $229,000, and payroll of $121,000. In addition, expenses associated with the 
operation of the Spelman Pipeline totaled $108,000. 

Other Income decreased by $607,000 to $97,000 for the nine months ended September 30, 201 1 compared to $704,000 
for the same period in 2010. The conclusion of the arbitration case related to a contract dispute with a large customer in 
our Maine operation resulted in the accrual of a $300,000 liability and the resulting expense. The remaining decrease is 
due to decreased revenue from service sales in our Montana and Ohio markets. 

Interest expense decreased by $166,000 to $1,379,000 for the nine months ended September 30, 201 1 compared to 
$1,545,000 for the same period in  2010. The Ohio Companies had less average debt outstanding in the nine months 
ended September 30,201 1 because the debt that was repaid in November 2010 was not refinanced until May 2,201 1 ,  
resulting in  lower interest expense. 

Income tax expense increased by $430,000 to $1,8 17,000 for the nine months ended September 30, 201 1 compared to 
$1,387,000 for the same period in 2010. The increase is due primarily to the increase in pre-tax income in 201 1 
compared to 2010 and the change in the effective state tax rate for 2010 related to the acquisition of the Ohio 
Companies, offset by a increase in the tax benefit received from the true-up to the prior year’s tax return as the 201 1 
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and 2010 periods each included a tax benefit from the true-up to the prior year’s tax return of $333,000 and $31 1,000, 
respectively. 
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MARKETING AND PRODUCTION OPERATIONS 
Income Statement 

Three Months Ended Nine Months Ended 

($ in thousands) 
September 30, September 30, 

2011 2010 2011 2010 

Marketing and Production Operations 

Operating revenues 
$ 856 $ 638 $4,157 $5,625 

Gas Purchased 
381 3,194 4,435 ~ - -  586 

Gross Margin 
270 257 963 1,190 

Operating expenses 
205 575 5 80 - - -  188 -- 

Opemtiiig iizcoine 
82 52 388 610 

bicorize before interest and taxes 
80 48 303 I34 

Income before income taxes 
57 31 235 82 

Income tax benefit (expense) 

Net Income 
$ 49 - - -  $ 274 $ 158 !ii 309 - -  

Three Months Ended September 30,2011 Compared with Three Months Ended September 30,2010 
Revenues arid Gross Margin 
Revenues increased by approximately $218,000 to $856,000 for the three months ended September 30,201 1 compared 
to $638,000 for the same period in 2010. $199,000 of this increase is due to increased customers in our marketing 
operation, leading to higher sales volumes and revenue. Production revenues increased by $1 9,000 due to a higher price 
received for volumes produced. 
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Gross margin increased by $13,000 to $270,000 for the three months ended September 30,201 1 compared to $257,000 
for the same period in 2010. Gross margin from gas production increased by $55,000, offset by a decrease from our 
marketing operation of $413,000. 

Eurit bigs 
The Marketing and Production segment’s earnings for the three months ended September 30,201 I were $49,000, or 
$0.006 per diluted share, compared to earnings of $275,000 or $0.045 per diluted share for the three months ended 
September 30,201 0 

Operating expenses decreased by $17,000 to $188,000 for the three months ended September 30,201 1 compared to 
$205,000 for the same period in 2010. 

Other expense decreased by $2,000 to $2,000 for the three months ended September ’30,201 1 compared to $4,000 for 
the same period in 2010. The loss from unconsolidated affiliate decreased by $1,000 for the three months ended 
September 30,201 I compared to the same period in  2010. 

Income tax benefit (expense) decreased by $25 1,000 to $8,000 for the three months ended September 30,201 1 
compared to a benefit of $243,000 for the same period in 2010. The 201 1 and 2010 periods each included a tax benefit 
from the true-up to the prior year’s tax return of $9,000 and $254,000, respectively. 

Nine Months Ended September 30,2011 Compared with Nine Months Ended September 30,2010 
Reveitices arid Gross Murgiit 
Revenues decreased by $1.5 million to $4,157,000 for the nine months ended September 30,201 I compared to 
$5,625,000 for the same period in 2010. $1,339,000 is caused by the widening of the unfavorable differential between 
the AECO and CIG Rockies natural gas indexes, leading to lower sales in our marketing operation in the first half of 
201 1 .  Production revenues decreased by $129,000 due to lower volumes produced and a lower price received for these 
volumes. 

Gross margin decreased by $227,000 to $963,000 for the nine months ended September 30,201 1 compared to 
$1,190,000 for the same period in 2010. Gross margin from our marketing operation decreased $195,000 due to lower 
sales volumes in our marketing operation and gross margin from gas production decreased by $13 1,000. 
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Earnings 
The Marketing and Production segment's earnings for the nine months ended September 30,201 1 were $158,000, or 
$0.01 9 per diluted share, compared to earnings of $309,000 or $0.05 per diluted share for the nine months ended 
September 30,2010. 

