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TESTIMONY
OF BEN JOHNSON, PH.D.
On Behalf of
The Residential Utility Consumer Office
Before the

Arizona Corporation Commission

Docket No. G-01551A-10-0458

Introduction

Q. Would you please state your name and address?

A. Ben Johnson, 3854-2 Killearn Court, Tallahassee, Florida.

Q. What is your present occupation?

A. 1am a consulting economist and president of Ben Johnson Associates, Inc.®, an economic
research firm specializing in public utility regulation.

Q. Have you prepared an appendix that describes your qualifications in regulatory and
utility economics?

A.  Yes. Appendix A, attached to my testimony, will serve this purpose.
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Q.
A.

Have you prepared any schedules to be filed with your testimony?
Yes, I have prepared Schedules BJ-1 through BJ-7. These schedules were prepared under my

supervision and are attached to my testimony.

What is your purpose in making your appearance at this hearing?

Our firm has been retained by the Residential Utility Consumer Office ("RUCQO") to assist with
RUCQO's evaluation of Southwest Gas Corporation's (SWG's) application for a rate increase. The
purpose of my testimony is to present RUCO’s revenue requirement recommendation for SWG
in this proceeding, taking into account my analysis, as well as that of RUCO's rate of return
witness Bill Rigsby.

Following this introduction, my testimony has seven sections. In the first section, I
briefly summarize the background of this proceeding. In the second section, I discuss SWG's
financial condition and credit ratings. In the third section I briefly summarize and discuss
SWG's revenue requirement filing in general terms. In the fourth section, I discuss the rate base
adjustments proposed by SWG and I present RUCO's recommendations with respect to those
adjustments. In the fifth section, I discuss the income adjustments proposed by the Company
and I present RUCO's recommendations with respect to each proposed adjustment. In the sixth
section, I discuss the appropriate rate of return to be applied to a fair value rate base taking into
account the testimony of RUCO witness Bill Rigsby concerning SWG's cost of capital. In the

seventh and final section, [ summarize my conclusions and recommendations.
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1 L Background

2
3 Can you briefly discuss SWG's most recent rate case?
4 Yes. On August 31, 2007, SWG filed an application requesting an increase in rates. SWG
5 requested a revenue increase of $57,546,205, and proposed an adjusted original cost rate base
6 ("OCRB") of $1,069,743,402 and a fair value rate base of $1,392,895,487. [Decision 70665, p.
7 5] Staff and RUCO recommended revenue increases of $28,239,870 and $32,046,846,
8 respectively. [Id.] Staff proposed an OCRB of $1,065,561,602, and a fair value rate base
9 (FVRB) of $1,388,713,687. [Id.] RUCO proposed an OCRB of $1,089,082,745, and a FVRB of
10 $1,463,404,389. [Id.] The evidentiary hearing was held on 7 days beginning June 16, 2008. The
11 Commission determined that SWG had an OCRB of $1,066,107,826 and a FVRB of
12 $1,389,259,911. [Id., p. 8] The Commission further determined that the Company was entitled
13 to a revenue increase of $33,533,844, or 8.4% over adjusted test year revenues.' [Id.] The
14 Commission ordered the new rates to become effective December 1, 2008. [Id., p. 60]
15
16 Can you now briefly discuss the procedural background of this current case?
17 Yes. SWG's application for a rate increase was filed with the Commission on November 12,
18 2010. On December 13, 2010, Staff filed a Letter of Sufficiency in the docket indicating that
19 SWG's’” application had meet the sufficiency requirements of the Arizona Administrative Code.
20 A Procedural Order was issued on January 11, 2011, setting an evidentiary hearing for
21 September 12, 2011, establishing dates for testimony, and setting a deadline for motions to
22 intervene. The procedural order also granted RUCO's motion to intervene.
23
24

The Commission determined SWG's adjusted test year revenues to be $399,234,678. [Id., p. 21]

3
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Q.
A.

Can you now summarize SWG's Application?
Yes. SWG requests a $73.2 million rate increase. If granted, this would represent an increase of
approximately 17.8% relative to the adjusted test year revenues (including the cost of gas).
[Schedule A-1, Sheet 2] The proposed increase is an even larger percentage of the Company's
operating margin (revenues after subtracting the cost of gas). The requested increase is based in
part on sales and expenses during the test year, but it also reflects various adjustments to the
actual test year results, including certain post-test year adjustments.

SWG is also requesting approval of two deferred accounting orders, and approval of its
Arizona Energy Efficiency and Renewable Energy Resource Technology Portfolio
Implementation Plan (EE and RET Plan).

The EE and RET Plan is comprised of 10 energy efficiency and
renewable energy resource technology (RET) programs that afford
Southwest Gas’ customers, including its low income customers, cost-
effective opportunities and resources, education and training tools, all of
which are designed to promote energy efficiency and conservation, and
will result in lower energy bills for customers. [Application, p. 4]

Finally, SWG requests approval of its Energy Efficiency Enabling Provision (EEP). The
proposed EEP is a revenue per customer decoupling mechanism which is intended to "better
align utility and customer interests so Southwest Gas will be able to sharpen its focus on
customer end-use efficiencies and the development of strategies to achieve the Standards
established by the Commission". [Id., pp. 8-9] SWG's proposed EE and RET Plan and EEP will
be discussed in my rate design testimony, which will be prefiled a few weeks after this

testimony was prepared.
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IL. SWG Financial Situation and Credit Metrics

What information does SWG provide regarding its financial condition?

In SWG's prior rate case, the Commission authorized an 8.86% rate of return on original cost
rate base (OCRB). [Decision No. 70665, pp. 58-59] The Company claims, however, that
during the test year on an adjusted basts, it earned a ROR of 6.06%. [Mashas Direct, p. 3]

Southwest Gas‘ current rates and charges, which were approved by the
Commission in Decision No. 70665 (December 24, 2008) are no longer
sufficient to produce a reasonable return on the fair value of the
Company’s properties devoted to public service in the state of Arizona ...
[Application, p. 4]
The Company has identified three "major factors" contributing to the alleged revenue
deficiency: (1) a decline in residential consumption per customer, and the need to set rates
based upon current usage levels; (2) a decline in general service customer consumption per

customer, and the need to set rates based upon current usage levels; and (3) changes in the

Company’s cost of capital. [Id., pp. 4-5]

To the extent SWG has not been earning its cost of capital, is this problematic?

While there is no expectation that earnings will exactly match a utility's cost of capital or its
allowed rate of return, it is not in the public interest for the Company to achieve earnings that
are far below its cost of capital or a fair rate of return — particularly if there is reason to

anticipate this pattern will be sustained well into the future.

Can you explain how Moody's and S&P rate the Company's credit?
Yes. As shown below, Moody's and S&P have established a series of tiers designated by

alphanumeric codes to rate corporate securities.
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S&P Moody's
——Investment Grade———
AAA Aaa
AA+ Aal
AA+ Aa2
AA- Aa3
A+ A1
A+ A2
A- A3
BBB+ Baal
BBB Baa2
BBB- Baa3
——Speculative Grade
BB+ Ba1
BB Ba2
BB- Ba3
B+ B1
B B2
B- B3
CCC+ Caa1
CcCcC Caa2
CCC- Caa3
CC

In Default
sSD Ca
D C

Q. Where does SWG currently fall relative to this list?
A.  Atthe time SWG filed its testimony, the Company's debt obligations were rated Baa2 from
Moody's and BBB from S&P, which is toward the bottom of the range of ratings that are

commonly referred to as “Investment Grade.” [Wood Direct, p. 5]

Q. How do these ratings compare to the ratings in effect during SWG's 2008 rate case?
A.  On April 22, 2009 (a few months after SWG's last rate case), S&P upgraded the Company's
unsecured bond rating from BBB- to BBB. [Id., p. 6] More than a year later, on May 27, 2010,

Moody's followed suit, upgrading SWG's unsecured bond rating from Baa3 to Baa2. [Id.]
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Q.

Have there been any changes in the Company's debt ratings since SWG filed its
testimony?

Yes. On April 27,2011, S&P raised SWG's debt rating by one more notch, to BBB+.

What is the rationale behind S&P and Moody's ratings for SWG, and the recent upgrades
in those ratings?

According to the Company, the key factors for Moody's rating are "the improvement in the
Company's regulatory environment due to authorized decoupling in Nevada and the prospect
for approval of a decoupling mechanism in Arizona". [Id.] Likewise, S&P's positive outlook is

"based on the assumption of adequate rate relief and improved regulatory support", according to

SWG. [Id.]

Do you agree that "improved regulatory support'' through an approved decoupling
mechanism was the primary factor behind the recent Moody's and S&P upgrades?

[ agree that both rating agencies consider the Company's overall regulatory environment to be
"improving", and that this factored into the Company's current ratings. However, ['ve not seen
any indication the rating agencies are placing substantial weight on this particular policy issue,
and other factors are obviously also contributing to the recent upgrades. For example, Moody's
provided the following "ratings drivers" for SWG:

Generally low business risk given dominance of regulated gas
distribution operations

Cautiously optimistic about signs of improvements in historically
challenging regulatory environment

Timely recovery of costs via PGA mechanisms

Market diversity and high reliance on residential and commercial
customers stabilize cash flows

Moderate capital expenditure plan eases future financing needs
Credit metrics appropriate for the rating
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—

[Moody's Investor Service, Credit Opinion: Southwest Gas Corporation,

% May 27, 2010, p. 1}
4 Moody's further explains:
5 The upgrade follows improvements in Southwest's cash flow credit
6 metrics which we believe will be sustained for the foreseeable future...As
7 of March 31, 2010, the ratio of Southwest's last twelve month cash flow
8 from operations excluding changes in working capital to debt, calculated
9 in accordance with Moody's standard analytical adjustments, had
10 improved to over 20% from approximately 16% for the year ended
11 December 2006. Over the medium term, Moody's anticipates this metric
12 will remain at a similar level. [Moody's Investor Service, Ratings Action:
13 Moody's upgrades Southwest Gas Corp. -- Sr. Unsecured to Baa2, May
14 27,2010, p. 1]
15
16 S&P summarizes their recent decision to upgrade SWG's rating as follows:
17 We are raising our corporate credit senior unsecured ratings on U.S.
18 natural gas distributor and construction services provider Southwest Gas
19 Corp. to 'BBB+' from 'BBB' and revising the outlook to stable from
20 positive. The ratings action reflects improved financial results, and our
21 view that the business risk profile remains excellent given the utility's
22 steady cash flow contribution. The stable outlook reflects our expectation
23 that the company will maintain stable financial metrics. [Standard &
24 Poor's, Research Update: Southwest Gas Corp.'s Ratings Are Raised To
25 'BBB-+' On Good Financial Performance; Outlook Stable, April 27, 2011,
26 p- 1]
27
28

29 Q. To what extent has the issue of decoupling been considered by the rating agencies?

30 A. Although the references are rather cryptic, both Moody's and the S&P mention decoupling in

31 their recent reports. For example, Moody's states:

32 The rating upgrade also recognizes signs of improvements in Southwest's
33 regulatory environment where we remain cautiously optimistic about,

34 primarily in Nevada (34% of operating margins) and potentially Arizona
35 (55% of operating margins). In Nevada, the Public Utilities Commission
36 of Nevada approved the company's request for the implementation of

37 decoupling mechanism in its April 2009 general rate case, pursuant to the
38 decoupling legislation approved in 2008. Furthermore, the Arizona

39 Corporation Commission (ACC) has conducted a series of workshops in

8
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2009 and 2010 to evaluate the possibility of implementing a decoupling
mechanism in Arizona, and is currently reviewing related proposals
submitted by utilities in its jurisdiction, including Southwest. [Moody's
Investor Service, Ratings Action: Moody's upgrades Southwest Gas
Corp. -- Sr. Unsecured to Baa2, May 27, 2010, p. 1]

Similarly, S&P states:

We also factor a gradual reduction in the regulatory risks associated with
the company's Arizona service territory into our rating. We expect
resolution of the company's rate case before the Arizona Corporation
Commission (ACC) in early 2012, where the company has requested a
$73.2 million revenue increase (return on equity [ROE] of 11%) and
regulatory mechanisms, including decoupling. [Standard & Poor's,
Research Update: Southwest Gas Corp.'s Ratings Are Raised To 'BBB+'
On Good Financial Performance; Outlook Stable, April 27, 2011, p. 1]

Is there reason for the Commission to be worried about SWG's bond rating and credit
metrics?
In recent years we have recently seen extreme swings in credit markets, triggered by relatively
minor changes in the underlying facts. Once perceptions of the credit-worthiness of major
institutions like Lehman Brothers or Wachovia turned a bit negative, the shift in perceptions
began to feed on itself, leading to rapidly escalating atmosphere of fear and uncertainty, which
in turn had very real consequences for these firms and others.

During a financial crisis or tight credit environment, even firms with a solid investment
grade bond rating may find it more difficult than normal to issue additional debt or equity. A
company with a debt rating toward the low end of the utility industry may find it difficult to
fully fund future capital construction programs — bearing in mind that merely offering to pay
higher than normal interest rates wouldn't necessarily solve the problem, since the very need to
offer such high rates could be perceived as a sign of weakness, pushing away more risk-averse
investors and making it harder to raise capital in the future.

SWG's credit ratings are two (Moody's) or three (S&P) notches above the threshold

9
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between investment grade and "speculative" grade ratings, and Moody's and S&P have both
offered a "stable" outlook for SWG, indicating that neither agency thinks a downgrade is likely
in the foreseeable future. Under the circumstances, the Commission should be sensitive to the

Company's bond ratings, but I don't believe it needs to be particularly worried about them.

To what extent should SWG's credit ratings influence the Commission's analysis of the
issues in this czise?
The Commission has no direct control over bond ratings, and it would not be appropriate to
skew its decisions in this proceeding toward a particular outcome in the hopes of further
improving the Company's bond ratings. Fortunately, SWG's credit ratings do not appear to be
in any danger of falling below investment grade levels.

In fact, there is reason to be hopeful that if economic conditions in the state improve,
this trend may continue. Any further improvement in SWG's credit ratings could have a
positive impact on the interest rates which would be paid by the Company when it needs to
raise additional debt capital. In general, as bond ratings improve, the required interest on new
issuances tends to decrease, which will can lead to lower costs for customers over the life cycle
of the debt issuance.

The Company explains its belief that

obtaining an "A" bond rating would provide the Company with a greater
amount of financial flexibility. The Company would be able to attract
capital at reasonable prices during both normal and turbulent market
conditions, which have been recently experienced. [Woods Direct, p. 9]

I would agree that any further improvement in the Company's ratings could result in decreased
costs associated with future capital improvements. However, as both S&P and Moody's have

pointed out, the Company's future capital expenditure plans are moderate, and can be largely

financed through internal cash flows. The benefit of any reduction in interest rates primarily

10
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1 shows up when new debt is issued.
2 In any event, the Commission should not let the potential for a further improvement in
3 the Company's credit ratings drive the results of this proceeding, nor should it cause the
4 Commission to accept inappropriate ratemaking proposals in a misplaced effort to improve
5 SWG's bond ratings. I believe a vigilant and appropriately balanced regulatory regime is
6 ultimately in everyone's best interest. For regulation to work as intended, management of
7 monopolies cannot be given a blanket promise of immediate, full recovery of any and all costs
8 they have incurred, or anticipate incurring. The regulatory process should serve as a substitute
9 for effective competition; thus, for example, it is appropriate to closely scrutinize the
10 Company's application to identify a normalized level of reasonable, prudently incurred costs —
11 costs which are appropriate for consideration in determining rates to be paid by customers —
12 rather than simply passing through whatever cost levels are proposed by the Company in its
13 filing.
14

15 IIL. SWG's Filing: An Overview
16

17 Q. Is SWG proposed revenue requirement based upon the actual test year results?

18 A. No. A substantial portion of the proposed rate increase can be traced to various proposed

19 adjustments. For example, SWG has proposed to include in its rate base certain construction

20 investments the Company describes as "Completed Construction Not Classified". This series of
21 adjustments increases its proposed rate base by a total of $6,090,567. [Schedule B-1] Similarly,
22 SWG has proposed numerous adjustments to its actual test year operating income. These

23 adjustments collectively result in a $16,524,664 decrease in operating margin and a

24 $10,157,812 increase in operating expenses prior to tax effects, relative to the actual, unadjusted
25 test year results. After taxes, these adjustments translate into a $16,039,330 decrease in

11
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calculated net operating income, relative to the actual income experienced during the test year.

[Schedule A-1]

Can you explain the concept of pro forma adjustments, in general terms?

Yes. Although terminology can vary, test year adjustments can be classified into various groups,
based on the underlying purpose or theoretical basis for making the adjustment. For example,
pro forma adjustments can be categorized into three major types: normalizations, annualizations
and eliminations. Using this terminology and classification schema, normalization adjustments
are typically made when the recorded test year operating revenues and expenses are believed to
not be representative of a normal level for ratemaking purposes. Annualization adjustments are
made to reflect a full 12-month revenue or expense level for items that were not in effect
throughout the entire test year; typically this is done by applying end-of-test-year quantities to
known and measurable prices and rates as of the end of the year. Eliminations are made to
remove out-of-period or non- recurring transactions, or items that are not costs or revenues
related to the provision of utility service.

Many of the Company's proposed “annualization” adjustments are designed to bring
costs and revenue to an end-of-test year basis, while others update costs beyond the test year, to
reflect the impact of additional investment, inflation or cost changes which weren't placed into
service or didn't occur until after the test year. While making “annualization” adjustments for
“known and measurable” cost increases is a popular method for dealing with the closely related
problems of inflation and regulatory lag, this method tends to be arbitrary and controversial,
particularly when attempts are made to select a cut-off date or annualization data that goes
beyond the end of the test year. Regardless of how well known or measurable a particular cost
change may be, it is difficult to achieve internal consistency and an appropriate “matching” of

revenues and costs when the adjustments go beyond the test year.

12
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Q.

Can you elaborate on the “matching” principle, and RUCQO's concerns about “known and
measurable” adjustments?

Yes. RUCO recognizes that the Commission, as a matter of policy, has decided to rely upon a
historical test year approach, rather than using a projected test year. However, RUCO believes
it would be better policy to stay within the parameters of the historical test year, and to
generally reject ad hoc adjustments stretching beyond the historical time period. In other
words, if the Commission isn't satisfied with the result of using the historical test year, it should
not assume that a long series of adjustments to the historical data will somehow “improve”
upon, or overcome the weaknesses of, the historical test year. To the contrary, RUCO believes
that an historical test year that is heavily adjusted tends to be arbitrary and subjective, and the
end result may be a less reliable basis for setting rates than would be an appropriately developed
and thoroughly validated projected future test year.

I recognize that this Commission, and other regulators, have long accepted the practice
of modifying the historical test year in an attempt to solve concerns about the impact of
inflation and other trends. However, adopting adjustments for “known and measurable”
changes within and beyond the test year is an inherently difficult and controversial process.
Should the Commission only consider “known and measurable” changes which occurred during
the test year? Or, should the Commission go a few weeks, or perhaps as much as 6 months
beyond the test year? These are vexing questions that are never answered the satisfaction of all
concerned. While it is understandable why the Commission has sometimes gone beyond the

end of the test year, in my opinion, this is not a good practice, nor is it the preferred solution to

dealing with inflation, under-earnings, or allegations of attrition. Among other problems, as

more and more adjustments pile up, stretching farther and farther beyond the test year, it
becomes increasingly arbitrary to pick and choose adjustments, or to select a specific cutoff

date. As well, the mismatch between revenues and expenses tends to become increasingly

13
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severe, and it becomes harder to ensure that all of the adjustments are fully known and
accurately measurable, and to ensure that the final result is a realistic and representative
snapshot of the Company's actual operations — rather than a distorted hypothetical picture which
is largely a function of the adjustment development and advocacy process.

To its credit, in its filing the Company mostly focuses on the actual test year, and many
of its adjustments are relatively uncontroversial, at least in principle (e.g. it is better to base
rates upon typical, rather than atypical, weather). However, the Company makes some
important éxceptions, in which it proposes adjustments that are calculated using various dates
that go past the test year. No overarching principle has been put forward to justify the particular
mix of adjustments and dates, and in my view the end result is not an improvement over an
analysis which focuses on the Company's actual operating experience during the test year.

There is no assurance that the end result of a series of post-test year adjustments will be
reasonable, or representative of actual conditions that can reasonably be anticipated in the
future,

Admittedly, some of the same criticisms can be applied to adjustments for “known and
measurable” changes that occurred within the test year. But, once the line is crossed and
adjustments are made beyond the end of the test year, the tendency is to pile up more and more
adjustments, extending farther and farther beyond the test year. In turn, the entire exercise tends
to degenerate into an arbitrary, ad hoc, and ultimately unsound process of picking and choosing
items to be included in the adjustment process, as well as picking and choosing the specific
dates to be used in developing each of the accepted adjustments. As well, the more one goes
beyond the actual test year experience, the less confidence can be placed in the underlying
premise that the test year represents a realistic, representative snapshot of the Company's actual
revenues, costs, and income — undermining the fundamental rationale for using an historical test

year approach in the first place.

14
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Q.

What is your recommendation concerning pro forma adjustments for “known and
measurable” changes?

Rather thah debating the merits of a long series of actual and potential “known and measurable”
adjustments in isolation, one-by-one, or attempting to put forward an alternative ad hoc mixture
of such adjustments, myk general approach has been to start with a specific cut-off date, and to
remove all of the proposed adjustments that are inconsistent with that cut-off date.

More specifically, I recommend using a June 30, 2010 cut off date, because this comes
the closest to the Company's proposals while staying within the confines of the test year ending
June 30, 2010. In other words, I recommend accepting proposals to adjust for wage increases
and other changes which went into effect during the test year, but to reject all such adjustments
to the extent they relate to changes which occurred after the end of the test year. For example, |
recommend that the Commission only allow into rate base plant that has been placed in service
on or before June 30, 2010.

It is worth noting that by choosing a specific adjustment cut-off date within the test year,
and by disallowing adjustments for events that occurred after that date, the matching principle is
better achieved, and a greater degree of internal consistency and discipline is imposed.
Selecting a specific cutoff date is not as arbitrary an exercise as selecting individual adjustments
to include or exclude on some arbitrary basis, like whether there is adequate precedent for that
particular type of adjustment, whether enough is “known” about the change in question, or
whether the calculations were sufficiently precise and reliable. Any specific cutoff date will
sometimes work for, and sometimes work against, the Company's favor. Some potential
adjustments will relate to events beyond the cutoff date that, if they were allowed, would have
the effect of increasing the calculated revenue requirement, but other potential adjustments will

have the opposite effect — potentially reducing the calculated revenue requirement.
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1 IV. Rate Base Adjustments

2
3 Can you now briefly explain how SWG develops its adjusted Original Cost Rate Base?
4 Yes. SWG begins with the recorded levels of Gas Plant in Service as of the the end of the tesf
5 year. This consists of $2.25 billion of Arizona-specific plant and $101.3 million in system
6 allocated plant. [Schedule B-1] SWG then subtracts $955.2 million in accumulated depreciation
7 and amortization, resulting in $1.4 billion Net Plant in Service. SWG then modifies this amount
8 to account for "other rate base items". First, SWG adds $10.2 million to account for working
9 capital [Id.] Next, SWG removes $62 million in customer advances, $48.5 million in customer
10 deposits, and $230.7 million in deferred taxes — amounts that represent funds provided by
11 customers, rather than investors. [Id.] The net result is a test year rate base of $1.068 billion.
12 [1d.]
13
14 Does SWG make any adjustments to its test year rate base?
15 Yes. As I mentioned earlier, SWG adjusts Gas Plant in Service (GPIS) by adding and removing
16 various amounts related to Completed Construction Not Classified (CCNC). First, SWG adds
17 tangible plant expenditures that were made during the test year, for plant that was not booked to
18 GPIS until after the test year. [Mashas Direct, p. 21} The gas plant included in this step of this
19 adjustment "was either in-service at the end of the test year or shortly thereafter". [Id.] These
20 plant balances were included in Construction Work in Progress (CWIP) at the end of the test
21 year. [Id.] SWG argues that none of this plant is revenue producing. [Id.] The result of this
22 portion of the adjustment is a $2.8 million increase to rate base. [Schedule B-1]
23 Second, SWG modifies system allocable intangible plant by removing "all projects with
24 an amortization period expiring March 31, 2011 or earlier from rate base," and adding
25 "estimated amounts for projects to be closed to plant prior to March 31, 2011 to rate base". [Id.,
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p. 22] The result of this portion of the adjustment is a $3.3 million increase to rate base.
[Schedule B-1] The total effect of this CCNC adjustment is a $6.09 million increase to test year

rate base. [Id.]

When was the tangible plant portion of this adjustment placed into service?

Although the underlying expenditures were made during the test year, during the discovery
process SWG disclosed that many of the associated plant items were not placed into service
until after the test year. [See, SWG response to Staff DR 6-7(a) and included attachment] Of
the 40 tangible plant projects included in this adjustment, 9 projects totaling $576,000 involved
plant that was apparently placed into service during the test year, but the investment was not
transferred to GPIS until a later date. [Id.] Another 29 projects, totaling $2.1 million, involved
plant that was not placed into service until after the test year. The last of these projects was
placed into service on January 14, 2011. [Id.] The remaining 2 projects, totaling $110,000 were
removed by SWG during the discovery process because they involved "work orders that have

not closed". [ Id.]

Do you agree with this portion of the CCNC adjustment?

No. In effect, SWG is attempting to include CWIP in rate base — albeit construction that was
completed shortly after the test year. The Commission has explained that CWIP is generally not
allowed in rate base, except under extraordinary circumstances. [See, Decision 70360, p. 8] For
example, in Decision 70360, UNSE was denied inclusion of CWIP because UNSE was not
faced with an extraordinary situation. [Id.] The Commission further noted that UNSE achieved
a return on its CWIP investment during the test year through the accrual of AFUDC; it noted
that allowing CWIP in rate base tends to undermine the balancing of test year revenues and

expenses; and it pointed out that regulatory lag can be both a benefit and determent to UNSE.
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[Id.] In the alternative, UNSE requested post test year plant be included in rate base. [See, 1d.]
With regard to UNSE's alternative post test-year plant request, the Commission concluded that
"post-test-year plant should not be included in rate base for the same reasons stated above with
respect to the Company’s request for CWIP". [Id., p. 9]

In my opinion, the appropriate policy is to use AFUDC to compensate the Company for
its investment in construction projects before they are completed and transferred into plant in
service, and there is no need to make an exception to this policy. This approach provides a
more consistent and conceptually sound approach to rate making. It is a policy that provides a
clear delineation betWeen the period when construction is occurring and the period when an
investment is in service and providing benefits to customers. And, it is a policy that better
balances the interests of customers and stockholders, as well as one that better balances the
interests of different generations of customers. I recommend the Commission reject the
Company's proposed adjustment, because it deviates from this sound policy, and it does so

under ordinary — not extraordinary — circumstances.

Can you please elaborate on the reason why you recommend rejection of this proposal?
Yes. While the Company describes these investments as not producing revenues, this is
irrelevant at best, and misleading at worst. The effect of including these construction projects
in rate base would certainly not be revenue neutral — it would increase the rate base, and if it
were approved, this proposal would increase revenues received by the Company and the bills
paid by customers. More importantly, there is nothing extraordinary about these investments;
these assets are not unlike many other assets that are routinely acquired by utilities in the
ordinary course of business, benefiting both existing and future customers. I am not
questioning whether these investments are worthwhile, but whether they require extraordinary

post-test year treatment. [ see no evidence that special treatment is warranted for the items that
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were not placed into service during the test year.

The Commission should bear in mind that even if the proposed adjustment is rejected,
the Company will be adequately compensated for its investment, For instance, during the test
year it received AFUDC on this investment. While AFUDC treatment ends once the property is
placed into service, that doesn't mean customers won't be compensating the Company for its
investment; To the contrary, these projects are taking place in the ordinary course of business,
and the Company receives substantial cash flows from customers as compensation for these
sorts of costs — both in terms of recovering its cost of capital, and in terms of payments from
customers as compensation for depreciation — cash flows that provide funds that can be used to
replace existing plant and invest in projects that may or may not directly and immediately
contribute to growth in the Company's revenues. To the extent any specific investments are not
sufficiently offset through depreciation, reduced operating expenses, or increased revenues, any
associated income shortfall will be short lived, since the investments will be included in Gas
Plant in Service, and thus will be included in the rate base that is calculated in future rate cases.

In general, RUCO believes it is inappropriate to modify the historical test year for some,
but not all, of the impacts of post-test year events. Among other reasons, it is impossible to
know precisely how specific assets will impact the Company's operating costs. In some cases,
new investments may enhance safety, making it feasible to reduce maintenance and other
operating costs. In some cases, costs may decline as a direct or indirect result of new
construction, as older equipment is reinforced or replaced with new plant additions that increase
reliability, reduce the need to incur extraordinary labour costs to provide safe and reliable
service, or make it feasible to maintain adequate pressure at lower cost.

It isn't feasible to analyze all of the repercussion and implications of cach investment
made during the test year — nor is there any need to do so when an appropriate test year is

established and used on a consistent basis, since it is reasonable to assume that the test year
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represents a reasonable representation of future conditions, where all factors — both good and
bad — are taken into consideration. There is no justification for violating the matching principle
which is a fundamental underpinning of the historical test year approach to ratemaking, by
selectively reaching beyond the test year include the cost of new construction projects, while
ignoring other things that occur after the test year, including the continued decline in net plant
in service through the accumulation of additional depreciation, as well as the benefit of
operating cost decreases and efficiency increases which will occur after the test year.

In sum, as a matter of sound public policy, as long as the Commission continues to use
an historical test year, it should reject proposals to include in rate base investments which were
not actually completed and placed into service during the test year. I believe it is preferable to
adopt a uniform, consistent cut-off based on the end of the test year. Accordingly, I recommend
only accepting the portion of this proposed adjustment which relates to the items which were
placed into service during the test year. As shown on Schedule BJ-2, this portion of the

proposed adjustment increases rate base by $575,976.

Do you agree with the intangible portion of SWG's CCNC adjustment?

No. SWG is adjusting its rate base for intangible plant additions that were not anticipated to be
in service until as much as 10 months after the end of the test year, and for intangible plant
projects with an amortization period expiring as much as 10 months after the end of the test
year. 1 have excluded this portion of the adjustment for the same reasons that [ excluded the

post test year tangible plant portion of this adjustment.
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V. Income Adjustments

Q.

Let's discuss SWG's proposed income adjustments. Can you begin by commenting on SWG's
first income adjustment?

Company witness Mashas states that witness A. Brooks Congdon covers SWG Adjustment No.
1 (as well as Adjustment No. 2). However, Mr. Congdon primarily discusses the Company's
cost of service study, and he does not specifically address Adjustment No. 1. In any event,
SWG's first income adjustment, "Revenues and Volumes" appears to primarily be intended to
adjust the test year non-gas revenues (margin) to reflect 12 months of consumption under
"normal" weather conditions. Witness Cattanach explains Adjustment No. 1 is actually the
composite result of five different sets of adjustments:

After compiling the recorded number of bills and therms for the test year,
Southwest Gas made the following adjustments in order to derive the
adjusted test year billing determinants: (1) billing adjustments; (2)
customer specific volume annualizations; (3) customer reclassifications;
(4) weather normalizations; (5) customer annualizations. ... The purpose
of the five adjustments is to ensure that Southwest Gas's test

year number of bills and volumes accurately reflect a full 12 months of
consumption under normal weather conditions for the development of
revenues and proposed rates. [Cattanach Direct, pp. 2-3]

How does SWG describe these five sets of adjustments?
The billing adjustments involved adjusting monthly consumption for customer bills, to correct
"significant billing anomalies". [Id., p. 3]

This adjustment is necessary to ensure that the monthly adjusted volumes
accurately reflect actual test year consumption. Otherwise, distorted
monthly values would reduce the reliability of the regression analysis
associated with the weather normalization adjustments ... [Id.]

The volume annualization adjustments were performed to "reflect a full year of consumption for

each active customer (excluding residential and small commercial customers) billed during June
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“'new customer was not on-line or was clearly in a start-up phase". Consumption was removed -

for customers who discontinued service during the test year. [Id., pp. 3-4]

The customer reclassification adjustments move certain customers between rate
schedules, to reflect a full 12 months of usage under the correct rate schedule that was
applicable at the end of the test year. According to SWG, reclassification adjustments do not
imnact the averall nimhar af hille ar valiimes far the fect vear T4 n 4]

The weather normalization adjustments involve adjusting heat sensitive consumption per
customer "to provide an accurate representation of monthly test year volumes under normal
weather conditions”. [Id., p. 4] According to SWG, actual billing cycle heating degree days
during the test year were 7.1 percent colder than “normai” in Tucson, and 6.6 percent colder
than “normal” in Phoenix. [Id.] To develop the "normal" number of heating degree days, SWG
us¢d a ten-year average for the 120 months ended June 2010, adjusted for outliers. The net
result of the weather normalization adjustments was a decrease in test year volumes of
16,064,337 therms. [Id., p. 6]

The customer annualization adjustments were made by comparing the number of
customers in the last month of the test year to the same month of the prior year. The customer
growth was then

prorated across the test year in declining intervals with 11/12ths of the
adjustment in the first month of the test year (July 2009), 10/12ths in the
second month (August 2009) and so forth. Adjustments to annualize
volumes were made by multiplying the monthly customer additions by
the respective monthly weather-adjusted average use per customer.
Customer and volume adjustments are then added to the weather-
normalized monthly bills and volumes to produce annualized test year
monthly bills and volumes. [Id., p. 7]
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Q.
A.

What was the overall net effect of these five sets of adjustments?

SWG's test year operating margin was $427,436,762 as recorded on in its account records.
[Schedule C-1, Sheet 1] After making these five adjustments, SWG computed an adjusted test
year margin of $410,912,098. [Schedule H-2, Sheet 8] The $16,524,664 difference is reflected

in the proposed revenue requirement calculations through its proposed Adjustment No. 1.

Schedule C-2 shows a $423,844,760 reduction in revenues for Adjustment No. 1. Why is
that?

Since SWG calculated adjusted margin, Adjustment No. 1 also includes a reduction in revenues
to exclude actual test purchased gas cost of $407,320,096. These gas costs are subsequently

added back through Adjustment No. 2.

What is your conclusion regarding these adjustments?

These types of adjustments are fairly common in ratemaking proceedings, and they are
generally consistent with the underlying purpose of using a historical test year, which is simply
a device for analyzing the normal level of revenues and costs which can be expected in the
future. However, I do have some concerns about the proposed calculations. In particular, it
seems odd to replace the actual test year results with hypothetical calculations based upon
“normal” weather based on just ten years of data. Since weather patterns can vary widely from
one year to the next, it is not unreasonable to attempt to “normalize” the test year based on
typical weather conditions. But, it would be more appropriate to develop such calculations
based upon a longer time period than just the past 10 years — since even a ten year period can be

warmer, or cooler, than normal.
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Q.
A

What was actual weather like during the test year?

According to data supplied by SWG, there were 1,542 heating degree days in Tuscon during the
test year, and 951 heating degree days in Phoenix during the twelve months ended June 2010.
[SWG Response to RUCO DR 6-1 and included attachment] Heating degree day (HDD) is a
standard measurement of the demand for energy needed to heat a home or business. Heating
degree days are defined relative to a base temperature - typically the outside temperature above
which a building needs no heating. For example, if the baseline temperature is 65 degrees, and
the average ambient (outside) temperature during a given day is 55, that day will resultin a
calculated HDD of 10. HDD can be added over time; for instance, the HDD for each day
during a month can be summed, to arrive at the total HDD for a particular month, and the
process can be repeated for all 12 months to develop the total HDD for a given year. In turn,
the HDD-based estimate of the heating requirements during any given 12 month period can be
compared to the analogous number for a "normal" year, to determine the extent to which

heating demand during the time period in question was larger or smaller than normal.

Have you compared the Heating Degree days during the test year to those proposed by the
Company, based upon an adjusted 10-year average?

Yes. As shown in the table below, the Company started with the 10-year average, which it then
adjusted to remove certain alleged “outliers”, resulting in a claimed “normal” level of 1,440
HDD for Tuscon, and 904 HDD for Phoenix. [Id.] The actual test year HDD for Tucson was
102 HDD greater than SWG's proposed “normal” HDD based on its proposed adjusted 10-year
average; a difference of 7.1%. Similarly, during the test year the HDD for Phoenix was 59

HDD greater than SWG's proposed 10-year adjusted average, a difference of 6.6%.
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1 Q. Do you agree with the Company's approach to this issue?

2 A.  No. I agree the test year was a bit colder than normal, and I agree it would be reasonable to

i
3 adjust the test year based upon a reasonable measure of “normal” weather. However, | don't
4 agree with the specific calculations put forth by the Company. First, I think 10 years is too
5 short a period to develop a reliable estimate of normal weather. Second, the proposed
! 6 adjustment to remove supposed “outliers” has the effect of distorting the calculations, pushing
7 the so-called “normal” measure of HDD farther from a true norm.
8 The problem is shown in the table below:
Tucson Test Year Phoenix Test Year
CHDD Difference CHDD  Difference
Test Year 1,542 951
SWG Adjusted 10-Year Average 1,440 7.1% 892 6.6%
10-Year Average 1,458 5.8% 904 5.1%
15-Year Average 1,450 6.3% 922 3.1%
20-Year Average 1,444 6.7% 924 2.8%
25-Year Average 1,438 7.2% 922 3.1%
30-Year Average 1,465 5.2% 923 3.0%

Source: SWG Response to RUCO DR 6-1

10 As shown in the table, the unadjusted 10 year average for Tucson was 1,458 HDD — just
11 slightly higher than the 15 year average of 1,450, the 20 year average of 1,444 and the 25 year
12 average of 1,438, The unadjusted 10 year average is a bit lower than the 30 year average of

13 1,465. 1 would argue that a 10 year period is too short to consistently provide a reliable

14 estimate of “normal” weather. The Company apparently agrees, since it felt compelled to adjust
15 the actual 10 year data to remove certain alleged "outliers." Whatever the merits of their

16 reasoning, the end result is not appropriate — their proposed adjustment to the data results in

17 numbers that are clearly not normal — particularly for Phoenix. More specifically, the Company
18 is proposing to replace the 10 year average with an adjusted figure of 892 HDD for Phoenix,
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which is lower than the actual 10, 15, 20, 25 and 30 year averages.

The unadjusted test year data reflects the impact of gas sales attributable to the actual
HDD of 1,542 and 951 in Tucson and Phoenix respectively. When compared to other time
periods, it is apparent that the test year was somewhat colder than normal — but the extent of the
discrepancy varies, depending on the specific time period used for the evaluation. For instance,
the test year HDD were 5.8% and 5.1% colder than the unadjusted 10 year average, for Tucson
and Phoenix, respectively. However, the test year HDD were 6.7% and 2.8% colder than the
unadjusted 20 year average, for Tucson and Phoenix, respectively.

In essence, the data confirms that the test year was a bit colder than "normal” and thus
people in Phoenix and Tucson undoubtedly used somewhat more gas than "normal" during the
test year. However, the Company is going too far with its proposed adjustment, creating an
unrealistic picture of a test year in which the weather was unusually warm and balmy during the
winter, creating hypothetical condition in which people use relatively little gas. The effect of
this proposal is to spread the Company's test year operating costs over an artificially small
volume of gas, translating into higher than appropriate proposed rates. If approved, this will
allow the Company to recover its revenue requirement over an artificially low volume of gas —
one which is lower than the actual volume used during the test year, as well as one that is lower
than the volume which will likely occur in future years — assuming weather patterns in the

future are similar to the actual long term averages reflected in the above table.

If the Commission wants to adjust the test year to reflect normal weather, what time
period do you recommend be used to develop the adjustment?