Operating expenses decreased by $5,000 to $575,000 for the nine months ended September 30,201 1 compared to 
$580,000 for the same period in 2010. 

Other expenses decreased by $391,000 to $85,000 for the nine months ended September 30,201 1 compared to 
$476,000 for the same period in 2010. The loss from unconsolidated affiliate increased by $50,000 for the nine months 
ended September 30,201 1 compared to the same period in 2010. The nine months ended September 30,2010 included 
an expense of $440,000 related to the conclusion of the lawsuit with Shelby Gas Association. 

Income tax benefit (expense) increased by $304,000 to $77,000 for the nine months ended September 30, 201 1 
compared to $227,000 for the same period in 2010. The 201 1 and 2010 periods each included a tax benefit from the 
true-up to the prior year's tax return of $9,000 and $254,000, respectively. 

PIPELINE OPERATIONS 
Income Statement 

($ i n  thousands) 

Pipeline Operations 

Three Months Ended September 30, Nine Months Ended September 30, 
2011 2010 2011 2010 - 

Operutiiig revenues 
9; I06 $ 104 

Gas Purchased 

Gross Murgiii 
106 104 

Operating expenses 
30 33 

Operatirig iizconie 
76 71 

Other income 

Iiicoiiie before interest 
and tuxes 

76 71 

$ 315 

__ 

$ 319 

_. 

315 

126 

319 

1 50 

189 

- 

169 

- 

189 

(9) 

Iiicome before iiiconie 
taxes 74 63 180 
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Income tax 
(expense) 

(27) 20 (68) (9) 

Net Income 
$ 47 9; 83 9; 112 9; 143 

Three Months Ended September 30,2011 Compared with Three Months Ended September 30,2010 
Net income decreased by $36,000 to $47,000 for the three months ended September 30,201 1 compared to $83,000 for 
the same period in 2010. The overall impact of the results of our pipeline operations was not material to our results of 
consolidated operations. 

Nine Months Ended September 30,2011 Compared with Nine Months Ended September 30,2010 
Net income decreased by $31,000 to $1 12,000 for the nine months ended September 30, 201 I compared to $143,000 
for the same period in 2010. The overall impact of the results of our pipeline operations was not material to our results 
of consolidated operations. 

11 
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PROPANE OPERATIONS 
Income Statement 

($ in thousands) 

Propane Operations 

Operating revenues 

Propane Purchased 

Gross Margin 

Operating expenses 

Operating iticome 

Other income 

Iiicome before interest arid 
taxes 

Interest (expense) 

Income before iriconie taxes 

Income tax (expense) 

Net Income 

Three Months Ended September 30, I Nine Months Ended September 30, 
201 1 2010 2011 2010 

$ 1,010 $ - -  $ 1,010 $ -  

__ 875 - 875 

__I 135 __ 135 

___ 290 __ 290 

(155) - (155) - 

- -- 1,056 - 1,056 

90 1 

__. 

90 I 

(339) 

$ 562 $ -  

__ 90 I 

- 90 1 

__ (339) 

$ 562 $ -  

Three Months Ended September 30,2011 Compared with Three Months Ended September 30,2010 
Net income is $562,000, or $0.07 per diluted share for the three months ended September 30, 201 1. The propane 
operations were acquired on August I ,  201 1 and there are no comparative amounts for 2010. Included in the 201 1 
results in other income is a pre-tax gain on the bargain purchase of the assets of Independence Oil & LP Gas, Inc. of 
$1,05S,000. 

Nine Months Ended September 30,2011 Compared with Nine Months Ended September 30,2010 
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Net income is approximately $562,000, or $0.07 per diluted share for the nine months ended September 30,201 1. The 
propane operations were acquired on August 1, 201 1 and there are no comparative amounts for 2010. Included in the 
201 1 resulls in other income is a pre-tax gain on the bargain purchase of the assets of Independence Oil & LP Gas, Inc. 
of $1,055,000. 

CORPORATE AND OTHER OPERATIONS 
Our Corporate and Other reporting segment is intended primarily to encompass the results of corporate acquisitions and 
other equity transactions, as well as certain other income and expense items associated with Gas Natural’s holding 
company functions. Therefore, it does not have standard revenues, gas purchase costs, or gross margin. 

12 
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Income Statement 

($ in thousands) 

Corporate and Other 

Three Months Ended September 30, 
2011 2010 

Nine Months Ended September 30, 
2011 2010 

Operatbig revenues 

Gas Purchased 

Gross Margin 

Operating expenses 

Operating loss 

$ -  $ 

__ 61 

Other (expense) 
income 

39 -- (33) 

Income before interest arid 
taxes 

(94) 39 

Interest expense 
__. (1) 

Incorne (Loss) before 
incoriie taxes 

(95) 39 

Income tax benefit 
(expense) 

30 (115) 

Net Loss 

$ 

109 11 

(128) 131 

(237) 120 

(238) 120 

16 (142) 

Three Months Ended September 30,2011 Compared with Three Months Ended September 30,2010 
Results of corporate and other operations for the three months ended September 30, 201 1 include administrative costs 
of $61,000, costs related to acquisition activities of $35,000, interest expense of $1,000, offset by interest income of 
$2,000 and income tax benefit of $30,000, for a net loss of $65,000. 
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Results of corporate and other operations for the three months ended September 30,2010 include dividends from 
marketable securities of $14,000, interest income of $I  1,000, and gains on the sale of marketable equity securities of 
$77,000 offset by costs related to acquisition activities of $63,000. The related income tax expense combined with the 
income tax expense resulting from the true-up of income tax expense to our filed 2009 income tax return totals 
$1 15,000. The end result is a net loss of $76,000. 

Nine Months Ended September 30,2011 Compared with Nine Months Ended September 30,2010 
Results of corporate and other operations for the nine months ended September 30,201 1 include administrative costs of 
$109,000, costs related to acquisition activities of $136,000, and interest expense of $1,000, offset by interest income 
of $8,000 and income tax benefit of $16,000, for a net loss of $222,000. 

Results of corporate and other operations for the nine months ended September 30,2010 included dividends from 
marketable securities of $133,000, interest income of $IS,000, and gains on the sale of marketable equity securities of 
$159,000, offset by administrative costs of $1 1,000, and costs related to acquisition activities of $175,000. The related 
income tax expense combined with income tax expense of $101,000 resulting from the true-up of income tax expense 
to our filed 2009 income tax return totals $142,000. A net loss of$22,000 is the result. 

Sources and Uses of Cash 

Operating activities provide our primary source of cash. Cash provided by operating activities consists of net income 
(loss) ad,justed for non-cash items, including depreciation, depletion, amortization, deferred income taxes, and changes 
in working capital, 

Our ability to maintain liquidity depends upon our credit facility with Bank of America, shown as line of credit on the 
accompanying balance sheets. Our use of the Bank of America revolving line of credit was $17.6 million and $18.1 
million at September 30,201 1 and December 31, 2010, respectively. 

We made capital expenditures for continuing operations of $15.0 million and $4.0 million for the nine months ended 
September 30, 201 I and 2010, respectively, including $3.3 million related to the Spelman Pipeline acquisition in April 
201 1 .  We finance our capital expenditures on an interim basis by the use of our operating cash flow and use of the 
Bank of America revolving line of credit. 

We periodically repay our short-term borrowings under the Bank of America revolving line of credit by using the net 
proceeds from the sale of long-term debt and equity securities. Long-term debt was $3 1.4 million and $22.9 million at 
September 30, 201 1 and December 31, 2010, respectively, including the amount due within one year. 
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Cash, excluding restricted cash, decreased to $10.5 million at September 10,201 I ,  compared to $13.0 million at 
December 31,2010. 

For the Nine Months Ended September 30, 
2011 2010 

Cash provided by operating activities 
$ 12,546,069 $ 6,868,743 

Cash provided by (used in) investing 
activities 

(1 8,254,s 10) 134,125 

Cash provided by (used in) financing 
activities 

- 3,171,959 (337 1,609) 

Increase (decrease) in cash 
$ (2,536,482) $ 3,631,259 

OPERATING CASH FLOW 
For the nine months ended September 30,201 1, cash provided by operating activities increased by $5.7 million as 
compared to the nine months ended September 30, 2010. Major items affecting operating cash included a decrease in 
accounts receivable collections of $5.2 million, a $3.8 million increase in collections of recoverable costs of gas, a $2.9 
million increase in  unbilled revenue, a $1.9 million increase in net deferred tax assets, and a $1.6 million decrease in 
payments on accounts payable. 

INVESTING CASH FLOW 
For the nine months ended September 30,201 1, cash used in investing activities increased by $18.4 million as 
compared to the nine months ended September 30,2010, primarily due to increased construction expenditures of $1 1 .0 
million, including expenditures of $3.3 million in 201 1 for the acquisition of Spelman Pipeline. Other major changes 
include $1.3 million related to acquisition of the net assets of Independence Oil & L.P Gas, Inc. in August 201 I ,  
expenditures in 201 1 related to restricted cash funds of $1.8 million, and a decrease in the proceeds from sale of 
marketable securities of $4.2 million. The restricted cash funds were created at the direction of the PUCO and are set 
aside for capital expenditures by the Ohio Companies in 201 1. 