I recommend using the 30-year average. This provides better, more stable measure of “normal”
weather. However, | would not object to using a somewhat shorter time period, such as the 20-

year average. Either way, I recommend relying on the actual, unadjusted historical data for the
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time period in question, thereby avoiding the need to debate whether or not particular bits of
data represent an anomaly, which justifies removal from the data as an "outlier". As well, with a
longer time period, even if someone insists on removing outliers, the impact of this step will be
relatively modest, since you are working with a larger body of data, in which any one outlier

will have relatively limited impact.

Have you estimated the impact of revising Adjustment No. 1 to reflect the use of a more
appropriate measure of “normal” weather, based upon a longer time period than ten
years?

Yes. 1 have estimated the impact of using a 30-year weather average, rather than the Company's
adjusted 10-year average. As shown on Schedule BJ-5 column (A), my estimate for this
adjustment works out to $420,471,656. Keep in mind that this adjustment is calculated
residually. It is the difference between test year gross revenues and adjusted margin. The
adjusted margin of $414,285,202 is shown Schedule BJ-4, column (C). The adjusted margin
was estimated using the 30-year weather average, and compares to SWG's adjustment margin of

$410,912,098.

Can you now discuss SWG's second income adjustment - Purchased Gas Cost?
Yes. As | just mentioned, this adjustment simply adds back recorded test year purchased gas
costs, and is consistent with the methodology used to develop Adjustment No. 1. Accordingly, |

have included this adjustment on Schedule BJ-5.

Can you now discuss SWG's third income adjustment - Labor/Loading Annualization?
Yes. This adjustment consists of a $7,852,483 increase to operating expenses. [Schedule C]

This adjustment includes a salary annualization component for all employees with salaries in
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effect at the end of the last pay period beginning prior to June 30, 2010, and a similar labor
loadings annualization component. The adjustment also includes "an estimated 1.5 percent
general wage increase to be effective in June 2011, along with additional wage increases as a
result of within-grade movement during the twelve months subsequent to the end of the test

year." [Aldridge Direct, pp. 6-7]

What is your conclusion regarding this adjustment?

I disagree with the portion of this adjustment that is based upon pay increases that went into
effect after the end of the test year. Accordingly, I have incorporated a similar adjustment in my
revenue requirement analysis which excludes the portions of the Company's proposed
adjustment attributable to the post test-year wage increases. This modified adjustment results in
a $5,707,094 increase to operating expenses, as shown on BJ-7, page 1 in column (C), rather

than the $7.9 million increase proposed by the Company.

Can you now discuss SWG's fourth income adjustment - Call Center and Support
Allocation and Annualization?

SWG explains there are two parts to this adjustment. One part allocates a portion of the call
center and customer support costs (which are incurred on a systemwide basis) to Arizona
customers. The other part is an annualization adjustment, to reflect the impact of contract
employees who were present at the end of the test year, "to synchronize with the number of
Company call center employees at the end of the test year". [Id., p. 9] This adjustment increases
operating expenses by $690,350. [Schedule C-2] SWG proposed a similar adjustment in its
previous rate case; it doesn't seems to have been disputed by the parties, and apparently was
accepted by the Commission. [ have included it in my recommended revenue requirements, as

shown on BJ-7, page 1 in column (D).
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Q.
A.

Can you now discuss SWG's fifth income adjustment - Cost of Service Analysis?

This adjustment results in a $252,777 increase in operating expenses. {Schedule C-2] This
appears to be something of a catch-all adjustment which includes: 1) the removal of certain
costs for which SWG is not requesting recovery; 2) an adjustment to ensure "a full year's worth
of expense is reflected, no more and no less"; 3) annualization of certain items with significant

cost changes; and 4) removal of material, non-recurring costs. [Aldridge Direct, p. 10]

What do you conclude regarding this adjustment?

The process by which SWG calculated this adjustment is not entirely clear to me, and [ have not
studied it in depth. However, the adjustment does not seem to go beyond the end of the test
year and it appears reasonable based on the provided description. I have included it in my

recommended revenue requirements, as shown on BJ-7, page 1 in column (E).

Can you now discuss SWG's sixth income adjustment - Employee Vehicle Compensation?
This adjustment reduces operating expenses by $227,232. [Schedule C-2] The adjustment
removes from test year expenses the cost of Company vehicles related to personal use by

employees. [Aldridge Direct, p. 11]
What do you conclude regarding the vehicle compensation adjustment?

This adjustment appears reasonable, and I have included it in developing my recommended

revenue requirements, as shown on BJ-7, page 1 in column (F).
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Q.

Can you now discuss SWG's seventh income adjustment - Uncollectible Expense
Annualization?
SWG explains:

Adjustment No. 7 annualizes the recorded amounts in Account 904,
Uncollectibles Expenses, to reflect the test year net closing bill write-offs
as a percentage of gross revenues. The write-off percent applied to
present revenues determines the annualized amount, which is then
compared to the recorded uncollectible expense to determine the
adjustment amount. [Aldridge Direct, p. 11]

The proposed adjustment consists of a $436,181 increase to operating expenses. [Schedule C-2]

What is your conclusion regarding this adjustment?
The write off percent the Company is using is 0.2543%, which appears to be reasonable, and is

consistent with the Company's historical experience.

Can you now discuss SWG's eighth income adjustment - Leak Survey and Repair?

This adjustment reduces operating expenses by $178,871. The adjustment reduces test year
accelerated leak survey and leak repair expense related to Aldyl A and Aldyl HD pipe. SWG
states that this adjustment is consistent with prior Commission decisions. [Aldridge Direct, p.

11}

What is your conclusion regarding this adjustment?
[ have not studied this adjustment in depth, but it appears reasonable. I have included it in

developing my recommended revenue requirements, as shown on BJ-7, page 1 in column (H).

Can you now discuss SWG's ninth income adjustment - Injuries and Damages?
SWG explains: "Adjustment No. 9 adjusts the recorded self-insured accruals charged to

Account 925 (Injuries and Damages) during the test year to a normalized level". [Id.] The
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Company uses a ten-year average of self-insured amounts to normalize its injuries and damages
expense. [Id. p. 13] The effect of the adjustment is a $689,621 increase in operating expenses.

[Schedule C-2]

What is your conclusion regarding this adjustment?

By using a 10 year average of self-insured accruals, SWG's approach is generally consistent
with the methodology approved by the Commission in the Company's last rate case. The
Commission explained: "We agree with Staff that the 10-year normalization of recorded injuries
and damages expenses for Southwest Gas is an appropriate means of calculating the Company’s
likely pro forma expenses for the period rates will be in effect from this case". [Decision
70665, p. 14]

However, in that case the Staff recommended, and the Commission approved, the
removal of one extraordinary item. The claim involved an incident in 2005 when a leaking gas
fire severely burned several people, and resulted in a $10 million settlement paid by SWG. [Id.,
p. 13] Staff argued that the payment represented an abnormal expense that was not likely to be
experienced in the future. [Id., p. 14] The Commission agreed: "We believe Staff has presented
a reasonable analysis of the issue by excluding the costs for what appears to be an extraordinary
event that occurred in 2005, but is not likely to occur on a going-forward basis". [Id.]

I conclude that injuries and damages expense should again be calculated in the manner
approved by the Commission in Decision 706635, using a long term average that excludes the
extraordinary payment made in 2005. During the discovery process, SWG recalculated its
injuries and damages expense (Account 925) in a manner consistent with Staff's approach in the
prior rate case. [See, ACC-STF-6-12 Injuries and Damamges.xlIsx, provided in response to Staff
DR 6-12] As shown on those calculations, SWG's injuries and damages expense during the test

year was $7,229,013. These total Account 925 expenses include the reserve for self insurance,
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as well workman's comp expenses, legal and other costs. The Company proposed $7,918,534
for Account 925, resulting in SWG's $689,621 pro forma adjustment. Using Staff's
methodology from the prior case, SWG calculated $7,411,513 for Account 925, which would
require a $182,500 adjustment to the test year injuries and damages expense, rather than the
$689,621 adjustment requested by the Company. As shown on Schedule BJ-5, I have included

this smaller adjustment in my revenues requirements analysis.

Can you now discuss SWG's tenth income adjustment - American Gas Association (AGA)
Dues?

SWG adjusts its AGA dues expense by removing $16,324, which is the portion of the dues
allocated to Arizona that SWG estimates is attributable to AGA's lobbying efforts. [Aldridge
Direct, p. 14] The adjustment is based on an estimate that 6.09% of AGA's budget is used to

fund lobbying efforts. [See, Schedule C-2, Adjustment No. 10, Sheet 1]

What is your conclusion regarding this adjustment?
I disagree with SWG's exclusion of just 6.09% of AGA dues. This exclusion is not sufficient, in
my opinion. I say this for two primary reasons. First, a large, but indeterminate, portion of
AGA's activities are designed to influence government policy, both directly (supporting industry
lobbying and public relations efforts with respect to Congress and various State and Federal
agencies) and indirectly (through various types of policy studies and research which support
those efforts). The Company has focused on a narrow subset of this overall range of activities —
those which are most directly related to influencing legislation, but the entire range of activities
is primarily the responsibility of, and for the benefit of, stockholders.

Second, this organization's activities would continue whether or not SWG or any other

Arizona utility belongs to the organization, or contributes to the budget for these activities.
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Thus, it is hard to say these costs are necessary for the Company to incur, or that membership
offers any significant benefits to the Company's ratepayers. Taking both of these problems into
account, I recommend that ratepayers be required to bear no more than a reasonable portion of

these dues.

What percentage of AGA dues did the Commission allow in SWG's previous rate case?
The Commission accepted Staff's recommendation to disallow 40% of AGA dues as a
reasonable approximation of the amount for which ratepayers receive no benefit. [Decision
70665, p. 12] Staff's recommendation was based on two NARUC sponsored "Audit Reports of
the Expenditures of the AGA", as well as information provided in AGA's 2007 and 2008
budgets. [See, Smith Direct, Docket No, G-01551A-07-0504, p. 42] As explained by the
Commission:

Staff claims that its recommended 40-percent disallowance is consistent
with a March 2005 NARUC Audit Report that quantified AGA function
categories that Staff believes should not be paid by ratepayers. The
categories cited by Staff are: Public Affairs (24.13 percent); Corporate
Affairs and International (10.54 percent); half of General Counsel and
Corporate Secretary (2.6 percent); and Marketing (2.37 percent). (Id. at
RCS-2, Sched. C-6.) Staff contends that the 39.64-percent total
represented by these activities supports its recommended disallowance.
Morcover, according to Mr. Smith, based on the 2007 and 2008 AGA
budgets, the recommended dues disallowance would be 13.29 percent
and 46.19 percent, respectively. [Decision 70665, p. 12]

Did SWG provide any recent AGA budget information that would allow a similar
computation as those provided by Staff in the prior rate case?
Yes. During the discovery process, SWG provided AGA's actual and forecasted expenditures

for 2009 and 2010, respectively.
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AGA Categories of Expenses 2009 Percent 2010 (forecast) Percent
Public Affairs $6,087,552 22.98% $6,143,000 23.87%
Policy, Planning & Regulatory Affairs 4,277,647 16.15% 4,427,000 17.20%
Market Development - 0.00% - 0.00%
Corporate Affairs 2,880,397 10.87% 2,354,000 9.15%
Operations & Engineering Management 5,474,235 20.67% 5,085,000 19.76%
Industry Finance & Administrative 1,027,748 3.88% 1,129,000 4.39%
General Counsel 1,472,072 4.42% 1,067,000 4.15%
General and Administrative 5,669,647 21.03% 5,535,000 21.50%
Total $26,489,298 100.00% $25,740,000 100.00%

10
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15

16
17
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19
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21
22

Summing the percentages for Public Affairs, Corporate Affairs, and half of General Counsel
results in a 36.07% and 35.08% disallowance based on 2009 and 2010 data, respectively. Based
on this data, I conclude that 35% is a reasonable estimate of the amount of dues that should not
be born by ratepayers. Accordingly, I have removed 35% of AGA dues, which results in an

Arizona-specific adjustment of $93,815, as Shown on Schedule BJ-5.

Can you now discuss SWG's eleventh income adjustment - Paiute Pipeline/SGTC
Annualization?

Yes. The adjustment consists of a $44,593 increase to expenses. [Schedule C-2] SWG
explains:

Adjustment No. 11 annualizes the system allocable A&G amounts
allocated to Paiute through the MMF allocation methodology, the
insurable property factor, and the rent revenue that Southwest Gas
receives from Paiute for the test year ended June 30, 2010. [Aldridge
Direct, pp. 17-18]

SWG states that the methodology used for this adjustment is the same as the methodology it
used in previous rate cases. [Id., p. 18] The analogous adjustment made by SWG in it's last rate
case was not discussed by the Commission in Decision 70665. Therefore, it appears that a

similar adjustment has been implicitly approved by the Commission.
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Q.
A.

What is your conclusion regarding this adjustment?
Although I have not studied this adjustment in depth, it appears reasonable, and I have included

it in my analysis, as shown on Schedule BJ-5.

Can you now discuss SWG's twelfth income adjustment - Rate Case Expense?

Yes. This adjustment increases operating expenses by the estimated costs of this rate case,
including printing, postage, court reporting, noticing, publication, travel and outside
consultants, amortized over a three year period. [Id.] The $33,386 adjustment is the difference
between the computed amortization amount and the amount of rate case expense from the prior
proceeding which was amortized on the Company’s books during the test year. [Id.] This
adjustment is consistent with the methodology used by SWG in the last rate case, which appears

to have been implicitly approved by the Commission.

What is your conclusion regarding this adjustment?
This adjustment appears reasonable, and [ have included it in my analysis, as shown on

Schedule BJ-5.

Can you now discuss SWG's thirteenth income adjustment - Depreciation and
Amortization Expense Annualization?
Yes. This adjustment consists of a $3,135,177 increase to operating expenses. [Schedule C-2]

Adjustment No. 13 annualizes depreciation and amortization expense
based on adjusted plant in service at June 30, 2010, using currently
approved depreciation rates. ... This adjustment is necessary to
synchronize the depreciation and amortization expense with the plant in
service at the end of the test year, as adjusted. ... [P]lant that is placed in
service or retired after the beginning of the test year has a partial year's
depreciation expense recorded on the books of the Company. ... This
adjustment... is consistent with the methodology approved by the
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Commission in the Company’s previous rate cases. [Aldridge Direct, pp.
18-19]

What is your conclusion regarding this adjustment?

The general approach used by SWG seems reasonable, and I have included a similar adjustment
in my analysis. However, in calculating my recommended adjustment, I used my recommended
adjusted plant balances. As I explained previously, the latter amounts exclude certain post test-
year additions and retirements proposed by SWG. As shown on Schedule BJ-5, my adjustment
increases operating expenses by $2,481,107, which is substantially lower than SWG's proposed

$3,135,177 adjustment.

Can you now discuss SWG's fourteenth income adjustment - Property Tax Annua]izatioh?
Yes. SWG annualizes property taxes on the Company’s adjusted investment in plant and
materials as of the end of the test year. [Aldridge Direct, p. 20] The company estimated "full
cash value" by adding materials and supplies to, and subtracting transportation equipment and
land rights from, its adjusted test year net plant in service. "The estimated cash value is then
multiplied by the 2011 assessment rate of 20 percent to determine the assessed value". [1d.]
SWG multiplies the resulting assessed value by the currently effective property tax rate of
10.1263 percent to determine the annualized property tax expense. [Id.] This adjustment

increases operating expenses by $1,457,495. [Schedule C-2]

What is your conclusion regarding this adjustment?

I disagree with using the 2011 assessment ratio, because this goes too far beyond the test year.
Property tax reform legislation passed in 2005 reduced the assessment ratio on class one
property (business) from 25% to 20% over a ten-year period. [An Explanation of Arizona

Property Taxes, 2010 Edition, p. 4] Legislation passed during the 2007 legislative session
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accelerated the reduction in the class one assessment ratio from a ten year phase down to six
years. [Id.] The assessment ratio was reduced to 22% for 2009, 21% for 2010, and 20% for
2011 and later years. [Id.] Ihave developed an alternative adjustment, as shown on BJ-7,
using the 21% 2010 ratio, rather than the 20% 2011 ratio proposed by SWG. Further, my
recommended adjustment is based upon my recommended net plant in service amount as of the
end of the test year (June 30, 2010), rather than the post-test year adjusted net plant amount
proposed by SWG.

As shown on Schedule BJ-5, my recommended adjustment results in a $2.730,392
increase to operating expenses, as compared with the Company's proposed adjustment, which
increases operating expenses by $1,457,495. This is a good illustration of one of the points I
mentioned earlier in my testimony. In this case, if the Company's proposed post-test year
adjustment were allowed. it would substantiallv reduce the calculated revenue requirement. No
one would dispute that the change in the assessment ratio is “known” or that the impact is
“measurable.” But, I believe the proposed adjustment should be rejected because it relates to
changes which occurred after the test year, consistent with my recommendations concerning
other adjustments which should also be limited to events which occurred before the end of the

test year.

Can you now discuss SWG's fifteenth income adjustment - Interest on Customer
Deposits?

Yes. This adjustment consists of a $292,612 increase to operating expenses. [Schedule C-2]
SWG explains:

Adjustment No. 15 synchronizes interest expense on customer deposits
with the amount of customer deposits used as a rate base reduction. The
customer deposit balance used as a rate base reduction is multiplied by
the customer deposit rate of six percent to determine the adjusted interest
on customer deposit balance expense. The difference between the
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adjusted amount and the recorded amount is the adjustment. Consistent
with prior Commission decisions, interest expense is treated as an above-
the-line expense. [Aldridge Direct, p. 20]

What is your conclusion regarding this adjustment?

This type of adjustment is appropriate, in order to include the cost of interest on customer
deposits (since this isn't included in the cost of capital and rate of return calculations), and to
synchronize the level of interest on customer deposits with the end of the test-year rate base,
and other adjustments that are tied to this cut off date. Accordingly, I recommend the

Commission approve this adjustment. I have incorporated this adjustment into Schedule BJ-5.

Can you now discuss SWG's sixteenth adjustment - Surcharge Adjustment?
This adjustment is intended to remove from base rates expenses that are recovered through
various surcharges. [Aldridge Direct, p. 21] The adjustment results in a $3,798,881 reduction to

operating expenses. [Schedule C-2]

What is your conclusion regarding this adjustment?

This adjustment is necessary to prevent double recovery of expenses associated with R&D,
TRIMP and Demand Side Management programs, since these expenses are being recovered
through separate surcharges. I have included it in developing my recommended revenue
requirements, as shown on Schedule BJ-5.

Are there any other expense related adjustments you would like to discuss?

Yes. I would like to discuss several adjustments related to certain SWG incentive compensation
and retirement plans. SWG has several retirement plans. The Company's Employee Investment
Plan (EIP) is a 401(k) plan under which SWG provides matching contributions equal to one-
half the deferred amount up to 7 percent of their annual salary. [SWG Response to Staff DR 1-

50, p. 3] Officers are not eligible for matching contributions under the EIP. [Id.] SWG's
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Defined Benefit Retirement Plan (DBRP), is a retirement plan with benefits based on an
employee's years of service, up to a maximum of 30 years, and the 12-month average of the
employee's highest five consecutive years salaries, excluding bonuses, within the final ten years
of service. [Id. p. 2] The DBRP is available to all employees. [Id.] SWG's Executive Deferral
Plan (EDP), is only available to executives at the vice president level and above. [Id.] Under the
EDP, executives may defer up to 100 percent of their annual compensation and 100 percent of
the cash portion of their variable at-risk compensation. The Company provides matching
contributions similar to contributions made under the Company's 401(k) plan. [Id.] Finally,
SWG provides a Supplemental Executive Retirement Plan (SERP) to executives. SWG
explains:

Benefits from the plan, when added to the benefits received under the
basic retirement plan, will equal 60 percent of annual compensation for
senior executives, and 50 percent of annual compensation for all other
officers. Annual compensation is defined as the 12-month average of the
highest 36 months of salary. [Id.]

SWG's incentive compensation plans include the Management Incentive Plan (MIP), the
Restricted Stock/Unit Plan (RSUP), the Aspire program (Aspire), and the Going the Extra Mile
(GEM) program. [Id., pp. 3-5] The MIP provides compensation based on certain goals and
performance objectives. [Id., p. 3] The MIP is based on performance on four measures:
customer satisfaction, customer-to-employee ratio, return on equity, and operating costs. [Id.]
"Forty percent of the total award earned under the MIP is paid in cash immediately following
the financial close of the most recent calendar year. The remaining 60 percent is issued as
performance shares and vest three years in the future". [Id.] The MIP is measured as a
percentage of base salary and varies by title, ranging from 10% for key management employees,
to 115% for the CEO. [Id.] The MIP is only available to executives and upper-level

management.

39



S

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

Direct Testimony of Ben Johnson, Ph.D.
On Behalf of The Arizona Residential Utility Consumer Office, Docket No: G-01551A-10-0458

SWG's RSUP replaced the Company's Stock Incentive Plan in 2007. [Id., p. 4] The
RSUP is only available to officers and other key management employees. The dollar amount of
the award under the RSUP is "converted to restricted share units using the market price on the
date such awards are approved by the Company's Board of Directors". [Id.]

Aspire is only available to salaried employees who do not qualify for the MIP. [Id.] To
qualify, an employee must be recommended in writing by an officer of the Company. Awards
range from $2,500 to $7,500 and are granted to individuals "who go significantly above and
beyond their job responsibilities with substantial contributions toward the overall betterment of
Southwest Gas, as well as demonstrate dedication to the goals and philosophy of the Company".
[Id., p. 5]

GEM is similar to Aspire, but is tailored towards "non-exempt" (non-salaried)
employees. Employees nominated are evaluated on: productivity; customer service; innovation;
leadership; and, character. [Id.] The number of employees who may be recognized each year is
limited to one hundred non-exempt employees Company-wide. "The number of awards
allocated to each jurisdiction is determined by the number of non-exempt employees in that

jurisdiction as a percent of the total non-exempt employee population company wide". [Id.]

How has the Commission traditionally handled retirement plans in SWG rate cases?

The Commission has disallowed 100% of SERPs expenses in prior SWG rate cases. In SWG's
previous rate case, SWG argued that the Company's SERP was "vital to the Company’s
attraction and retention of highly-skilled employees, which ultimately benefits customers".
[See, Decision 70665, p. 17] Staff and RUCO argued that the Commission had disallowed
SERPs expenses in prior cases involving SWG, UNS Gas, UNS Electric, and APS, and that
SERPs were not necessary costs since high-ranking officers were already fairly compensated

through their salaries and an array of benefits. [See, Id.] The Commission quoted the following
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1 from previous rate cases:

2 [Wle believe that the record in this case supports a finding that the

3 provision of additional compensation to Southwest Gas’ highest paid

4 employees to remedy a perceived deficiency in retirement benefits

5 relative to the Company’s other employees is not a reasonable expense

| 6 that should be recovered in rates. Without the SEW, the Company’s
| 7 officers still enjoy the same retirement benefits available to any other

8 Southwest Gas employee and the sttempt to make these executives

9 “whole” in the sense o€ allowing a greater percentage of retirement
10 benefits does not meet the test of reasonableness. If the Company wishes
11 to provide additional retirement benefits above the level permitted by IRS
12 regulations applicable to all other employees it may do so at the expense
13 of its shareholders. However, it is not reasonable to place this additional
14 burden on ratepayers. [Id., pp. 17-18, quoting from SWG Decision
15 68497, p. 19]
16 [Tlhe issue is not whether UNS may provide compensation to select
17 executives in excess of the retirement limits allowed by the IRS, but
18 whether ratepayers should be saddled with costs of executive benefits
19 that exceed the treatment allowed for all other employees. If the
20 Company chooses to do so. shareholders rather than ratepayers should be
21 responsible for the retirement benefits afforded only to those executives.
22 We see no reason to depart from the rationale on this issue in the most
23 recent Southwest Case rate case, and we therefore adopt the
24 recommendations of Staff and RUCO and disallow the requested SEW
25 costs. [Id., p. 18, quoting from UNS Decision 70011, p. 28]
26
27 The Commission concluded that no material factual differences existed in SWG's prior rate case
28 that would require a departure from past decisions on this issue, and denied the inclusion of
29 SERP expenses in rates. {Id., pp. 17-18]
30

31 Q. What do you conclude regarding SWG's SERP expenses?

33 rate case, there are no material differences that would justify a departure from past precedent.
34 During the discovery process, SWG was asked to identify the amount of SERP expense
35 including in its filing. [See, RUCO DR 4-3 and Staff DR 17-1] SWG estimates that 1,725,839

|

|

‘ 32 A. 1 conclude that SWG's SERP's expenses should once again be disallowed. As with SWG prior
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in SERP expenses are included in its filing. [SWG response to Staff DR 17-1 and included
attachment] However, SWG explains:

The precise amount of SERP requested for recovery is impacted by
numerous calculations within the cost of service model, including cash
working capital and the labor loading allocations. The attached
spreadsheet, which does not reproduce every calculation within
Southwest Gas' cost of service model, but shows the largest components,
shows an impact of approximately $1.73 million. Any changes to the
allocation methods, charged labor amounts, or cash working capital
components will impact the exact amount of SERP requested for
recovery in Arizona. [Id.]

As shown on Schedule BJ-5, I have included an adjustment which removes the Company's
estimated test year SERPs expenses. This adjustment results in a $1,725,839 decrease to

operating expenses.

How has the Commission traditionally handled incentive compensation plans in SWG rate
cases?

In the past, the Commission has disallowed 50% of SWG's MIP expenses, and 100% of SWG's
other executive stock-based incentive plans. In SWG's prior rate case, the Company argued that
annual variable pay was "less than the market average compared to other western utilities,
including Pinnacle West and UniSource". [See, Id., p. 15] Staff and RUCO argued that the MIP
goals benefit both ratepayers and stockholders, and that certain criteria primarily benefit
stockholders. [See, Id.] The Commission noted that in several earlier rate cases, it had
disallowed 50% of MIPs expenses "on the basis that such programs provide lpproximately
equal benefits to shareholders and ratepayers because the performance goals relate to Financial
performance and cost containment goals as well as customer service elements. [Id. p. 16] The
Commission quoted from its decision in an earlier SWG rate case, in which it concluded:

In Decision No. 64 172, the Commission adopted Staffs recommendation
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regarding MIP expenses based on Staffs claim that two of the five
performance goals were tied to return on equity and thus primarily
benefited shareholders. We believe that Staffs recommendation for an

equal sharing of the costs associated with MIP compensation provides an

appropriate balance between the benefits attained by both shareholders
and ratepayers. Although achievement of the performance goals in the
MIP, and the benefits attendant thereto, cannot be precisely quantified
there is little doubt that both shareholders and ratepayers derive some
benefit from incentive goals. Therefore, the costs of the program should
be borne by both groups and we find Staffs equal sharing
recommendation to be a reasonable resolution. [Id., quoting Decision
68487, p. 18]

With regard to other stock incentive plans, the Commission held:

On the same basis, we will also disallow 100 percent of the Southwest
Gas stock incentive plan (“SIP”). The costs elated to similar incentive
plans were recently rejected for APS and UNS Electric. (See Ex. S-12 at
32-34.) As was noted n the APS case, stock performance incentive goals
have the potential to negatively affect customer service, and ratepayers

should not be required to pay executive compensation that is based on the

performance of the Company’s stock price. [Id., p. 16, f.n. 4]

Q. What do you conclude regarding SWG's incentive compensation plans?

A. I conclude that there has been no change in facts or circumstances that would require a
deviation from the Commission's established practice of disallowing 50% of SWG's MIP
expenses, and 100% of other executive stocked-based incentive compensation. SWG's MIP
goals still include criteria that primarily benefit stockholders. Further, a significant portion of
MIP compensation is in the form of stock. As the Commission has noted, when the value of
incentive compensation is tied to the value of the Company's stock price, there is the potential

for a conflict with customer service goals, and ratepayers should be required to pay for such

executive compensation.
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Q.
A.

What amount of MIP expense is SWG seeking to recover in this proceeding?

During the discovery process, SWG was asked to identify the amount of all incentive
compensation included in its revenue deficiency analysis. [See, RUCO DR 4-2] SWG replied:
"The amounts of incentive compensation are embedded into total labor costs, and cannot be
separately identified by a cell reference to any tab in the file 2010 Arizona Deficiency.xIsx".
[SWG reply to RUCO DR 4-2] However, in response to another data request, SWG provided
the amount of incentive compensation recorded during the test year. [See, SWG response to
Staft DR 17-2] SWG is requesting recovery of $3,536,498 in MIP expenses in this proceeding.
[SWG response to Staff DR 17-2, and included attachment] As shown on Schedule BJ-5, I have

included an adjustment to remove 50% ($1,768,249) from operating expenses.

What amount of other (non-MIP) executive stocked-based incentive compensation is SWG
seeking to recover in this proceeding?

As I explained earlier, the Commission disallowed 100% of SWG SIP expenses in the prior rate
case. SIP has been replaced with SWG's RSUP program. SWG has included $1,033,831 in
RSUP expenses in this proceeding. [1d.] Accordingly, as shown on Schedule BJ-5, T have

included an adjustment which reduces operating expenses by $1,033,831.

V1. Fair Value Rate of Return

Can you begin your discussion of the fair value rate of return (FVROR) by explaining how
SWG developed its request?

SWG started by calculating the difference between its proposed OCRB and FVRB. [Hevert
Direct, p. 52] SWG then "weighted the OCRB using the Company’s proposed capital structure

weighting, which includes the debt and equity component of the OCRB, and the appreciation in
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the value of the assets which, when added to the OCRB, results in the FVRB". [Id.] The
Company applied its cost of debt to the debt component of the OCRB, its proposed ROE to the
equity component of the OCRB, and 50% of an estimate of the risk free rate of return to the
difference between FVRB and OCRB. [Id., pp. 52-53] The Company estimated the nominal
risk free rate of return by averaging the short-term projected yield on 30-year Treasury bonds
and the long-term projected yield on the 30-year Treasury bonds. [Id. p. 53] This nominal risk
free rate was then adjusted by the rate of inflation. [Id.] SWG estimated the inflation rate by
averaging the Blue Chip Financial Forecast estimate of the long term change in CPI for 2017
through 2020, and the EIA Annual Energy Outlook estimate of the change in CPI for the period
from 2010 through 2035. [Id.] The Company's calculations result in a cost rate of 1.24% to be

applied to the difference between OCRB and FVRB.

The Commission's traditional method of calculating a rate of return for application to a
fair value rate base has been heavily litigated in recent years. Can you briefly explain
how that recent litigation began?

On September 30, 2005 the Commission issued Decision No. 68176 granting a rate increase to
Chaparral City Water Company. ("Chaparral") In accordance with longstanding precedent, the
Commission multiplied the weighted average cost of capital (WACC) by the original cost rate
base (OCRB) to estimate the needed operating income. [Decision 68176, pp. 26-28] The
Commission then divided that required level of operating income by the fair value rate base
(FVRB) to arrive at a fair rate of return. [Id., p. 28] The fair rate of return was then applied to
the FVRB to determine operating income for rate making purposes. Chaparral subsequently
filed an appeal with the Arizona Court of Appeals that, among other things, has resulted in the

Commission rethinking its approach to developing the rate of return it applies to the FVRB.
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Q.
A.

Did the Court of Appeals address the methodology for determining a fair rate of return?
Yes. First, the court recognized that the Arizona Constitution gives the Commission “exclusive
and plenary” authority to prescribe rates for public utilities within the state. [Chaparral City
Water Company v. ACC, 1 CA-CC 05-0002, Memorandum Decision, p. 5] However, the court
also noted that the state Constitution specifically requires the Commission to ascertain the “fair
value” of the utility's property. [Id., p. 6]. Article 15, Section 14 of the Arizona Constitution
States:

The corporation commission shall, to aid it in the proper discharge of its
duties, ascertain the fair value of the property within the state of every
public service corporation doing business therein; and every public
service corporation doing business within the state shall furnish to the
commission all evidence in its possession, and all assistance 1n its power,
requested by the commission in aid of the determination of the value of
the property within the state of such public service corporation.

The court stated that this provision has been interpreted as requiring the Commission to
determine the fair value of the utility's property, and to use that finding as the rate base in
setting rates. [Id., citing Simms v. Round Valley Light & Power Co., 294 P. 2" at 382] The court
noted that the Arizona Constitution does not define fair value, but stated that it is “generally
recognized as being based on both original cost and reproduction cost”. [Id., p. 4, fn. 4]

On appeal, Chaparral argued that operating income should be determined by multiplying
the FVRB by the rate of return, and that “the rate of return is generally equal to a utility's
weighted cost of capital”. [See, Id., p. 7] The Commission responded by asserting that it was
not bound to use the weighted average cost of capital as the rate of return to be applied to
FVRB. The court agreed, stating:

If the Commission determines that the cost of capital analysis is not the
appropriate methodology to determine the rate of return to be applied to
the FVRB, the Commission has the discretion to determine the
appropriate methodology. [1d., p. 13]
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The court also noted that “rates of return vary, depending upon the type of rate base
used”. [Id., p. 7, f.n. 5] However, the Court of Appeals found that the Commission's method for
determining operating income ignored fair value rate base, in violation of the Arizona
Constitution.

Here, the Commission determined Chaparral City's operating income
based on the OCRB and then mathematically calculated a corresponding
rate of return had the income been based on the FVRB. Under this
method, Chaparral City's operating income, and therefore its revenue
requirements and rates, were based not on the fair value of its property,
but on its OCRB, which does not comport with the Arizona Constitution.
[1d., p. 12]

Accordingly, the court remanded the matter to the Commission for further determination.

Q. What did the Commission decide on remand?
A.  OnJuly 28, 2008, the Commission issued Decision No. 70441, in which it stated:

Our previous method was a shorthand method of ensuring that inflation
would only influence one piece of the ratemaking formula - the rate of
return. However, the Court of Appeals has made it clear that, under our
constitution, the "inflation component" belongs in the FVRB.
Accordingly, in order to avoid over-counting the effect of inflation, it is
necessary for us to ensure that the rate of return does not also carry an
inflation component. [Decision No. 70441, p. 33]

The Commission noted that there are many methods that could be used to determine an
appropriate FVROR, including the methods advocated by Staff and RUCO in the Chaparral
case. [Id., p. 34] Staff's method "adjusts the cost of capital to reflect the cost of the portion of
the capital structure that is funded by neither debt nor equity, but exists due to inflation". [Id.]
RUCO's method "analyzes the inflation contained in the estimates of cost of equity and adjusts

the cost of capital to eliminate the inflation component". [Id.] Ultimately, the Commission used
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a method similar to the one I recommended on behalf of RUCO, but with a significant

modification, which limited its scope. [Id.]

Can you describe the methed that was recommended by RUCQO in the Chaparral remand
case?

Yes. As I explained in that proceeding, in jurisdictions where the rate base is entirely based on
original cost déta, it is common practice to apply a rate of return which is based upon the
weighted average cost of capital, derived in large part using accounting data (e.g. debt and
equity amounts; embedded interest rates). In contrast, where the rate of return will be applied to
the current value of the utility's property, a lower return is appropriate — one that provides the
utility with an opportunity to recover its actual capital costs, without overcompensating for
inflation.

A rate of return that is fair to both customers and stockholders can be derived from the
weighted average cost of capital by simply subtracting an amount related to the rate of inflation,
thereby preventing a double counting of compensation for inflation. For example, assume the
weighted average cost of capital is 7.50%, and the relevant inflation rate is 2.5%, then a fair

return on the fair value rate base would be 5.00%, or thereabouts.

Why is it appropriate to remove inflation from the rate of return?

A typical cost of capital, which includes inflation, cannot be applied to the fair value rate base
because this would result in a double counting of inflation. A fair value valuation of the rate
base tends to be higher than an original cost valuation, because it also reflects the impact of
inflation and other factors which tend to contribute to an upward growth in value over time.
Economists have long recognized that inflation and other factors which increase the value of an

investment will significantly impact an investment's expected return. In turn, these factors
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affect the present value of the investment. To fully understand this relationship, it is necessary
to realize that growth in the value of an investment is a component of the total return achieved
by the investor. Indeed, for many so-called growth stocks which pay little or no dividends,
virtually the entire return received by the investor results from growth in the market value of the
stock (capital gains). The same principle applies to the value of rental property in areas where
real estate prices (and/or rents) are escalating — investors will take into account the anticipated
growth in the value of their investment — similar to the way growth stocks are evaluated.

Similarly, if the income being generated by a particular investment is expected to grow
over time (e.g. rents are increasing), that will tend to push up the current market value of an
investment. Investors will accept a lower current return from an investment, if they have reason
to believe the return will increase over time.

The current market value of an investment is determined by the net effect of multiple
factors, including the current annual income or return (in dollars), expected changes in that
income or return, and expected changes in the value of the investment. Thus, real estate
investors in areas where demand is growing will often purchase property with an extremely low
or negative current cash return, because they anticipate profiting from future growth.

Similarly, investors might construct a new office building, despite the fact that the rent
payments during the first few years will actually be less than their direct expenses (interest,
utilities, taxes, etc.), indicating a negative current level of return — if they expect rents, and/or
the value of the property, to increase sufficiently in the future. Investors take into account all
aspects of anticipated returns, including past and future trends in market rents, as well as
anticipated growth in the value of the building. If the growth expectations are strong enough,
investors will accept extremely low or negative returns during the early years, because they
anticipate earning an adequate return over the entire life cycle of their investment.

Since the dollar magnitude of the fair value rate base is larger than an original cost rate
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base, reflecting past growth in the value of the utility's property, and since the future income
stream can reasonably be expected to increase in the future, due to inflation and other factors
which tend to push up property values as time passes, a 5.00% return on fair value is likely to
provide investors with as large a total return (over time) as a 7.50% return applied to an original
cost rate base. The exact amounts received by investors may differ somewhat, and they
certainly will differ during any specific year, but the key point is that investors will have as
strong an opportunity to recover their capital costs and to earn a competitive return through the
application of a 5.00% return on an escalating estimate of fair value as With a 7.50% return on
the original cost. The regulatory goal of simulating the effects of competitive markets, and

compensating investors for the impact of inflation, can be achieved either way.

Can you explain in greater detail why a fair rate of return applied to a fair value rate base
is less than the percentage return which would normally be applied to an original cost rate
base?

Yes. If the return is going to be fair to customers as well as to stockholders, it must be lower
than the weighted average cost of capital. The same percentage figure cannot be appropriate for
application to both the original cost and to the replacement cost of the utility's property, unless
these two cost measures happen to be nearly the same.

Another way of seeing why this conclusion is valid is to start with the competitive
market result, which is widely accepted as the appropriate standard for utility regulation in
nearly all jurisdictions, regardless of whether they use original cost or fair value in developing
their rate base calculations. Utilities in Arizona and other states are all competing for
investment capital that is being provided in a national market. If the same percentage rates of
return were applied to fair value rate bases in Arizona as are applied to original cost rate bases

in all other jurisdictions, it is self evident that Arizona investors would be overcompensated.
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If the same cost of capital were applied to a fair value rate base as is applied to original
cost rate bases in other jurisdictions, Arizona utilities would be provided with an opportunity to
earn windfall profits, in comparison with the treatment of utilities in other states, where firms
are only given the opportunity to earn a normal, competitive return.

While the Arizona Constitution requires use of a fair value rate base, and that may
influence the specific rate of compensation provided to any specific utility during any specific
year, it is not necessary or appropriate to provide Arizona utilities with earnings that
consistently exceed those earned, on average, by utilities in other states (or which consistently
exceed the earnings of the average unregulated firm which operates in competitive markets,
adjusted for differences in risk). Yet just such a consistent differential would occur if the same
rate of return were applied to fair value in Arizona and to original cost in other jurisdictions.

Aside from differences in risk, the long term average compensation provided to utility
investors in Arizona should be roughly equivalent to that paid to investors in other enterprises —
assuming comparable levels of risk. Investors in Arizona and in other states should all be given
a reasonable opportunity to earn a normal return — a return which is consistent with competitive
market levels.