Capital Expenditures 
Our capital expenditures for continuing operations totaled $15.0 million and $4.0 million for the nine months ended 
September 30,201 1 and 2010, respectively, including $3.3 million related to the Spelman Pipeline acquisition in April 
201 I .  We finance our capital expenditures on an interim basis by the use of our operating cash flow and use of the 
Bank of America revolving line of credit. 

The majority of our capital spending is focused on the growth of our Natural Gas Operations segment. We conduct 
ongoing construction activities in all of our utility service areas in order to support expansion, maintenance, and 
enhancement of our gas pipeline systems. We are actively expanding our systems in North Carolina and Maine to meet 
the high customer interest in natural gas service in those two service areas. 

Estimated Capital Expenditures 
The table below details our capital expenditures for the nine months ended September 30, 201 1 and 2010 and provides 
an estimate of future cash requirements for capital expenditures: 

Remaining Cash 
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Nine Months ended September 30, Requirements through 
2011 - 2010 December 31,2011 

Natural Gas Operations 
$ 14,961 $ 3,920 $ 3,715 

Markeling and Production 
__ - - 

Pipeline Operations 
__ 37 114 

Corporate and Other 
- 86 - 7 

Total Capital Expenditures 
$ 14,968 $ 3,957 $ 3,915 

FINANCING CASH FLOW 
For the nine months ended September 30,201 1, cash provided by financing activities increased by $6.5 million as 
compared with the nine months ended September 30,2010. The closing of the SunLife transaction increased proceeds 
from long term debt by $18.3 million, along with a corresponding increase in repayments of notes payable to pay of€ 
existing debt of $8.9 million. The SunLife transaction required debt service reserve accounts to be created in the 
amount of $950,000 to cover one year of interest payments. 
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Other items include an increase of $463,000 in debt issuance costs, a $842,000 increase in  dividends paid as a result of 
the secondary offering in November 2010 and a decrease in the net line of credit proceeds of $500,000. 

We fund our operating cash needs, as well as dividend payments and capital expenditures, primarily through cash flow 
from operating activities and short-term borrowing. Historically, to the extent cash flow has not been sufficient to fund 
these expenditures, we have used our working capital line of credit. We have greater need for short-term borrowing 
during periods when internally generated funds are not sufficient to cover all capital and operating requirements, 
including costs of gas purchased and capital expenditures. In general, our short-term borrowing needs for purchases of 
gas inventory and capital expenditures are greatest during the summer and fall months and our short-term borrowing 
needs for financing customer accounts receivable are greatest during the winter months. Our ability to maintain 
liquidity depends upon our credit facility with Bank of America, shown as line of credit on the accompanying balance 
sheets. Our use of the Bank of America revolving line of credit was $17.6 million and $1 8.1 million at September 30, 
201 1 and December 31,2010, respectively. We periodically repay our short-term borrowings under the Bank of 
America revolving line of credit by using the net proceeds from the sale of long-term debt and equity securities. Long- 
term debt was $3 1.4 million and $22.9 million at September 30, 201 1, and December 3 1,2010, respectively, including 
the amount due within one year. 

Secondary Public Offeriiig 
In November 2010, Gas Natural completed a 2,415 million share secondary public offering. Of these shares, 340,000 
were selling shareholder shares and 2.075 million were primary shares. The primary shares sold by Gas Natural include 
a full exercise of the over-allotment option. Gas Natural did not receive any of the proceeds from the selling 
shareholder shares. Net proceeds to Gas Natural were approximately $19.0 million after sales concessions, 
underwriting expenses, and deal expenses. The primary uses of proceeds are for investment in utility operations as we 
continue to expand our organic footprint. Additionally, proceeds were used to repay debt of our Ohio Companies. 

In November 2010, NEO repaid upon maturity the Citizens Bank L h e  of Credit in the amount of $2.1 million and 
Orwell repaid upon maturity the Huntington Bank Line of Credit in the amount of $1.5 million and the Huntington 
Bank Term Loan in the amount of $4.1 million. These notes were secured by all assets of the Ohio Companies, as well 
as a personal guarantee from our chairman and CEO. These three instruments matured at the end of November 2010. 
These notes were repaid and extinguished with no ability to redraw at this time. In addition to these notes that had a 
pending maturity date, a related party demand note was also repaid in November 2010. Lightning Pipeline Company, 
the intermediate holding company for Orwell, had a $2.0 million unsecured demand note payable with our chairman, 
which was repaid in November of 2010, including accrued interest. 