I made that last statement in terms of the long term average, because there could be
differences in timing, due to differences in the rate base valuation methodology. The return on
investment provided in a fair value rate jurisdiction might be somewhat lower in the initial
years, and higher in the later years of any given investment, relative to the timing of the returns
received in an original cost jurisdiction, just as investors in growth stocks receive more of their
return in later years, as dividends increase, or upon sale of the stock. While the year-to-year
pattern of cash flows might differ somewhat depending on the specific rate base methodology,
the overall long term average level of compensation paid to investors should be very similar,

regardless of whether the rate base is based upon original cost, or fair value.
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Consistent with this line of reasoning, it is clear that the appropriate magnitude of the
difference between the appropriate rate of return in an original cost jurisdiction and the fair rate
of return in a fair value jurisdiction is closely related to the rate of growth in the utility's fair
value rate base relative to the original cost of its property. The more rapidly fair value is
growing relative to original cost, the less need there is to immediately provide a high level of
current income in the form of high percentage return for application to the fair value rate base.
This is exactly what we observe in the stock market, where investors are satisfied with
relatively lower levels of current income and dividends in growth industries, where the value of

the stock and the anticipated future level of dividends are expected to grow over time.

Can you now describe the modified method the Commission used in the Chaparral case?
The Commission held:

Although we believe that the cost of debt may reflect the effects of
inflation, we are not convinced that the evidence presented in this
proceeding is developed sufficiently to make that determination with
certainty. Accordingly, while we agree with RUCO that the WACC
should be adjusted to remove the inflation component, we believe that the
appropriate adjustment in this case is to adjust only the cost of equity
component of the WACC. [Id., pp. 36-37 ]

The Commission used a "conservative" inflation estimate of 2.00%, but it only removed the

inflation component from the cost of equity component of the WACC. [Id., p. 37]

Has the Commission's approach to FYROR evolved since the Chaparral remand case?
Yes. The Commission issued an order in SWG's prior rate case on December 24, 2008; several
months after the Chaparral remand order. [Decision 70665] The Commission used an approach
which was similar to a method proposed by Staff during the Chaparral remand proceeding, and

similar to the methodology used by SWG in this proceeding, although the numbers differed.
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Specifically, the Staff proposed applying 50% of the risk free rate to the difference between
OCRB and FVRB. [See. Id., pp. 30-31] the Staff estimated a risk free rate of 2.50%, and
recommended applying one half of this rate (1.25%) to the FVRB increment. [See, Id., p. 31]
The Commission accepted the methodology, but adopted a lower return:

Based on the record before us, we believe that Staffs alternative FVRB
recommendation is appropriate, with a slight modification. Although we
agree with Staff that it should not be necessary to provide the Company
with any additional return on the increment between OCRB and FVRB,
because that increment is not financed with investor-supplied funds, we
find that applying a 1.00 percent return on the fair value increment is
appropriate under the facts of this case and properly accounts for the
effect of inflation. [Id., p. 32]

On October 21, 2009, the Commission issued an order in another Chaparral rate case,
Docket No. W-02113A-07-0551. In that proceeding Staff recommended a different approach,
reducing the WACC by a factor related to inflation. [See, Decision 71308, p. 39] According to
the Commission, Staff used the 2.4 percent difference between the spot yields on a 20-year
Treasury and a 20-year TIPS as a proxy for expected inflation. [Id., p. 43] "Because one half of
the FVRB includes OCRB, which does not include inflation, Staff adjusted the 2.4 percent
inflation factor by one-half, resulting in an inflation adjustment to the WACC of 1.2 percent".
[1d., pp. 43-44] The Commission noted that there are many methods that could be used to
determine an appropriate FVROR. [Id., p. 40] The Commission concluded that Staff's method
to apply a downward adjustment for inflation to both the equity and debt components of the
WACC "is a reasoned and sound approach to determining a FVROR that equitably balances the
needs of the Company and its ratepayers, and results in the setting of just and reasonable rates".
[Id., p. 49]

On September 30, 2010, the Commission issued an order in UNS Electric's most recent

rate case, Docket No. E-04204A-09-0206. In that proceeding I testified on behalf of RUCO and
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illustrated several methods the Commission could use to develop an appropriate FVROR. 1
recommended the Commission place the most weight on an approach that subtracted an
inflation component from both the cost of equity and cost of debt, but that did not reduce that
inflation component by 50%. The Commission agreed, concluding that

an unadjusted inflation factor should be subtracted from the entire
WACC, to afford appropriate recognition to the fact that inflation exists
in both the debt and equity components of the Company’s capital
structure, and that reconstruction cost estimates likely exceed the rate of
inflation ... [Decision 71914, pp. 49-50]

To my knowledge, this is the most recent decision in which the Commission has dealt with

these issues.

Can you elaborate on why it would be inappropriate to cut the inflation component in
half?

Yes. As I explained in the UNSE case, while it is true that reproduction cost is only given half
weight in developing the FVRB, reproduction cost does not escalate at the inflation rate; to the
contrary, reproduction costs tend to grow faster than the rate of inflation, because they don't
fully consider the favorable impact of technological changes, increasing economies of scale,
and other sources of increased efficiency and cost savings — factors which tend to hold back the
pace at which prices escalate over time.

Technological improvements and other sources of cost savings are one of the reasons
why the Commission doesn't rely entirely on reproduction cost in developing fair value, and
instead weights reproduction cost with original cost. As well, it's important to realize that
technological improvements and other sources of cost savings are considered in developing
most measures of inflation. In other words, most measures of inflation are relatively low

percentage figures, because they take into account the beneficial effects of technological
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changes and other sources of cost savings which ameliorate or offset other factors which tend to

push up reproduction costs.

Q. If the Commission again decides to remove inflation from the WACC in developing a fair
return on fair value, what estimate of inflation would you suggest using?

A.  This is a matter of judgment; the Commission can exercise sound discretion in determining the
most appropriate inflation factor to subtract from the weighted average cost of capital. In
making this decision, [ recommend that the Commission review and consider several of the data
series that are publicly available. In particular, I recommend the Commission consider the data
published by the Bureau of Labor Statistics for the annual rate of change in the Gross Domestic
Product Deflator, as well as annual changes in consumer prices and various measures of
producer prices. The following table summarizes historical changes in each of these inflation

measures.
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GDP

Implicit PPl PPI Mat.

Price CPIAIl PPl All  Finished and Comp.

Year Deflator Items Comm. Goods for Const.
1979 8.3% 11.3% 12.6% 11.1% 10.1%
1980 9.1% 13.5% 14.1% 13.5% 8.4%
1981 9.4% 10.4% 9.2% 9.3% 7.2%
1982 6.1% 6.2% 2.0% 4.0% 2.1%
1983 4.0% 3.2% 1.2% 1.6% 2.8%
1984 3.8% 4.4% 2.4% 2.1% 2.7%
1985 3.0% 3.5% -0.5% 0.9% 1.6%
1986 2.2% 1.9% -2.9% -1.4% 0.7%
1987 2.9% 3.6% 2.6% 2.1% 1.6%
1988 3.4% 4.1% 4.0% 2.5% 5.7%
1989 3.8% 4.8% 5.0% 5.1% 4.5%
1990 3.9% 5.4% 3.6% 4.9% 1.3%
1991 3.5% 4.2% 0.2% 2.1% 1.3%
1992 2.4% 3.0% 0.6% 1.2% 1.6%
1993 2.2% 3.0% 1.5% 1.2% 4.3%
1994 2.1% 2.6% 1.3% 0.6% 3.5%
1995 2.1% 2.8% 3.6% 1.9% 4.0%
1996 1.9% 2.9% 2.3% 2.6% 1.1%
1997 1.8% 2.3% -0.1% 0.4% 2.0%
1998 1.1% 1.5% -2.5% -0.9% 0.2%
1999 1.5% 2.2% 0.8% 1.8% 1.4%
2000 2.2% 3.4% 5.8% 3.7% 1.2%
2001 2.3% 2.8% 1.1% 2.0% -0.1%
2002 1.6% 1.6% -2.3% -1.3% 0.5%
2003 2.2% 2.3% 5.3% 3.2% 1.5%
2004 2.8% 2.7% 6.2% 3.6% 8.3%
2005 3.3% 3.4% 7.3% 4.9% 6.1%
2006 3.3% 3.2% 4.7% 3.0% 6.7%
2007 2.9% 2.9% 4.8% 3.9% 2.2%
2008 2.2% 3.8% 9.8% 6.3% 6.7%
2009 0.9% -0.3% -8.8% -2.6% -1.2%
2010 1.0% 1.6% 6.8% 4.2% 1.4%

56



10
11
12
13
14
15
16

17
18

19

Direct Testimony of Ben Johnson, Ph.D.
On Behalf of The Arizona Residential Utility Consumer Office, Docket No: G-01551A-10-0458

Shown are average annual changes in the Gross Domestic Product Implicit Price Deflator (GDP
Deflator); the familiar Consumer Price Index or CPI for “all consumer items”; the Producer
Price Index, or PPI, for “all commodities™; the analogous PPI for “finished goods”; and the PPI
for Materials and Components for Construction.

The annual change in any one measure of inflation can vary widely from one year to the
next; as well there are variations between the various data series. However, by calculating
averages over extended time periods, it is readily apparent that the average rate of inflation
tends to fluctuate in a much tighter range, and that the differences between these various
inflation measures are not extreme. As shown in the table below, I have calculated averages for
12 different time periods. The averages include time periods of 30 years, 25 years, 20 years, 15
years, 10 years, and 5 years ending in 2008 and 2010. As shown, these averages cover a fairly
wide range. Several of the most important series (the GDP deflator and the CPI) averaged
about about 2.1% to 2.4% during several historical time periods, including the recent five year
period of 2006-2010, as well as the 25 year period ending in 2010. I believe this 2.1% to 2.4%
range is an appropriate one for the Commission to use in evaluating historical inflation patterns
for consideration in establishing the fair rate of return to apply to Chaparral's fair value rate

base.
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GDP
Implicit PPl Mat. and
Price CPI Al PP! All PPI Finished Comp. for
Date Range  Deflator ltems Comm. Goods Const.
1979-2008 3.4% 4.1% 3.5% 3.2% 3.4%
1981-2010 2.9% 3.3% 2.5% 2.4% 2.8%
1984-2008 2.6% 3.1% 2.6% 2.3% 2.8%
10Q6.7N1N 9 104 DAoL 9 QoL I /L 9 Co/
1989-2008 2.4% 3.0% 3.0% 2.5% 2.9%
1991-2010 2.2% 2.6% 2.4% 2.1% 2.6%
1994-2008 2.2% 2.7% 3.2% 2.4% 3.0%
1996-2010 2.1% 2.4% 2.8% 2.3% 2.5%
1999-2008 2.4% 2.8% 4.4% 3.1% 3.5%
2001-2010 2.2% 2.4% 3.5% 2.7% 3.2%
2004-2008 2.9% 3.2% 6.6% 4.3% 6.0%
2006-2010 2.1% 2.2% 3.5% 3.0% 3.1%

Q. The data you just discussed is strictly historical. Should the Commission also consider
expectations regarding future levels of inflation?

A.  Yes, although the most logical starting point is historical inflation data, it's important to also
consider anticipated future rates of inflation. Interestingly, both backward and forward views of
inflation are closely related. In fact, the historical data series are some of the best, most detailed
and most objective information available for estimating future inflation rates — and this
information is highly relevant to consideration of future inflation, since investors will often
assume the future will be similar to the past, even though various differences are likely to occur,
due to changes in monetary policy, fluctuations in the business cycle, and other changes over
time. Succinctly stated, in evaluating a fair return to provide to investors, the Commission
should consider both past and future inflation rates — giving some consideration to investor
expectation concerning future inflation, as well as some consideration of the inflation rates

which have already contributed to increases in the value of the utility's property.
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Q.

Are you aware of any published data series that are indicative of the future inflation rate
expectations of investors?

Yes. A useful measure of investor inflation expectations can be derived by comparing the yields
on Treasury Inflation-Protected Securities (TIPS) and other securities issued by the Treasury
Department with similar liquidity and duration. TIPS are bonds issued by the U.S. Treasury
which are sometimes called “linkers”, because they are “linked” to the actual rate of inflation.

TIPS are issued twice a year, in January and July. The principal amount that is paid
back to the holder upon maturity is periodically increased, based on the CPI-All Consumer
Items. Like most government bonds, the TIPS coupon rate (percentage return) is constant, but
these particular securities are unique because they generate an increasing flow of interest
payments. TIPs pay interest twice a year, based upon a fixed rate that is multiplied by the
inflation-adjusted principal. The end result is that investors are protected against inflation both
with respect to the value of their investment, and with respect to the income they receive.
Thus, for example, if the interest rate on a TIP Security is 5%, its cost is $100, and cumulative
total amount of inflation from the time of issuance until maturity is 20%, the value of the
investment would increase to $120 at maturity. The 5% interest rate would be applied to the
increasing principal amount, eventually reaching the level of 5% of $120 — approximately 20%
more than the initial payment level.

At maturity, the securities are redeemed at the greater of their inflation-adjusted
principal or the original par amount at the time they were issued. TIPS provide yet another
example that illustrates one of the key points in my testimony — that the percentage rate of
return earned by an investment that grows in value over time will normally be lower than the
analogous return paid on an investment that does not grow over time. The fact that these
securities offer significantly different percentage returns is further proof of this fundamental

point. But, these securities are also of interest because they provide useful insights into investor
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expectations concerning inflation.

It is well established in the academic literature that the difference between the yield on a
TIP and the yield on a comparable government security that is not linked to inflation can be
used to estimate investors' future inflation expectations. In the following table, 1 present average
daily yields on 10 year TIPs and average yields on analogous bonds, for the years 2003 through
2010. I have also calculated the average differences in the yields for the two types of securities.
As shown, the average differences range from a low of 1.60% in 2009, to a high of 2.48% in

2005 and 2006.

Value Value

Year TIPS Bond Difference
2004 1.83 4.27 2.44
2005 1.82 4.29 2.48
2006 2.31 4.80 2.48
2007 2.29 464 2.35
2008 1.76 3.67 1.90
2009 1.66 3.26 1.60
2010 1.15 3.22 2.07
2011 1.05 3.36 2.31
Averages

2004-2010 1.83 4.02 2.19
2006-2010 1.84 3.92 2.08
2008-2010 1.53 3.38 1.86

Averaging the entire array of annual average differences indicates the overall average level of
future expected inflation during this time period was about 2.19%. Averaging the data over just
the most recent three year period, from 2008 through 2010, suggests inflation expectations have
dipped somewhat, averaging just 1.86%. However, it appears this drop in inflation expectations
may have been only temporary. The most recent data — from the first part of 2011 — is within

the historical range of 2.1% to 2.4%, which | mentioned earlier.
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Q.

Assuming the Commission adopts the approach it used in the recent UNSE case, what
would be a reasonable inflation rate to use as an offset to the weighted average cost of
capital? ' ’

Given current economic uncertainties, I recommend the Commission choose an inflation rate
that is conservative — one that falls toward the low end of the historical data, and is reasonably
consistent with the recent level of investor expectations concerning future inflation rates.
Admittedly, there is a good chance that inflation will accelerate in the future, depending on how
quickly and successfully the Federal Reserve Board is at unwinding its recent policy of holding
down short term interest rates and aggressively expanding the nation's money supply, I don't
think it would be appropriate to incorporate this upside potential into the fair value rate of return
calculations in this proceeding. Instead, I recommend the Commission use a conservative
inflation factor of 2.1%, which is at the lower end of the historical data discussed earlier, and
comfortably within the recent range of investor expectation for future inflation, as indicated by

the TIPS data I just discussed.

How does your recommended inflation rate compare with SWG's estimate of inflation?
It is more conservative. For purposes of calculating the risk free rate of return, SWG estimated

an inflation rate of 2.47%

Can you illustrate your recommended approach, and how it compares to the results of
SWG's FYROR analysis?

As shown in the table below, applying a 2.1% adjustment factor to the weighted average cost of
capital results in a fair rate of return of 6.08%. This compares to a FVROR of 7.50% using the

Company's methodology.
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RUCO

Inflation Modified Weighted Avg.
Type of Capital Amount Percent Cost Rate Component  Cost Rate Cost Rate
Common Equity 611,263,103 50.15% 9.00% 2.10% 6.90% 3.46%
Long Term Debt 607,500,000 49.85% 7.35% 2.10% 5.25% 2.62%
Total 1,218,763,103  100.00% 6.08%
SWG

Inflation Modified Weighted Avg.
Type of Capital Amount Percent Cost Rate Component  Cost Rate Cost Rate
Common Equity 561,545,431 38.55% 11.00% 0.00% 11.00% 4.24%
Long Term Debt 512,155,202 35.16% 8.34% 0.00% 8.34% 2.93%
FVRB Increment 382,816,834 26.28% 1.24% 0.00% 1.24% 0.33%
Total 1,456,5617,467  100.00% 7.50%

3 VII. Conclusions and Recommendations

4

10
11
12
13
14
15
16
17

Can you now please briefly summarize your recommendations?

Yes. The effect of my recommendations, as well as Bill Rigsby's cost of capital analysis, is set
forth on Schedule BJ-1 of my exhibit. If the Commission were to accept these RUCO
recommendations, the original cost rate base would be $1,067,667,709 and the RCND rate base
would be $1,833,301,376. The fair value rate base would be $1,450,484,543, assuming the
Commission follows its traditional 50/50 weighting of original cost and RCND. These figures
compare to the Company's rate base proposals of $1,073,700,633, $1,839,334,300, and
$1,456,517,467, for original cost, RCND and fair value, respectively.

[f the Commission were to accept all of my recommendations, after taking into account
my recommended pro forma adjustments, the test year operating income would be $70,561,890,
which compares to the Company's proposed operating income of $65,065,829. If the
Commission were to adopt RUCO witness Rigsby's 9.00% estimate of the cost of equity, his

overall weighted average cost of capital of 8.18%, and my corresponding recommended fair
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rate of return on fair value rate base of 6.08%, the required operating income would be
approximately $88.2 million. This analysis suggests a test year operating income deficiency of

$17.627,571. This compares to the Company's calculated income deficiency of $44,145,700.

Q. What increase in revenues is implied by this income deficiency calculation?
A.  Applying the Company's gross revenue conversion factor to this test year income deficiency
results in a base rate revenue increase of approximately $29.2 million. This compares to the

Company's proposed revenue increase of $73.2 million.

Q. Does this conclude your testimony, prefiled on June 10, 2011?

A.  Yes, it does.
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Appendix A
Qualifications
Present Occupation
Q. What is your present occupation?
A, I am a consulting economist and President of Ben Johnson Associates, Inc.®, a firm of

economic and analytic consultants specializing in the area of public utility regulation.

Educational Background

Q. What is your educational background?

A. I graduated with honors from the University of South Florida with a Bachelor of Arts
degree in Economics in March 1974. I earned a Master of Science degree in
Economics at Florida State University in September 1977. The title of my Master's
Thesis is a "A Critique of Economic Theory as Applied to the Regulated Firm." Finally,
I graduated from Florida State University in April 1982 with the Ph.D. degree in
Economics. The title of my doctoral dissertation is "Executive Compensation, Size,

Profit, and Cost in the Electric Utility Industry."

Clients

Q. What types of clients employ your firm?

A Much of our work is performed on behalf of public agencies at every level of

government involved in utility regulation. These agencies include state regulatory
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commissions, public counsels, attorneys general, and local governments, among others.
We are also employed by various private organizations and firms, both regulated and

unregulated. The diversity of our clientele is illustrated below.

Regulatory Commissions

Alabama Public Service Commission—Public Staff for Utility Consumer Protection
Alaska Public Utilities Commission

Arizona Corporation Commission

Arkansas Public Service Commission

Connecticut Department of Public Utility Control
District of Columbia Public Service Commission
Idaho Public Utilities Commission

Idaho State Tax Commission

Towa Department of Revenue and Finance

Kansas State Corporation Commission

Maine Publi¢ Utilities Commission

Minnesota Department of Public Service

Missouri Public Service Commission

National Association of State Utility Consumer Advocates
Nevada Public Service Commission

New Hampshire Public Utilities Commission
North Carolina Utilities Commission—Public Staff
Oklahoma Corporation Commission

Ontario Ministry of Culture and Communications
Staff of the Delaware Public Service Commission
Staff of the Georgia Public Service Commission
Texas Public Utilities Commission

Virginia State Corporation Commission

Washington Utilities and Transportation Commission
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West Virginia Public Service Commission—Division of Consumer Advocate
Wisconsin Public Service Commission

Wyoming Public Service Commission

Public Counsels

Arizona Residential Utility Consumers Office
Colorado Office of Consumer Counsel
Colorado Office of Consumer Services
Connecticut Consumer Counsel

District of Columbia Office of People's Counsel
Florida Public Counsel

Georgia Consumers' Utility Counsel

Hawaii Division of Consumer Advocacy
Illinois Small Business Utility Advocate Otfice
Indiana Office of the Utility Consumer Counselor
Towa Consumer Advocate

Maryland Office of People's Counsel
Minnesota Office of Consumer Services
Missouri Public Counsel

New Hampshire Consumer Counsel

Ohio Consumer Counsel

Pennsylvania Office of Consumer Advocate

Utah Department of Business Regulation—Committee of Consumer Services

Attorneys General

Arkansas Attorney General

Florida Attorney General—Antitrust Division
Idaho Attorney General

Kentucky Attorney General

Michigan Attorney General
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Minnesota Attorney General

Nevada Attorney General's Office of Advocate for Customers of Public Ultilities

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

27

South Carolina Attorney General
Utah Attorney General
Virginia Attorney General

Washington Attorney General

Local Governments

City of Austin, TX

City of Corpus Christi, TX
City of Dallas, TX

City of El Paso, TX
City of Galveston, TX
City of Norfolk, VA
City of Phoenix, AZ
City of Richmond, VA
City of San Antonio, TX
City of Tucson, AZ
County of Augusta, VA
County of Henrico, VA
County of York, VA
Town of Ashland, VA

Town of Blacksburg, VA
Town of Pecos City, TX
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Other Government Agencies

Canada—Department of Communications

Hillsborough County Property Appraiser

Provincial Governments of Canada

Sarasota County Property Appraiser

State of Florida—Department of General Services

United States Department of Justice---Antitrust Division

Utah State Tax Commission

Regulated Firms

Alabama Power Company

Americall LDC, Inc.

BC Rail

CommuniGroup

Florida Association of Concerned Telephone Companies, Inc.
LDDS Communications, Inc.
Louisiana/Mississippi Resellers Association
Madison County Telephone Company
Montana Power Company

Mountain View Telephone Company
Nevada Power Company

Network 1, Inc.

North Carolina Long Distance Association
Northern Lights Public Utility

Otter Tail Power Company

Pan-Alberta Gas, Ltd.

Resort Village Utility, Inc.

South Carolina Long Distance Association
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Stanton Telephone

Teleconnect Company
Tennessee Resellers’ Association
Westel Telecommunications

Yelcot Telephone Company, Inc.

Other Private Organizations

Arizona Center for Law in the Public Interest
Black United Fund of New Jersey
Casco Bank and Trust

Coalition of Boise Water Customers
Colorado Energy Advocacy Office
East Maine Medical Center

Georgia Legal Services Program
Harris Corporation

Helca Mining Company

Idaho Small Timber Companies
Independent Energy Producers of Idaho
Interstate Securities Corporation
J.R. Simplot Company

Merrill Trust Company

MICRON Semicenductor, Inc,
Native American Rights Fund
PenBay Memorial Hospital
Rosebud Enterprises, Inc.
Skokomish Indian Tribe

State Farm Insurance Company
Twin Falls Canal Company

World Center for Birds of Prey
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Prior Experience

Q. Before becoming a consultant, what was your employment experience?

A, From August 1975 to September 1977, 1 held the position of Senior Utility Analyst
with Office of Public Counsel in Florida. From September 1974 until August 1975, 1
held the position of Economic Analyst with the same office. Prior to that time, I was

employed by the law firm of Holland and Knight as a corporate legal assistant.

Q. In how many formal utility regulatory proceedings have you been involved?

A. As a result of my experience with the Florida Public Counsel and my work as a
consulting economist, [ have been actively involved in approximately 400 different
formal regulatory proceedings concerning electric, telephone, natural gas, railroad, and

water and sewer utilities.

Q. Have you done any independent research and analysis in the field of regulatory
economics?
A. Yes, I have undertaken extensive research and analysis of various aspects of utility

regulation. Many of the resulting reports were prepared for the internal use of the
Florida Public Counsel. Others were prepared for use by the staff of the Florida
Legislature and for submission to the Arizona Corporation Commission, the Florida
Public Service Commission, the Canadian Department of Communications, and the
Provincial Governments of Canada, among others. In addition, as I already mentioned,

my Master's thesis concerned the theory of the regulated firm.
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Q.

Have you testified previously as an expert witness in the area of public utility
regulation?

Yes. I have provided expert testimony on more than 250 occasions in proceedings
before state courts, federal courts, and regulatory commissions throughout the United
States and in Canada. I have presented or have pending expert testimony before 35
state commissions, the Interstate Commerce Commission, the Federal Communtcations
Commission, the District of Columbia Public Service Commission, the Alberta, Canada

Public Utilities Board, and the Ontario Ministry of Culture and Communication.

What types of companies have you analyzed?

My work has involved more than 425 different telephone companies, covering the
entire spectrum from AT& T Communications to Stanton Telephone, and more than 55
different electric utilities ranging in size from Texas Utilities Company to Savannah
Electric and Power Company. [ have also analyzed more than 30 other regulated firms,

including water, sewer, natural gas, and railroad companies.

Teaching and Publications

Have you ever lectured on the subject of regulatory economics?

Yes, I have lectured to undergraduate classes in economics at Florida State University
on various subjects related to public utility regulation and economic theory. I have also
addressed conferences and seminars sponsored by such institutions as the National
Association of Regulatory Utility Commissioners (NARUC), the Marquette University
College of Business Administration, the Utah Division of Public Utilities and the
University of Utah, the Competitive Telecommunications Association (COMPTEL), the
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International Association of Assessing Officers (IAAQ), the Michigan State University
Institute of Public Utilities, the National Association of State Utility Consumer
Advocates (NASUCA), the Rural Electrification Administration (REA), North Carolina
State University, and the National Society of Rate of Return Analysts.

Have you published any articles concerning public utility regulation?

Yes, I have authored or co-authored the following articles and comments:

“Attrition: A Problem for Public Utilities—Comment.” Public Utilities Fortnightly,
March 2, 1978, pp. 32-33.

“The Attrition Problem: Underlying Causes and Regulatory Solutions.” Public Utilities
Fortnightly, March 2, 1978, pp. 17-20.

“The Dilemma in Mixing Competition with Regulation.” Public Utilities Fortnightly,
February 15, 1979, pp. 15-19.

“Cost Allocations: Limits, Problems, and Alternatives.” Public Utilities Fortnightly,
December 4, 1980, pp. 33-36.

“AT&T is Wrong.” The New York Times, February 13, 1982, p. 19.

“Deregulation and Divestiture in a Changing Telecommunications Industry,” with
Sharon D. Thomas. Public Utilities Fortnightly, October 14, 1982, pp. 17-22.
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“Is the Debt-Equity Spread Always Positive?” Public Utilities Fortnightly,
November 25, 1982, pp. 7-8.

“Working Capital: An Evaluation of Alternative Approaches.” Electric Rate-Making,
December 1982/January 1983, pp. 36-39.

“The Staggers Rail Act of 1980: Deregulation Gone Awry,” with Sharon D. Thomas.
West Virginia Law Review, Coal Issue 1983, pp. 725-738.

“Bypassing the FCC: An Alternative Approach to Access Charges.” Public Utilities
Fortnightly, March 7, 1985, pp. 18-23.

“On the Results of the Telephone Network's Demise—Comment,” with Sharon D.

Thomas. Public Utilities Fortnightly, May 1, 1986, pp. 6-7.

“Universal Local Access Service Tariffs: An Alternative Approach to Access
Charges.” In Public Utility Regulation in an Environment of Change, edited by
Patrick C. Mann and Harry M. Trebing, pp. 63-75. Proceedings of the Institute of
Public Utilities Seventeenth Annual Conference. East Lansing, Michigan: Michigan
State University Public Utilities Institute, 1987.

With E. Ray Canterbery. Review of The Economics of Telecommunications: Theory
and Policy by John T. Wenders. Southern Economic Journal 54.2 (October 1987).

10
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“The Marginal Costs of Subscriber Loops,” A Paper Published in the Proceedings of
the Symposia on Marginal Cost Techniques for Telephone Services. The National
Regulatory Research Institute, July 15-19, 1990 and August 12-16, 1990.

With E. Ray Canterbery and Don Reading. “Cost Savings from Nuclear Regulatory

Reform: An Econometric Model.” Southern Economic Journal, January 1996.

Professional Memberships

Q. Do you belong to any professional societies?

A. Yes. 1 am a member of the American Economic Association.

11



SCHEDULE #

BJ -1

BJ-2

BJ -3

BJ -4

BJ-5

BJ-6

SOUTHWEST GAS CORPORATION
DOCKET NO. G-01551A-10-0458

ACC JURISDICTIONAL REVENUE REQUIREMENTS

ORIGINAL COST RATE BASE

RCND RATE BASE

OPERATING INCOME

OPERATING INCOME ADJUSTMENTS

COST OF CAPITAL

OPERATING INCOME ADJUSTMENT: SYNCHRONIZE INCOME TAXES



SOUTHWEST GAS CORPORATION
ADJUSTED TEST YEAR ENDED JUNE 30, 2010
ACC JURISDICTIONAL REVENUE REQUIREMENTS

LINE
NO.

DESCRIPTION

(A)

RUCO
ORIGINAL COST

ADJUSTED RATE BASE

ADJUSTED OPERATING INCOME
CURRENT RATE OF RETURN (L2 /L1)
REQUIRED OPERATING INCOME (L5 * L1)
REQUIRED RATE OF RETURN
OPERATING INCOME DEFICIENCY (L4 - L2)
GROSS REVENUE CONVERSION FACTOR

REVENUE REQUIREMENT

REFERENCES:

$1,067,667,709
70,561,820
6.61%
87,335,219
8.18%
16,773,329

1.6579

(B)

RUCO
RCND

$27,808,502

COLUMN (A): RUCO SCHEDULES BJ-2, BJ-5, BJ-6, SWG SCHEDULE C-3

COLUMN (B): RUCO SCHEDULES BJ-3
COLUMN (C): JOHNSON TESTIMONY, SWG SCHEDULE C-3

$1,833,301,376
70,561,890

3.85%



| SOUTHWEST GAS CORPORATION
| ADJUSTED TEST YEAR ENDED JUNE 30, 2010
‘ ORIGINAL COST RATE BASE

DOCKET NO. G-I
SCHEDULE BJ-Z

(A) {B) (®)]
Balance at
LINE End of Test RUCO RUCO
NO. DESCRIPTION Period Adjustments Adjusted
1 GROSS UTILITY PLANT IN SERVICE
Direct $2,252,566,706 $575,976 $2,253,14.
System Allocable 101,255,058 - 101,25!
Total Gas Plant $2,353,821,764 $575,976 $2,354,39"
2 Less: Accumulated depreciation & amortization 955,200,740 955,201
3 NET UTILITY PLANT IN SERVICE $1,398,621,024 $575,976 $1,399,19°
DEDUCTIONS:
8 Customer advances for construction (62,033,165) (62,032
9 Customer deposits (48,475,278) (48,47¢
10  Accumulated Deferred Income Taxes (230,694,907) (230,69«
11 TOTAL DEDUCTIONS $(341,203,349) $(341,20:
ADDITIONS:
12  Allowance for working capital $9.674,058 9,67+
15  TOTAL ADDITIONS $9,674,058 $9,67
16 TOTAL ORGINAL COST RATEBASE $1,067,091,733 $575,976 $1,067,66°

REFERENCES:
COLUMN (A). SWG SCHEDULE B-1

COLUMN (B): SWG ADJUSTMENT 17, AS MODIFIED BY RUCO

COLUMN (C): COLUMN (A)+ COLUMN (B)




SOUTHWEST GAS CORPORATION DOCKE
ADJUSTED TEST YEAR ENDED JUNE 30, 2010 SCHED!
RCND RATE BASE
(A) (B)
Balance at
LINE End of Test RUCO F
NO. DESCRIPTION Period Adjustments Ac
1 GROSS UTILITY PLANT IN SERVICE
Direct $3,731,878,011 $575,976 $3,7
System Allocable 109,795,518 - ‘
Total Gas Plant $3,841,673,528 $575,976 $3,¢
2 Less: Accumulated depreciation & amortization 1,5656,335,737 1.t
3 NET UTILITY PLANT IN SERVICE $2,285,337,791 $575,976 $2,:
DEDUCTIONS:
8 Customer advances for construction (62,033,165) i
9 Customer deposits (48,475,278) |
10  Accumulated Deferred Income Taxes (351,778,007) I«
11 TOTAL DEDUCTIONS $(462,286,449) $- $(4
ADDITIONS:
12 Allowance for working capital $9.674,058
15  TOTAL ADDITIONS $9,674,058
16 TOTAL ORGINAL COST RATE BASE $1,832,725,400 $575,976 $1,¢

REFERENCES:
COLUMN (A). COMPANY SCHEDULE B-3

COLUMN (B): COMPANY SCHEDULE C-2 ADJUSTMENT 17, AS MODIFIED BY RUCO

COLUMN (C): COLUMN (A)+ COLUMN (B)



SOUTHWEST GAS CORPORATION
ADJUSTED TEST YEAR ENDED JUNE 30, 2010

DOCKET NO. G-01551A-10-(
SCHEDULE BJ-4

OPERATING INCOME

| A+B

®) ®) ©

| RUCO RUCO

| LINE AS FILED ADJUSTMENTS AS ADJUSTED
NO. DESCRIPTION TOTAL COMPANY _TOTAL COMPANY _ TOTAL COMPANY

OPERATING REVENUES

$834,756,858

$(420,471,656)

$414,285,202

2 GAS COST 407,320,096 (407,320,096) -
3 TOTAL MARGIN 427,436,762 (13,151,560) 414,285,202
QPERATING EXPENSES:
4 Other Gas Supply $1,080,748 $44,279 $1,125,027
5 Distribution $96,282,901 $2,980,810 $99,263,712
6 Customer Accounts $31,334,890 $2,147,254 $33,482,145
7 Customer Information $1,296,429 $(100,317) $1,196,112
8 Sales $58,740 $(58,740) $-
Administrative and General
9 Direct $5,944,630 $261,150 $6,205,780
10 System Allocable $56,860,171 $(3,440,027) $53,420,145
Depreciation and Amortization
11 Direct $90,832,850 $2,131,366 $92,964,216
12 System Allocable $5,333,983 $349,741 $5,683,724
13 Regulatory Amortizations $4,083,462 $(3,798,881) $284,581
14 Other Taxes $25,746,383 $2,769,463 $28,515,846
15 Interest on Customer Deposits $2,615,905 $292.612 $2,908,517
16 Income Taxes $24,860,511 $(6,187,002) $18,673,509
17 Total Expenses $346,331,603 $(2,608,290) $343,723,312
18 NET INCOME 81,105,159 $(10,543,270) $70,561,890
REFERENCES:

COLUMN (A): COMPANY SCHEDULE C1, UNADJUSTED

COLUMN (B): BJ-5, P3

COLUMN (C): COLUMN (A) + COLUMN (B)



SOUTHWEST GAS CORPORATION
; ADJUSTED TEST YEAR ENDED JUNE 30, 2010
‘ OPERATING INCOME ADJUSTMENTS

0 ~N O oD

©w

11
12
13
14
15
16

17

18

DESCRIPTION

OPERATING REVENUES
GAS COST
TOTAL MARGIN

OPERATING EXPENSES:
Other Gas Supply
Distribution
Customer Accounts
Customer Information
Sales
Administrative and General
Direct
System Allocable
Depreciation and Amortization
Direct
System Allocable
Regulatory Amortizations
Other Taxes
Interest on Customer Deposits
Income Taxes

Total Expenses

NET INCOME

REFERENCES:

Call Center and

Labor / Support Employee
Revenues and Purchased Gas Loading Allocation and  Cost of Service Vehicle
Volumes Cost Annualization Annualization Analysis Compensation
A (B) ©) ) (B) (F)
$(420,471,656) $- $- $- $- $-
- (407,320,096) - - - -
(420,471,656} 407,320,096 - - - -
$- $- $44,279 $- $- $-
$- $- $3,239,547 $- $(19,076) $(60,789)
$- $- $1,059,874 $690,350 $(60,073) $-
$- $- $26,543 $- $(126,860) 8-
$- $- $- $- $(58,740) $-
$- $- $45,265 $- $- $-
$- $- $1,291,687 $- $11,971 $(166,443)
$- $- $- 3- $- $-
$- 3$- $- $- $- 3$-
$- $- $- $- $- $-
$- $- $- $- $- $-
$- $- $- $- $- $-
$- $- $5,707,094 $690,350 $(252,777) $(227,232)
(420,471,656) 407,320,096 (5.707,094) (690,350) 252,777 227,232

COLUMN (A): COMPANY SCHEDULE C-2, ADJUSTMENT 1, AS MODIFIED BY RUCO
COLUMN (B): COMPANY SCHEDULE C-2, ADJUSTMENT 2
COLUMN (C): COMPANY SCHEDULE C-2, ADJUSTMENT 3, AS MODIFIED BY RUCO
COLUMN (D). COMPANY SCHEDULE C-2, ADJUSTMENT 4
COLUMN (E): COMPANY SCHEDULE C-2, ADJUSTMENT 5
COLUMN (F): COMPANY SCHEDULE C-2, ADJUSTMENT 6
COLUMN (G): COMPANY SCHEDULE C-2, ADJUSTMENT 7
COLUMN (H): COMPANY SCHEDULE C-2, ADJUSTMENT 8
COLUMN (1): COMPANY SCHEDULE C-2, ADJUSTMENT 9, AS MODIFIED BY RUCO
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ADJUSTED TEST YEAR ENDED JUNE 30, 2010
OPERATING INCOME ADJUSTMENTS

11
12
13
14
15
16

18

DESCRIPTION

OPERATING REVENUES
GAS COST
TOTAL MARGIN

OPERATING EXPENSES:
Other Gas Supply
Distribution
Customer Accounts
Customer Information
Sales
Administrative and General
Direct
System Alliocable
Depreciation and Amortization
Direct
System Allocable
Regulatory Amortizations
Other Taxes
Interest on Customer Deposits
income Taxes

Total Expenses

NET INCOME

REFERENCES:

Depreciation

and
American Gas Paiute Amortization Interest ¢
Association Pipeline/SGTC Rate Case Expense Property Tax Custome
("AGA") Dues Annualization Expense Annualization Annualization Deposit:
) K L (U] (N) (0)

$- $- $- $- $-

$- $- $- $- $-

$- $- $- $- $-

3- $- $- $- $-

$- $- $- $- $-

$- $- $- $- $-

$- $- $33,386 $- $-

$(93.815) $44,593 $- $- $-

$- $- $- $2,131,366 $-

$- $- $- $349,741 $-

$- $- $- $- $-

$- $- $- 3$- $2,769,463
$- $- $- $- $- $292
$(93,815) $44,593 $33,386 $2,481,107 $2,769,463 $292
93,815 (44,593) (33,386) (2,481,107) (2,769,463) (292,

COLUMN (J): COMPANY SCHEDULE C-2, ADJUSTMENT 10, AS MODIFIED BY RUCO
COLUMN (K): COMPANY SCHEDULE C-2, ADJUSTMENT 11
COLUMN (L): COMPANY SCHEDULE C-2, ADJUSTMENT 12
COLUMN (M). COMPANY SCHEDULE C-2, ADJUSTMENT 13, AS MODIFIED BY RUCO
COLUMN (N). COMPANY SCHEDULE C-2, ADJUSTMENT 14, AS MODIFIED BY RUCO
COLUMN (O): COMPANY SCHEDULE C-2, ADJUSTMENT 15
COLUMN (P): COMPANY SCHEDULE C-2, ADJUSTMENT 16



SOUTHWEST GAS CORPORATION
ADJUSTED TEST YEAR ENDED JUNE 30, 2010
OPERATING INCOME ADJUSTMENTS

o ~N O ;A

©

1
12
13
14
15
16

17

18

DESCRIPTION SERP MIP
(&) (R)

OPERATING REVENUES

GAS COST

Other Stock-
Based
Compensation  Total Adjustments

(S) (M
$(420,471,656)

$(407,320,096)

TOTAL MARGIN

$(13,151,560)

OPERATING EXPENSES:

Other Gas Supply $44 279
Distribution $2,980,810
Customer Accounts $2,147 254
Customer Information $(100,317)
Sales $(58,740)
Administrative and General
Direct $261,150
System Allocable $(1,725,839) $(1,768,249) $(1,033,831) $(3,440,027)
Depreciation and Amortization
Direct $2,131,366
System Allocable $349,741
Regulatory Amortizations $(3,798,881)
Other Taxes $2,769,463
Interest on Customer Deposits $292,612
Income Taxes
Total Expenses $(1,725,839) $(1,768,249) $(1,033,831) $(2,677,671)
NET INCOME 1,725,839 1,768,249 1,033,831 (10,473,889)
REFERENCES:

COLUMN (Q): COMPANY RESPONSE TO RUCO DR 4-3 AND STAFF DR 17-1
COLUMN (R). COMPANY RESPONSE TO STAFF DR 17-2
COLUMN (S). COMPANY RESPONSE TO STAFF DR 17-2

DOCKE
SCHED
PAGE 3



SOUTHWEST GAS CORPORATION
ADJUSTED TEST YEAR ENDED JUNE 30, 2010
COST OF CAPITAL

DOCKET NO. G-015:
SCHEDULE BJ-6

(A) (8)
LINE
NO. TYPE OF CAPITAL PERCENT COST RATE
1 COMMON EQUITY 50.15% 9.00%
2  TOTAL DEBT 49.85% 7.35%
3  TOTALS 100.00%

REFERENCES:
WAR-1



SOUTHWEST GAS CORPORATION DOCKET NO. G-01551A-10-04
ADJUSTED TEST YEAR ENDED JUNE 30, 2010 SCHEDULE BJ-7
OPERATING INCOME ADJUSTMENT: SYNCHRONIZE INCOME TAXES

LINE TOTAL COMPANY
NO. DESCRIPTION AMOUNT REFERENCE

FEDERAL INCOME TAXES:

1 OPERATING INCOME BEFORE INCOME TAXES $89,235,399 SCHEDULE BJ-4, LINE 3-
LESS:

2 ARIZONA STATE TAX 3,492,105 LINE 11

3 INTEREST EXPENSE 39,119,078 NOTE (a)

4 FEDERAL TAXABLE INCOME 46,624,216 LINE1-LINES2&3

5 FEDERAL INCOME TAX RATE 32.561% COMPANY SCHEDULE C

6 FEDERAL INCOME TAX EXPENSE 15,181,404 LINE 4 X LINE 5
STATE INCOME TAXES:

7 OPERATING INCOME BEFORE INCOME TAXES 89,235,399 LINE 1
LESS:

8 INTEREST EXPENSE 39,119,078 LINE 17

9 STATE TAXABLE INCOME 50,116,321 LINE 7 -LINE 8

10 STATE TAX RATE 6.968% COMPANY SCHEDULE C

" STATE INCOME TAX EXPENSE 3,492,105 LINE 9 X LINE 10

12 TOTAL INCOME TAXES 18,673,509 LINE 6 + LINE 11

13 INCOME TAXES PER COMPANY 24,860,511 SCHEDULE BJ-4

14 ADJUSTMENT { $(6,187,002)] LINE 12 - LINE 13
NOTE (a)
INTEREST SYCHRONIZATION

15  ADJUSTED RATE BASE $1,067,667,709 SCHEDULE B4-2

16  WEIGHTED COST OF DEBT 3.66% SCHEDULE BJ-6

17  INTEREST EXPENSE $39,119,078
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INTRODUCTION

Q. Please state your name, occupation, and business address.

A. My Name is William A. Rigsby. | am a Public Utilities Analyst V employed
by the Residential Utility Consumer Office (‘RUCO") located at 1110 W.
Washington, Suite 220, Phoenix, Arizona 85007.

Q. Please describe your qualifications in the field of utilities regulation and
your educational background.

A. | have been involved with utilities regulation in Arizona since 1994. During

that period of time | have worked as a utilities rate analyst for both the
Arizona Corporation Commission (“ACC” or “Commission”) and for RUCO.
| hold a Bachelor of Science degree in the field of finance from Arizona
State University and a Master of Business Administration degree, with an
emphasis in accounting, from the University of Phoenix. | have been
awarded the professional designation, Certified Rate of Return Analyst
(“CRRA") by the Society of Utility and Regulatory Financial Analysts
(“SURFA”). The CRRA designation is awarded based upon experience
and the successful completion of a written examination. Appendix I, which
is attached to my direct testimony further describes my educational
background and also includes a list of the rate cases and regulatory

matters that | have been involved with.




10

11

12

13

14

15

16

17

18

19

20

21

22

23

Direct Testimony of William A. Rigsby
Southwest Gas Corporation
Docket No. W-01551A-10-0458

Q.

A.

What is the purpose of your testimony?
The purpose of my testimony is to present recommendations based on my
analysis of Southwest Gas Corporation’s (“SWG” or the “Company”)

application for a permanent increase in rates (“Application”).

Is this your first case involving SWG?
No. I've testified in the last two SWG rate cases that have come before

the ACC.

Briefly describe SWG and the Company'’s filing.

SWG is a local distribution company (“LDC”) based in Las Vegas, NV, and
is publicly-traded on the New York Stock Exchange (“NYSE”). The
Company is the dominant provider of natural gas distribution services in
the state of Arizona, and provides service to customers in Cochise, Gila,
Graham, Greenlee, La Paz, Maricopa, Mohave, Pima, Pinal and Yuma
counties. SWG also provides natural gas in the states of California and
Nevada. The Company’s last rate increase was approved in Decision No.
70665, dated December 24, 2008. SWG filed its Application with the ACC
on November 12, 2010. The Company has chosen the operating period
ended June 30, 2010 for the test year (“Test Year”) in this proceeding.
SWG is seeking a revenue increase of $73.2 million, or 17.8 percent, over
adjusted test year revenues of $410,9 million which will result in a 7.50

percent return on SWG's fair value rate base of $1.5 billion. According to
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the Company’s Application, the proposed increase would raise the current
average monthly winter residential bill of $58.10 by $9.01 to $67.11 or a
15.5 percent increase. The present average monthly summer residential
bill of $24.07 would increase by $2.54 to $26.61 or 10.55 percent. In
addition to seeking a permanent increase in rates, SWG is also requesting
approval of an Energy Efficiency Enabling Provision ("EEP"), which is a
general decoupling methodology that will allow SWG to collect, from the
Company's ratepayers, lost revenues attributable to declining sales due to

conservation and energy efficiency programs.

Q. Has SWG elected to perform a reconstruction cost new less depreciation

study in this case?

A Yes. SWG elected to perform a reconstruction cost new less depreciation

(“RCND”) study and is proposing a fair value rate base (“FVRB") that is an
average of the Company’s original cost rate base (“OCRB") and its RCND
rate base for ratemaking purposes. For this reason RUCO is
recommending a fair value rate of return (“FVROR”) to be applied to

SWG’s FVRB.

Q. Please explain your role in RUCO's analysis of SWG’s Application.
A. I reviewed SWG’s Application and performed a cost of capital analysis to
determine an original cost rate of return (“OCROR”) on the Company’s

invested capital. In addition to my recommended capital structure, my
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direct testimony will present my recommended cost of common equity (the
Company has no preferred stock) and my recommended cost of long-term
debt. The recommendations contained in this testimony are based on
information obtained from Company responses to data requests, SWG's
Application, and from market-based research that | conducted during my

analysis.

Q. Will you also be testifying on RUCO’s recommended FVROR to be

applied to SWG’s FVRB?

A. No. That aspect off the case will be addressed in the direct testimony of

Ben Johnson, Ph.D. of Ben Johnson Associates. Dr. Johnson has
testified as an expert witness for RUCO on FVROR issues in several prior
cases before the ACC (most notably on the Chaparral City Water
Company remand proceeding) and has extensive knowledge on Arizona’s
constitutionally mandated fair value requirement. Dr. Johnson was also
retained by RUCO to testify on the required revenue, rate base and rate
design issues in this proceeding. Dr. Johnson’s rate design testimony,
which is scheduled to be filed on June 24, 2011, will present RUCO’s

recommendation on the Company-proposed EEP.

Q. What areas will you address in your testimony?
A. | will address the cost of capital issues associated with the case and will

present RUCO’s OCROR recommendation.
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Q.

A.

Please identify the exhibits that you are sponsoring.

| am sponsoring Schedules WAR-1 through WAR-9.

SUMMARY OF TESTIMONY AND RECOMMENDATIONS

Q.
A.

Briefly summarize how your cost of capital testimony is organized.

My cost of capital testimony is organized into five sections. First, the
introduction | have just presented and second, a summary of my testimony
that | am about to give. Third, | will present the findings of my cost of
equity capital analysis, which utilized both the discounted cash flow
(“DCF”) method, and the capital asset pricing model (“CAPM”). These are
the two methods that RUCO and ACC Staff have consistently used for
calculating the cost of equity capital in rate case proceedings in the past,
and are the methodologies that the ACC has given the most weight to in
setting allowed rates of return for utilities that operate in the Arizona
jurisdiction. In this third section | will also provide a brief overview of the
current economic climate within which the Company is operating. Fourth,
| will discuss my recommended capital structure, my recommended cost of
long-term debt and my recommended weighted average cost of capital
which represents the OCROR. Fifth, | will comment on the Company’s
cost of capital testimony. Schedules WAR-1 through WAR-9 will provide

support for my cost of capital analysis.
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Q.

Please summarize the recommendations and adjustments that you will
address in your testimony.
Based on the results of my analysis, | am making the following

recommendations:

Cost of Equity Capital — | am recommending a 9.00 percent cost of equity

capital. This 9.00 percent figure falls on the high side of the range of
results that | obtained in my cost of equity analysis, which employed both
the DCF and CAPM methodologies. My 9.00 percent cost of equity capital
is 200 basis points lower than the 11.00 percent cost of equity capital
being proposed by the Company and is 165 basis points higher than my

recommended cost of long-term debt.

Capital Structure — | am recommending that the Commission adopt a

capital structure comprised of 50.15 percent common equity and 49.85
percent long-term debt as opposed to the Company-proposed capital
structure which is comprised of approximately 52.30 percent common

equity and 47.70 percent long-term debt.

Cost of Long-Term Debt — | am recommending that the Commission adopt

a cost of long-term debt of 7.35 percent, which is 99 basis points lower
than the company-proposed 8.34 percent cost of debt. My recommended

cost of long-term debt is based on information provided by SWG in a
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response to ACC Staff Data Request 2.22 and reflects the impact of debt

retirements and new bond issuances since the end of the Test Year.

Weighted Average Cost of Capital — Based on the results of my

recommended capital structure, | am recommending an 8.18 percent
weighted average cost of capital (“WACC”) for SWG, which is the
weighted cost of my recommended costs of common equity and long-term
debt and also represents my recommended OCROR in this case. This
8.18 percent OCROR is the basis for RUCO’s recommended FVROR that

will be presented in Dr. Johnson’s testimony.

Q Why do you believe that RUCO’s recommended 8.18 percent WACC is an

appropriate rate of return for the Company to earn on its invested capital?

A. The 8.18 percent WACC figure that | am recommending meets the criteria

established in the landmark Supreme Court cases of Bluefield Water

Works & Improvement Co. v. Public Service Commission of West Virginia

(262 U.S. 679, 1923) and Federal Power Commission v. Hope Natural

Gas Company (320 U.S. 391, 1944). Simply stated, these two cases

affirmed that a public utility that is efficiently and economically managed is
entitled to a return on investment that instills confidence in its financial
soundness, allows the utility to attract capital, and also allows the utility to

perform its duty to provide service to ratepayers. The rate of return
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adopted for the utility should also be comparable to a return that investors

would expect to receive from investments with similar risk.

The Hope decision allows for the rate of return to cover both the operating
expenses and the “capital costs of the business” which includes interest
on debt and dividend payment to shareholders. This is predicated on the
belief that, in the long run, a company that cannot meet its debt obligations
and provide its shareholders with an adequate rate of return will not

continue to supply adequate public utility service to ratepayers.

Do the Bluefield and Hope decisions indicate that a rate of return sufficient

to cover all operating and capital costs is guaranteed?

No. Neither case guarantees a rate of return on utility investment. What
the Bluefield and Hope decisions do allow, is for a utility to be provided
with the opportunity to earn a reasonable rate of return on its investment.
That is to say that a utility, such as BVWC, is provided with the opportunity
to earn an appropriate rate of return if the Company’s management
exercises good judgment and manages its assets and resources in a

manner that is both prudent and economically efficient.
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COST OF EQUITY CAPITAL

Q.

A.

What is your final recommended cost of equity capital for BWC?

| am recommending a cost of equity of 9.00 percent. My recommended
9.00 percent cost of equity figure falls on the high side of the range of
results derived from my DCF and CAPM analyses, which utilized a sample
of publicly traded LDCs. The results of my DCF and CAPM analyses are

summarized on page 2 of my Schedule WAR-1.

Discounted Cash Flow (DCF) Method

Q.

Please explain the DCF method that you used to estimate the Company’s
cost of equity capital.

The DCF method employs a stock valuation model known as the constant
growth valuation model, that bears the name of Dr. Myron J. Gordon (i.e.
the Gordon model), the professor of finance who was responsible for its
development. Simply stated, the DCF model is based on the premise that
the current price of a given share of common stock is determined by the
present value of all of the future cash flows that will be generated by that
share of common stock. The rate that is used to discount these cash
flows back to their present value is often referred to as the investor's cost
of capital (i.e. the cost at which an investor is willing to forego other
investments in favor of the one that he or she has chosen).

Another way of looking at the investor's cost of capital is to consider it from

the standpoint of a company that is offering its shares of stock to the
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investing public. In order to raise capital, through the sale of common
stock, a company must provide a required rate of return on its stock that
will attract investors to commit funds to that particular investment. In this
respect, the terms "cost of capital" and "investor's required return" are one
in the same. For common stock, this required return is a function of the
dividend that is paid on the stock. The investor's required rate of return
can be expressed as the percentage of the dividend that is paid on the
stock (dividend yield) plus an expected rate of future dividend growth.

This is illustrated in mathematical terms by the following formula:

k = +
Po g
where: k = the required return (cost of equity, equity capitalization rate),
D, iy : :
N = the dividend yield of a given share of stock calculated
0

by dividing the expected dividend by the current market

price of the given share of stock, and

g = the expected rate of future dividend growth

This formula is the basis for the standard growth valuation model that |

used to determine the Company’s cost of equity capital.

10
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Q.

In determining the rate of future dividend growth for the Company, what
assumptions did you make?

There are two primary assumptions regarding dividend growth that must
be made when using the DCF method. First, dividends will grow by a
constant rate into perpetuity, and second, the dividend payout ratio will
remain at a constant rate. Both of these assumptions are predicated on
the traditional DCF model's basic underlying assumption that a company's
earnings, dividends, book value and share growth all increase at the same
constant rate of growth into infinity. Given these assumptions, if the
dividend payout ratio remains constant, so does the earnings retention
ratio (the percentage of earnings that are retained by the company as
opposed to being paid out in dividends). This being the case, a
company's dividend growth can be measured by multiplying its retention
ratio (1 - dividend payout ratio) by its book return on equity. This can be

statedasg=b xr.

Would you please provide an example that will illustrate the relationship
that earnings, the dividend payout ratio and book value have with dividend
growth?

RUCO consultant Stephen Hill illustrated this relationship in a Citizens

Utilities Company 1993 rate case by using a hypothetical utility.’

1

Citizens Utilities Company, Arizona Gas Division, Docket No. E-1032-93-111, Prepared

Testimony, dated December 10, 1993, p. 25.

11




Direct Testimony of William A. Rigsby
Southwest Gas Corporation
Docket No. W-01551A-10-0458

w0 N OO o b~Aow N

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Table |
Year 1 Year 2 Year 3 Year 4 Year 5 Growth
Book Value $10.00 $10.40 $10.82 $11.25 $11.70 4.00%
Equity Return 10% 10% 10% 10% 10% N/A
Earnings/Sh. $1.00 $1.04 $1.082 $1.125 $1.170 4.00%
Payout Ratio 0.60 0.60 0.60 0.60 0.60 N/A
Dividend/Sh $0.60 $0.624 $0.649 $0.675 $0.702 4.00%

Table | of Mr. Hill's illustration presents data for a five-year period on his
hypothetical utility. In Year 1, the utility had a common equity or book
value of $10t.00 per share, an investor-expected equity return of ten
percent, and a dividend payout ratio of sixty percent. This results in
earnings per share of $1.00 ($10.00 book value x 10 percent equity return)
and a dividend of $0.60 ($1.00 earnings/sh. x 0.60 payout ratio) during
Year 1. Because forty percent (1 - 0.60 payout ratio) of the utility's
earnings are retained as opposed to being paid out to investors, book
value increases to $10.40 in Year 2 of Mr. Hill's illustration. Table |
presents the results of this continuing scenario over the remaining five-

year period.

The results displayed in Table | demonstrate that under "steady-state" (i.e.
constant) conditions, book value, earnings and dividends all grow at the
same constant rate. The table further ilIUstrates that the dividend growth

rate, as discussed earlier, is a function of (1) the internally generated

12
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funds or earnings that are retained by a company to become new equity,
and (2) the return that an investor earns on that new equity. The DCF
dividend growth rate, expressed as g = b x r, is also referred to as the

internal or sustainable growth rate.

Q. If earnings and dividends both grow at the same rate as book value,
7 shouldn't that rate be the sole factor in determining the DCF growth rate?
8 |A. No. Possible changes in the expected rate of return on either common
9 equity or the dividend payout ratio make earnings and dividend growth by
10 themselves unreliable. This can be seen in the continuation of Mr. Hill's
11 illustration on a hypothetical utility.
12 Table Il
13 Year 1 Year 2 Year 3 Year 4 Year 5 Growth
14 Book Value $10.00 $10.40 $10.82 $11.47 $12.158 5.00%
15 Equity Return 10% 10% 15% 15% 15% 10.67%
16 Earnings/Sh $1.00 $1.04 $1.623 $1.720 $1.824 16.20%
17 Payout Ratio 0.60 0.60 0.60 0.60 0.60 N/A
18 Dividend/Sh $0.60 $0.624 $0.974 $1.032 $1.094 16.20%
19
20 In the example displayed in Table Il, a sustainable growth rate of four
21 percent? exists in Year 1 and Year 2 (as in the prior example). In Year 3,
22 Year 4 and Year 5, however, the sustainable growth rate increases to six

2 [ ( Year 2 Earnings/Sh — Year 1 Earnings/Sh ) + Year 1 Earnings/Sh ] =[ ( $1.04 - $1.00 ) +
$1.00]1=[%0.04 + $1.00 1= 4.00%

13
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percent.® If the hypothetical utility in Mr. Hill's illustration were expected to
earn a fifteen-percent return on common equity on a continuing basis,
then a six percent long-term rate of growth would be reasonable.
Howevef, the compound growth rate for earnings and dividends, displayed
in the last column, is 16.20 percent. If this rate was to be used in the
DCF model, the utility's return on common equity would be expected to
increase by fifty percent every five years, [(15 percent + 10 percent) — 1].

This is clearly an unrealistic expectation.

Although it is not illustrated in Mr. Hill's hypothetical example, a change in
only the dividend payout ratio will eventually result in a utility paying out
more in dividends than it earns. While it is not uncommon for a utility in
the real world to have a dividend payout ratio that exceeds one hundred
percent on occasion, it would be unrealistic to expect the practice to

continue over a sustained long-term period of time.

Q. Other than the retention of internally generated funds, as illustrated in Mr.
Hill's hypbthetical example, are there any other sources of new equity
capital that can influence an investor's growth expectations for a given
company?

A. Yes, a company can raise new equity capital externally. The best

example of external funding would be the sale of new shares of common

3[ (1 - Payout Ratio ) x Rate of Return ] = [ ( 1 - 0.60 ) x 15.00% ] = 0.40 x 15.00% = 6.00%

14
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stock. This would create additional equity for the issuer and is often the
case with utilities that are either in the process of acquiring smaller

systems or providing service to rapidly growing areas.

How does external equity financing influence the growth expectations held
by investors?

Rational investors will put their available funds into investments that will
either meet or exceed their given cost of capital (i.e. the return earned on
their investment). In the case of a utility, the book value of a company's
stock usually mirrors the equity portion of its rate base (the utility's earning
base). Because regulators allow utilities the opportunity to earn a
reasonable rate of return on rate base, an investor would take into
consideration the effect that a change in book value would have on the
rate of return that he or she would expect the utility to earn. If an investor
believes that a utility's book value (i.e. the utility's earning base) will
increase, then he or she would expect the return on the utility's common
stock to increase. If this positive trend in book value continues over an
extended period of time, an investor Would have a reasonable expectation

for sustained long-term growth.

15
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Q.

Please provide an example of how external financing affects a utility's
book value of equity.

As | explained earlier, one way that a utility can increase its equity is by
selling new shares of common stock on the open market. If these new
shares are purchased at prices that are higher than those shares soid
previously, the utility's book value per share will increase in value. This
would increase both the earnings base of the utility and the earnings
expectations of investors. However, if new shares sold at a price below
the pre-sale book value per share, the after-sale book value per share
declines in value. If this downward trend continues over time, investors
might view this as a decline in the utility's sustainable growth rate and will
have lower expectations regarding growth. Using this same logic, if a new
stock issue sells at a price per share that is the same as the pre-sale book
value per share, there would be no impact on either the utility's earnings

base or investor expectations.

Please explain how the external component of the DCF growth rate is
determined.

In his book, The Cost of Capital to a Public Utility,* Dr. Gordon (the
individual responsible for the development of the DCF or constant growth

model) identified a growth rate that includes both expected internal and

4 Gordon, M.J., The Cost of Capital to a Public Utility, East Lansing, MI: Michigan State
University, 1974, pp. 30-33.
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external financing components. The mathematical expression for Dr.

Gordon's growth rate is as follows:

g=(br)+(sv)

where: g = DCF expected growth rate,
b = the earnings retention ratio,
r = the return on common equity,
s = the fraction of new common stock sold that

accrues to a current shareholder, and
] = funds raised from the sale of stock as a fraction

of existing equity.

and v = 1-[(BV)+(MP)]
where: BV = book value per share of common stock, and
MP = the market price per share of common stock.
Q. Did you include the effect of external equity financing on long-term growth

rate expectations in your analysis of expected dividend growth for the DCF

model?

A. Yes. The external growth rate estimate (sv) is displayed on Page 1 of

Schedule WAR-4, where it is added to the internal growth rate estimate

(br) to arrive at a final sustainable growth rate estimate.
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Q.

Please explain why your calculation of external growth on page 2 of
Schedule WAR-4, is the current market-to-book ratio averaged with 1.0 ‘in
the equation [(M + B) + 1] + 2.

The market price of a utility's common stock will tend to move toward book
value, or a market-to-book ratio of 1.0, if regulators allow a rate of return
that is equal to the cost of capital (one of the desired effects of regulation).
As a result of this situation, | used [(M + B) + 1] + 2 as opposed to the
current market-to-book ratio by itself to represent investor's expectations

that, in the future, a given utility will achieve a market-to-book ratio of 1.0.

Has the Commission ever adopted a cost of capital estimate that included
this assumption?

Yes. In a prior SWG rate case’, the Commission adopted the
recommendations of ACC Staff's cost of capital witness, Stephen Hill, who
| noted earlier in my testimony. In that case, Mr. Hill used the same
methods that | have used in arriving at the inputs for the DCF model. His
final recommendation for SWG was largely based on the results of his
DCF analysis, which incorporated the same valid market-to-book ratio
assumption that | have used consistently in the DCF model as a cost of

capital witness for RUCO.

® Decision No. 68487, Dated February 23, 2006 (Docket No. G-01551A-04-0876)
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Q.
A.

How did you develop your dividend growth rate estimate?

| analyzed data on a proxy group comprised of eight LDCs.

Why did you use a proxy group methodology as opposed to a direct
analysis of the Company?

One of the problems in performing this type of analysis is that the utility
applying for a rate increase is not always a publicly traded company.
Although SWG is publicly-traded on the NYSE, SWG’s Arizona operations
are not. Because of this situation, | used the aforementioned proxy that
includes eight publicly-traded LDCs with similar risk characteristics to

SWG in order to derive a cost of common equity for the Company.

Are there any other advantages to the use of a proxy?

Yes. As | noted earlier, the U.S. Supreme Court ruled in the Hope
decision that a utility is entitled to earn a rate of return that is
commensurate with the returns on investments of other firms with
comparable risk. The proxy technique that | have used derives that rate of
return. One other advantage to using a sample of companies is that it
reduces the possible impact that any undetected biases, anomalies, or

measurement errors may have on the DCF growth estimate.
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Q.

What criteria did you use in selecting the natural gas LDC’s included in
your proxy for the Company?

Each of the LDCs in my sample are tracked in the Value Line Investment

Survey’s (“Value Line”) natural gas Utility industry segment. All of the
companies in the proxy are engaged in the provision of regulated natural
gas distribution services. Attachment A of my testimony contains Value
Line’s most recent evaluation of the natural gas proxy group that | used for

my cost of common equity analysis.

What companies are included your natural gas proxy?

The eight natural gas LDC’s included in my proxy (and their NYSE ticker
symbols) are AGL Resources, Inc. (“AGL”), Atmos Energy Corp. (“ATO?),
Laclede Group, Inc. (‘LG”"), New Jersey Resources Corporation (“NJR”),
Northwest Natural Gas Co. (“NWN”), Piedmont Natural Gas Company
(“PNY”), South Jersey Industries, Inc. (“SJI”) and WGL Holdings, Inc.

("WGL").

Are these the same LDC’'s that you have used in prior rate case
proceedings?

Yes, | have used these same LDC'’s in prior rate cases including the most
recent UNS Gas, Inc. proceeding.? However, in those prior proceedings |

also included another natural gas provider known as Nicor, Inc. Nicor, Inc.

® Docket No. G-04204A-06-0463
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is currently being acquired by AGL Resources, Inc. Since Nicor, Inc.’s
stock price is now being driven by the aforementioned acquisition, | did not

believe it should be included in my proxy group.

Are these same LDCs included in the proxy used by SWG’s withess?

Yes. However SWG’s witness, Mr. Robert V. Hevert also included Nicor,
Inc., in his analysis which would have been conducted prior to the
December 7, 2011 announcement of the merger between AGL and Nicor,

Inc.

Briefly describe the regions of the U.S. served by the natural gas LDC’s
that make up your sample proxy.

The LDC’s listed above provide natural gas service to customers in the
Middle Atlantic region (i.e. NJI which serves portions of northern New
Jersey, SJI which serves southern New Jersey and WGL which serves the
Washington D.C. metro area), the Southeast and South Central portions
of the U.S. (i.e. AGL which serves Virginia, southern Tennessee and the
Atlanta, Georgia area and PNY which serves customers in North Carolina,
South Carolina and Tennessee), the South, deep South and Midwest (i.e.
ATO which serves customers in Kentucky, Mississippi, Louisiana, Texas,
Colorado and Kansas, LG which serves the St. Louis area), and the

Pacific Northwest (i.e. NWN which serves Washington state and Oregon).
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Q.

Please explain your DCF growth rate calculations for the sample LDCs
used in your proxy.

Schedule WAR-5 provides retention ratios, returns on book equity, internal
growth rates, book values per share, numbers of shares outstanding, and
the compounded share growth for each of the LDCs included in the
sample for an historical 5-year observation period from the beginning of
2006 to the end of 2010. Schedule WAR-5 also includes Value Line's
projected 2011, 2012 and 2014-16 values for the retention ratio, equity
return, book value per share growth rate, and number of shares

outstanding for the sample LDC’s.

Please describe how you used the information displayed in Schedule
WAR-5 to estimate each comparable utility's dividend growth rate.

In explaining my analysis, | will use AGL as an example. The first
dividend growth component that | evaluated was the internal growth rate.
| used the "b x r" formula (described on pages 11 and 12) to multiply
AWR's earned return on common equity by its earnings retention ratio for
each year in the 2006 to 2010 observation period to derive the utility's
annual internal growth rates. | used the mean average of this five-year
period as a benchmark against which | compared the projected growth
rate trends provided by Value Line. Because an investor is more likely to
be influenced by recent growth trends, as opposed to historical averages,

the five-year mean noted earlier was used only as a benchmark figure. As
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shown on Schedule WAR-5, Page 1, AGL's average internal growth rate
of 5.24 percent over the 2006 to 2010 time frame reflects an up and down
pattern of growth that ranged from a low of 4.79 percent in 2008 to a high
of 6.02 percent during 2006. Value Line is predicting that growth will
increase steadily from 5.33 percent in 2010, to 5.73 percent by the end of
the 2014-16 time frame. After weighing Value Line’s projections on
earnings and dividend growth, | believe that a 5.50% rate of internal

growth is reasonable for AGL (Schedule WAR-4, Page 1 of 2).

Please continue with the external growth rate component portion of your
analysis.

Schedule WAR-5 demonstrates that the number of shares outstanding for
AGL increased from 77.70 million to 78.00 million from 2006 to 2010.
Value Line is predicting that this level will increase from 78.50 million in
2011 to 80.50 million by the end of 2016. Based on this data, | believe
that a 0.65 percent growth in shares is not unreasonable for AGL (Page 2
of Schedule WAR-4). My final dividend growth rate estimate for AGL is
5.70 percent (5.50 percent internal growth + 0.20 percent external growth)

and is shown on Page 1 of Schedule WAR-4.
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Q.

What is the average DCF dividend growth rate estimate for your sample
utilities?
The average DCF dividend growth rate estimate for my sample is 5.42

percent as displayed on page 1 of Schedule WAR-4.

How does your average dividend growth rate estimates on your sample
companies compare to the growth rate data published by Value Line and
other analysts?

Schedule WAR-6 compares my growth estimates with the five-year
projections of analysts at both Value Line and Zacks Investment
Research, Inc. (“Zacks”) (Attachment B). My 5.42 percent estimate
exceeds Zacks' average long-term EPS projection of 4.31 percent but is
10 basis points lower than Value Line’s growth projection of 5.52 percent
(which is an average of EPS, DPS and BVPS). My 5.42 percent estimate
is 29 basis points lower than the 5.71 percent average of Value Line’s
historical growth results and 8 basis points lower than the 5.50 percent
average of the growth data published by both Value Line and Zacks. Myr
5.42 percent growth estimate is 113 basis points higher than Value Line’s
4.29 percent 5-year compound historical average of EPS, DPS and BVPS.
The estimates of analysts at Value Line indicate that investors are
expecting somewhat lower growth rates from the natural gas utility

industry in the future. On balance, | would say my 5.42 percent estimate
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is a good representation of the growth projections that are available to the

investing public.

Q. How did you calculate the dividend yields displayed in Schedule WAR-3?

A. | used the estimated annual dividends, for the next twelve-month period,

that appeared in Value Line’s June 10, 2011 Ratings and Reports Natural
Gas Utility industry update. | then divided those figures by the eight-week
average daily adjusted closing price per share of the appropriate utility's
common stock. The eight-week observation period ran from April 11,
2011 to June 3, 2011, and the average dividend yield was 3.80 as

exhibited on Schedule WAR-3.

Q. Based on the results of your DCF analysis, what is your cost of equity

capital estimate for the LDCs included in your sample?

A. As shown on Schedule WAR-2, the cost of equity capital derived from my

DCF analysis is 9.22 percent for the LDCs included in my sample.
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Capital Asset Pricing Model (CAPM) Method

Q.

Please explain the theory behind CAPM and why you decided to use it as
an equity capital valuation method in this proceeding.

CAPM is a mather;latical tool that was developed during the early 1960’s
by William F. Sharpe’, the Timken Professor Emeritus of Finance at
Stanford University, who shared the 1990 Nobel Prize in Economics for
research that eventually resulted in the CAPM model. CAPM is used to
analyze the relationships between rates of return on various assets and
risk as measured by beta.® In this regard, CAPM can help an investor to
determine how much risk is associated with a given investment so that he
or she can decide if that investment meets their individual preferences.
Finance theory has always held that as the risk associated with a given
investment increases, so should the expected rate of return on that
investment and vice versa. According to CAPM theory, risk can be
classified into two specific forms: nonsystematic or diversifiable risk, and
systematic or non-diversifiable risk. While nonsystematic risk can be
virtually eliminated through diversification (i.e. by including stocks of
various companies in various industries in a portfolio of securities),

systematic risk, on the other hand, cannot be eliminated by diversification.

7 William F. Sharpe, “A Simplified Model of Portfolio Analysis,” Management Science, Vol. 9, No.
2 (January 1963), pp. 277-93.

8 Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of
a market portfolio of assets. It is a measure of systematic or non-diversifiable risk. The returns
on a stock with a beta of 1.0 will mirror the returns of the overall stock market. The returns on
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock
market; and if a stock's beta is less than 1.0, its returns are less volatile or riskier than the overall
stock market.
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Thus, systematic risk is the only risk of importance to investors. Simply
stated, the uhderlying theory behind CAPM is that the expected return on
a given investment is the sum of a risk-free rate of return plus a market
risk premium that is proportional to the systematic (non-diversifiable risk)

associated with that investment. In mathematical terms, the formula is as

follows:
K=r+[RB(rm-r1e)]
where: k = the expected return of a given security,
£} = risk-free rate of return,
R - = beta coefficient, a statistical measurement of a
security's systematic risk,
'm = average market return (e.g. S&P 500), and
m-Tf = market risk premium.
Q. What types of financial instruments are generally used as a proxy for the

risk-free rate of return in the CAPM model?

A. Generally speaking, the yields of U.S. Treasury instruments are used by

analysts as a proxy for the risk-free rate of return component.
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Q.

Please explain why U.S. Treasury instruments are regarded as a suitable
proxy for the risk-free rate of return?

As citizens and investors, we would like to believe that U.S. Treasury
securities (which are backed vby the full faith and credit of the United
States Government) pose no threat of default no matter what their maturity
dates are. However, a comparison of various Treasury instruments
(Attachment C) will reveal that those with longer maturity dates do have
slightly higher yields. Treasury yields are comprised of two separate
components,® a real rate of interest (believed to be approximately 2.00
percent) and an inflationary expectation. When the real rate of interest is
subtracted from the total treasury yield, all that remains is the inflationary
expectation. Because increased inflation represents a potential capital
loss, or risk, to investors, a higher inflationary expectation by itself
represents a degree of risk to an investdr. Another way of looking at this
is from an opportunity cost standpoint. When an investor locks up funds in
long-term T-Bonds, compensation must be provided for future investment
opportunities foregone. This is often described as maturity or interest rate
risk and it can affect an investor adversely if market rates increase before
the instrument matures (a rise in interest rates would decrease the value

of the debt instrument). As discussed earlier in the DCF portion of my

°As a general rule of thumb, there are three components that make up a given interest rate or
rate of return on a security: the real rate of interest, an inflationary expectation, and a risk
premium. The approximate risk premium of a given security can be determined by simply
subtracting a 91-day T-Bill rate from the yield on the security.
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testimony, this compensation translates into higher rates of returns to the

investor.

Q. What security did you use for a risk-free rate of return in your CAPM

analysis?

A. | used an eight-week average of the yield on a 5-year U.S. Treasury

instrument. The yields were published in Value Line’s Selection and
Opinion publication dated Aprit 22, 2011 through June 10, 2011
(Attachment C). This resulted in a risk-free (r;) rate of return of 1.91

percent.

Q. Why did you use the yield on a 5-year year U.S. Treasury instrument as

opposed to a short-term T-Bill?

A. While a shorter term instrument, such as a 91-day T-Bill, presents the

lowest possible total risk to an investor, a good argument can be made
that the yield on an instrument that matches the investment period of the
asset being analyzed in the CAPM model should be used as the risk-free
rate of return. Since utilities in Arizona generally file for rates every three
to five years, the yield on a 5-year U.S. Treasury Instrument closely
matches the investment period or, in the case of regulated utilities, the

period that new rates will be in effect.
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Q.

How did you calculate the market risk premium used in your CAPM
analysis?

| used both a geometric and an arithmetic mean of the historical total
returns on the S&P 500 index from 1926 to 2010 as the proxy for the
market rate of return (ry). For the risk-free portion of the risk premium
component (rf), | used the geometric mean ef the total returns of
intermediate-term government bonds for the same eighty-four year period.
The market risk premium (rr, - r) that results by using the geometric mean
of these inputs is 4.50 percent (9.90% - 5.40% = 4.50%). The market risk
premium that results by using the arithmetic mean calculation is 6.40

percent (11.90% - 5.50% = 6.40%).

How did you select the beta coefficients that were used in your CAPM
analysis?

The beta coefficients (), for the individual utilities used in both my
proxies, were calculated by Value Line and were current as of June 10,
2011 for the LDCs in my proxy. Value Line calculates its betas by using a
regression analysis between weekly percentage changes in the market
price of the security being analyzed and weekly percentage changes in
the NYSE Composite Index over a five-year period. The betas are then
adjusted by Value Line for their long-term tendency to converge toward
1.00. The beta coefficients for the LDCs included in my sample ranged

from 0.60 to 0.75 with an average beta of 0.66.

30




10

11

12
13
14

15

16

17

18

19

20

21

22

23

24

Direct Testimony of William A. Rigsby
Southwest Gas Corporation
Docket No. W-01551A-10-0458

Q.

A.

What are the results of your CAPM analysis?

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation
using a geometric mean to calculate the risk premium results in an
average expected return of 4.87 percent. My calculation using an

arithmetic mean results in an average expected return of 6.11 percent.

Please summarize the results derived under each of the methodologies
presented in your testimony.
The following is a summary of the cost of equity capital derived under

each methodology used:

METHOD RESULTS
DCF 9.22%
CAPM 4.87% -6.11%

Based on these results, my best estimate of an appropriate range for a
cost of common equity for the Company is 4.87 percent to 9.22 percent.

My final recommended cost of common equity figure is 9.00 percent.

How does your recommended cost of equity capital compare with the cost
of equity capital proposed by the Company?

The 11.00 percent cost of equity capital proposed by the Company is 200
basis points higher than the 9.00 percent cost of equity capital that | am

recommending.
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Q

How did you arrive at your final recommended 9.00 percent cost of
common equity?

My recommended 9.00 percent cost of common equity falls on the high
side of the range of estimates obtained from my DCF and CAPM
analyses. As | will discuss in more detail in the next section of my
testimony, my final estimate takes into consideration current interest rates
(as the cost of equity moves in the same direction as interest rates), and
the current state of the national and state economies. My final estimate
also takes into consideration a general belief among economists and
market analysts that the U.S. Federal Reserve will begin raising interest
rates as the economy improves (although there is no firm estimate as to
when that may occur). | also took into consideration information on
Arizona’s current rate of unemployment in making my final cost of equity

estimate.

Current Economic Environment

Q.

Please explain why it is necessary to consider the current economic
environment when performing a cost of equity capital analysis for a
regulated utility.

Consideration of the economic environment is necessary because trends
in interest rates, present and projected levels of inflation, and the overall
state of the U.S. economy determine the rates of return that investors earn

on their invested funds. Each of these factors represent potential risks
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that must be weighed when estimating the cost of equity capital for a
regulated utility and are, most often, the same factors considered by

individuals who are also investing in non-regulated entities.