Citizens Bank Term Loans 
In connection with the acquisition of the Ohio Companies, NE0 and Great Plains each entered 
modifications/amendments to its credit facility with Citizens Bank (the “Citizens Credit Facility”). The Citizens Credit 
Facility consisted of a revolving line of credit and term loan to NEO, and two other term loans to Great Plains 
respectively. Each amendment/modification was initially effective as of December 1, 2009, but was later modified to 
be effective as of January 5,2010. Gas Natural guaranteed each loan. Mr. Osborne guaranteed each loan both 
individually and as trustee of the Richard M. Osborne Trust, and Great Plains guaranteed NEO’s revolving line of 
credit and term loans. 

The Ohio Companies had term loans with Citizens Bank in the aggregate amount of $I  1.3 million. Each term note had 
a maturity date of July 1, 2013 and bore interest at an annual rate of 30-day LIBOR plus 400 basis points with an 
interest rate floor of 5.00% per annum. For the three and nine months ended September 30,201 1 the weighted average 
interest rate on the term loans was 5%, resulting in $0 and $156,022 of interest expense, respectively. For the three and 
nine months ended September 30, 2010 the weighted average interest rate on the term loans was S%, resulting in 
$123,601 and $357,281 of interest expense, respectively. 

The term loans were paid off on May 3,201 1 

The following discussion describes our credit facilities as of September 30, 201 I 

SuiiLife Assurance Coriipariy of Canada 
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On May 2, 201 1, the Company and its Ohio subsidiaries, mO, Orwell and Brainard (together the “Issuers”), issued 
$15.334 million of 5.38% Senior Secured Guaranteed Fixed Rate Notes due June 1, 2017 (“Fixed Rate Note”). 
Additionally, Great Plains issued $3.0 million of Senior Secured Guaranteed Floating Rate Notes due May 3, 2014 
(“Floating Rate Note”). Both notes were placed with SunLife Assurance Company of Canada (“SunLife”). 
Approximately $636,000 was incurred related to the debt issuance which was capitalized and are being amortized over 
the life of the note. 

The Fixed Rate Note, in the amount of $15.334 million, is a joint obligation of the Issuers, and is guaranteed by the 
Company, Lightning Pipeline and Great Plains (together with the Issuers, “the Fixed Rate Obligors”). This note 
received approval from the 
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PUCO on March 30,201 1. The note is governed by a Note Purchase Agreement (“NPA”). Concurrent with the funding 
and closing of this transaction, which occurred on May 3, 201 1, the Fixed Rate Obligors signed an amended NPA that 
is substantially the same as the NPA released on November 2,2010. Prepayment of this note prior to maturity is subject 
to a SO basis point make-whole premium. 

The Floating Rate Note, in the amount of $3.0 million, is an obligation of Great Plains and is guaranteed by the 
Company (together, “the Floating Rate Obligors”). The note is priced at a fixed spread of 385 basis points over three 
month LIBOR. Pricing for this note will reset on a quarterly basis to the then current yield o i  three month Libor. The 
note is governed by a NPA. Concurrent with the funding of this transaction, which occurred on May 3, 201 1, the 
Floating Rate Obligors signed an amended NPA that is substantially the same as the NPA released on November 2, 
2010. Prepayment of this note prior to maturity is at par. 

The use of proceeds for both notes extinguished existing amortizing bank debt and other existing indebtedness, funded 
$3.4 million for the 201 1 capital program for Orwell and NEO, established two debt service reserve accounts, and 
replenished the Company’s treasuries for the previously announced repayment of maturing bank debt and transaction 
expenses. The capital program funds and debt service reserve accounts are in interest bearing accounts and included in 
restricted cash. 

Payments for both notes prior to maturity are interest-only. 

For the three and nine months ended September 30, 201 1, Ihe weighted average interest rate on the Fixed Rate Note 
was 5.38% resulting in $206,242 and $343,737 of interest expense, respectively. For the three and nine months ended 
September 30, 201 1, the weighted average interest rate on the Floating Rate Note was 4.1 1 % resulting in $5 1,450 of 
interest expense. 

The notes carry a 60% debt-to-capitalization financial covenant on a consolidated basis for Ohio, as well as, a 2 . 0 ~  
interest coverage test based on a trailing twelve-month basis. Additional covenants customary for asset sales and 
purchases, additional indebtedness, dividends, change of control and other matters are also included. 