Q. Please describe your analysis of the current economic environment.

A. My analysis begins with a review of the economic events that have
occurred between 1990 and the present in order to provide a background
on how we got to where we are now. It also describes how the Board of
Governors of the Federal Reserve System (“Federal Reserve” or “Fed”)
and its Federal Open Market Committee (“FOMC”) used its interest rate-
setting authority to stimulate the economy by cutting interest rates during
recessionary periods and by raising interest rates to control inflation during
times of robust economic growth. Schedule WAR-8 displays various
economic indicators and other data that | will refer to during this portion of

my testimony.

In 1991, as measured by the most recently revised annual change in
gross domestic product (“GDP”), the U.S. economy experienced a rate of
growth of negative 0.20 percent. This decline in GDP marked the
beginning of a mild recession that ended sometime before the end of the
first half of 1992. Reacting to this situation, the Federal Reserve, then

chaired by noted economist Alan Greenspan, lowered its benchmark
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federal funds rate'® in an effort to further loosen monetary constraints - an

action that resulted in lower interest rates.

During this same period, the nation's major money center banks followed
the Federal Reserve's lead and began lowering their interest rates as well.
By the end of the fourth quarter of 1993, the prime rate (the rate charged
by banks to their best customers) had dropped to 6.00 percent from a
1990 level of 10.01 percent. In addition, the Federal Reserve's discount
rate on loans to its member banks had fallen to 3.00 percent and short-
term interest rates had declined to levels that had not been seen since

1972.

Although GDP increased in 1992 and 1993, the Federal Reserve took
steps to increase interest rates beginning in February of 1994, in order to
keep inflation under control. By the end of 1995, the Federal discount rate
had risen to 5.21 percent. Once again, the banking community followed
the Federal Reserve's moves. The Fed’s strategy, during this period, was
to engineer a "soft landing." That is to say that the Federal Reserve
wanted to foster a situation in which economic growth would be stabilized

without incurring either a prolonged recession or runaway inflation.

% This is the interest rate charged by banks with excess reserves at a Federal Reserve district
bank to banks needing overnight loans to meet reserve requirements. The federal funds rate is
the most sensitive indicator of the direction of interest rates, since it is set daily by the market,
unlike the prime rate and the discount rate, which are periodically changed by banks and by the
Federal Reserve Board, respectively.
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Q.

A.

Did the Federal Reserve achieve its goals during this period?

Yes. The Fed's strategy of decreasing interest rates to stimulate the
economy worked. The annual change in GDP began an upward trend in
1992. A change of 4.50 percent and 4.20 percent were recorded at the
end of 1997 and 1998 respectively. Based on daily reports that were
presented in the mainstream print and broadcast media during most of
1999, there appeared to be little doubt among both economists and the
public at large that the U.S. was experiencing a period of robust economic
growth highlighted by low rates-of unemployment and inflation. Investors,
who believed that technology stocks and Internet company start-ups (with
little or no history of earnings) had high growth potential, purchased these
types of issues with enthusiasm. These types of investors, who exhibited
what former Chairman Greenspan described as “irrational exuberance,”
pushed stock prices and market indexes to all time highs from 1997 to
2000. Over the next ten years, the FOMC continued to stimulate the
economy and keep inflation in check by raising and lowering the federal

funds rate.

How did the U.S. economy fare between 2001 and 20077

The U.S. economy entered into a recession near the end of the first
quarter of 2001. The bullish trend, which had characterized the last half of
the 1990’s, had already run its course sometime during the third quarter of

2000. Disappointing economic data releases, since the beginning of
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2001, preceded the September 11, 2001 terrorist attacks on the World
Trade Center and the Pentagon which are now regarded as a defining
point during this economic slump. From January 2001 to June 2003 the
Federal Reserve cut interest rates a total of thirteen times in order to
stimulate growth. During this period, the federal funds rate fell from 6.50
percent to 1.00 percent. The FOMC reversed this trend on June 29, 2004
and raised the federal funds rate 25 basis points to 1.25 percent. From
June 29, 2004 to January 31, 2006, the. FOMC raised the federal funds
rate thirteen more times to a level of 4.50 percent during a period in which
the economic picture turned considerably brighter as both Inflation and
unemployment fell, wages increased and the overall economy, despite

continued problems in housing, grew briskly. "

The FOMC’s January 31, 2006 meeting marked the final appearance of
Alan Greenspan, who had presided over the rate setting body for a total of
eighteen years. On that same day, Greenspan’s successor, Ben
Bernanke, the former chairman of the President's Council of Economic
Advisers, and a former Fed governor under Greenspan from 2002 to
2005, was confirmed by the U.S. Senate to be the new Federal Reserve
chief. As expected by Fed watchers, Chairman Bernanke picked up
where his predecessor left off and increased the federal funds rate by 25

basis points during each of the next three FOMC meetings for a total of

" Henderson, Nell, “Bullish on Bernanke” The Washington Post, January 30, 2007.
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seventeen consecutive rate increases since June 2004, and raising the
federal funds rate to a level of 5.25 percent. The Fed’s rate increase
campaign finally came to a halt at the FOMC meeting held on August 8,
2006, when the FOMC decided not to raise rates. Once again, the Fed

managed to engineer a soft landing.

What has been the state of the economy since 2007?

Reports in the mainstream financi}al press during the majority of 2007
reflected the view that the U.S. economy was slowing as a result of a
worsening situation in the housing market and higher oil prices. The
overall outlook for the economy was one of only moderate growth at best.
Also during this period the Fed’s key measure of inflation began to exceed

the rate setting body’s comfort level.

On August 7, 2007, the beginning of what is now being referred to as the
Great Recession; the FOMC decided not to increase or decrease the
federal funds rate for the ninth straight time and left its target rate

t.2 At the time of the Fed’s decision, analysts

unchanged at 5.25 percen
speculated that a rate cut over the next several months was unlikely given
the Fed’'s concern that inflation would fail to moderate. However, during

this same period, evidence of an even slower economy and a possible

"2 p, Greg, “Markets Gyrate As Fed Straddles Inflation, Growth” The Wall Street Journal, August
8, 2007

37




Direct Testimony of William A. Rigsby
Southwest Gas Corporation
Docket No. W-01551A-10-0458

10

11

12

13

14

15

16

17

18

19

20

21

recession was beginning to surface. Within days of the Fed’s decision to
stand pat on rates, a borrowing crisis rooted in a deterioration of the
market for subprime mortgages and securities linked to them, forced the
Fed to inject $24 billion in funds (raised through its open market
operations) into the credit markets."> By Friday, August 17, 2007, after a
turbulent week on Wall Street, the Fed made the decision to lower its
discount rate (i.e. the rate charged on direct loans to banks) by 50 basis
points, from 6.25 percent to 5.75 percent, and took steps to encourage
banks to borrow from the Fed’s discount window in order to provide
liquidity to lenders. According to an article that appeared in the August 18,

2007 edition of The Wall Street Journal, ' the Fed had used all of its tools

to restore normalcy to the financial markets. If the markets failed to settle
down, the Fed’s only weapon left was to cut the Federal Funds rate —
possibly before the next FOMC meeting scheduled on September 18,

2007.

Did the Fed cut rates as a result of the subprime mortgage borrowing
crises?

Yes. At its regularly scheduled meeting on September 18, 2007, the
FOMC surprised the investment community and cut both the federal funds

rate and the discount rate by 50 basis points (25 basis points more than

> |p, Greg, “Fed Enters Market To Tamp Down Rate” The Wall Street Journal, August 9, 2007

14 Ip, Greg, Robin Sidel and Randail Smith, “Fed Offers Banks Loans Amid Crises” The Wall
Street Journal, August 9, 2007
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what was anticipated). This brought the federal funds rate down to a level
of 4.75 percent. The Fed’s action was seen as an effort to curb the
aforementioned slowdown in the economy. Over the course of the next
four months, the FOMC reduced the Federal funds rate by a total 175
basis points to a level of 3.00 percent — mainly as a result of concerns that
the economy was slipping into a recession. This included a 75 basis point
reduction that occurred one week prior to the FOMC’s meeting on January

29, 2008.

What actions has the Fed taken in regard to interest rates since the
beginning of 20087

The Fed made two more rate cuts which included a 75 basis point
reduction in the federal funds rate on March 18, 2008 and an additional 25
basis point reduction on April 30, 2008. The Fed’s decision to cut rates
was based on its belief that the slowing economy was a greater concern
than the current rate of inflation (which the majority of FOMC members
believed would moderate during the economic slowdown).” As a result of
the Fed’s actions, the federal funds rate was reduced to a level of 2.00
percent. From April 30, 2008 through September 16, 2008, the Fed took
no further action on its key interest rate. However, the days before and

after the Fed’s September 16, 2008 meeting saw longstanding Wall Street

15

Ip, Greg, “Credit Worries Ease as Fed Cuts, Hints at More Relief’ The Wall Street Journal,

March 19, 2008
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firms such as Lehman Brothers, Merrill Lynch and AIG failing as a result of
their subprime holdings. By the end of the week, the Bush administration
had announced plans to deal with the deteriorating financial condition
which had now become a worldwide crisis. The administrations actions
included former Treasury Secretary Henry Paulson’s request to Congress
for $700 billion to buy distressed assets as part of a plan to haltrwhat has
been described as the worst financial crisis since the 1930’s'®. Amidst this
turmoil, the Fed made the decision to cut the federal funds rate by another
50 basis points in a coordinated move with foreign central banks on
October 8, 2008. This was followed by another 50 basis point cut during
the regular FOMC meeting on October 29, 2008. At the time of this
writing, the federal funds target rate now stands at 0.25 percent, the result

of a 75 basis point cut announced on December 16, 2008.

What is the current rate of inflation in the U.S.?
As can be seen on Schedule WAR-8, the current rate of inflation is at 3.20
percent according to information provided by the U.S. Department of

Labor's Bureau of Labor Statistics.'”

16 Soloman, Deborah, Michael R. Crittenden and Damian Paletta, “U.S. Bailout Plan Calms
Markets, But Struggle Looms Over Details” The Wall Street Journal, September 20, 2008

' http://www.bls.gov/news.release/cpi.nr0.htm
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Q.
A.

Has the Fed raised interest rates in anticipation of higher inflation?

No. Despite encouraging signs of recovery, with the exception of recent
higher prices for food and oil, the FOMC has not raised interest rates to
date. Furthermore, during the first week of November 2010, Chairman
Bernanke announced plans to buy $600 billion of U.S. government bonds
over the next eight months in order to drive down long-term interest rates
and encourage more borrowing and growth.'® During its March 15, 2011
meeting, the FOMC unanimously voted to press on with its $600 billion
bond-buying plan despite a considerably more upbeat assessment of the
economy and the job market. In a prepared statement, the FOMC
announced that "The economic recovery is on a firmer footing, and overall
conditions in the labor market appear to be improving gradually.”
However, the rate-setting body of the Fed also reiterated its pledge to
keep interest rates, currently near zero, at very low levels for an extended

period.'®

Putting this all into perspective, how have the Fed’s actions since 2000
affected the yields on Treasury Instruments and benchmark interest rates?
As can be seen on Schedule WAR-8, current Treasury yields are

considerably lower than corresponding yields that existed during the year

18 Hilsenrath, Jon, “Fed Fires $600 Billion Stimulus Shot” The Wall Street Journal, November 4,

2010

'® da Costa, Pedro and Mark Felsenthal, “Fed says economic recovery on firmer footing,”
MSNBC, March 15, 2011

41




10

11

12

13

14

15

16

17

18

19

20

21

22

Direct Testimony of William A. Rigsby
Southwest Gas Corporation
Docket No. W-01551A-10-0458

2000 and U.S. Treasury instruments, are for the most part, still at
historically low levels. As can be seen on the first page of Attachment C,
the previously mentioned federal discount rate (the rate charged to the
Fed’s member banks), has remained steady at 0.75 percent since March
of 2010.

As of June 1, 2011, leading interest rates that include the 3-month, 6-
month and 1-year treasury yields have dropped from their June 2010
levels. Longer term yields including the 5-year, 10-year and 30-year have
all fallen from levels that existed a year ago. Only the 30-year Zero rate
saw a 5 basis point increase since Juﬁe 2010 (Attachment C, Value Line
Selection & Opinion page 2193). The prime rate has remained constant at
3.25 percent over the past year, as has the benchmark federal funds rate
discussed above. A previous trend, described by former Chairman

"20 'in which long-term rates fell as short-term

Greenspan as a “conundrum
rates increased, thus creating a somewhat inverted yield curve that
existed as late as June 2007, is completely reversed and a more
traditional yield curve (one where yields increase as maturity dates
lengthen) presently exists. The 5-year Treasury yield, used in my CAPM

analysis, has decreased 54 basis points from 2.13 percent, in June 2010,

to 1.59 percent as of June 1, 2011.

20 Wolk, Martin, “Greenspan wrestling with rate 'conundrum'’,” MSNBC, June 8, 2005
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Q.
A

What are the current yields on utility bonds?

Referring again to Attachment C, as of June 1, 2011, 25/30-year A-rated
utility bonds were yielding 5.14 percent (28 basis points lower than a year
ago) and 25/30-year Baa/BBB-rated utility bonds were yielding 5.69

percent (down 34 basis points from a year earlier).

What is the current outlook for the economy?
Value line's analysts had this to say in the June 10, 2011 edition of

Value Line’s Selection and Opinion publication:

Recent sluggishness aside, we still expect second-quarter
GDP growth to narrowly push past the tepid 1.8% gain
recorded during the first three months of this year. Our
sense is that gross domestic product growth may edge up to
2.5%, or so, in the current period, as the effects of Japan's
earthquake and the harsh winter storms that blanketed so much
of our nation fade. We also look for the recent moderation in the
price of oil and other key commodities to encourage a still-
reticent consumer to gradually pick up the spending pace.

Value Line’s analysts went on to explain

Even so, our optimism has been tempered by less-than-
compelling recent data, which include declining durable goods
orders, unrelenting softness in housing, some developing
listlessness in consumer confidence, and slowing growth in
manufacturing. Our feeling is that some of these problems will
start to fade after midyear, although even then, we no longer
sense that GDP growth will move beyond 3% in the final half.

Value Line’s analysts also stated

We are a little more optimistic about 2012, and believe that
the up cycle will broaden to incorporate the still-troubled housing
market by then. For now, a bottoming-out process is the best we
see ahead for housing in 2011. Our 2012 economic model calls
for modestly better housing numbers and GDP growth of just
over 3%.
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Q.

A.

Value Line's analysts went on to say

Meanwhile, the Federal Reserve is likely to continue its
support for the economy, even as it prepares to conclude its
quantitative easing, or QE2, monetary stimulus program late this
month. Our sense is that the lead bank will not move to tighten
the reins by raising interest rates for another six months to a
year. But for now, we do not see a new stimulus, or QE3,
endeavor being forthcoming. Even here though, our certainty is
less than it has been.

How are LDCs such as SWG faring in the current economic environment?
In the June 10, 2011 quarterly update on the natural gas utility industry Mr.

Richard Gallagher stated the following:

The weakness in the U.S. economy continues to affect this group’s
results. On point, the lackluster housing market remains a challenge. In
fact, one key measure for this sector, housing starts, declined 10.6% in
in April. This suggests demand will probably continue to be weak in the
near term. Moreover, tight consumer spending has led to customer
conservation. These factors, along with low natural gas prices, will likely
continue to pressure revenues for the foreseeable future. What's more,
low interest rates have led to an unfavorable rate environment, which
has hurt these utilities returns of late.

The primary appeal of these utility stocks is their above-average dividend
yields. Indeed, the average yield for this group is about 3.6%, which is
well above the Value Line median. Most notably, NiSource, AGL
Resources and Laclede Group all offer particularly attractive dividend
yields in this sector.

How has Arizona fared in terms of the overall economy and home
foreclosures?
Arizona was one of the states hit the hardest during the Great Recession
and has lagged during the current recovery.?! During the period between
2006 and 2009, statewide construction spending fell by 40.00 percent.
According to information provided by Irvine, California-based RealtyTrac,

Arizona is currently ranked third in the nation behind California and

2! Beard, Betty, “Recession hit Arizona hardest” The Arizona Republic, March 6, 2011
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Nevada (all areas that SWG operates in) in terms of home foreclosures
with the largest number of foreclosures occurring in Maricopa, Pinal and

Pima Counties.??

What is the current Unemployment situation in Arizona during this period
of economic recovery?

According to information displayed on the website of the Arizona
Department of Administration’s Office of Employment and Population
Statistics?®, Arizona’s jobless rate stood at 9.30 percent in April 2011
which is down from 10.10 percent in April 2010. As of June 3, 2011,
nationwide unemployment remained unchanged at 9.10 percent according
to the U.S. Bureau of Labor Statistics.>* So Arizona’s unemployment rate

is slightly higher than the national average.

After weighing the economic information that you've just discussed, do you
believe that the 9.00 percent cost of equity capital that you have estimated
is reasonable for SWG?

| believe that my fecommended 9.00 percent cost of equity capital, which

is 331 basis points higher than the current 5.69 percent yield on a

2 hitp://www.realtytrac.com/trendcenter/

2 Arizona Department of Administration’s Office of Employment and Population Statistics
http.//www.workforce.az.gov/

% U.S. Bureau of Labor Statistics Economic News Release dated June 3, 2011
http://www _bls.gov/news.release/empsit.nr0.htm
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Baa/BBB-rated utility bond, will provide SWG with a reasonable rate of
return on invested capital when data on interest rates (that are low by
historical standards), the current state of the economy, current rates of
unemployment (both nationally and in Arizona), and the Fed’s ability to
keep inflation in check are all taken into consideration. As | noted earlier,
the Hope decision determined that a utility is entitled to earn a rate of
return that is commensurate with the returns it would make on other
investments with comparable risk. | believe that my cost of equity analysis
has produced such a return. As can be seen in Attachment D, my
recommended 9.00 percent cost of common equity exceeds Value Line’s
projected 2011 and 2012 8.50 percent return on book common equity for
SWG. Further, my recommended 9.00 percent cost of common equity
matches Value Line’s 9.00 percent return on book common equity for

SWG over the 2014-2016 time frame.
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CAPITAL STRUCTURE AND COST OF DEBT

Q.

A.

Please describe the Company-proposed capital structure.
The Company-proposed capital structure is comprised of approximately

52.30 percent common equity and 47.70 percent long-term debt.

How does the Company-proposed capital structure compare with the
capital structures of the LDCs that comprise your sample?

The Company-proposed capital structure, comprised of 52.30 percent
equity capital is somewhat lower in equity than the capital structures of the
LDCs in my sample, which had an average of 56.80 percent common
equity, and would be perceived by investors as having slightly higher risk
overall. SWG’s 47.70 percent level of long-term debt is somewhat higher
than the average of 43.10 percent in my sample and would be perceived
as having a slightly higher level of financial risk. Overall | would say that
SWG's capital structure is well balanced and the Company has improved

its equity position since its last rate case proceeding.

What capital structure are you recommending for SWG?
| am recommending a capital structure comprised of 50.15 percent
common equity and 49.85 percent long-term debt which is slightly different

from the Company-proposed capital structure.
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Q.

What is the difference between your recommended capital structure and
the Company-proposed capital structure?

My recommended capital takes into consideration debt refinancing and
bond issuances that occurred after the end of the Company’s Test Year

(Exhibit 2).

What cost of long-term debt are you recommending for SWG?
| am recommending that the Commission adopt a cost of debt of 7.3
percent which is 99 basis points lower than the Company-proposed cost of

debt of 8.34 percent.

How did your determine your recommended cost of debt?
| based my recommended cost of debt on information that was provided
by SWG in its response to ACC Staff data request 2.21 (Exhibit 1) which

reflects the impact of debt refinancing and bond issuances noted above.

COMMENTS ON THE COMPANY-PROPOSED COST OF EQUITY CAPITAL

Q.

How does your recommended cost of equity capital compare with the cost
of equity capital proposed by the Company?

The Company’s cost of capital withess, Mr. Hevert, is recommending a
cost of common equity of 11.00 percent. His 11.00 percent cost of
common equity is 200 basis points higher than the 9.00 percent cost of

common equity that | am recommending.
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Q.

What models and methods did Mr. Hevert use to arrive at his proposed
cost of common equity for the Company?

Mr. Hevert used both the DCF and CAPM models. Mr. Hevert relies on
both the constant growth DCF model that | relied on and a multi-stage
version of the DCF model. He also employed a bond yield plus risk

premium analysis which | did not rely on since it is a variation on CAPM.

Please describe the methods used by Mr. Hevert and the results produced
by his constant growth DCF model?

Mr. Hevert relied on growth estimates from analysts at Value Line, Zacks
and First Call. He also relied on 30, 90 and 180 day averages of closing

stock prices for the inputs to his constant DCF models.

What were the results of Mr. Hevert's constant growth DCF model?
Mr. Hevert's constant growth model produced results ranging from 7.43

percent to 9.71 percent.

What results did Mr. Hevert's obtain from his muiti-stage DCF model?

Mr. Hevert's obtained multi-stage DCF model results ranging from a low of

10.08 percent to a high of 10.66 percent.
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Q.

How do Mr. Hevert's DCF results compare with the results that you
obtained from your DCF analysis?

Mr. Hevert’s results from both his DCF models range from 7.43 percent to
10.66 compared to my DCF result of 9.22 percent. The mean average of
all of his DCF results is 9.50 percent which is 28 basis points higher than

the 9.22 percent that | obtained from my constant growth model.

What types of inputs did Mr. Hevert use in the standard Sharpe Litner
CAPM model?

Mr. Hevert conducted two analyses using the Sharpe Lither CAPM model,
one using a Sharpe Ratio derived market risk premium input of
approximately 9.89 percent and another which used an ex-ante approach
derived market risk premium input of approximately 9.38 percent as
opposed to my risk premiums ranging from 4.50 percent to 6.40 percent.
He then performed two separate analyses relying on a current average
30-year treasury yield of 3.75 percent and a near-term projected 30-year
treasury yield of 4.22 percent as opposed to my 8-week average yield of
1.91 percent on a 5-year Treasury instrument. Each of these analyses
used historical betas which averaged 0.67 and betas that were
recalculated by Mr. Hevert that averaged 0.88 as opposed to my average

beta of 0.66.
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Q.

How do the results of Mr. Hevert's CAPM analyses compare to the results
of your CAPM analyses?

Mr. Hevert's CAPM analysis produced results ranging from 10.41 percent
to 12.93 percent. As opposed to my CAPM results which ranged from

4.87% t0 6.11%.

What concerns do you have with the market risk premium inputs used by
Mr. Hevert in his CAPM models?

| believe that the market risk premiums that Mr. Hevert developed for his
CAPM models are clearly excessive and are not reasonable based on
historical averages. | believe that the historical 4.50 percent to 6.40
percent market risk premiums that | have relied on are much more
reasonable given the fact that they take into account the broad range of

economic conditions that this country has experienced since 1926.

Do you agree with Mr. Hevert’s use of recalculated betas?

No. Mr. Hevert believes that recalculated betas are necessary because of
market volatility during the recent financial crises. | disagree with this
rationale because it infers that betas should be adjusted downward during
good economic times. Simply put, beta is intended to be reflective of how
sensitive a given security is to current market conditions and is central to
CAPM. To adjust betas in the manner that Mr. Hevert has essentially

undermines the theory behind the CAPM model.
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Q.

A.

Please explain the differences in your risk free rates of return.

| relied on an 8-week average yield of 1.91 percent on a 5-year treasury
instrument whereas Mr. Hevert relied on a current average of the yield on
a 30-year Treasury bond and near-term projections of a 30-year Treasury

bond.

Do you agree with Mr. Hevert's reliance on 30-year Treasury instruments?
No. Investor owned utilities do not file for rates every thirty years. .As |
stated earlier in my testimony, the yield on an instrument that matches the
investment period of the asset being analyzed in the CAPM model should
be used as the risk-free rate of return. Since utilities in Arizona generally
file for rates every three to five years, the yield on a 5-year U.S. Treasury
Instrument more closely matches the investment period or, in the case of

regulated utilities, the period that new rates will be in effect.

How did Mr. Hevert arrive at his final 11.00 percent cost of common equity
for the Company?

Mr. Hevert's proposed 11.00 percent cost of common equity represents
his own judgment and relies on the results on the averages of estimates

he obtained from his various models.
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Q. Does your silence on any of the issues, matters or findings addressed in

the testimony of Mr. Hevert or any other witness for SWG constitute your

acceptance of their positions on such issues, matters or findings?

A. No, it does not.

Q. Does this conclude your testimony on SWG?

A. Yes, it does.
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Appendix 1

Qualifications of William A. Rigsby, CRRA

EDUCATION:

EXPERIENCE:

University of Phoenix
Master of Business Administration, Emphasis in Accounting, 1993

Arizona State University
College of Business
Bachelor of Science, Finance, 1990

Mesa Community College
Assaociate of Applied Science, Banking and Finance, 1986

Society of Utility and Regulatory Financial Analysts

38th Annual Financial Forum and CRRA Examination
Georgetown University Conference Center, Washington D.C.
Awarded the Certified Rate of Return Analyst designation
after successfully completing SURFA’s CRRA examination.

Michigan State University
Institute of Public Utilities
N.A.R.U.C. Annual Regulatory Studies Program, 1997 &1999

Florida State University :
Center for Professional Development & Public Service
N.A.R.U.C. Annual Western Utility Rate School, 1996

Public Utilities Analyst V
Residential Utility Consumer Office
Phoenix, Arizona

April 2001 - Present

Senior Rate Analyst

Accounting & Rates - Financial Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona

July 1999 — April 2001

Senior Rate Analyst

Residential Utility Consumer Office
Phoenix, Arizona

December 1997 — July 1999

Utilities Auditor Il and IIi

Accounting & Rates — Revenue Requirements Analysis Unit
Arizona Corporation Commission, Ultilities Division

Phoenix, Arizona

October 1994 — November 1997

Tax Examiner Technician | / Revenue Auditor ||

Arizona Department of Revenue

Transaction Privilege / Corporate Income Tax Audit Units
Phoenix, Arizona

July 1991 — October 1994




Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company

ICR Water Users Association
Rincon Water Company

Ash Fork Development
Association, Inc.

Parker Lakeview Estates
Homeowners Association, Inc.

Mirabell Water Company, Inc.

Bonita Creek Land and
Homeowner’s Association

Pineview Land &
Water Company

Pineview Land &
Water Company

Montezuma Estates
Property Owners Association

Houghland Water Company

Sunrise Vistas Utilities
Company — Water Division

Sunrise Vistas Utilities
Company — Sewer Division

Holiday Enterprises, Inc.
dba Holiday Water Company

Gardener Water Company

Cienega Water Company

Rincon Water Company

Vail Water Company

Bermuda Water Company, Inc.
Bella Vista Water Company

Pima Utility Company

Docket No.
U-2824-94-389

U-1723-95-122

E-1004-95-124

U-1853-95-328

U-2368-95-449

U-2195-95-494

U-1676-96-161

U-1676-96-352

U-2064-96-465

U-2338-96-603 et al

U-2625-97-074

U-2625-97-075

U-1896-97-302
U-2373-97-499

W-2034-97-473

W-1723-97-414
W-01651A-97-0539 et al
W-01812A-98-0390
W-02465A-98-0458

SW-02199A-98-0578

Type of Proceeding

Original CC&N

Rate Increase

Rate Increase

Rate Increase

Rate Increase

Rate Increase

Rate Increase

Financing

Rate Increase

Rate Increase

Rate Increase

Rate Increase

Rate Increase
Rate Increase
Rate Increase

Financing/Auth.
To Issue Stock

Rate Increase
Rate Increase
Rate Increase

Rate Increase
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company Docket No. Type of Proceeding

Pineview Water Company W-01676A-99-0261 WIFA Financing

I.M. Water Company, Inc. W-02191A-99-0415 Financing

Marana Water Service, Inc. W-01493A-99-0398 WIFA Financing

Tonto Hills Utility Company W-02483A-99-0558 WIFA Financing

New Life Trust, inc.

dba Dateland Utilities W-03537A-99-0530 Financing
GTE California, Inc. T-01954B-99-0511 Sale of Assets
Citizens Utilities Rural Company, Inc.  T-01846B-99-0511 Sale of Assets

MCO Properties, Inc. W-02113A-00-0233 Reorganization

American States Water Company W-02113A-00-0233 Reorganization
Arizona-American Water Company W-01303A-00-0327 Financing
Arizona Electric Power Cooperative E-01773A-00-0227 Financing

360networks (USA) Inc.

Beardsley Water Company, Inc.

Mirabell Water Company

Rio Verde Utilities, Inc.

Arizona Water Company

Loma Linda Estates, Inc.
Arizona Water Company
Mountain Pass Utility Company
Picacho Sewer Company
Picacho Water Company
Ridgeview Utility Company
Green Valley Water Company
Bella Vista Water Company

Arizona Water Company

T-03777A-00-0575
W-02074A-00-0482

W-02368A-00-0461

WS-02156A-00-0321 et al

W-01445A-00-0749
W-02211A-00-0975
W-01445A-00-0962
SW-03841A-01-0166

SW-03709A-01-0165

"W-03528A-01-0169

W-03861A-01-0167
W-02025A-01-0559
W-02465A-01-0776

W-01445A-02-0619

Financing
WIFA Financing
WIFA Financing

Rate Increase/
Financing

Financing
Rate Increase
Rate Increase
Financing
Financing
Financing
Financing
Rate Increase
Rate Increase

Rate Increase



Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company

Arizona-American Water Company
Arizona Public Service Company
Rio Rico Utilities, Inc.

Qwest Corporation

Chaparral City Water Company
Arizona Water Company

Tucson Electric Power

Southwest Gas Corporation
Arizona-American Water Company
Black Mountain Sewer Corporation
Far West Water & Sewer Company
Gold Canyon Sewer Company
Arizona Public Service Company
Arizona-American Water Company
Arizona-American Water Company
Arizona-American Water Company
UNS Gas, Inc.

Arizona-American Water Company
UNS Electric, Inc.
Arizona-American Water Company
Tucson Electric Power

Southwest Gas Corporation
Chaparral City Water Company
Arizona Public Service Company
Johnson Utilities, LL.C

Arizona-American Water Company

Docket No.

W-01303A-02-0867 et al.

E-01345A-03-0437
WS-02676A-03-0434
T-01051B-03-0454
W-02113A-04-0616
W-01445A-04-0650
E-01933A-04-0408
G-01551A-04-0876
W-01303A-05-0405
SW-02361A-05-0657
W§S-03478A-05-0801
SW-02519A-06-0015
E-01345A-05-0816
W-01303A-05-0718
W-01303A-05-0405
W-01303A-06-0014
G-04204A-06-0463
WS-01303A-06-0491
E-04204A-06-0783
W-01303A-07-0209
E-01933A-07-0402
G-01551A-07-0504
W-02113A-07-0551
E-01345A-08-0172

WS-02987A-08-0180

W-01303A-08-0227 et al.

Type of Proceeding

Rate Increase
Rate Increase
Rate Increase
Renewed Price Cap
Rate Increase
Rate Increase
Rate Review
Rate Increase
Rate Increase
Rate Increase
Rate Increase
Rate Increase
Rate Increase
Transaction Approval
ACRM Filing
Rate Increase
Rate Increase
Rate Increase
Rate Increase
Rate Increase
Rate Increase
Rate Increase
Rate Increase
Rate Increase
Rate Increase

Rate Increase



Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION {(Cont.)

Utility Company
UNS Gas, Inc.

Arizona Water Company

Far West Water & Sewer Company
Black Mountain Sewer Corporation
Global Utilities

Litchfield Park Service Company
UNS Electric, Inc.

Rio Rico Utilities, Inc.
Arizona-American Water Company
Bella Vista Water Company
Chaparral City Water Company
Qwest Communications International
CenturyLink, Inc.

Goodman Water Company

Docket No.
G-04204A-08-0571
W-01445A-08-0440
WS-03478A-08-0608
SW-02361A-08-0609
SW-02445A-09-0077 et al.
SW-01428A-09-0104 et al.
E-04204A-09-0206
WS-02676A-08-09-0257
W-01303A-09-0343
W-02465A-09-0411 et al.
W-02113A-10-0309
T-04190A-10-0194 et al.
T-04190A-10-0194 et al.

W-02500A-10-0382

Type of Proceeding

Rate Increase
Rate Increase
Interim Rate Increase
Rate Increase
Rate Increase
Rate Increase
Rate Increase
Rate Increase
Rate Increase
Rate Increase
Reorganization
Merger

Merger

Rate Increase
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492-021
SOUTHWEST GAS CORPORATION
2010 GENERAL RATE CASE
DOCKET NO. G-01551A-10-0458
* * %
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-2
(ACC-STF-2-1 to ACC-STF-2-47)

* %k %

DOCKET NO.: G-01551A-10-0458
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: FEBRUARY 11, 2011

Request No. ACC-STF-2-21:

Please indicate if the Company has refinanced the $200 million of long-term debt
maturing in February of 2011, as cited on page 16.

Respondent: Treasury

Response:

In December 2010, the Company issued $125 million, 4.45% Senior Notes, due
2020 and in February 2011, the Company issued $125 million 6.10% Senior Notes,
due 2041. Of the total amount issued, $75 million of the 4.45% Senior Notes and
$125 million of the 6.10% Senior Notes was used to repay the $200 million,
8.375% Notes that matured on February 15, 2011.
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492-022
SOUTHWEST GAS CORPORATION
2010 GENERAL RATE CASE
DOCKET NO. G-01551A-10-0458
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-2
(ACC-STF-2-1 to ACC-STF-2-47)

* % %

DOCKET NO.: G-01551A-10-0458
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: FEBRUARY 11, 2011

Request No. ACC-STF-2-22:

Please indicate the cost of debt to Southwest Gas, relative to that shown on
Schedule D-1, for any debt retirements and/or new debt issuances subsequent to
June 30, 2010.

Respondent: Treasury

Response:

The pro forma cost of debt at June 30, 2010, adjusted for debt retirements and new
issuances is 7.35%, which is 99 basis points lower than the actual cost of debt of
8.34% (8.34 - 7.35 = 0.99).
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NATURAL GAS UTILITY 543

The Natural Gas Utility Industry has fallen to
the bottom quartile of our Timeliness Ranking
spectrum. A difficult economic environment, low
gas prices, and customer conservation will likely
be the story here for the foreseeable future. In
turn, these companies continue to search for ways
to improve their business prospects. Despite their
efforts, near-term prospects will probably remain
uninspiring until the economic recovery is further
along. All told, this sector’s main appeal is its
above-average dividend yield.

Regulation

Rate cases are an important theme for members of
this industry. These companies are regulated by state
commissions that determine the return on equity that
can be achieved. A positive or negative decision in rate
cases can have an meaningful impact on these busi-
nesses and, as a result, their stock prices. There are a
few notable rate cases pending. Prospective investors
should look out in the following pages for any utilities
that have cases pending before making any investment
decisions.

Macroeconomic Environment

The weakness in the U.S. economy continues to affect
this group’s results. On point, the lackluster housing
market remains a challenge. In fact, one key measure for
this sector, housing starts, declined 10.6% in April. This
suggests demand will probably continue to be weak in
the near term. Moreover, tight consumer spending has
led to customer conservation. These factors, along with
low natural gas prices, will likely continue to pressure
revenues for the foreseeable future. What's more, low
interest rates have led to an unfavorable rate environ-
ment, which has hurt these utilities’ returns of late.

Other Operating Factors

Often, these companies utilize a variety of strategies
to improve their results. Establishing tight cost controls
is important given this group’s business structure. Fur-
thermore, these utilities have started to look for acqui-
sitions that can create further cost savings. For example,
AGL Resources is awaiting approval for its purchase of
Nicor. The combined entity would be the largest gas
distributor in the United States and would benefit from
various cost synergies.

Composite Statistics: Natural Gas Utility
2007 | 2008 | 2009 | 2010 | 2011 | 2012 1416
38528 | 44207 | 34909 | 34089 | 36250 | 42500 | Revenues ($mill) 50250
15624 | 1694.2 | 1677.6 | 1769.4 | 2250| 2130 | Net Profit ($mill) 2415
339% | 35.7% | 33.8% | 34.0% | 36.0%| 36.0% | Income Tax Rate 36.0%
41% | 38% | 48%| 52%| 6.2%; 50%| NetProfit Margin 4.8%
50.4% | 50.6% | 49.9% | 46.7% | 52.0% | 51.0% | Long-Term Debt Ratio 54.0%
49.5% | 49.4% | 50.1% | 53.3% | 48.0% | 49.0% | Common Equity Ratio 46.0%
32263 | 32729 | 33974 | 33144 | 33250 | 35500 | Total Capital ($mill) 43000
33936 | 35342 | 37292 | 39294 | 40250 | 42250 | Net Plant ($mill) 50500
65% | 6.8% | 65%| 69%| 6.5%| 6.0%| Returnon Total Cap'l 5.5%
9.8% | 10.5% | 10.0% { 10.0% | 10.0% | 10.0% | Return on Shr. Equity 10.5%
9.8% | 10.5% | 10.0% | 10.0% | 10.0% | 10.0% | Return on Com Equity 10.5%
37% | 43%| 38%| 4.0%| 4.0%| 3.5% | Retained to Com Eq 4.5%
62% 59% 61% 61% 61% 60% | All Div'ds to Net Prof 61%
16.6 13.9 12.8 140 go figures are Avg Ann’l P/E Ratio 13.0
.88 83 .85 .90 Valie Line | Relative P/E Ratio .85

estimates

3% 42% | 48%| 4.3% Avg Anr'l Divd Yield 4.6%
336% | 358% | 381% | 402% | 400% | 375% | Fixed Charge Coverage 400%

INDUSTRY TIMELINESS: 76 (of 98)

Another factor that weighs on this industry is unsea-
sonable weather. Warmer- or colder-than-normal
weather can impact natural gas prices. Conservative
investors should probably look for utilities that hedge
this risk via weather-adjusted rate mechanisms. Addi-
tionally, it is worth noting that the sector is currently
entering its off season as heating demand will be gener-
ally limited over the next few months.

Also, many of these companies have invested in non-
regulated operations, which are not dictated a return on
equity by the aforementioned state commissions. These
operations offer a higher potential for returns, but also
add greater risk to the profits of these otherwise stable
utilities. However, when natural gas prices are unfavor-
able, as they are now, these businesses help to buoy
profits.

Energy-efficiency programs have become an increas-
ingly important theme here, too. Governments have
been advocating these initiatives as a way to promote
conservation without impacting profitability in this in-
dustry. We expect greater emphasis on these programs
in the years ahead.

Dividends

The primary appeal of these utility stocks is their
above-average dividend yields. Indeed, the average yield
for this group is about 3.6%, which is well above the
Value Line median. Most notably, NiSource, AGL Re-
sources, and Laclede Group all offer particularly attrac-
tive dividend yields in this sector.

Conclusion

The Natural Gas Utility Industry is not ranked favor-
ably for Timeliness. Thus, investors interested in stock
appreciation in the year ahead would do better to look
elsewhere. Longer term, these businesses should re-
bound due to an improved economic environment and
more-favorable natural gas pricing. Therefore, we think
conservative investors with an eye toward the 2014-2016
time frame will find a few issues here that offer worth-
while total return potential.

Richard Gallagher

Natural Gas Utility
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MARKET CAP: $3.2 billion {Mid Cap)

RECENT PE Trailing: 14.4 | RELATIVE DIVD 0
AGL RESOURCES NYSE-AGL PRICE 4111 RATIO 131 (Median: 130 /| PIE RATIO 079 YLD 44/0
i High:| 23.2| 245 250| 293| 33.7| 393} 40.1 447 | 391 375 | 40.1 423 i
weumess 3 riesn | VO| 322] 38| 091 293\ RI| B3| W] w7 20| N3 Wi B Tt P Ree
SAFETY 2 New72is0 LEGENDS ol
=—— 1,10 x Dividends p sh —
TECHNICAL 3 Raised 4111 divided by Interest Rate 100
.+ Relative Price Strength 80
| BETA 75 (100-Marke) | Oplions:Yes =~ . 64
2014-16 PROJECTIONS haded areas indicate recessions | S T N ol
_ Ann'l Total D -
Price  Gain  Return L ITY P et At e
High 65 (+60%) 15% + 32
Low 50 (+20% 9% - LR | 24
insider Decisions e L 20
JASOND JF [l 16
By 00000000 O0fe o | 12
:)péi:il;s g g) g g 1 8 (o) 8 g T ST T SO s .
o Ll ettt
Institutional Decisions ** %TOtTﬁsHU%'L“A%}:, L_B
302010  4Q2010  1Q20M Percent STOCK INDEX
fo Buy 109 134 103 | shares 1 ! ) 4 1yr 17.9 288 [
to Sell 96 95 129 traded Il Lt oo TLTE 1 3yr. 337 388 [
Hids(tno) 46809 48498 48137 [II R TR Sy 420 532
19951996 [ 1997 [ 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 [ 2006 | 2007 [ 2008 [ 2009 | 2010 | 2011 | 2012 | ©VALUE LINE PUB.LLC] 14-16
1932 | 2191| 2275| 2336 1871] 11.25| 19.04 | 1532 | 1525 | 2389 | 34.98 | 33.73 | 3264 | 3641 | 29.88 | 3042 | 31.60 | 3265 |Revenues persh A 38.50
233| 249| 242| 265 229| 286| 331| 330| 347| 329| 420 | 450 | 465| 488 490| 505| 525| 545 |“CashFlow” persh 6.05
133 137 137 141 91| 129| 150| 182! 208] 228 248| 272| 272| 27| 288| 300| 15| 3.30 |EamingspershA® 375
104| 106| 108| 108| 108| 1.08| 108| 108] 1A1| 115| 130| 148 | 164 | 168| 172 176| 1.80| 1.84 [Div'dsDecPd persh = | 1.96
2171 237| 259 205 251| 292| 283| 330( 246| 344 344 326| 339 | 484 614 654| 480 520 |Cap)Spending persh 6.30
1042| 1056 | 1099| 1142 | 1159 | 11.50{ 1219 1252 | 1466 | 18.06 | 1929 | 2071 | 2174 | 2148 | 2295) 2324 | 24.95| 26.50 |Book Value per sh P 31.60
5502| 55.70| 56.60| 57.30| 57.10| 5400] 55.10 | 56.70 | 64.50 | 76.70 | 77.70 | 77.10 | 7640 | 7600 | 7754 | 7800 | 74.50 | 79.00 |Common Shs Outstg & | 80.50
126| 138| 147| 139| 24| 136 146] 125| 125| 131| 143| 135| 147 | 123 | 112| 128 Botdfigiresare |AvgAnnlPIE Ratio 150
84| 86| 85| 72| 12| 88 5] 88| 7| 69| 76| 73| 78| 74| 75| 79| Veleline |Relative P/E Ratio 1.00
62%| 56%| 54% | 55% | 55% | 62% | 49% | 47% | 43% | 3.9% | 37% | 40% | 41% | 50% | 54% | 47% | P |AvgAnmlDivid Yield 3.5%
CAPITAL STRUCTURE as of 3/31/11 | 10493 | 8689 | 9837 [ 1832.0 | 2718.0 | 2621.0 | 2484.0 | 2800.0 | 2317.0 | 2373.0 | 2480 | 2580 |Revenues ($mill) A 3100
Total Debt f§199-0,m'"-0ue in § Yrs $600.0 !TI""- 823 | 1030 | 1324 | 153.0 | 1930 | 2120 | 211.0 | 2076 | 2220 | 234.0| 250 | 260 |Net Profit ($mill) 300
gogfﬁtgist%gv':r'! e_'éTs'X")‘efes'““Qo mil.  T07% | 36.0% | 35.9% | 37.0% | 37.7% | 37.8% | 376% | 405% | 35.2% | 35.9% | 40.0% | 40.0% |Income Tax Rate 40.0%
ge:©- 7.8% | 11.9% | 135% | B4% | 74% | B.4% | B5% | 74% | 96% | 9.9% | 10.1% | 10.1% Net Profit Margin 9.7%
Leases, Uncapitalized Annual rentals $95.0 mill. | 61.3% | 58.3% | 50.3% | 54.0% | 51.8% | 50.2% | 50.2% | 50.3% | 526% | 46.0% | 53.0% | 50.0% |Long-Term DebtRatio | 41.0%
Pension Assets-12/10 $344.0 mill. |387% | 41.7% | 49.7% | 46.0% | 48.1% | 49.8% | 49.8% |49.7% | 47.4% | 52.0% | 47.0% | 50.0% |Common Equity Ratio | 59.0%
Oblig. $531.0 mill. [77736.3 | 1704.3 | 19014 | 3008.0 | 3114.0 | 3231.0 | 33350 | 3327.0 | 3754.0 | 3486.0 | 4160 | 4130 |Total Capital ($mill 4345
Pfd Stock None 2058.9 | 2194.2 | 23524 | 31780 | 3271.0 | 3436.0 | 3566.0 | 3816.0 | 41460 | 4405.0 | 4660 | 4735 |Net Plant ($mill) 5100
Common Stock 78,258,498 shs. 65% | B8.1% | 89% | 63% | 7.9% | 80% | 7.7% | 74% | 69% | 76% | 7.5% | 7.5% [Retun on Total Capl 8.0%
as of 4128111 12.3% | 14.5% | 14.0% | 11.0% | 12.9% | 13.2% | 12.7% | 12.6% | 125% | 12.9% | 12.5% | 12.5% [Return on Shr. Equity | 12.0%
12.3% | 14.5% | 14.0% | 11.0% | 12.9% | 13.2% | 12.7% | 12.6% | 12.5% | 12.9% | 12.5% | 12.5% Return on Com Equity | 12.0%

42% | 70% | 66% | 56% | 62% | 6.3% | 53% | 5.1%

53% | 56% | 55%| 5.5% [RetainedtoCom Eq 5.5%

CUF(?;}E&E POSITION 2009 2010 3/31/41 | 65% | 52% | 53% | 49% | 52% | 52% | 58% | 60% | 57% | 57% | 57% | 56% [AllDiv'ds to Net Prof 52%
Cash Assets 26 24 85 | BUSINESS: AGL Resources Inc. is a public utility holding compa- lated subsidiaries: Georgia Natural Gas markets natural gas at
Other _1974 2138 1502} ny, Its distribution subsidiaries include Atianta Gas Light, Chat- retail. Sold Utilipro, 3/01. Acquired Compass Energy Services,
Current Assets 2000 2182 1587 | tanooga Gas, Elizabethtown Gas and Virginia Natural Gas. The util-  10/07. BlackRock Inc. owns 7.9% of common stock; off./dir., less
scﬁttsé’ayabie %g; 1(1]3‘; 1% ities have more than 2.3 million customers in Georgia, Virginia, than 1.0% (3/11 Proxy). Pres. & CEQ: John W. Somerhaider II.
O?her ue 933 1912  112g | Tennessee, New Jersey, Florida, and Maryland. Engaged in non- Inc.: GA. Addr.: Ten Peachtree Place N.E., Atlanta, GA 30309, Tel-
Current Liab. 772 ~2428 7313 | regulated natural gas marketing and other allied services. Deregu-  ephone: 404-584-4000. Internet: www.aglresources.com.
Fix. Chg. Cov. 472% _475% _820% | The acquisition of Nicor remains AGL looking at other investments, though no
ANNUAL RATES  Past Past Est'd’08-10| Resources’ main focus. The transaction, concrete details are known.
of change (per sh) 1”"'.,/ S¥s. o ‘14-‘01/5 announced in December, 2010, is progress- Rate cases and expansion projects
Revenues , 80 55k 30% |ing on schedule. The SEC has approved remain earnings drivers. Due to favor-
Eamings 90% 45% 50% | the filed registration statement, and able rulings, rate cases in Georgia and
Dividends 50% 75%  30% | antitrust clearance has been received. The Tennessee are slated to provide a boost to
Book Value 70% 55% 60% | merger looks to be quite beneficial for the the bottom line. The company is currently
Cal- | QUARTERLYREVENUES (§mil) | Full | company, providing considerable focusing on rate cases in Virginia, with
endar |Mar31 Jun.30 Sep.30 Dec31| Year| economies of scale. The company hopes to plans to file a case in Florida, as well. The
2008 11012 4440 5390 8050 [2800.0| use Nicor’s expertise in the Midwest and Golden Triangle project also remains a key
2009 19950 377.0 307.0 6380 |2317.0| Chicago area to gain a greater hold in the driver, with the expansion of Caravan 2
2010 1003 3500 3460 6650 |2373.0 | market, adding considerably to the exist- progressing on schedule. The endeavor is
2011 8780 400 400 802 2480 | ing customer base. Furthermore, the in- key in increasing storage levels and ex-
212 1170 360 350 700 2580 tegration of Nicor’s storage facilities is panding the customer base in the long
cal- EARNINGS PER SHARE & Full | slated to reduce operating costs and pro- term. This should provide a boost to earn-
endar (Mar.31 Jun30 Sep.30 Dec.31| Year| vide expansion opportunities. The merger ings for the 2014-2016 period.
2008 | 116 30 .28 .97 | 271| should result in a considerable boost to Long-term prospects appear bright.
2009 | 155 26 16 81 | 288| both top and bottom lines over the 3 - to 5 Any stress on earnings caused by AGL’s
000 | 173 47 29 81| 300| -year pull. supply glut, as well as low natural gas
201 | 159 .28 35 96 | 315) AGL Resources is likely to perform prices, is likely to be more than offset by
012 | 160 40 45 .85 | 33| well in 2011. Favorable rate rulings and revenues from  mergers, expansion
Cal- | QUARTERLYDIVIDENDSPAID®= | Full | expansion projects should result in solid projects, and favorable rate cases.
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year| top- and bottom-line performances. Income investors might find this
2007 | 41 4 4 M 164| The company continues to diversify neutrally ranked issue of interest.
2008 | 42 42 42 4L 168 | geographically. It increased its invest- This stock has a high dividend yield, with
2009 ( 43 43 43 43 1721 ment during the quarter in South Star En- the possibility of increased payouts. Thus,
010 1 M4 44 44 M 176 | ergy, a multistate natural gas provider, total return potential appears worthwhile.
01 | 4 & from 70% to 85%. AGL Resources is now Sahana Zutshi June 10, 2011
(A) Fiscal year ends December 31st. Ended | $0.13;°01, $0.13; ‘03, ($0.07); '08, $0.13. Next | available. (D) Includes intangibles. in 2010: Company’s Financial Strength B+
September 30th prior to 2002. eamings report due late July. $418 million, $5.35/share. Stock’s Price Stability 100
(E) in millions. Price Growth Persistence 75

(B) Diluted earnings per share. Excl. nonrecur- | (C) Dividends historically paid early March,

ring gains (losses): ‘95, ($0.83); 99, $0.39; 00, | June, Sept., and Dec. w Div'd reinvest. plan

© 2011, Value Line Publishing LLC. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
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RECENT PIE Trailin RELATIVE DIVD 0
ATMOS ENERGY CORP.wse.o 52" 33.35 e 13.6Gare ) 0,820 41% il
mueuness 3 e | U] 253] 58] 28T 5[ 28] 98] B B3] 07 BY] B8] 23 Togs s o
SAFETY 2 Rased 121605 | LEGENDS
= 1.00 x Dividends p sh
TECHNICAL 3 Raised 4t divided by rterest Rate 80
- . . Relative Price Strength 60
BETA .70 (1.00 = Market) Options: Yes 50
2014-16 PROJECTIONS | -=reded aress indeae — e
Price  Gain AnReltE?r%al T el e i 30
Y 0, T N 1, T AL L T T T
ATl s BT~ e & z
Insider Decisions o et 15
JASONDUJFM K -
By 000000000 Faee L SN E— 10
W 036083060178 - T e 75
Institutlona: Det:lsions1 ki %TOEEE:-U%[:;RIIE?”
010 1 11 D
oly 90 012312“ s Fercent 127 TTr 1y, 284 288 [
to Sell 106 107 | traded 4 el TR AT ][i]L”HT _H NI 3yr. 408 388 |
Hidsou 50895 51197 _s0750 L TR, DR I Sy. 569 532
‘ Atmos Energy's history dates back to 2001 [ 2002 | 2003 | 2004 [ 2005 [ 2006 {2007 [2008 [ 2009 | 2010 [ 2011 {2012 | ©VALUE LINE PUB.LLC[14-16
| 1906 in the Texas Panhandle. Over the| 3536 | 2282 | 5439 | 4650 | 6175 | 75.27 | 66.03 | 7952 | 5369| 5342 | 48.35| 50.55 |Revenues pershA 64.75
| years, through various mergers, it became| 303 | 339| 323| 201| 380| 426| 414 419| 429| 464| 485 510 “CashFlow” persh 5.55
part of Pianeer Corporation, and, in 1981,| 147| 145| 171| 158 | 172| 200| 184| 200 | 197| 216| 230| 240 |Eamingspersh AB 270
Pioneer named its gas distribution division| 146! 18| 120| 122| 124| 126] 128| 130 132| 134| 1.36| 1.38 |DividsDecld pershCs 145
Energas. In 1983, Pioneer organized [ 277 37| 310 303| 414 | 520| 439 | 520 551| 602| 645 6.75 |CaplSpending persh 7.65
Energas as a separate subsidiary and dis-| 14.31| 1375| 1666 | 18.05 | 19.90 | 2016 | 22.01 | 2260 | 2352| 2416 | 26.10| 27.50 |Book Value per sh 30.10
tributed the outstanding shares of Energas [“40.79 | 41.68 | 5148 | 62.80 | 80.54 | 81.74 | 89.33 | 90.81 | 9255 | 90.16 | 97.00| 92.00 |Common Shs Outstg® | 105.00
to Pioneer shareholders, Energas changed [ 156 | 152 134 | 159 | 161 | 135| 160 | 136 | 125| 132 | Boid fighres are |Avg Ann'l PIE Rafio 130
its name to Atmos in 1988. Atmos acquired| 8| 83| 76| 84| 86| 73| 84| 82 83| 84| \Vaelline |Rlative PJE Ratio 85
Trans Louisiana Gas in 1986, Western Ken- | 51% | 54% | 52% | 49% | 45% | 47% | 42% | 48% | 53% | 47% | *™°  |AvgAnn'DivdYied | 41%
tucky Gas Utility in 1987, Greeley Gas in ™15 3T g55g | 27009 | 2920.0 | 4972.3 | 61524 | 5898.4 | 72213 | 4969.1 | 47897 | 4400] 4650 |Revenues ($mill) A 6800
1993, United Cities Gas in 1997, and others. 56.1 59.7| 795 862 1358 | 1623 | 1705 | 1803 | 179.7| 201.2 210 220 | Net Profit ($mill) 285
CAPITAL STRUCTURE as of 3/31/11 37.3% | 374% | 37.1% | 37.4% | 37.7% | 37.6% | 35.8% | 38.4% | 34.4% | 385% | 38.5% | 38.5% [Income Tax Rate 40.5%
Total Debt $2159.7 mill. Due in 5 Yrs $12400 mill. | 39% | 3% | 28% | 30% | 27% | 26% | 29% | 25% | 36% | 4.2% | 4.8% | 4.7% |NetProfit Margin 42%
:—J{?&‘;‘égﬁ;’iﬁ;(;"& g nterest S110.0mill. 175 35 53 0% | 502% | 432% | 57.0% | 57.0% | 520% | S08% | 49.9% | 454% | 45.0% | 45.0% |LongTerm Debt Ralio | 49.0%
coverage: 3.0%) 457% | 46.1% | 49.8% | 56.8% | 42.3% | 43.0% | 48.0% | 49.2% | 50.1% | 54.6% | 55.0% | 55.0% |Common EquityRatio | 51.0%
Leases, Uncapitalized Annual rentals $18.2 mill. 1276.3 | 1243.7 | 17214 | 1994.8 | 3785.5 | 38285 | 4002.1 | 4172.3 | 4346.2 | 39879 | 4315 | 4600 |Total Capital ($mill) 6200
Pfd Stock None 13354 | 13003 | 1516.0 | 1722.5 | 3374.4 | 3629.2 | 3836.8 | 4136.9 | 4439.1 | 4793.1 | 5100 | 5400 NetPlant ($mill) 6400
Pension Assets-9/110 $301.7 mill. . 59% | 6.8% | 62% | 58% | 53% | 61% | 59% | 59% | 59% | 69%| 6.0%| 6.0% |[Returnon Total Cap'l 6.0%
Common Stock 90.329 ;’9‘;“59,;3407'5 mill. 96% | 104% | 93% | 76% | 85% | 98% | 6.7% | 88% | 83%| 92% | 9.0% | 8.5% [ReturnonShr.Equty | 9.0%
asof 4ot ' 9.6% | 104% | 9.3% | 7.6% | 85% | 98% | 87% | 88% | 83%| 9.2%| 9.0%| 85% |ReturnonComEquity | 9.0%
MARKET CAP: $3.0 billion (Mid Cap) 21% | 19% [ 28% | 1.7% | 23% | 36% | 30% | 34% | 27% | 35% | 3.5% | 3.5% |Retained to ComEq 4.0%
CURRENT POSITION 2009 2010 3/31/11 %% | 82% | 70% | 77% | 73% | 63% | 65% | 65% 68% | 62%{ 59% | 58% AllDiv'ds toNetProf 53%
Cas(flMll\l:c,lg)ets 1112 1320 153.2 | BUSINESS: Atmos Energy Corporation is engaged primarily in the ~ 32%, commercial; 6%, industrial; and 3% other. 2010 depreciation
Other 717.7 7432 _830.9 distribution and sale of natural gas to over three million customers rate 3.3%. Has around 4,915 employees. Officers and directors
Current Assets 8280 8752 984.1 | via six regulated natural gas utility operations: Louisiana Division, own 1.4% of common stock (12110 Proxy). President and Chief Ex-
Accts Payable 207,4 266.2 423.7 | West Texas Division, Mid-Tex Division, Mississippi Division, ecutive Officer: Kim R. Cocklin. Inc.: Texas. Address: Three Lincoin
Debt Due 486.2 3524 | Colorado-Kansas Division, and Kentucky/Mid-States Division. Com-  Centre, Suite 1800, 5430 LBJ Freeway, Dallas, Texas 75240. Tele-
Other 457 3 137 301.9 | pined 2010 gas volumes: 323 MMcf. Breakdown: 59%, residential; phone: 972-934-9227. Internet: www.atmosenergy.com.
Current Liab. 7374 11661 10780
Fix. Chg. Cov. 416% 440% 435% | Coming off a disappeinting first filiate of Algonquin Power & Utilities
ANNUAL RATES Past Past Estd'os-1g| Quarter, Atmos Energy’s share net Corp. The estimated $124 million in pro-
of change (persh)  10Yrs.  5Yrs.  to't416 | jumped almost 20% in the March in- ceeds would be used to support growth in-
Revenues 8% 3.0%  1.0% | terim. (Fiscal 2011 ends on September itiatives in such Kkey states as Texas and
E%fmgsbw ‘é%.,//‘; ﬁ-go//‘; g'g{/‘; 30th) The natural gas distribution seg- Louisiana. Pending regulatory approvals,
Dividends 20% 15% 20% | ment was aided by higher rates in such the transaction is expected to close in fis-

Book Value 65% 50% 45% | states as Texas, Louisiana, and Kentucky. cal 2012.

Fiscal | QUARTERLY REVENUES ($mill)a | Full But results here were constrained a bit by We expect unspectacular results for

g:g; Dec.3t Mar31 Jun30 Sep.30 ﬂ‘,:g?‘ an 11% decline in throughput, reflecting the company over the 2014-2016 peri-

2008 f6575 2484.0 16301 14407 [72213 | warmer temperatures. Meanwhile, the od. The utility is one of the country’s big-

2009 fi7163 18214 7808 6506 |4960.1 | regulated transmission and storage unit gest natural gas-only distributors. Also,

2010 12029 19403 7702 786.3 47807 | benefited from lower operating expenses the unregulated units, especially pipelines,

2011 11570 1617.3 820 8057 4400 | and revenues from filings under the Texas possess healthy overall growth prospects.

2012 11255 1740 850 805 4650 | Gas Reliability Infrastructure Program. Lastly, management may resume its suc-

Fiscal | EARNINGS PERSHAREABE Full | Diminished per-unit transportation mar- cessful strategy of purchasing less efficient

Erds |Dec.3! Mar31 Jun30 Sep.30 F'gg?' gins were somewhat of an offset here. utilities and shoring up their profitability

2008 | 82 122 d07 .02 | 200] For the full fiscal year, the bottom via expense-reduction initiatives, rate

2000 8 129 02 di7 | 197] line stands to advance about 6%, to relief, and aggressive marketing efforts.

2010 | 100 147 d.03 02 | 216| $2.30 a share. That's based partly on our But excluding future acquisitions, due to

2011 81 140 .06 .03 | 230| assumption that the natural gas utility many uncertainties, annual share-net

212 | 97 135 .06 .02 | 240| and regulated transmission and storage growth may be in the mid-single-digit

| Cal- | QUARTERLY DIVIDENDS PAID Ca Fuli | unit continue to perform nicely. Next year, range over the 3- to 5-year horizon.
| endar {Mar31 Jun30 Sep.30 Dec.31| Year | share earnings may increase at a similar The good-quality equity’s dividend

2007 | 32 32 32 35| 109| rate, to $2.40, as we look for a further ex- yield is a bit higher than the average

2008 | 325 325 325 33 | 131| pansion of operating margins. gas utility stock tracked by Value

2009 33 33 a3 335! 133| The company intends to sell its non- Line. Further increases in the payout,

2010 335 335 335 34 1.35| core natural gas distribution assets in though modest, seem likely.

2011 34 34 Missouri, Iowa, and Illinois to an af- Frederick L. Harris, IIT June 10, 2011
(A) Fiscal year ends Sept. 30th. (B) Diluted | cally paid in early March, June, Sept., and Dec. | (E) Qtrs may not add due to change in shrs | Company’s Financial Strength B+
shrs. Excl. nonrec. items: '03, d17¢, ‘06, d18¢; |  Div. reinvestment plan. Direct stock purchase | outstanding. Stock’s Price Stability 100
'07, d2¢; '09, 12¢; '10, 5¢; Q2 "1, 5¢. Next [ plan avail. Price Growth Persistence 50
egs. rpt. due early Aug. (C) Dividends histori- | {D) In millions. Earnings Predictability
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SAFETY 2 Raised 612003 LEGENDS
TECHNICAL 3 Raseddftf dide by Interet Rate 128
- Relative Price Strength 96
BETA .60 (1.00 = Market) Options: Yes . 80
7014-16 PROJECTIONS haded areas indicate reces/smns 64
. I R R e e e
Price  Gain Return | ™ 1 1+ I 1 [ [ | 1 07 WM T 142 38
Hgh 55 (+45%) 13% L e
Low 40 "(+5%) 6% [T A e Linae e PHtballe 32
Insider Decisions l’l’W L 1" 24
JASOND JFM|[ " Tt
toBy 000000000 16
Pa 000000061 0[] . 12
0 R RENCE S
Institutional Decisions e oo, %TOT}ﬁETU'?,'L\IAi/,::.
Q2010 402000 102 | pgreant 17 STOCK  INDEX |
to Buy 54 49 52 | shares I \ N 1yr. 190 288 [
to Sell 53 62 58 | traded T | T 3y. 70 388 [
Hids{o00) 10165 10026 10275 | ] T | 11| 5yr. 390 532
1995 | 1996 | 1997 | 1998 | 1999 | 2000 [ 2001 [ 2002 | 2003 [ 2004 | 2005 | 2006 [2007 {2008 {2009 [2010 | 2011 [2012 | ©VALUELINEPUB,LLC[14-16
2479 31.03| 3433| 31.04| 2604 | 29.99| 5308 39.84 | 5495 | 50.59 | 7543 | 9351 | 9340 | 10044 | 8549 | 77.83| 71.10 | 73.90 |Revenues per sh 86.55
2.55 3.29 332 3.02 256 | 268 300, 256 315 | 279] 298 3.81 387 422 456 | 411 420 | 4.40 |“Cash Flow” persh 520
127 1.87 1.84 1.58 147 137 1.61 1.18 1.82 1.82 190 | 237 2.31 2.64 292 | 243 245| 255 |[Earnings persh AB 3.05
1.24 1.26 1.30 1.32 1.34 134 1.34 1.34 1.34 1.35 1.37 1.40 145 148 1.53 1.57 1.61 1.65 | Div’ds Decl’d per sh €= 1.80
263 2.3 2441 268 2581 277 2.51 280 267 2451 284 297 272 257 2.36 2.56 270 | 2.80 |Cap’l Spending per sh 3.15
13.05| 1372| 14.26| 1457 | 1496 | 14.99| 1526 | 1507 | 15.65 | 1696 | 17.31 | 18.85 | 19.79 | 2212 | 2332 | 24.02| 26.00 | 26.60 |Book Value persh D 31.15
1742 1756 1756 | 1763 1888 1888 1888 18.96| 10.11 | 2098 | 2117 | 21.36 | 21.65 | 21.98 | 2217 | 22.29| 2250 | 23.00 [Common Shs Outst'g E | 26.00
55| 118 125 15| 158| 148| 145] 200 136 | 157 | 162 | 136 142 143 | 134 137 Bold fighres are |Avg Ann'l PIE Ratio 155
1.04 15 72 81 90 o7 14 1.09 8 83 .86 73 75 .86 .89 87 Value|Line Relative P/E Ratio 1.05
6.3%| 56%| 56% | 54% | 58% | 66% | 57% | 57% | 54% | 47% | 44% | 4.3% | 44% | 3.9% 38% | 47% estimates Avg Ann’l Div'd Yield 3.8%
CAPITAL STRUCTURE as of 33111 ; 1002.1 | 755.2 | 1050.3 | 1250.3 | 1597.0 | 1997.6 | 2021.6 | 2209.0 | 1895.2 | 17350 | 1600 | 1700 |Revenues ($mill) A 2250
I%‘SLE’,:?&?Z%“%.T"" E#fnltg il.’i%%iﬁu’"“" 05| 224| 346| 361| 401] 505| 408 | 576 | 643| 540| 550| 585 |Net Profit (Smill) 80.0
(Totalinterest coverage: 4.0x) v mit 32.7% | 354% | 35.0% | 34.8% | 34.1% | 32.5% | 334% | 31.3% | 33.6% | 33.4% | 35.5% | 36.0% |income Tax Rate 36.5%
o 30% | 30% | 33% | 29% | 25% | 25% | 25% | 26% | 34% | 31% | 3.4% | 3.4% |NetProfit Margin 3.5%
495% | 47.5% | 504% | 51.6% | 48.1% | 49.5% | 45.3% | 44.4% | 42.9% | 40.5% | 40.0% | 40.0% |Long-Term Debt Ratio 40.0%
Leases, Uncapitalized Annual rentals $.9 mill. 50.2% | 52.3% | 49.4% | 48.3% | 51.8% | 504% | 54.6% | 55.5% | 57.1% | 59.5% | 60.0% | 60.0% |Common Equity Ratio 60.0%
Pension Assets-8/10 $240.9 m"clibr $356.4 mil 5741 | 5466 | 6050 | 7374 | 7079 | 7989 | 7845 | 8761 906.3 | 8999 | 975 1020 [Total Capital ($mill) 1350
PR Stock Nons 1g- 93384 mill | 6025 594;4 621;2 646;9 679.5 | 7638 | 7938 | 8232 | 8559 | 8841 915| 960 |Net Plant ($mill) 1300
Common Stock 22,408,718 shs. 69% | 60% | 74% | 6.6% | 76% | 84% | 85% | 8.1% | 87% | 74% | 70%| 7.0% |RetunonTotalCapl | 7.0%
as of 4/2811 105% | 7.8% | 11.5% | 10.1% | 10.9% | 12.5% | 11.6% | 11.8% | 12.4% | 10.1% | 9.5% | 9.5% |Return on Shr. Equity 10.0%
o 10.5% | 7.8% | 11.6% | 10.1% | 10.8% | 12.5% | 11.6% | 11.8% | 124% | 101% | 9.5% | 9.5% Returnon Com Equity | 10.0%
MARKET CAP: $850 million (Small Cap) 18% | NMF | 34% | 27% | 314% | 51% | 43% | 52% | 59% | 36% | 3.0% | 3.5% |RetainedtoComEq 4.0%

CU'(!S'}EL'I‘..I). POSITION 2009 2010 3/31/11 83% | 113% | 74% | 73% | 72% | 59% | 63% | 56% 53% | 64% | 66% | 65% |AltDiv'ds to NetProf 58%
Cash Assets 74.6 86. 23.0 | BUSINESS: Laclede Group, Inc., is a holding company for Laclede 68%; commercial and industrial, 24%; ftransportation, 2%; other,
ther 2042 32713 3281 | Gas, which distributes natural gas in eastern Missouri, including the  6%. Has around 1,700 employees. Officers and directors own ap-
Current Assets 3688 4142 3511 | ity of St. Louis, St. Louis County, and parts of 10 other counties. proximately 8% of common shares (1/11 proxy). Chairman, Chief
Accls Payable 728 95.6 9.8 Has roughly 630,000 customers. Purchased SM&P Utiity Re- Executive Officer, and President: Douglas H. Yaeger. Incorporated:
Debt Due 1298  154.6 -2 1 sources, 1/02; divested, 3/08. Therms sold and transported in fiscal ~Missouri. Address: 720 Olive Street, St. Louis, Missouri 63101. Tei-
Other 96.5 83.7 92.3 | 2010: .97 mill. Revenue mix for regulated operations: residential, ephone: 314-342-0500. Internet: www.thelacledegroup.com.
Current Liab. 299.1 3339 1891 D Y = -

. . . Laclede Group’s utility unit, Laclede Prospects over the 2014-2016 time
Fix. Chg. Cov. 420% _891% - '400,% Gas, enjoyed I; decenty rise in profits frame are not exciting. Annual growth
é}m%'z ':r‘g)Es 1';an; :@;‘ 55:0‘1,12.,81'610 during the first half of fiscal 2011 in the customer base for the natural gas
Ree e 11.5%  7.0% ni | (ends  September 30th), versus the distributor will probably remain sluggish.
“Cash Flow” 45% 75% 3.5% | year-ago figure. That was brought about, (In fact, the number of customers in fiscal
Eamings ?g:ﬁ Zg:ﬁr 52'3”’ in part, by a rate hike that went into effect 2010 was only around 1,000 more than in
Book Value 45% 70% 50% | on September 1, 12010. Fu;:lthermor(;,f oper- fiscal 2000.) Laclede Energy Resources

- ating costs were lower, reflecting effective seems to have promising potential, but it

F\'é‘;":' DQUQ'}TE#Y?TEVENUES (8 'g'"')A Fﬁé’é‘m collegctions efforts and 8 expense- has contributed%ust a sr%larl)ll portion to to-
Ends | Jec. ar31 Jun.30 Sep.30| Year| containment initiatives. tal profits, on a historical basis. As a re-
2008 (5040 747.7 5055 4518 122090 | Byt the performance of Laclede Ener- sult, consolidated annual share-earnings
;g?g %‘1‘2 ggg; gggg %g}g }gggg gy Resources was disappointing. In- advances may only be in the mid-single-
2011 4442 5438 3% 286 |1600 deed, margins were lower, due to narrower digit range over the 3- to 5-year horizon. A
2012 465 625 348 262 |f7op | regional price differentials (given a less- significant acquisition could brighten
Fiscal | EARNINGS PER SHARE ABF Fui | than-optimal economic environment). Un- things, but management appears to be

Year | a1 Mar31 Jun.30 Sep30| Fiscal fortunately, it seems that difficult busi- satisfied with the way things are at this
Ends - : . P90| Year | ness conditions will continue a while juncture.
gggg 132 Hg g} g;g gg‘; longer. The good-quality equity’s dividend
2010 | 108 126 21 do7 | 243| In all, share net may only be about yield compares favorably to the aver-
201 | 105 125 23 dog | 245 | flat for the full fiscal year, as continued age of all natural gas utility stocks
2012 | 105 131 30 dff | 255| Strength of Laclede Gas is offset by further covered by Value Line. The payout

QUARTERLY DIVIDENDS PAD Ca weakness in Laclede Resources. But the should continue to be well covered by the
gg"r Mar3! Jun30 Sep.30 Dec.3t YF“" bottom line stands to perk up some in fis- company’s earnings. But future hikes will
enca ar. un. ep. ec. far ) cal 2012, perhaps to $2.55 a share, assum- probably be moderate, given Laclede Gas’

2007 | 365 365 365 365 | 146| ing further expansion of operating mar- unexciting long-term prospects. Mean-
2008 | 375 ggg '372 ggg 1.50 gins. (We expect the recent storms in Mis- while, these shares’ Timeliness rank
gggg ggg 205 335 305 12‘; souri to have minimal impact on the com- stands at 3 (Average).

01 | 405 405 ’ ~?| pany’s results.) Frederick L. Harris, 111 June 10, 2011
(A) Fiscal year ends Sept. 30th. ations: '08, 94¢. Next earnings report due late | charges. In '10: $487.1 mill., $21.85/sh. Company’s Financial Strength B++
(B} Based on average shares outstanding thru. | July. (C) Dividends historically paid in early (E) In millions. Stock’s Price Stability 100

(F) Qtly. egs. may not sum due to rounding or | Price Growth Persistence 55

'97, then diluted. Excludes nonrecurring loss:
06, 7¢. Excludes gain from discontinued oper- | reinvestment plan available. (D) Incl. deferred
© 2011, Value Line Pubiishing LLC. All rights reserved, Factual material is obtained from sources befieved to be reliable and is provided without warranties of any kind.

January, April, July, and October. = Dividend

change in shares outstanding.

Earnings Predictability 80
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RECENT PE Trailing: 17.9 \ RELATIVE DIvVD (y
NEW JERSEY RESI NYSE-NJR PRICE 46.08 RATIO 17.1 Median: 15.0) P/E RATIO 1.04 YLD 3.1 0
mheuness 4 s | V) 128 307 31 50| 53| %3 P 05| Ae| 85 8] 83 s Dhee Range
SAFETY 1 Rased9t506 | LEGENDS
== 1.40 x Dividends p sh
TECHNICAL 3 Raised 4111 divided by Irteest Rate 80
-+« Relative Price Strength 60
BETA .65 (1.00=Market) 3-for-2 split 3/02 N | = 50
2014-16 PROJECTIONS | for.2 seit /08 Ju® 0
Price  Gain Anﬂ!tz?r?l Bhodbd areas indicate recessions | s o [T 30
o S0 (0w s e TR 2
low 40 (-15%, Nil TR T 20
Insider Decisions (TP 15
JASONDUJFHM .
By 0000000 OO0 /[efruat - LT BTG P - " 16
Options 0 1 0000000 * et Y
tsel 000000030 % TOT.RETURNSM —°
Institutional Decislons THIS VL ARITH.
302010 402010 Q2011 | pgreent iy s;4oc7x |ggsé(
tosel & % S| gheres YRR Y O 1 I | T 3yr 538 388 [
Hds(0) 23366 24033 _ 23545 TGS ERRRREE | T 1 Sy 822 532
1995 | 1996 | 1997 | 1998 | 1999 2003 [ 2004 | 2005 | 2006 2010 [ 2011 [2012 | ©VALUELINEPUB.LLC| 14-16
1136 | 1348 | 17.31| 17.73| 2285 ] 6229 | 60.89 | 76.19 | 79.63 63.81 | 70.10 | 74.00 |Revenues per shA 80.90
142 148| 163 1.74 1.86 214 | 238 250 | 262 | 273| 244 | 362 316 328| 355| 3.80|“Cash Flow” persh 425
86 92 89 104 1M 139| 159 | 70| 177 | 187 | 155 | 270 240| 246 265| 2.85 |Earnings persh® 3.20
68 69 KAl 13 75 .80 83 87 91 9% 101 1.1 124 1.36 144 1.48 |Div'ds Decl’d per sh Cn 1.60
118 1191 115 1.07 1.21 . . 1.02 1.14 1.45 1.28 128 | 148 1.2 181 208 195 200 |Cap'l Spending per sh 2.00
647| 673) 692| 726] 767| 829| 880| 87| 1026 11.25| 10.60 | 1500 | 1550 | 17.28 | 1659 | 17.53 | 18.75| 179.45 |Book Value per sh® 24.15
4003 4069| 40.23| 40.07] 39.92| 3959 40.00 | 4150 | 40.85| 4161 4132 | 4144 | 4161 | 4206 | 4150 | 41.36 | 41.00| 40.00 |Common Shs Outstg€ | 40.00
18] 136 135] 1537 152 47| 142] 147 140 153 168 161 216 ] 123 149 |  15.0 | Bold figyres are |Avg Ann’l PIE Ratio 14.0
.79 85 18 .80 87 .86 13 .80 .80 81 .89 87 145 T4 .99 .96 Value|Line Relative P/E Ratio .95
6.7% | 56% | 53% | 46% | 45% | 44% | 42% | 3.9% | 37% | 33% | 31% | 32% | 30% | 33% | 35% | 3.7% estinjates Avg Ann’l Div'd Yield 3.6%
CAPITAL STRUCTURE as of 3/31/11 2048.4 | 1830.8 | 2544.4 | 2533.6 | 3148.3 | 3299.6 | 3021.8 | 3816.2 | 2502.5 | 2639.3 | 2875 | 2960 {Revenues ($mill) A 3235
Total Debt $589.8 mill. Due in 5 Yrs §544.5 mill. 523 | 568| 654 | 716 | 744 | 785| 653 | 1139 101.0{ 1024 110 115 | Net Profit {$mill) 130
:;leD§$:$64r?1(i]liocr2mii liz hﬂ;gzzrsest $11.7 mil. 38.0% | 38.7% | 39.4% | 39.1% | 39.1% | 38.9% | 38.8% | 37.8% | 27.1% | 37.6% | 35.0% | 35.0% |Income Tax Rate 35.0%
(LT interest same: 7.5 total inerest coverage: | 26% | 3% | 26% | 28% | 24% | 24% | 22% | 30% | 39% | 39% | 40% | 40% [NetProftMargin | 40%
7.5x) 50.1% | 50.6% | 38.1% | 40.3% | 42.0% | 34.8% | 37.3% | 38.5% | 39.8% | 37.2% | 37.0% | 39.0% [Long-Term Debt Ratio 34.0%
Pension Assets-9/10 $150.5 mill. 49.9% | 494% | 61.9% | 59.7% | 58.0% | 65.2% | 62.7% | 61.5% | 60.2% | 62.8% | 63.0% | 61.0% |Common Equity Ratio 66.0%
Oblig. $244.5mill. [~ 7062 | 7324 | 676.8 | 783.8 | 7553 | 954.0 | 1028.0 | 11824 | 1144.8 | 11544 | 1220 1275 |Total Capital ($mill 1465
Pfd Stock None 7439 | 7564 | 8526 | 8804 | 905.1 | 9349 | 9709 | 1017.3 | 10644 | 11357 | 1160 | 1180 |Net Plant ($mill 1255
Common Stock 41,370,942 shs. BS% | B7% | 10.7% | 10.0% [ 11.2% | 96% | 7% | 107% | 7% | 8% | 10.0% | 10.0% [ReturnonTotal Capl | 9.5%
as of 5/2/11 14.8% | 15.7% | 156% | 15.3% | 17.0% | 12.6% | 10.1% | 15.7% | 14.6% | 14.1% | 14.5% | 15.0% |Return on Shr. Equity 13.5%
MARKET CAP: $1.9 billion (Mid Cap) 14.9% | 15.7% | 15.6% | 15.3% | 17.0% | 12.6% | 10.1% | 15.7% | 14.6% | 14.1% | 14.5% | 15.0% |Return on Com Equity 13.5%
CURRENT POSITION 2009 2010 3/31M11 61% | 69% | 7.7% | 78% | 85% | 63% | 3.6% | 95% | 72% | 6.8% | 6.5%| 7.0% |RetainedtoCom Eq 6.5%
CadMLL) 362 o 7e4| 9% | 56%| 51% | 49% | 50% | S0% | 64% | 40% | 50% | 52% | 54% | 51% |AllDivids to Net Prof 50%
Other 6480 7841 _633.2 | BUSINESS: New Jersey Resources Corp. is a holding company ~commercial and electric utility, 56% incentive programs). N.J. Natu-
Current Assets 684.2 7850 709.6 | providing retailwholesale energy svcs. to customers in New Jersey, ral Energy subsidiary provides unregulated retailiwholesale natural
and in states from the Gulf Coast to New England, and Canada. gas and related energy svcs. 2010 dep. rate: 2.2%. Has 887 empls.
Aocts bayable aas an3 M8 1 New Jersey Natural Gas had about 490,310 customers at 8/30/10  Off/dir. own about 1.5% of common (12/10 Proxy). Chrn., CEO &
Other 361.9 4796 380.8 | in Monmouth and Ocean Counties, and other N.J. Counties. Fiscal Pres. : Laurence M. Downes. Inc.: NJ Addr.: 1415 Wyckoff Road,
Current Liab. “556.2 7058 5852 | 2010 volume: 150 bill. cu. ft. (5% interruptible, 39% residential and  Wall, NJ 07719, Tel.: 732-938-1480. Web: www.njresources.com.
Fix. Chg. Cov. 711% 700% 700% | New Jersey Resources is on pace to projects, of which seven have been com-
ANNUALRATES Past  Past Est'd'08”10| log solid top- and bottom-line gains pleted. The remainder are expected to be
gg‘g‘gzg’:’sm 1%;"8,,/ 5}{";;,/ to 2“63/5 this year. This ought to be supported by done by the end of summer. Additionally,
“Cash Flow” 60% 60% 40% | customer growth at the New Jersey Natu- AIP-phase II was recently approved, and
Eamings 85% 85% 40% | ral Gas (NJNG) unit. Thus far in 2011, contains another nine projects to help
Dividends 50%  75%  45% | NJNG has added 3,070 new customers, as ensure the safety, integrity, and reliability
ook Value 8.5% 10.0% 6.0% . : i b A
- - natural gas continues to maintain its price of NJR's system. These investments are
Fiscal | QUARTERLYREVENUES (§mill) A | Full | advantage over other home heating fuels expected to add over $60 million to the
Ends |Dec31 Mar3! Jun30 Sep30| Year | in NJNG's service territory. Further con- company’s asset base, which could lead to
2008 |811.1 1178 1000 8271 [38162| tributions will likely stem from the Mid- a rate case filing down the road.
2009 18013 937.5 4414 4126 125925 stream Asset division, which focuses on The balance sheet is improving. The
2010 16096 9184 4798 6315 126393 storage and pipelines. company's cash reserved skyrocketed to
ggrz 7713:;2 1%2'0 g;g 2;';8 igzg Meanwhile, the NJR Clean Energy more than $75 million since the beginning
. Ventures division is benefiting from of the year. At the same time, the debt
Fiscal [ EARNINGS PER SHARE AB full)| solar project startups. That unit has al- load has remained relatively constant.
gear |Dec3 Mar31 Jun30 Sep.30| Rigcal ications i i
Ends |Dec.)] Mar31 Jun.sl Sep-38| Year | ready placed two rooftop applications into These shares may appeal to income-
2008 | 131 186 d10 d39 | 270} service, that generate about two mega- seeking, conservative  investors,
009 | 77 17 .03 di2 | 240) watts of power. It also has two similar thanks to an above-average dividend yield,
010 + 66 155 28 d03 ) 246 prajects planned for completion this sum- Highest Safety rank, top mark for Price
ggg ;15 112.27 gg 3‘2; ggg mer. And another 3.6 megawatt ground- Stability, and good Financial Strength.
. - . - - mounted facility is slated to be in service Meanwhile, since our March review, the
Cal- | QUARTERLYDIVIDENDSPAID © = | Full | this fall. Aside from generating green equity has advanced about 10% in price.
endar |Mar31 Jun30 Sep.30 Dec.31| Year| hwer these facilities qualify for invest- This move places NJR’s quotation inside
2007 | 253 253 253 253 | 101| ment tax credits, which should lower our Target Price Range, which may limit
2008 | 267 28 28 .28 11| NJR's effective tax rate down the road. capital appreciation potential. Also, the
2009 | .31 3 3 3 1241 Accelerated infrastructure projects stock is ranked to lag the broader market
10 .34 34 U 136 (AIP) augur well for longer-term pros- averages in the coming year.
01| 36 36 pects. AlP-phase I is comprised of 14 Bryan J. Fong June 10, 2011
{A) Fiscal year ends Sept. 30th. (C) Dividends historically paid in early January, { million, $10.99/share. Company'’s Financial Strength A
(B) Diluted earnings. Qtly egs may not sum to | April, July, and October. m Dividend reinvest- | (E) In millions, adjusted for splits. Stock’s Price Stability 100
Price Growth Persistence 60