Bank of Anzerica 
Energy West has a revolving credit facility that includes an annual commitment fee equal to 0.20% of the unused 
portion of the facility and interest on amounts outstanding at the monthly L,ondon interbank Offered Rate (“LIBOR”) 
plus 120 to 145 basis points for interest periods selected by us. 

On November 2,201 1, the Company exercised the $10 million accordion feature on the revolving credit facility with 
Bank of America to increase the capacity from $20 million to $30 million. The expanded credit facility changes the 
annual commitment fee equal to a range of 0.25% to 0.45% of the unused portion of the facility and interest on 
amounts outstanding at the monthly LIBOR plus 175 to 225 basis points. The other terms of the agreement remain the 
same, including the expiration of the facility on June 29,2012. 

The following tables represent borrowings under the Bank of America revolving line of credit for each of the three and 
nine months ended September 30,201 1 and 2010. 

Three Months Ended September 30, Nine Months Ended September 30, 
2011 - 2010 2011 2010 

Mirziinuiiz borrowing 

Maximum borrowing 

Average borrowing 

$ 10,140,000 $ 9,900,000 $ 8,390,000 $ 3,000,000 

$ 17,600,000 $ 17,100,000 $ 18,400,000 $17,100,000 

$ 14,238,000 $ 12,530,000 $12,752,000 $ 9,791,000 
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At September 30,201 1 and December 31,2010, we had $17.6 million and $18.1 million of borrowings under the Bank 
of America revolving line of credit. For the three months ended September 30, 201 1 and 2010, the weighted average 
interest rate on the facility was 1.56% and 1 .SO%, respectively, resulting in $55,355 and $53,848 of interest expense, 
respectively. For the nine months ended September 30, 201 I and 2010, the weighted average interest rate on the facility 
was 1.67% and 2.34%, respectively, resulting in $156,602 and $172,785 of interest expense, respectively 

Senior llnsecured Notes 
On June 29, 2007, Energy West authorized the sale of $13,000,000 aggregate principal amount of its 6.16% Senior 
Unsecured Notes, due June 29,2017 (the “Senior [Jnsecured Notes”). The proceeds of these notes were used to 
refinance existing notes. Approximately $463,000 was incurred related to the debt issuance which was capitalized and 
are being amortized over the life of the notes. 
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Our 6.16% Senior Unsecured Note and Bank of America credit facility agreements contain various covenants, which 
include, among others, limitations on total dividends and distributions made in the immediately preceding 60-month 
period to 7.5% of aggregate consolidated net income for such period, restrictions on certain indebtedness, limitations on 
asset sales, and maintenance of certain debt-to-capital and interest coverage ratios. 

The cash flow from our business is seasonal and the line of credit balance in December normally represents the high 
point of borrowings in  our annual cash flow cycle. Our cash flow increases and our borrowings decrease, beginning in 
January, as monthly heating bills are paid and the gas we paid for and placed in storage in the summer months is used 
to supply our customers. The total amount outstanding under all of our long term debt obligations was approximately 
$31.4 million at September 30,201 1, with $7,750 being due within one year. 

We believe we are in compliance with the financial covenants under our debt agreements or have received waivers for 
any defaults 

OFF-BALANCE SHEET ARRANGEMENTS 
We do not have any off-balance-sheet arrangements, other than those currently disclosed that have or are reasonably 
likely to have a current or future effect on financial condition, changes in financial condition, revenues or expenses, 
results of operations, liquidity, capital expenditures or capital resources that is material to investors. 

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK 
We are subject to certain market risks, including commodity price risk (Le., natural gas prices) and interest rate risk. 
The adverse effects of potential changes in these market risks are discussed below. The sensitivity analyses presented 
do not consider the effects that such adverse changes may have on overall economic activity nor do they consider 
additional actions management may take to mitigate our exposure to such changes. Actual results may differ. See the 
Notes to our Condensed Consolidated Financial Statements for a description of our accounting policies and other 
information related to these financial instruments. 

Commodity Price Risk 
We seek to protect against natural gas price fluctuations by limiting the aggregate level of net open positions that are 
exposed to market price changes. We manage such open positions with policies that are designed to limit the exposure 
to market risk, with regular reporting to management of potential financial exposure. Our risk management committee 
has limited the types of contracts we will consider to those related to physical natural gas deliveries. Therefore, 
management believes that although revenues and cost of sales are impacted by changes in natural gas prices, our 
margin is not significantly impacted by these changes. 