total due to change in shares outstanding. Next | ment plan available. )

eamings report due late July. (D) Includes regulatory assets in 2010: $454.6
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N,W, NAT NYSE-NWN PRICE 4517 RATIO 192 weaan 1) |perano 11610 3.9 0
High:| 27.5] 26.8] 307] 31.3] 34.1] 39.6| 43.7| 528| 55.2| 465] 50.9| 487 i
TMELNESS 4 wweessna | [ $781 2081 3971 3181 211 391 87| BY| B L3 93| £ Target Price Range
SAFETY 1 Rased3nas | LEGENDS 120
mmeme 1,10 x Dividends p sh
TECHNICAL 3 Raised st20/1 divided by Interest Rate 100
. Relanve rice Strength 80
| BETA 6 (100-Marke) | Oplions 64
2014-16 PROJECTIONS haded areas indicate lecessmns —--1 ] N N 1
Price  Gain Anﬁ!tﬁ?rt\al ql ! B
a8 (s 13% TN i St e 32
Low 50 (+10% 6% | hilluy " i, 2
Insider Decisions il T 20
JASOND JFMpem = 16
By 00000000 0| 1 e 12
:?g:l?s 8 g 3 8 8 ? g g 8 MITTS ¥l ...u' e el 0gat ooo' .
Institutional Decisions %TOT-T ﬁgwﬂlﬂl::: -8
302010 4Q2010  1Q2011 -l STOCK INDEX |
o Buy 63 74 53| hoeent 187 m 1y, 65 288 [
to Sell 59 56 73| traded 5 - I ) It MTRNINIAIA A Iniminl 3yr. 104 388 [
Hids(0l) 15723 15297 15073 HITHANE TN 5yr. 542 532
1995 | 1996 | 1997 | 1998 | 1999 | 2000 { 2001 | 2002 | 2003 | 2004 | 2005 | 200 2010 [2011 {2012 | ©VALUELINE PUB.LLC|14-16
16.02| 16.86| 1582 16.77| 1847 | 21.09| 2578 2507 | 2357 | 2569 | 33.01 | 37.20 3045 | 3420| 37.30 |Revenues persh 49.35
341| 38| 4872 324| 372| 368| 38| 365| 385| 392| 434| 475 515| 520 560 |“Cash Flow” persh 675
181| 197| 176| 102 70| 179 188| 62| 176| 18| 211| 23 273| 235 260 |Earnings persh A 340
148 120 21| 122 123 124| 125| 126| 127| 130| 132 139 168 | 1.74| 1.78 |Div'ds DecPd persh Bm |  1.90
302| 370 507| 402 478| 346| 323| 311| 490 552| 348 356 ) i 930 3.75| 5.20 |Cap'l Spending per sh 9.65
1455| 1537 1602| 1659| 1742| 17.93| 1856 | 1888 | 1952 | 2064 | 2128 | 2201 | 2252 | 2371 | 2488 | 25.95| 2715| 28.95 |Book Value per sh 34.65
2024 2256] 2286 2485| 25.00| 2523| 2523 | 2559 | 2594 | 2755 | 2158 | 21.24 | 2641 | 2650 | 2653 | 26.67 | 26.75 | 26.80 |Common Shs Outstg € | 26.95
29 7| 14&[ 267| 145| 124| 129| 172| 158 167 | 170 168 | 167 | 181 | 152| 17.0 Boid fighres are |Avg Ann'l PIE Ratio 17.0
86| 73| 83| 139 83| 81| 66| 94| 90| 88| 91| 86| 89| 109| 101| 110| ValelLine |Relative PIE Ratio 115
57% 52%| 4.8% | 45% | 50% | 56%| 51% | 45% | 46% | 42% | 37% | 37% | 31% | 33% | 37% | 38% | "M |avg Ann'i Divd Yield 3.3%
CAPITAL STRUCTURE as of 3/31/11 _ 6503 | 641.4 | 611.3 | 7076 | 910.5 | 10132 | 10332 | 10379 | 10127 | 8121 915| 1000 |Revenues ($mill) 1330
Total Debt $788.1 mill. Due in 5 Yrs $200 mill 502 | 438 460 506 581 | 652 7451 685| 754| 727 650| 750 |NetProfit($mil) 90.0
LT Debt $551.7 mill. LT Interest $38.5 . 35.4% | 38.9% | 33.7% | 344% | 36.0% | 36.3% | 37.2% | 36.9% | 38.3% | 314% | 30.0% | 30.0% [Income Tax Rate 30.0%
(Total interest coverage: 7.0x) T7% | 6.8% | 75% | 74% | 64% | 64% | 7.2% | 66% | 74% | 89% | 7.0% | 7.5% |NetProfit Margin 7.0%
43.0% | 476% | 49.7% | 46.0% | 47.0% | 46.3% | 46.3% | 44.9% | 47.7% | 465% | 43% | 40% |Long-Term Debt Rafio 33%
Pension Assets-12/10 $219 mil. | 53.2% | 515% | 50.3% | 54.0% | 53.0% | 53.7% | 53.7% | 551% | 52.3% | 53.5% | 57% | 60% |Common Equity Ratio 67%
Obiig. $337.3 mill. [880.5 | 937.3 | 10066 | 10525 | 11084 | 11165 | 1106.8 | 11404 | 12618 | 12048 | 1275| 1300 |Total Capital ($mill 1385
Pfd Stock None 965.0 | 9956 | 12058 | 1318.4 | 1373.4 | 14251 | 14959 | 15491 | 1670.1 | 18542 | 1930 | 2035 Net Plant ($mill 2530
Common Stock 26,672,812 shares 69% | 59% | 5.7% | 59% | 65% | 71% | 85% | 7.7% | 7.3% | 56% | 6.5% | 7.0% |Returnon Total Cap'l 8.0%
10.0% | 89% | 94% | 8.9% | 99% | 10.9% |125% |109% | 114% | 10.5% | 9.0% | 9.5% |Return on Shr.Equity | 10.0%
MARKET CAP $1.2 billion (Mid Cap) 10.2% | 85% | 9.0% | 8.9% | 99% | 10.9% | 125% | 109% | 114% | 105% | 9.0% | 9.5% |Returnon ComEquity | 10.6%

35% | 19% | 26% | 27% | 3.7% | 45% | 6.0% | 45%

50% | 40%| 25%| 3.5% [Retainedto ComEq 4.5%

CUR&?LI{T POSITION 2008 2010 33111 67% | T9% | 72% | ©9% | 63% | 59% | 52% | 59% 56% | 61% | 74% | 63% |All Div'ds to Net Prof 56%
Cash Assets 8.4 3.5 3.5 | BUSINESS: Northwest Natural Gas Co. distributes natural gas to Owns local underground storage. Rev. breakdown: residential,
Other _3198 3268 _277.2 | 90 communities, 668,000 customers, in Oregon (90% of customers)  57%; commercial, 26%; industrial, gas transportation, and other,
Current Assets 3282 3303  280.7 | and in southwest Washington state. Principal cities served: Portland  17%. Employs 1,061. BlackRock Inc. owns 7.9% of shares; officers
Sc‘f;tsgayable 1%96 2293 2%%2 and Eugene, OR; Vancouver, WA. Service area population: 2.5 mill. and directors, 1.5% (4/11 proxy). CEO: Gregg S. Kantor. Inc.:
Oteher ue 1319 1078 1147 ( {77% in OR). Company buys gas supply from Canadian and U.S. Oregon. Address: 220 NW 2nd Ave., Portland, OR 97209. Tele-
Current Liab. 3926 ~4687 4229 | producers; has transportation rights on Northwest Pipeline system. phone: 503-226-4211. Internet: www.nwnatural.com.

Fx. Chg. Cov. 395% 495% 745% | We have reduced our earnings es- the horizon. The joint venture with En-
ANNUAL RATES  Past Past Estd’08/10| timates for Northwest Natural Gas. cana, to develop natural gas reserves in
gd‘aﬂge@e’sm 10Yrs. " 5Y'5-°/ ‘0240"01/5 The one-time charge relating to Oregon’s Wyoming, remains on schedule. These
s 80% 7_'80/:‘ 45% { Senate Bill 408 and Senate Bill 967, as reserves are slated to increase Northwest’s
Eamings 6.0% 95% 45% | well as the upswing in expenses for the supply over a 30-year period. Also, the
Dividends 20% 35%  35% | Gill Ranch project, has caused us to revise Palomar project is on its way to being
Book Value 35% 40% 65% | ur forecasts down to $2.35 and $2.80 for resolved. In March, the initial application

Cal- QUARTERLYREVENUES($mI||) Full | 2011 and 2012, respectively. was withdrawn from the Federal Energy
endar |Mar.31 Jun30 Sep.30 Dec3i| Year | Senate Bill 967 is expected to put con- Regulatory Commission, but a new ap-
2008 (387.7 191.3 1097 349.2 10379 | siderable stress on earnings for the plication is slated to be filed in its place in
2008 14374 1491 1169 3093 10127 | year. This was introduced on March 29th the near future. The changes include

2010 2865 1624 951 2684 | 8121| and was designed to repeal Senate Bill eliminating the troublesome western sec-

011 13281 190 130 2719 | 915 | 408, The latter was an unusual state tax, tion of the pipeline, as well as rerouting

M2 (340 190 160 310 |1000 | \which had distorted utility earnings, in- the eastern section for greater efficiency.

Cal- EARNINGS PER SHARE A Full | creasing them in good years and lowering Northwest has decided to remain on board
endar [Mar.31 Jun30 Sep.30 Dec31| Year | them in bad ones. Since Northwest with the new project, and plans to begin
2008 | 162 .08 d38 125 | 257| benefited from the bill in 2010, it had to negotiations with potential shippers by the

2009 (178 12 d25 118 | 283| take a one-time charge, to reverse the in- end of this year, or the beginning of 2012.

2010 | 164 26 d28 111 | 273| come booked last year. This action will Should this project progress on schedule,

01 | 153 .03 d30 109 | 235 pite into earnings in 2011. and without major hindrances, it would

012 | 178 18 dd5 129 | 280| The company has filed a major rate likely provide a considerable boost to the

Cal- | QUARTERLYDIVIDENDSPAIDE= | Full | case in Oregon, its first such case since bottom line by mid-decade.
endar |Mar.31 Jun30 Sep.30 Dec.31| Year [ 2003. Management plans for this to be its There are better options in the indus-

2007 | 355 355 355 375 | 144 | primary focus this year and into 2012. In a try. This untimely stock has below aver-

2008 | 375 3715 375 395 | 152 best-case scenario, this whould provide a age long-term appreciation potential. That

2009 [ 395 395 305 415 | 160| considerable boost to the bottom line over said, the dividend yield is slightly above

2010 | 415 415 M5 435 | 168| the 2014-2016 period. Also. . . the industry average.

01 | 435 435 There are several major prospects on Sahana Zutshi June 10, 2011
{A) Diluted earrungs per share. Excludes non- | (B) Dividends historically paid in mid-February, Company'’s Financial Strength A
recurring items; '98, $0.15; '00, $0.11; 06, | May, August, and November. Stock’s Price Stability 100
{$0.06); 08, ($0.03); 09, 6¢. Next earnings | = Dividend reinvestment plan available. Price Growth Persistence 65
report due iate July. (C) In miliions. Earnings Predictability 95
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Institutional Declsions | THIS VL ARITH®
0 4000 QM | porcent 7.5 o . STOCK  INDEX
el &1 7% gh|chaes 5 S LT e e fit W@y s [
Hids(0) 33260 31677 31082 : (T HII[H [ il Sy 566 532
1995 | 1996 | 1997 | 1998 | 1999 | 2000 [ 2001 [ 2002 | 2003 [ 2004 [ 2005 [2006 [2007 2008 {2009 [ 2010 | 2011 [2012 | ©VALUELINE PUB.LLC] 14-16
876| 11.59| 1284 | 1245| 1097 | 13.01| 17.06 | 1257 1844 | 19.95| 2296 | 2580 | 2337 | 2852 | 2236 | 2148 | 21.90 | 22.90 |Revenues pershA 26.10
125 149| 162 172 170 177 181 181 204 | 231 243 | 251 | 264 277 301| 291 3.00| 3.15 |“Cash Flow” per sh 345
13 84 93 98 837 1.0 1.01 950 11 127 | 132 128 140 | 149 167 | 155| 160 1.70 |Earnings pershAB 1.90
54 57 61 64 .68 12 .76 .80 82 85 .91 95 99| 1.03 107 141 115 1.19 |Div'ds Decl’d per sh Cu 1.31
172] 164 152 148 158| 165| 1.20| T1.21 116 | 185 250 274 185 247 176 275 440( 2.80 |Cap'l Spending per sh 295
6.16 653| 695| 745 7.86 8.26 863 | 891 936 | 1145 11.53 | 1183 | 1199 | 1211 | 1267 | 1335 13.65| 14.05 |Book Value persh?® 15.05
5767 | 5910 6039 6148 6250 63.83[ 64.93| 66.18 | 67.31 | 7667 | 76.70 | (461 | 7323 | 7326 | 73.27| 7228 | 71.50| 71.00 |Common Shs Outst'g € 68.00
138 139 136| 163 177 143 167| 184 167 166 179 | 192 | 187 | 182 154 171 Botd fighres are [Avg Ann’l PIE Ratio 18.0
82 87 78 851 101 .93 86 1.01 .95 .88 95| 1.04 991 110 103 | 1.08| ValueLine Relative P/E Ratio 1.20
54% | 49% | 4.8% | 40% | 41% | 50% | 45% | 46% | 44% | 41% | 38% | 39% | 38% | 38% | 41%| 42% estimates Avg Ann'l Div'd Yield 3.7%
CAPITAL STRUCTURE as of 3/31/11 1107.9 | 832.0 | 1220.8 | 1529.7 | 17614 | 1924.6 | 1711.3 | 2080.1 | 1638.1 | 15523 | 1565 | 1625 |Revenues ($mill)A 1775
Total Debt $1047.4 mill. Due in 5 Yrs $160.0 mill 655 | 622 744 | 952 1013 | 97.2| 1044 | 1100 | 1228 111.8| 145| 120 |Net Profit (Smill) 130
?&?;2:337;59,":“;'!-41X!—Lt':{‘fn'fef;§5c°6\2’e“r‘;"-e_ 36% | 331% | 348% | 35.1% | 33.7% | 34.2% | 33.0% | 36.3% | 28.5% | 234% | 30.0% | 30.0% |Income Tax Rate 300%
35%) P 9 | 59%| 75% | 64% | 62% | 58% | 50% | 61% | 53% | 75% | 7.2% | 7.3% | 7.5% |NetProfitMargin 7.3%
47.6% | 43.9% | 42.2% | 43.6% | 41.4% | 48.3% | 48.4% | 47.2% | 44.1% | 41.0% | 42.0% | 41.0% |Long-Term Debt Ratio 40.5%
524% | 56.1% | 57.8% | 56.4% | 58.6% | 51.7% | 51.6% | 52.8% | 55.9% | 59.0% | 58.0% | 59.0% |Common Equity Ratio 59.5%
Pension Assets-10/10 $228.3 mill. | 1069.4 | 1051.6 | 1090.2 | 1514.9 | 15092 | 1707.9 | 1703.3 [ 1681.5 [ 1660.5 | 1636.9 | 1675 | 1700 |Total Capital ($mill) 1720
Oblig. $211.0mill | 11147 | 11685 | 1812.3 | 18498 | 1930.1 | 20753 | 21415 | 22408 | 23044 | 2437.7 | 2450 | 2500 |Net Plant (smill 2650
Pfd Stock None T8% | T8% | 86% | 78% | 82% | 7% | 78% | 82% | 91% | 84%| 80%| 85% [RetumonTotalCapl | 85%
11.7% | 106% | 11.8% | 11.1% | 11.5% | 11.0% | 11.9% | 124% | 13.2% | 11.6% | 12.0% | 12.0% |Return on Shr. Equity 12.5%
Common Stock 71,783,740 shs. 11.7% | 10.6% | 11.8% | 11.4% | 11.5% | 11.0% | 11.9% | 124% | 13.2% | 11.6% | 12.0% | 12.0% |Return on Com Equity 12.5%
as of 31111 A 30%] 17% | 81% | 37% | 36% | 28% | 35% | 39% | 48% | 3.3% | 3.5% | 3.5% |RetainedtoComEq 4.0%
MARKET CAP: $2.3 billion (Mid Cap) TS% | 83% | TA% | 66% | 68% | 74% | 7T0% | 69% | 64%| 72%| 72%| 70% A Div'ds to Net Prof 69%
CUI&I}E&'I)’ POSITION 2009 2010 33111 BUSINESS: Piedmont Natural Gas Company is primarily a regu- 9.3 years. Non-regulated operations: sale of gas-powered heating
Cash Assets 7.6 5.6 20.1 1 lated natural gas distributor, serving over 960,801 customers in  equipment; natural gas brokering; propane sales. Has about 1,788
Other 5056 3222 _490.3 | North Carolina, South Carolina, and Tennessee. 2010 revenue mix: employees. Off./dir. own about 1.5% of common stock, State
Current Assets 5132 3278 51041 regigential (48%), commercial (26%), industrial (7%), other (17%).  Street; 6.4% (1/11 proxy). Chrmn., CEO, & Pres.: Thomas E.
egtt:}tsguagable 1%23 (132)2[7) %;gg Principal suppliers: Transco and Tennessee Pipeline. Gas costs:  Skains. Inc.: NC. Addr.: 4720 Piedmont Row Drive, Charlotte, NC
Other 118.8 80.9 988 | 644% of revenues. 10 deprec. rate: 3.2%. Estimated plant age:  28210. Telephone: 704-364-3120. Intemnet: www.piedmontng.com.
Current Liab. 6002 4986 6539 | Pjedmont Natural Gas is off to a board completed its buyback agreement
Fix. Chg. Cov. 316% 323% 325% | decent start this year. We look for reve- that resulted in the repurchase of 800,000
ANNUALRATES Past ~ Past Est'd'08/10| nues to advance in the low single-digit shares of stock. We look for this trend to
gd‘ange(pe's“) oys, ~ S¥s ™16 | range during 2011. This ought to reflect continue and think further buybacks will
evenues 7.0%  3.5% 1.5% ‘s )
“Cash Flow” 55% 50% 30% | weaker natural gas pricing and customer bolster share net down the road. What's
Earmings 50% 50%  3.0% conservation. However, PNY has been more, a recent 3.6% increase in the
gg’é?(e\;‘glie gguf" ggoﬁ’ gg,'/‘ working to offset these trends by gaining quarterly dividend adds to PNY’s appeal.
- > =2 ="~ _1 new customers. In fact, it grew its core Capital projects augur well for pros-
Fiscal QUARTERLYREVENUES(‘"“")A fuh,| business by about 2,850 additional ac- pects. Multiple gas-fired power generation
Ends |Jan31 Apr30 Jul3! Oct3!) Year | counts during the first quarter. Mean- sites are being constructed to provide
2008 (788.5 6342 3547 311-7 20891 | while, the upside of lower natural gas pric- power to Progress Energy and Duke Ener-
2003 | 7796 4554 1803 2228 168! | ing is a decrease in carrying costs for gy in North Carolina. Those facilities are
2010 16737 4729 2116 1941 115523 storage purchases, which has been helpi g progressing well and on schedule.
ggrz ?’%251 gg;g ggg ggg 11222 to widen margins. One other drag on pro Earnings advances may begin to pick
its is the decreased ownership interest in up momentum next year. This ought to
Fjscal | EARNINGS PER SHARE A & fiel| Southstar Energy Holdings. That divesti- stem from customer growth and a pickup
Ends |Jan31 Apr30 Jul3! Oct31) ear | tyure took place during the first quarter of in both residential conversions and com-
2008 | 112 66 d10 d18 | 149] 2010, so it wasn't a huge contributing fac- mercial additions. This may be an early
2009 | 1140 .73 d10 dO06 | 167| tor Nonetheless, it did boost the bottom sign of improvements at the residential
%g}? ”g 22 3;3 g;g ;gg line a bit last year. All told, we think the new construction market, which has per-
2012 | 117 69 dos d10 | 170| compan will log a decent earnings ad- formed poorly for some time.
- - - - ~— vance of about 3% this year. These shares may appeal to income-
Cal- | QUARTERLYDVIDENDSPAID = | Full | Meantime, the overall financial posi- oriented investors, thanks to an attrac-
endar |Mar31 Jun30 Sep30 Dec.d1| Year | ¢4 js in good shape. Cash reserves ad- tive dividend yield. Meantime, conserva-
2007 (24 25 25 .5 991 vanced more than threefold, to $20 mil- tive accounts can take comfort in the
2008 1 25 26 26 .26 1031 lion, during the January period. Mean- Above-Average Safety rank and top mark
094 .26 227 21 2 1071 while, the long-term debt load has for Price Stability.
gg}? gg gg 28 8 11| remained relatively flat. In January, the Bryan J. Fong June 10, 2011
(A) Fiscal year ends October 31st. Aug. Quarters may not add to total due to = Div'd reinvest. plan available; 5% discount. Company'’s Financial Strength B++
(B) Diluted earnings. Excl. extraordinary item: | change in shares outstanding. (D) Includes deferred charges. In 2010: $14.8 | Stock’s Price Stability 100
’00, 8¢. Excl. nonrecurring gains {losses): '97, | (C) Dividends historically paid mid-January, miflion, 21¢/share. Price Growth Persistence 60
(2¢);, "10, 41¢. Next earnings report due early | April, July, October. {E} In millions, adjusted for stock split. Earnings Predictability 95
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'08, $2.58; 09, $1.94; '10, $2.22. Excl. non-
recur. gain (loss): '01, $0.13; '08, $0.31; '09,

($0.09); '05, ($0.02); '06, ($0.02); '07, $0.01.
Egs.
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may not sum due to rounding. Next egs. | mill., $8.32 per shr. (D) In

RECENT PE Trailing: 19.7 )| RELATIVE DIVD (y
SOUTH JERSEY INDS, NYSE-sJ PRICE 55-97 RATIO 18.4(Median: 15.0) PIERATIO 1.12 YLD 2.7 0
mueLness 3 weetiosio | Y 151) 10 193] 3| W5 %8| 3| 43| 83 B3| BE| B9 Target Price Range
SAFETY 2 lowered UM | LEGENDS
= 1.50 x Dividends p sh
TECHNICAL 3 Raised 5131 diided by Inetes Rate 80
>« ++Relative Price Strength odord 1 gmmmmmet | | ____] | Jeacaedueamn 60
BETA 65 (1.00=Market) 2-or-1 spit 7105 - s
[~ 201416 PROJECTIONS | 80080 "% incate recessions ! 20
X . Ann'l Total 1. |
) Price  Gain  Return - Ukt ye 30
fah 83 (dlsm 7% 25
Low 50 (-10% 1% — Tl sl 20
Insider Decisions T —r 1ol 15
JASONDUJFM -|“|' L T
tBy 000000000 y 10
Oplons 00 000000 0L e | o Y T
Sl 020001005} %TOT. RETURN5/11 | '~
Institutional Decisions THIS  VLARITH®
02010 40200 10204 STOCK  INDEX
oy 6o et s Porcent 127 ] : ty. 312 288 [T
to Sell 50 72 68 | traded 5 4 { AIMTIinn Tl . 3yr. 608 38.8
Hids(t00) 18334 17983 17863 | R R I Syr. 1434 532
1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 [ 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [2008 | 2009 | 2010 | 2011 [2012 | ©VALUE LINE PUB.LLC[14-16
1650 | 1652 | 1618 | 20.89 | 17.60 | 2243 | 3530 | 2069 | 2634 | 2951 | 31.78 | 31.76 | 32.30 | 32.36 | 28.37 | 3097 | 30.95| 3280 |Revenues persh 39.70
165| 1.54| 160 1.44| 184 195 190| 212| 224 244 | 251 3.51 320 348 372 42 4.50 | 4.85 |“Cash Flow” per sh 6.05
83 85 86 64 101 108| 145| 122 137 158| 171 | 246 | 209| 227| 238| 270| 305| 3.35 Earingspersh A 410
12 72 12 72 .12 73 T4 .75 .78 82 86 .92 1.01 1.1 1.22 1.36 148 1.60 |Div’ds Decl’d per sh B 2.00
208 201 230 3.06| 219 221| 282 347 236 267 321 251 188 208 | 367 5359| 485 545 |CaplSpending persh 7.35
7.34 8.03 6.43 6.23 674 725 781 967 | 1126 | 1241 | 1350 | 1511 | 1625 | 17.33 | 18.24 | 19.08| 20.95| 21.90 |Book Value persh < 26.45
21441 151 2154 2156 2230] 2300 2372 2441| 2646 27.76 | 28.98 | 29.33] 2067 | 29.73 | 20.80 | 29.87 | 31.00| 32.00 |Common Shs Outstg © | 34.00
122 13.3 138 212 133 13.0 13.6 135 13.3 141 16.6 1.9 172 15.9 15.0 16.8 | Bold figpres are |Avg Ann'l PIE Ratio 14.0
82 83 80| 110 76 85 0 14 .76 T4 .88 64 9 .96 100 1.08 Value|Line Relative P/E Ratio 95
72%| 64%| 64% | 53% | 54% | 52% | 47% | 46% | 43% | 37% | 3.0% | 32% | 28% | 31% | 34% | 3.0% estinfates Avg Ann’l Div'd Yield 3.5%
CAPITAL STRUCTURE as of 3/31/11 837.3 | 5051 | 696.8 | 819.1 | 921.0 | 9314 | 9564 | 962.0 | 8454 | 925.1 960 | 1050 | Revenues ($mill) 1350
Total Debt $603.9 mill. Due in 5 Yrs $420.0 mill. 268 | 204 346 430 486| 720| 618 677 73| 81.0| 950 105 |NetProfit ($mill) 140
(LTTo?a‘l"i’rftz‘r‘e";"c‘o'\',‘é':'a e,'éTz'X“)‘e"’s' $24.0mil. T o0 [ 41.4% | 406% | 40.9% | 415% | 413% | 41.9% | 47.7% | 23.0% | 15.2% | 25.0% | 30.0% Income Tax Rate 30.0%
98:9- 3.2% ) 58% | 50% | 52% | 53% | 7.7% | 65% | 7.0% | 84% | 88% | 9.9% | 10.0% |NetProfit Margin 10.4%
57.0% | 53.6% | 50.8% | 48.7% | 44.9% | 44.7% | 42.7% | 39.2% | 36.5% | 37.4% | 39.5% | 39.0% |Long-Term Debt Ratio 38.0%
Pension Assets-12/10 $120.6 mill, 35.9% | 46.1% | 49.0% | 51.0% | 55.1% | 55.3% | 57.3% | 60.8% | 63.5% | 62.6% | 60.5% | 61.0% |Common Equity Ratio 62.0%
Oblig. $167.5mill. 5162 | 5125 | 6084 | 6750 | 7103 | 8011 | 839.0 | 8480 | 8564 | 910.1[ 1075| 1150 |Total Capital (Smill 1450
Pid Stock None 607.0 | 6665 | 7483 | 7999 | 877.3| 9200 | 9489 | 9826 | 10731 | 11933 | 1250 | 1325 |Net Plant (Smill 1500
Common Stock 29,953,094 common shs. 6% | 76% | 73% | 79% | 83% | 10.1% | 86% | 89% | 90% | O5% | 100% | 10.0% Retumon Total Capl | 10.5%
as of 5/2/11 121% | 12.4% | 11.5% | 124% | 12.4% | 16.3% | 12.8% | 13.1% | 13.1% | 14.2% | 14.5% | 15.0% |Return on Shr. Equity 15.5%
12.8% | 12.5% | 11.6% | 12.5% | 124% | 16.3% | 12.8% | 13.1% | 13.1% | 14.2% | 14.5% | 15.0% {Return on Com Equity 15.5%
MARKET CAP: $1.7 billion (Mid Cap) 35% | 47% | 50% | 59% | 62% | 102% | 6.7% | 67% | 64% | 71% | 7.5% | 7.5% |Retained toCom Eq 8.0%
CU’&"}E&E POSITION 2009 2010 3/31/11 76% | 62% | 57% | 52% | 50% | 37% | 48% | 49% 51% | 50% | 48% | 49% |All Div'ds to Net Prof 49%
GCash Assets 3.8 24 3.3 | BUSINESS: South Jersey Industries, Inc. is a holding company. Its include: South Jersey Energy, South Jersey Resources Group,
ther 3646 4214 3454 subsidiary, South Jersey Gas Co., distributes natural gas to Marina Energy, and South Jersey Energy Service Plus. Has 650
Current Assets 3684 4238  348.7 | 347,725 customers in New Jersey's southem counties, which employees. Off./dir. control 1.0% of common shares: Black Rock
Accls Payable 1239 1652 1544 | coyers about 2,500 square miles and includes Afiantic City. Gas  Inc., 8.3% (4/11 proxy). Chrmn. & CEO: Edward Graham. Incorp.:
cD)terE)érDue %g%; ??%; Zggg revenue mix '10: residential, 44%; commercial, 21%; cogeneration  NJ. Address: 1 South Jersey Plaza, Folsom, NJ 08037. Telephone:
Current Liab. "4—7—8‘§ W m and electric generation, 12%; industrial, 23%. Non-utility operations ~ 609-561-9000. Intemet; www.sjindustries.com.
Fix. Chg. Cov. 585% 532% 571% | Shares of South Jersey Industries Energenic, South Jersey’s joint-venture
ANNUAL RATES  Past Past Estd’08-10| have been trading in a holding pat- energy project business, has agreed to pro-
g change (per sh) 101"5-0 51Y|’8-0/ Wl}‘s"‘}} tern since the beginning of the year, vide the energy at the Revel resort com-
S 80% 95% 80w | following a healthy advance in 2010. The plex in Atlantic City. Energenic's $160
Earnings 105% 95% 9.0% | company has posted solid results in recent million project will be in place to serve
Dividends 5.5% 85%  85% | periods, though the stock appears to have Revel when it opens in mid-2012.
Book Value 105% 80% 65% | gotten ahead of itself somewhat. Performance may improve somewhat
Cal- | QUARTERLY REVENUES (§ mill) Full | Prospects look favorable for utility at the wholesale energy business. This
endar |Mar31 Jun30 Sep.30 Dec.3t| Year [ South Jersey Gas. SJG should continue business has suffered from thin industry-
2008 3481 1358 2104 2677 | 9620 | to experience modest customer growth, wide storage spreads. Some weakness here
2009 3622 1345 1271 2216 | 8454 | despite softness in the housing construc- may well continue, though this line’s natu-
2010 (3283 1516 1607 2835 | 9251) tjon market. Natural gas remains the fuel ral gas marketing activities have been
2011 13319 165 170 2931 | 960 | of choice within the utility’s service terri- shifted and expanded to take advantage of
2012 [380 180 185 305 1050 tory. This business should continue to opportunities in the Marcellus Shale.
cal- EARNINGS PER SHARE A Full | benefit from customer interest in convert- We anticipate favorable comparisons
endar |Mar31 Jun.30 Sep.30 Dec31} Year | ing from other fuel sources to natural gas. in the coming quarters. We expect top-
2008 | 132 26 .04 67 | 227 Moreover, rate relief should serve to offset line growth of about 4% for full-year 2011.
2009 | 146 15 d06 83 | 238| cost pressures for the utility. Profit margins will likely widen, and we
2010 | 149 24 10 8 | 270| The company’s retail energy opera- look for share-net growth of roughly 13%.
2011 (183 30 45 97 | 305| ¢igns should also continue to perform This stock is neutrally ranked for
M2 | 170 35 .20 110 | 335| (el Demand for renewable and natural Timeliness. We anticipate steady growth
Cal- | QUARTERLYDMIDENDSPAID®= | Fuli | gas-fired energy projects will probably through 2014-2016. Moreover, this issue
endar |Mar31 Jun.30 Sep.30 Dec31! Year | remain strong. For the remainder of the earns high marks for Price Stability and
2007 | -- 245 245 515 | 1.01| year, the company has projects under con- Earnings Predictability. This appears to be
2008 | -- 210 270 568 | 1.11| struction that will produce an additional partly reflected in the present quotation,
2009 | -- 208 298 628 | 122| 19 megawatts of generation capacity, and total return potential is unimpressive
2010 | -- 330 330 695 | 136 bringing the total capacity from its for the coming years.
a1 | -- 365 projects to roughly 64 megawatts. Michael Napoli, CFA June 10, 2011
(A) Based on GAAP egs. through 2006, eco- | ($0.44); '10, ($0.47). Excl gain (losses) from | report due in August. (B) Div'ds paid early Company’s Financial Strength B++
nomic egs. thereafter. GAAP EPS: '07, $2.10; | discont. ops.: '01, (30.02); '02, ($0.04); '03, April, July, Oct., and late Dec. = Div. reinvest. | Stock’s Price Stability 100
plan avail. (C) Incl. reg. assets. In 2010: $248.4 | Price Growth Persistence 95

Earnings Predictability 85
To subscribe call 1-800-833-0046.