Credit Risk 
Credit risk relates to the risk of loss that we would incur as a result of non-performance by counterparties of their 
contractual obligations under the various instruments with us. Credit risk may be concentrated to the extent that one or 
more groups of counterparties have similar economic, industry or other characteristics that would cause their ability to 
meet contractual obligations to be similarly affected by changes in market or other conditions. In addition, credit risk 
includes not only the risk that a counter-party may default due to circumstances relating directly to it, but also the risk 
that a counterparty may default due to circumstances that relate to other market participants that have a direct or 
indirect relationship with such counterparty. We seek to mitigate credit risk by evaluating the financial strength of 
potential counterparties. However, despite mitigation efforts, defaults by counterparties may occur from time to time. 
To date. no such default has occurred. 

ITEM 4. CONTROLS AND PROCEDURES 
Evaluation of Disclosure Controls and Procedures 
As of September 30,201 1, we evaluated the effectiveness of the design and operation of our disclosure controls and 
procedures as defined in Rule 13a-lS(e) of the Securities Exchange Act of 1934, as amended. The evaluation was 
carried out under the supervision of and with the participation of our management, including our principal executive 
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officer and principal financial officer. Based upon this evaluation, our chief executive officer and chief financial officer 
each concluded that our disclosure controls and procedures were effective as of September 30, 201 1. 

Changes in Internal Control over Financial Reporting 
There were no changes in our internal control over financial reporting during our last fiscal quarter that have materially 
affected, or are reasonably likely to materially affect, our internal control over financial reporting. 
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PART I1 - OTHER INFORMATION 

ITEM 1. LEGAL PROCEEDINGS 
From time to time, we are involved in lawsuits that have arisen in the ordinary course of business. We are contesting 
each of these lawsuits vigorously and believe we have defenses to the allegations that have been made. 

On April 1.5, 201 1, Gas Natural and Richard M. Osborne, our Chairman of the Board and Chief Executive Officer, filed 
a lawsuit captioned “Rictiard M. Osborne arid Gas Natural Iiic. v. Micftael I. German, Heriiy B. Cook, Ted W. Gibson, 
George J.  Welch arid Corning Natural Gas Corporation,” Case No. 1: 11 -CV-744 which was filed in the U.S. District 
Court for the Northern District of Ohio. The lawsuit claims that Messrs. German, Cook, Gibson and Welch, as directors 
of Corning Natural Gas Corporation (“Corning”), breached their fiduciary duties to shareholders of Corning by 
(i) failing to maximize shareholder value in connection with Gas Natural’s offers to acquire all of Corning’s 
outstanding shares of common stock and (ii) instituting a rights offering to dilute Mr. Osborne and Gas Natural’s 
ownership of Corning. Alternatively, the lawsuit provides for a derivative claim against the directors of Corning for the 
same conduct. Mr. Osborne and Gas Natural seek to rescind the rights offering. 

Corning and the directors of Corning filed a motion to dismiss the lawsuit. The court has stayed discovery i n  the 
lawsuit until it  rules on the motion to dismiss. 

In our opinion, the outcome of these legal actions will not have a material adverse effect on our financial condition, 
cash flows or results of operations. 
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ITEM 6. EXHIBITS 

Exhibit 
Number -- 

3l.l:k 

3 1.2"' 
32"' 

Description 

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

Certification of Principal Executive Officer and Principal Financial Officer pursuant to 18 U.S.C. 
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 

XBRL Instance Document 

XBRL Taxonomy Extension Schema 

XBRL Taxonomy Extension Calculation Linkbase 

XBRL Taxonomy Extension Label Linkbase 

XBRL Taxonomy Extension Presentation Linkbase 

XBRL Taxonomy Extension Definition Linkbase 

Filed or furnished herewith. 
:':'kSubmitted electronically herewith. 

Attached as Exhibit 101 to this report are the following formatted in XBRL (Extensible Business Reporting Language): 
(i) Condensed Consolidated Balance Sheets at September 30,201 1 and December 31,2010, (ii) Condensed 
Consolidated Statement of Income for the three and nine months ended September 30,201 1 and 2010, (iii) Condensed 
Consolidated Statements of Changes in Stockholders' Equity for the nine months ended September 30, 201 1 and 2010, 
(iv) Condensed Consolidated Statements of Cash Flows for the nine months ended September 30,201 1 and 2010 and 
(v) notes to Condensed Consolidated Financial Statements. 

In accordance with Rule 406T of Regulation S-T, the XBRL related information in Exhibit 101 to this Quarterly Report 
on Form 10-Q shall not be deemed to be "filed" for purposes of Section 18 of the Exchange Act, or otherwise subject to 
the liability of that section, and shall not be part of any registration statement or other document filed under the 
Securities Act or the Exchange Act, except as shall be expressly set forth by specific reference in such filing. 
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SIGNATURES 

Pursuant to the requirements of Section 13 or 1.5 (d) of the Securities Exchange Act of 1934, the Registrant has duly 
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized. 

Gas Natural Inc. 

November 14,201 I 

Exhibit 31.1 

Is1 Thomas J .  Smith 
Thomas J. Smith 
Chief Financial Officer 
(principal financial officer and principal accounting 
officer) 

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT TO SECTION 302 OF THE SARBANES- 
OXLEY ACT 

I, Richard Osborne, certify that: 

1. I have reviewed this Quarterly Report on Form 10-Q of Gas Natural Inc.; 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a 
material fact necessary to make the statements made, in light of the circumstances under which such statements were 
made, not misleading with respect to the period covered by this report; 

3.  Based on my knowledge, the financial statements, and other financial information included in this report, fairly 
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and 
for, the periods presented in this report; 

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls 
and procedures (as defined in Exchange Act Rules 13a-IS(e) and 15d-IS(e)) and internal control over financial 
reporting (as defined in Exchange Act Rules l?a-IS(f) and ISd-lS(f)) for the registrant and have: 

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 
under our supervision, to ensure that material information relating to the registrant, including its consolidated 
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is 
being prepared; 

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes in accordance with generally accepted accounting principles; 

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by 
this report based on such evaluation; and 

d. Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during 
the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has 
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; 
and 

5.  The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal 
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of 
directors (or persons performing the equivalent functions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and 
report financial information; and 
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b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the 
registrant’s internal control over financial reporting. 

Date: November 14, 201 1 

I s /  Richard Osborne 
Richard Osborne 
Chief Executive Officer (Principal Executive Officer) 
Exhibit 31.2 

CERTIFICATION OF CHIEF FINANCIAL, OFFICER PURSUANT TO SECTION 302 OF THE SARBANES- 
OXLEY ACT 

I, Thomas J. Smith, certify that: 

1. I have reviewed this Quarterly Report on Form 10-Q of Gas Natural Inc.; 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a 
material fact necessary to make the statements made, in light of the circumstances under which such statements were 
made, not misleading with respect to the period covered by this report; 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly 
present in  all material respects the financial condition, results of operations and cash flows of the registrant as of, and 
for, the periods presented in this report; 

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls 
and procedures (as defined in  Exchange Act Rules 13a-lS(e) and lSd-lS(e)) and internal control over financial 
reporting (as defined in Exchange Act Rules 13a-l5(f) and lSd-l5(f)) for the registrant and have: 

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 
under our supervision, to ensure that material information relating to the registrant, including its consolidated 
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is 
being prepared; 

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes in accordance with generally accepted accounting principles; 

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in [his report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by 
this report based on such evaluation; and 

d. Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during 
the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has 
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; 
and 

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal 
control over financial reporting, to the registrant’s auditors and ihe audit committee of the registrant’s board of 
directors (or persons performing the equivalent functions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and 
report financial information; and 

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the 
registrant’s internal control over financial reporting. 

Date: November 14, 201 I 

Is/ Tlzoiiias J .  Smith 
Thomas J. Smith 
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Chief Financial Officer (Principal Financial and 
Principal Accounting Officer) 
Exhibit 32 

CERTIFICATIONS OF THE 
PRINCIPAL EXECUTIVE OFFICER AND PRINCIPAL FINANCIAL OFFICER 

PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Gas Natural Inc. (the “Company”) on Form 10-Q for the quarter ended 
June 30, 201 1 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Richard 
Osborne, Principal Executive Officer of the Company, certify, pursuant to 18 U.S.C. 5 1350, as adopted pursuant to 5 
906 of the Sarbanes-Oxley Act of 2002, that: 

(1) The Report fully complies with the requirements of section 13(a) or 1S(d) of the Securities Exchange Act of 1934; 
and 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results 
of operations of the Company. 

Date: November 14. 201 1 
I s /  - Richard Osborne 
Richard Osborne 
Chief Executive Officer (Principal Executive Officer) 

In connection with the Quarterly Report of Gas Natural Inc. (the “Company”) on Form 10-Q for the quarter ended 
June 30, 201 1 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Thomas J. 
Smith, Principal Financial Officer of the Company, certify, pursuant to 18 U.S.C. 5 13.50, as adopted pursuant to 5 906 
of the Sarbanes-Oxley Act of 2002, that: 

(1) The Report fully complies with the requirements of section 13(a) or 1S(d) of the Securities Exchange Act of 1934; 
and 

(2) The information contained in the Report fairly presents, in  all material respects, the financial condition and results 
of operations of the Company. 

Date: November 14, 201 1 
Is/ Thomas J.  Smith 
Thomas J. Smith 
Chief Financial Officer 
(Principal Financial Officer and Principal Accounting 
Officer) 
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