mill., adj. for split.
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RECENT Trailing: 17.9 }RELATIVE DIVD (y
WGL HOLDINGS wyse.va. %E 30.250 182 mlENE 11008 40%0A0 |
THELNESS 4 Lowrgsin | Hioh] 318] 308] 298 %2:3 57| %8| 30| 88| 34| 8| 70| %6 Target Price Range
SAFETY 1 Raised 4263 LEGENDS
e 1.30 x Dividends p sh
TECHNICAL 3 Raised 6101 divided by Iterest Rale 80
-+« « Relative Price Strength 50
BETA .65 (1.00 = Market) Options: Yes N D R R 5 re s e e g — 20
201416 PROJECTIONS_|—aded areas indicate recessions | Ewi N I U B B CETTTT R 20
. Ann’l Total : o Tl (AL I E PRUUUII QU
) Price  Gain  Return =T T PTTYOT G L SRR Ll 30
High 45 (+15%} 7% | Ll 25
Low 35 -10%, 2% 20
Insider Decisions Poe 15
JASONDIJEM O
By 000011000 10
opions 3 2 1110000 | 75
oSl _4 41120010 9% TOT. RETURN 5/11 -
Institutional Decisions THS  VLARITH®
STOCK INDEX
why 70 g 3| hercent , i Tos e F
toSel 76 75 83 | traded T I T YR 3yr. 283 388 [
Hidsioon) 32221 31020 31550 T [ 1l Sy 893 532
1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 [ 2004 | 2005 |2 2011 (2012 | ©VALUELINEPUB.LLC| 14-16
1930 | 2219 2416 23.74| 2092 | 2219| 29.80 | 32.63 | 4245 | 4293 | 44.94 54.60 | 56.85 |Revenues persh A 59.20
251 293| 302 279 274 320( 324| 263 4.00| 387 397 3.95| 4.30 |“Cash Flow” persh 4.55
145| 185| 185 154| 147 179 188 114 | 230 188| 213 210 | 2.35 [Earnings pershB 2.65
112 114 17| 120 122| 124 126| 127| 128| 130| 132 1.55| 1.59 |Div'ds Decl'd per shCm 1.71
263| 285 320| 362 342 267 268 334| 265| 233| 232 . . : . . 245| 245 [Cap’l Spending per sh 240
1195 | 12791 13481 1386| 1472 1531| 1624 | 1578 | 1625 | 16.95| 17.80 | 18.86 | 19.83 | 20.99 | 21,89 | 22.82 | 23.50 | 24.20 |Book Value per sh D 27.15
4293 4370 4370] 4384 4647] 4647] 4854 4856 | 48.63 | 4867 | 4865 | 48.89 | 4945 | 4992 | 50.14 | 5054 | 51.00 [ 51.00 Common Shs Outst'g € 52.00
1271 18] 127 172 173] 146] 147 231 1.1 142 | 147 155 156 137 126 | 15.1 | Bold fighres are |Avg Ann’l PIE Ratio 15.0
85 12 13 .89 99 95 5| 126 .63 75 78 .84 83 82 84 .95 Value|Line Relative P/E Ratio 1.00
6.1% | 54% | 50%| 45% | 48% | 48% | 4.6% | 4.8% | 50% | 46% | 42% | 45% | 4.2% | 42% | 46%| 44% | "2 |avg Ann'l Divid Yield 4.2%
CAPITAL STRUCTURE as of 3/31/11 1446.5 | 1584.8 | 2064.2 | 2089.6 | 2186.3 | 2637.9 | 2646.0 | 2628.2 | 2706.9 | 2708.9 | 2785 2900 |Revenues ($mill) A 3075
Total Debt $682.7 mill. Duein5Yrs $194.2mil. | 899 | 557 | 1123 | 080 1048 | 960 | 1029 | 1229 | 1287 | 1150 10| 120 |Net Profit (Smill) 140
:-LTTE’:“;:ESL“A?"’:;'!‘G gy ierest $30.4 mil. I73075% | 340% | 0% | 36.2% | 3T4% | 30.0% | 39.1% | 37.1% | 38.1% | 387% | 39.0% | 30.0% Income Tax Rate 0%
57%) $0% SLCOVEIE0E | 6% | 35% | 54% | 4T% | 48% | 36% | 39% | 47% | 48% | 42% | 3.9% | 4.1% [NetProfitMargin 45%
Pension Assets-9/10 $1,215.8 mill. 41.7% | 45.7% | 43.8% | 40.9% | 39.5% | 37.8% | 37.9% | 35.9% | 33.3% | 33.4% | 34.5% | 34.0% |Long-Term Debt Ratio 32.5%
Oblig. $678.1 mill. | §6.3% | 524% | 54.3% | 57.2% | 58.6% | 60.4% | 60.3% | 62.4% | 65.0% | 65.0% | 64.0% | 64.5% |Common Equity Ratio 66.0%
Preferred Stock $28.2 mill. Pfd. Div'd $1.3 mill. 1400.8 | 1462.5 | 1454.9 | 14436 | 1478.1 | 1526.1 | 16254 | 1679.5 | 1687.7 | 17744 | 1875 1915 |Total Capital ($mill) 2150
1519.7 | 1606.8 | 1874.9 | 1915.6 | 1969.7 | 2067.9 | 21504 | 2208.3 | 2269.1 | 2346.2 | 2425 2510 |Net Plant {$mill) 2775
Common Stock 51,226,263 shs. T9% | 53% | 1% | 82% | 85% | 76% | 76% | 85% | 88% | 76% | 70%| 7.5% |Returnon Total Capl | 7.5%
as of 4/30/11 M.0% | 7.0% | 13.7% | 11.5% | 11.7% | 10.1% | 10.2% | 114% | 114% [ 97% | 9.0% | 9.5% |Return on Shr. Equity 10.0%
1M1.2% | 7.2% | 14.0% | 11.7% | 12.0% | 10.3% | 104% | 116% | 116% [ 9.9% | 9.0% | 9.5% |Return on Com Equity 10.0%
MARKET CAP: $2.0 billion (Mid Cap) 38% | NMF| 62% | 41% | 46% | 32% | 35% | 50% | 50%| 3.3% | 25% | 3.0% |Retained to ComEq 3.5%
CUR;}ERT POSITION 2009 2010 3/31/11 67% | 112% | 6% | 65% | 62% | 69% | 66% | 57% 51% | 67% | 74% | 67% |AllDiv'ds to Net Prof 64%
Cash Assets 7.9 8.9 190.0 | BUSINESS: WGL Holdings, Inc. is the parent of Washington Gas vides energy related products in the D.C. metro area; Wash. Gas
Other _675.6 7084 _730.3 | Light, a natural gas distributor in Washington, D.C. and adjacent Energy Sys. designs/installs comm'l heating, ventilating, and air
Current Assets 6835 7173  920.3 | areas of VA and MD to resident! and comm’l users (1,073,722 cond. systems. Black Rock Inc. owns 9.2% of common stock;
Accts Payable 2135 2254 292.7 | meters). Hampshire Gas, a federally regulated sub., operates an  Off./dir. iess than 1% (1/11 proxy). Chrmn. & CEO: Terry D. McCal-
Bf#érDue 1222 }ggg 2%:3 underground gas-storage facility in WV. Non-regulated subs.. lister. inc.: D.C. and VA. Addr.: 101 Const. Ave., N.W.,.Washington,
Current Liab. 6346 5441 6103 | Wash. Gas Energy Svcs. sells and delivers natural gas and pro-  D.C. 20080. Tel.: 202-624-6410. Internet: www.wglholdings.com.
Fix. Chg. Cov. 533% 536% 535% | WGL Holdings posted lackluster fi- and safety.
ANNUAL RATES  Past Past Estd’08-10| nancial results for the March period. Investments in green energy projects
ofchange (persh)  10¥rs. ~ 5¥rs. 10’46 | Indeed, the top line declined about 3.5% may also bear fruit down the road.
Revenues | ok 3% 15% | over that time frame, due to weaker con- WGL has announced an additional 1.7
Eamings 40% 25%  1.5% | tributions from the Regulated Utility seg- megawatts worth of solar projects for this
Dividends 20% 25%  25% | ment. This stemmed from unfavorable year. When combined with existing ven-
Book Value 40% 50% 35% changes in the consumption patterns of its tures, the company has a stake in about
ﬁ',zgg' QUARTERLY REVENUES ($ mill,) A nggal natural gas customers. However, this was 4.5 megawatts of clean renewable energy.
Ends |Dec31 Mar3! Jun30 Sep30| Year | partially offset by greater earnings contri- These moves should also provide the com-
2008 | 751.86 10200 464.7 391.9|26282| butions at the Retail Energy Marketing pany with federal energy tax credits.
2009 | 8262 10408 4270 4128 27069| and Design-Build Energy System divi- Meanwhile, the financial position is
2010 | 7274 10566 4597 4652 |27089| sions. Still, on balance, WGL's second- solid. Cash reserves have skyrocketed to a
2011 | 7959 10172 4819 490 12785 | quarter bottom line declined almost 7%, to seasonal high of $190 million. At the same
012 | 825 1045 510 520 | 2900 | §1.53 a share. And we look for an annual time, the long-term debt load inched high-
Fiscal | EARNINGS PER SHARE A ® FUl | earnings decline this year. But financial er but at a much slower clip of about 4%,
Ends |Dec.31 Mar31 Jun30 Sep.30| Year [ results ought to begin to rebound in 2012. to $615 million. What’s more, the board
2008 96 166 .06 d24| 244| Rate cases and capital projects, augur recently approved a 3.2% hike in the
2009 | 103 165 11 d25| 253| well for prospects. The company recent- quarterly dividend, to $0.39 a share.
2010 | 101 184 d07 d29| 227) ly received approval to raise its rates in These shares may appeal to income-
201 | 102 153 d10  d35) 210 Maryland. The proposed increase ought to seeking investors, thanks to an above-
012 | 108 161 d04 d30| 235| hoost annual revenues by about $30 mil- average dividend yield, Highest Safety
Cal- | QUARTERLYDIVIDENDSPADCw | Fy) | lion from that region, and is slated to go rank, and top mark for Price Stability.
endar |Mar.31 Jun.30 Sep.30 Dec.31) Year | into effect this November. Meanwhile, Meantime, in the event of a market correc-
2007 | 34 34 34 34 136 | WGL was also granted a favorable ruling tion, shares of WGL ought to be minimally
2008 | 34 36 36 36 142| by the Virginia commission to go ahead affected as evidenced by the below-market
2009 | 36 ;¥ 337 147| with a multiyear $115 million accelerated Beta of .65. But they are ranked to lag the
2010 | 37 318 378 378 | 150| pipeline-replacement program. This should broader markets in the year ahead.
01| 38 .39 boost the distribution system’s reliability Bryan J. Fong June 10, 2011
(A) Fiscal years end Sept. 30th. (15¢). Qtly egs. may not sum fo total, due to | ber. m Dividend reinvestment plan available. Company'’s Financial Strength A
(B) Based on diluted shares. Excludes non- | change in shares outstanding. Next earnings (D) Includes deferred charges and intangibles. | Stock’s Price Stability 100
recurring losses: ‘01, (13¢); '02, (34¢); '07, | report due late July. (C) Dividends historically | '10: $580.4 million, $11.48/sh. Price Growth Persistence 45
(4¢); '08, (14¢) discontinued operations: '06, | paid early February, May, August, and Novem- | (E) In millions, ad]usted for stock split. Earnings Predictability 95
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AGL 41.20

AGL RESOURCES INC (nvsg)

(.01

{0.02%) Vol, 220,610

15:08 ET

AGL Resources principal business is the distribution of natural gas to customers in central, northwest, northeast and

southeast Georgia and the Chattanooga, Tennessee area through its natural gas distribution subsidiary. AGL's
major service area is the ten county metropolitan Atlanta area.

General Information
AGL RESOURCES

TEN PEACHTREE PLACE

ATLANTA, GA 30309
Phone: -
Fax: 404-584-3945

Web: http://www.aglresources.com
Email: scave@aglresources.com

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

UTIL-GAS DISTR
Utilities

December
03/31/11
07/28/2011

Price and Volume Information

Zacks Rank
Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average
Target Price Consensus

% Price Change
4 Week

12 Week

YTD

Share Information

Shares QOutstanding
{millions)

Market Capitalization
(millions)

Short Ratio
Last Split Date

EPS Information

i

41.19
41.96
34.21

0.45
338,833.19
42

12

Current Quarter EPS Consensus Estimate
Current Year EPS Consensus Estimate
Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Fundamental Ratios
P/E

Current FY Estimate:
Trailing 12 Months:
PEG Ratio

Price Ratios
Price/Book
Price/Cash Flow

07,

EPS Growth

i [AGL] 30-Day Closing Prices

£
04-04-11

% Price Change Relative to S&P 500
2.18 4 Week
9.29 12 Week
1480 YD

Dividend information
77.98 Dividend Yield
Annual Dividend
3,212.08 Payout Ratio
11.3g Change in Payout Ratio
/04/1995 Last Dividend Payout / Amount

Consensus Recommendations

0.27 Current (1=Strong Buy, 5=Strong Sell)
3.15 30 Days Ago
4.00 60 Days Ago
/28/2011 90 Days Ago

Sales Growth

13.10 vs. Previous Year -5.78% vs. Previous Year

13.96 vs. Previous Quarter 89.53% vs. Previous Quarter:

3.27
ROE

ROA

1.75 03/31/11 - 03/31/11
12/31/10 12/31/10

http://www.zacks.com/research/print.php?type=report&i=AGL

0.38
6.70
6.79

4.37%
$1.80
0.00
0.00

02/16/2011 / $0.45

2.13
2.13
2.13
213

-12.46%
32.03%

5/4/2011


http://www.aglresources.com
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http://www.zacks.com/research/print.php?type=report&t=AGL

Zacks.com

8.08
Price / Sales 1.43
Current Ratio
03/31/11 -
12/31/10 0.89
09/30/10 0.79
Net Margin
03/31/11 -
12/31/10 16.43
09/30/10 17.35
Inventory Turnover
03/31/11 -
12/31/10 2.98
09/30/10 2.87

09/30/10

Quick Ratio
03/31/11
12/31/10
09/30/10

Pre-Tax Margin
03/31/11
12/31/10
09/30/10
Debt-to-Equity
03/31/11
12/31/10
09/30/10

12.98
13.19

0.63
0.47

16.43
17.35

0.91
0.83

09/30/10
Operating Margin
03/31/11
12/31/10
09/30/10

Book Value
03/31/11
12/31/10
09/30/10

Debt to Capital
03/31/11
12/31/10
09/30/10

http://www.zacks.com/research/print.php type=report&t=AGL

3.40
3.50

10.02
10.27

23.52
23.28

47.68
45.49

Page 2 of 2

5/4/2011


http://Zacks.com
http://www

Zacks.com

ZACKS

INVESTRENTY RESEARCH

Proven Ralings, Research& Recommendations
Zacks.com Quotes and Research

Page 1 of 2

ATMOS ENERGY CORP (vsg)
ATO 34.61

Q.41 (1.20%) Vol. 120,903 14:02 ET
Atmos Energy Corporation distributes and sells natural gas to residential, commercial, industrial, agricultural and
other customers. Atmos operates through five divisions in cities, towns and communities in service areas located in
Colorado, Georgia, lllinois, lowa, Kansas, Kentucky, Louisiana, Missouri, South Carolina, Tennessee, Texas and
Virginia. The Company has entered into an agreement to sell all of its natural gas utility operations in South Carolina.
The Company also transports natural gas for others through its distribution system.
General Information
ATMOS ENERGY CP
P’hone: -
Fax: -
Web: -
Emait: None
Industry UTIL-GAS DISTR
Sector: Utilities
Fiscal Year End September
Last Reported Quarter 03/31/11
Next EPS Date 08/10/2011
Price and Volume Information
" 1] CAT0] 30-Day Closing Prices | 35.5
Zacks Rank P4 '
Yesterday's Close 34.20 35.0
52 Week High 35.25
52 Week Low 25.86
Beta 0.52
20 Day Moving Average  224,307.25
Target Price Consensus 33.7 .
04-11-11
% Price Change % Price Change Relative to S&P 500
4 Week 1.18 4 Week 0.28
12 Week 2.09 12 Week 1.25
YTD 962 YID 2.86
Share Information Dividend Information
Shares Outstanding 90.65 Dividend Yield 3.98%
&nlllll(onsé \ Annual Dividend $1.36
arket Capitalization .
(millions) 3,100.20 Payout Ratio ' 0.61
Short Ratio g.60 Change in Payout Ratio -0.02
Last Split Date 05/17/1994 Last Dividend Payout / Amount 02/23/2011 / $0.34
EPS Information Consensus Recommendations
Current Quarter EPS Consensus Estimate 0.09 Current (1=Strong Buy, 5=Strong Sell) 2.89
Current Year EPS Consensus Estimate 2.30 30 Days Ago 2.89
Estimated Long-Term EPS Growth Rate 450 60 Days Ago 2.89
Next EPS Report Date 08/10/2011 90 Days Ago 2.89
Fundamental Ratlos
P/E EPS Growth Sales Growth
Current FY Estimate: 14.85 vs. Previous Year -8.28% vs. Previous Year -16.65%
Trailing 12 Months: 15.34 vs. Previous Quarter 64.20% vs. Previous Quarter: 39.78%
PEG Ratio 3.30
Price Ratios ROE ROA
http://www.zacks.com/research/print.php?type=report&t=ATO 5/9/2011
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Price/Book
Price/Cash Flow
Price / Sales

Current Ratio
03/31/11
12/31/10
09/30/10

Net Margin
03/31/11
12/31/10
09/30/10

Inventory Turnover
03/31/11
12/31/10
09/30/10

1.31
7.25
0.72

0.91
0.86
0.756

7.50
6.52
6.99

12.01
13.40
13.07

03/31/11
12/31/10
09/30/10

Quick Ratio
03/31/11
12/31/10
09/30/10

Pre-Tax Margin
03/31/11
12/31/10
09/30/10
Debt-to-Equity
03/31/11
12/31/10
09/30/10

8.87
9.52
9.23

0.70
0.63
0.48

7.50
6.52
6.99

0.76
0.79
0.83

03/31/11
12/31/10
09/30/10
Operating Margin
03/31/11
12/31/10
09/30/10

Book Value
03/31/11
12/31/10
09/30/10

Debt to Capital
03/31/11
12/31/10
09/30/10

http://www.zacks.com/research/print.php?type=report&t=ATO

2.94
3.17
3.1

4.68
4.66
4.38

26.19
25.16
24.16

43.22
44.27
45.38
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LACLEDE GROUP INC awse)

LG 38.42 »-0.23 {-0.60%) Vol. 71,445 15:08 ET

The Laclede Group, Inc. is a public utility engaged in the retail distribution and transportation of natural gas. The
Company, which is subject to the jurisdiction of the Missouri Public Service Commission, serves the City of St. Louis,
St. Louis County, the City of St. Charles, St. Charles County, the town of Arnold, and parts of Franklin, Jefferson, St.
Francois, Ste. Genevieve, Iron, Madison and Butler Counties, all in Missouri.

General Information

LACLEDE GRP INC

720 OLIVE ST

ST LOUIS, MO 63101

Phone: -

Fax: 314-421-1979

Web: http://www.thelacledegroup.com
Email: investorservices@lacledegas.com

Industry UTIL-GAS DISTR
Sector: Utilities

Fiscal Year End September

Last Reported Quarter 03/31/11

Next EPS Date 07/22/2011

Price and Volume Information

% [LG) 30-Day Closing Prices ;

Zacks Rank i

Yesterday's Close 38.65

52 Week High 39.99

52 Week Low 31.65

Beta 0.08

20 Day Moving Average  65,142.10

Target Price Consensus N/A (

04-04~-11

% Price Change % Price Change Relative to S&P 500

4 Week 0.29 4 Week -1.49
12 Week -0.82 12 Week -3.16
YTD 577 YTD -3.15
Share Information Dividend Information

Shares Outstanding 2039 Dividend Yield 4.19%
(milions) Annual Dividend $1.62
lion P atzation 865.18 Payout Ratio 0.67
Short Ratio 10.21 Change in Payout Ratio 0.05
Last Split Date 03/08/1994 Last Dividend Payout / Amount 03/09/2011 / $0.41
EPS Information Consensus Recommendations

Current Quarter EPS Consensus Estimate 0.22 Current (1=Strong Buy, 5=Strong Sel) 3.00
Current Year EPS Consensus Estimate 2.45 30 Days Ago 3.00
Estimated Long-Term EPS Growth Rate 3.00 60 Days Ago 3.00
Next EPS Report Date 07/22/2011 90 Days Ago 3.00
Fundamental Ratios

P/E EPS Growth Sales Growth
Current FY Estimate: 15.80 vs. Previous Year 0.00% vs. Previous Year -14.41%
Trailing 12 Months: 15.97 vs. Previous Quarter 17.14% vs. Previous Quarter: 22.42%
PEG Ratio 5.27

Price Ratios ROE ROA

Price/Book 1.52 03/31/11 9.92 03/31/11 2.96

http://www.zacks.com/research/print.php?type=report&t=LG 5/4/2011
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Zacks.com

Price/Cash Flow
Price / Sales

Current Ratio
03/31/11
12/31/10
09/30/10

Net Margin
03/31/11
12/31/10
09/30/10

Inventory Turnover
03/31/11
12/31/10
09/30/10

9.17
0.54

1.39
1.24

4.83
4.68

13.41
14.62

12/31/10
09/30/10

Quick Ratio
03/31/11
12/31/10
09/30/10

Pre-Tax Margin
03/31/11
12/31/10
09/30/10
Debt-to-Equity
03/31/11
12/31110
09/30/10

9.84
9.83

0.97
0.84

4.83
4.68

0.66
0.68

12/31/10
09/30/10
Operating Margin
03/31/11
12/31/10
09/30/10

Book Value
03/31/11
12/31/10
09/30/10

Debt to Capital
03/31/11
12/31/10
09/30/10

http://www.zacks.com/research/print.phptype=report&t=LG
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3.38
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NEW JERSEY RES (vse)

Page 1 of 2

NJR 44.50 (.66 {1.51%) Vol. 106,324 14:03 ET
NJ RESOURCES is an exempt energy svcs holding company providing retail & wholesale natural gas & related
energy services to customers from the Gulf Coast to New England. Subsidiaries include: {1} N J Natural Gas Co, a
natural gas distribution company that provides regulated energy & appliance services to residential, commercial &
industrial customers in central & northern N J. (2) NJR Energy Holdings Corp formerly NJR Energy Svcs Corp & (3)
NJR Development Corp, a sub-holding company of NJR, which includes the Company's remaining unregulated
operating subsidiaries.

General Information
NJ RESOURCES
F;hone: -

Fax: -
Web: -
Email: None

Industry UTIL-GAS DISTR
Sector: Utilities
Fiscal Year End September
Last Reported Quarter 03/31/11
Next EPS Date 08/10/2011
Price and Volume Information

Zacks Rank 1}{ ¥ [NJR] 30-Day Closing Prices % Iﬁ_s

Yesterday's Close 43.84 .

52 Week High 45.59

52 Week Low 34.07

Beta 0.20

20 Day Moving Average  151,621.20

Target Price Consensus 46

% Price Change % Price Change Relative to S&P 500

4 Week 245 4 Week 1.53

12 Week ) 714 12 Week 6.25

YTD 169 YTD -4.57

Share Information Dividend Information
Shares Outstanding 41.42 Dividend Yield 3.28%
&“‘L‘f”? | Annual Dividend $1.44

arket Capitalization )

(millions) 1,815.72 Payout Ratio 0.56
Short Ratio 14.01 Change in Payout Ratio 0.02
Last Split Date 03/04/2008 Last Dividend Payout/ Amount  03/11/2011/$0.36

EPS Information Consensus Recommendations
Current Quarter EPS Consensus Estimate 0.21 Current (1=Strong Buy, 5=Strong Sell) 2.50
Current Year EPS Consensus Estimate 2.58 30 Days Ago 2.50
Estimated Long-Term EPS Growth Rate 4.00 60 Days Ago 2.50
Next EPS Report Date 08/10/2011 90 Days Ago 2.50
Fundamental Ratios

P/E EPS Growth Sales Growth
Current FY Estimate: 16.97 vs. Previous Year 4.55% vs. Previous Year 6.39%
Traifing 12 Months: 17.13 vs. Previous Quarter 130.00% vs. Previous Quarter: 37.00%
PEG Ratio 424

http://www.zacks.com/research/print.php?type=report&t=NJR 5/9/2011
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Price Ratios
Price/Book
Price/Cash Flow
Price / Sales

Current Ratio
03/31/11
12/31/10
09/30/10

Net Margin
03/31/11
12/31/10
09/30/10

Inventory Turnover
03/31/11
12/31110
09/30/10

2.45
13.39
0.65

1.09
1.11

3.49
4.61
6.52

7.51
8.34
8.34

ROE
03/31/11
12/31/10
09/30/10

Quick Ratio
03/31/11
12/31/10
09/30/10

Pre-Tax Margin
03/31/11
12/31/10
09/30/10
Debt-to-Equity
03/31/11
12/31/10
09/30/10

14.49
13.92
13.91

0.65
0.63

3.49
4.61
6.52

0.59
0.59

ROA

03/31/11

12/31/10

09/30/10
Operating Margin
03/31/11

12/31/10

09/30/10

Book Value
03/31/11
12/31/110
09/30/10

Debt to Capital
03/31/11
12/31/10
09/30/10

http://www.zacks.com/research/print.php?type=report&t=NJR

4.14
4.05
4.14

3.80
3.77
3.86

17.86
17.61

36.96
37.15
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NORTHWEST NAT GAS CO vsg)

NWN 45.09 # (1,48 {1.68%) Vol. 49,580 14:02 ET

NW Natural is principally engaged in the distribution of natural gas.The Oregon Pubtic Utility Commission (OPUC)
has allocated to NW Natural as its exclusive service area a major portion of western Oregon, including the Portland
metropolitan area, most of the fertile Willamette Valley and the coastal area from Astoria to Coos Bay. NW Natural
also holds certificates from the Washington Utilities and Transportation Commission (WUTC) granting it exclusive
rights to serve portions of three Washington counties bordering the Columbia River.

General Information
NORTHWEST NAT G

F;hone: -

Fax: -

Web: -

Email: None

Industry UTIL-GAS DISTR
Sector: Utilities

Fiscal Year End December

Last Reported Quarter 03/31/11

Next EPS Date 08/10/2011

Price and Volume Information

Zacks Rank s — | B CNMNI 30-Bay Closing Prices i 46.5
Yesterday's Close 44.61

52 Week High 50.86

52 Week Low 41.90

Beta 0.31
20 Day Moving Average  114,048.75
Target Price Consensus 47.33 .

5-06-11

% Price Change % Price Change Relative to S&P 500

4 Week -1.83 4 Week -2.71
12 Week -1.65 12 Week -2.46
YTD -400 YTD -9.92
Share Information Dividend Information
Sh'all'es Outstanding 26.67 Dividend Yield 3.90%
(millons) Annual Dividend $1.74
m[l‘i‘:;gap'ta"za“‘)" 1,189.70 Payout Ratio 0.66
Short Ratio 12,96 Change in Payout Ratio 0.08
Last Split Date 09/09/199¢ Last Dividend Payout/ Amount  04/27/2011 / $0.44
EPS Information Consensus Recommendations
Current Quarter EPS Consensus Estimate 0.18 Current (1=Strong Buy, 5=Strong Sell) 2.25
Current Year EPS Consensus Estimate 2.59 30 Days Ago 2.25
Estimated Long-Term EPS Growth Rate 4,60 60 Days Ago 2.25
Next EPS Report Date 08/10/2011 90 Days Ago 2.25
Fundamental Ratlos

P/E EPS Growth Sales Growth
Current FY Estimate: 17.21 vs. Previous Year -6.71% vs. Previous Year 12.76%
Trailing 12 Months: 17.03 vs. Previous Quarter 37.84% vs. Previous Quarter: 20.49%
PEG Ratio 3.72

Price Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=NWN 5/9/2011
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Price/Book
Price/Cash Flow
Price / Sales

Current Ratio
03/31/11
12/31/10
09/30/10

Net Margin
03/31/11
12/31/10
09/30/10

Inventory Turnover
03/31/11
12/31/10
09/30/10

1.64
8.63
1.40

0.66
0.71
0.56

13.80
15.04
14.46

7.69
6.85
7.34

03/31/11
12/31/10
09/30/10

Quick Ratio
03/31/11
12/31/10
09/30/10

Pre-Tax Margin
03/31/11
12/31/10
09/30/10

Debt-to-Equity
03/31/11
12/31/10
09/30/10

10.04
10.56
10.95

0.54
0.53
0.35

13.80
15.04
14.46

0.76
0.85
0.88

03/31/11
12/31/10
09/30/10

Operating Margin
03/31/11
12/31/10
09/30/10

Book Value
03/31/11
12/31/10
09/30/10

Debt to Capital
03/31/11
12/31/10
09/30/10

http://www.zacks.com/research/print.php?type=report&t=NWN

2.78
2.93
3.07

8.23
8.95
8.73

2712
26.02
25.41

43.27
46.05
46.70
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PIEDMONT NAT GAS INC vsg)

PNY 3112 «-0.34 {-1.08%) Vol. 133,337 15:11 EY

Piedmont Natural Gas Co, Inc., is an energy and services company engaged in the transportation and sale of natural
gas and the sale of propane to residential, commercial and industrial customers in North Carolina, South Carolina
and Tennessee. The Company is the second-largest natural gas utility in the southeast. The Company and its non-
utility subsidiaries and divisions are also engaged in acquiring, marketing and arranging for the transportation and
storage of natural gas for large-volume purchasers, and in the sale of propane to customers in the Company's three-
state service area.

General Information

PIEDMONT NAT GA

4720 PIEDMONT ROW DR
CHARLOTTE, NC 28233

Phone: -

Fax: 704-365-3849

Web: hitp://www.piedmontng.com

Email: investorrelations@piedmontng.com

Industry UTIL-GAS DISTR
Sector: Utilities
Fiscal Year End October
Last Reported Quarter  04/30/11
Next EPS Date 06/07/2011
Price and Volume Information
Zacks Rank & EPNY] 30-Day Closing Pricegs
Yesterday's Close 31.46
52 Week High 32.00
52 Week Low 24.50
Beta 0.26
20 Day Moving Average  207,969.34
Target Price Consensus 28.5 .
04-04-11 05-05-11
% Price Change % Price Change Relative to S&P 500
4 Week 2.28 4 Week 0.47
12 Week 10.93 12 Week 8.31
YTD 1252 YTD 4.73
Share Information Dividend information
Shares Outstanding 71.7g Dividend Yield 3.69%
(millions) o Annual Dividend $1.16
mm‘gapnanzanon 2,258.32 Payout Ratio 0.00
Short Ratio 14.55 Change in Payout Ratio 0.00
Last Split Date 11/01/2004 Last Dividend Payout / Amount 03/23/2011 / $0.29
EPS Information Consensus Recommendations
Current Quarter EPS Consensus Estimate 0.67 Current (1=Strong Buy, 5=Strong Sell) 3.38
Current Year EPS Consensus Estimate 1.58 30 Days Ago 3.38
Estimated Long-Term EPS Growth Rate 4.80 60 Days Ago 3.43
Next EPS Report Date 06/07/2011 90 Days Ago 343
Fundamental Ratios
P/E EPS Growth Sales Growth
Current FY Estimate: 19.97 vs. Previous Year 1.75% vs. Previous Year -3.22%
Trailing 12 Months: 20.17 vs. Previous Quarter 1,066.67% vs. Previous Quarter: 235.92%

PEG Ratio 419

http://www.zacks.com/research/print.php?type=report&t=PNY 5/4/2011
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Zacks.com

Price Ratios
Price/Book
Price/Cash Flow
Price / Sales

Current Ratio
04/30/11
01/31/11
10/31/10

Net Margin
04/30/11
01/31/11
10/31/10

Inventory Turnover
04/30/11
01/31/11
10/31/10

2.24
10.59
1.48

0.78
0.66

11.99
15.06

11.84
11.93

ROE
04/30/11
01/31/11
10/31/10

Quick Ratio
04/30/11
01/31/11
10/31/10

Pre-Tax Margin
04/30/11
01/31/11
10/31/10

Debt-to-Equity
04/30/11
01/31/11
10/31/10

11.31
11.31

0.62
0.44

11.99
15.06

0.66
0.70

ROA

04/30/11

01/31/11

10/31/10
Operating Margin
04/30/11

01/31/11

10/31/10

Book Value
04/30/11
01/31/11
10/31/10

Debt to Capital
04/30/11
01/31/11
10/31/10
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3.65

7.36
7.21

14.02
13.38
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41.05
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SOUTH JERSEY INDS INC vsg)

SJdi 53.00 « (.23 {0.44%) Vol. 48,702 13:07 ET

South Jersey Inds Inc. is engaged in the business of operating, through subsidiaries, various business enterprises.
The company's most significant subsidiary is South Jersey Gas Company (SJG). SJG is a public utility company
engaged in the purchase, transmission and sale of natural gas for residential, commercial and industrial use. SJG
also makes off-system sales of natural gas on a wholesale basis to various customers on the interstate pipeline
system and transports natural gas.

General Information

SOUTH JERSEY IN

1 SOUTH JERSEY PLAZA ROUTE 54
FOLSOM, NJ 08037

Phone: 609-561-9000

Fax: 609-561-8225

Web: http:/Awww.sjindustries.com

Email: None
Industry UTIL-GAS DISTR
Sector: Utilities
Fiscal Year End December
Last Reported Quarter 03/31/11
Next EPS Date 08/04/2011
Price and Volume Information
Zacks Rank i 1 €511 30-Day Closing Prices i E;i
Yesterday's Close 52.77 ' 56.5
52 Week High 58.03 e
52 Week Low 41.96 55.0
4.5
Beta ‘ 0.30 5.0
20 Day Moving Average ~ 113,944.45 o
Target Price Consensus 59.5 52.5
06-11
% Price Change % Price Change Relative to S&P 500
4 Week -6.14 4 Week -1.75
12 Week -2.84 12 Week -2.06
YTD -0.09 YD -2.57
Share Information Dividend Information
Sh_afes Outstanding 29.95 Dividend Yield 2.77%
S‘"L‘("‘“Z’ i Annual Dividend $1.46
arket Capitalization .
(millions) 1,580.62 Payout Ratio 0.51
Short Ratio 21.14 Change in Payout Ratio -0.01
Last Spllt Date 07/01/2005 Last Dividend Payout / Amount 03/08/2011/ $037
EPS Information Consensus Recommendations
Current Quarter EPS Consensus Estimate 0.29 Current (1=Strong Buy, 5=Strong Self) 1.50
Current Year EPS Consensus Estimate 3.00 30 Days Ago 1.80
Estimated Long-Term EPS Growth Rate - 60 Days Ago 1.67
Next EPS Report Date 08/04/2011 90 Days Ago 1.57
Fundamental Ratios
P/E EPS Growth Sales Growth
Current FY Estimate: 17.57 vs. Previous Year 9.40% vs. Previous Year 0.80%
Trailing 12 Months: 18.58 vs. Previous Quarter 87.36% vs. Previous Quarter: 17.09%
PEG Ratio -
Price Ratios ROE ROA

http://www.zacks.cdm/research/print.php?type=report&t=SJ I 6/7/2011
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Price/Book
Price/Cash Fiow
Price / Sales

Current Ratio
03/31/11
12/31/10
09/30/10

Net Margin
03/31/11
12/31/10
09/30/10

Inventory Turnover
03/31/11
12/31/10
09/30/10

2.58
12.54
1.70

0.76
0.66
0.58

12.73
10.72
11.28

10.02
9.14
7.65

03/31/11
12/31/10
09/30/10

Quick Ratio
03/31/11
12/31/10
09/30/10

Pre-Tax Margin
03/31/11
12/31/10
08/30/10
Debt-to-Equity
03/31/11
12/31/10
09/30/10

14.89
14.42
14.34

0.70
0.55
0.41

12.73
10.72
11.28

0.66
0.60
0.51

03/31/11
12/31110
09/30/10
Operating Margin
03/31/11
12/31/10
09/30/10

Book Value
03/31/11
12/31/10
09/30/10

Debt to Capital
03/31/11
12/31110
09/30/10
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WGL HLDGS INC (nysg)
WGL 38.85

» (.66 {1.73%) Vol. 130,026 14:03 ET

WASHINGTON GAS LIGHT CO is a public utility that delivers and sells natural gas to metropolitan Washington,
D.C. and adjoining areas in Maryland and Virginia. A distribution subsidiary serves portions of Virginia and West
Virginia. The Company has four wholly-owned active subsidiaries that include: Shenandoah Gas Company
(Shenandoah) is engaged in the delivery and sale of natural gas at retail in the Shenandoah Valiey, including
Winchester, Middletown, Strasburg, Stephens City and New Market, Virginia, and Martinsburg, West Virginia.

General Information
WGL HLDGS INC

F”hone: -

Fax: -

Web: -

Email: None

Industry UTIL-GAS DISTR
Sector: Utilities

Fiscal Year End September

Last Reported Quarter 03/31/11

Next EPS Date 08/10/2011

Price and Volume Information

Zacks Rank
Yesterday's Close
52 Week High

52 Week Low
Beta

20 Day Moving Average  151,953.20

Target Price Consensus

% Price Change
4 Week

12 Week

YTD

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio
Last Split Date

EPS information

e Eﬁ EHGL] 30-Day Closing Prices %

ih 40.¢
38.19 9.5
N/A 39.0
32.75 B At
0.26 38.0
37.5
137.0
39 . .
od4-11-11 05~ 06

% Price Change Relative to S&P 500

-0.75 4 Week -1.64
1.41 12 Week 0.57
6.77 YTD 0.19

Dividend Information
51.11 Dividend Yield 4.06%
Annual Dividend $1.55
1,952.01 Payout Ratio 0.69
18.69 Change in Payout Ratio 0.06

05/02/1995 Last Dividend Payout / Amount 04/06/2011 / $0.39

Consensus Recommendations

Current Quarter EPS Consensus Estimate -0.09 Current (1=Strong Buy, 5=Strong Sell} 2.25
Current Year EPS Consensus Estimate 2.05 30 Days Ago 2.25
Estimated Long-Term EPS Growth Rate 5.30 60 Days Ago 2.25
Next EPS Report Date 08/10/2011 90 Days Ago 2.50
Fundamental Ratios

P/E EPS Growth Sales Growth

Current FY Estimate: 18.59 vs. Previous Year -6.71% vs. Previous Year -3.73%
Trailing 12 Months: 17.44 vs. Previous Quarter 50.00% vs. Previous Quarter: 27.81%
PEG Ratio 3.54

Price Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=WGL 5/9/2011
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Price/Book
Price/Cash Flow
Price / Sales

Current Ratio
03/31/11
12/31/10
09/30/10

Net Margin
03/31/11
12/31/10
09/30/10

Inventory Turnover
03/31/11
12/31/10
09/30/10

1.54
9.10
0.71

1.51
1.30
1.32

7.91
7.74
6.82

11.28
11.69
11.71

03/31/11
12/31/10
09/30/10

Quick Ratio
03/31/11
12/3110
09/30/10

Pre-Tax Margin
03/31/11
12/31/10
09/30/10
Debt-to-Equity
03/31/11
12/31/10
09/30/10

9.35
9.82
9.86

1.37
1.00
0.83

791
7.74
6.82

0.49
0.53
0.51

03/31/11
12/31110
09/30/10
Operating Margin
03/31/11
12/31/10
09/30/10

Book Value
03/31/11
12/31/10
09/30/10

Debt to Capital
03/31/11
12/31110
09/30/10

http://www.zacks.com/research/print.php?type=report&t=WGL

3.01
3.17
3.22

4.11
4.19
4.25

24.73
23.53
22.68

32.24
34.15
33.41
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Selected Yields

3 Months Year 3 Months Year
Recent Ago Ago Recent Ago Ago
(6/01/11)  (3/2/11)  (6/02/10) 6/01/11)  (3/2/11) (6/02/10)
TAXABLE
Market Rates Mortgage-Backed Securities
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 1.89 2.75 1.73
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.44 3.33 1.26
Prime Rate 3.25 3.25 3.25 FNMA 5.5% 2.40 3.24 1.21
30-day CP (A1/P1) 0.18 0.24 0.38 FNMA ARM 2.51 2.63 297
3-month LIBOR 0.25 0.31 0.54 Corporate Bonds
Bank CDs Financial (10-year) A 4.29 4.75 4.89
6-month 0.27 0.21 0.42 Industrial (25/30-year) A 5.14 5.56 5.42
1-year 0.45 0.29 0.70 Utility (25/30-year) A 5.14 5.69 5.56
5-year 1.70 1.76 2.08 Utility (25/30-year) Baa/BBB 5.69 6.08 6.03
U.S. Treasury Securities Foreign Bonds (10-Year)
3-month 0.04 0.12 0.14 Canada 2.99 3.34 3.38
6-month 0.10 0.15 0.22 Germany 2.99 3.20 2.66
1-year 0.15 0.23 0.32 Japan 1.76 1.28 1.28
5-year 1.59 217 213 United Kingdom 3.25 3.64 3.55
10-year 2.94 3.47 3.34 Preferred Stocks
10-year (inflation-protected) 0.68 0.90 1.31 Utility A 5.58 5.77 6.00
30-year 4,14 4.56 4.24 Financial A 6.20 6.54 6.63
30-year Zero 4.51 4.91 4.46 Financial Adjustable A 5.53 5.53 5.53
. . TAX-EXEMPT
Treasury Security Yield Curve Bond Buyer Indexes
6.00% 20-Bond Index (GOs) 4.52 4.95 4.28
25-Bond Index (Revs) 5.38 5.57 4.84
5.00% — General Obligation Bonds (GOs)
1-year Aaa 0.26 0.40 0.32

4.00% - 1-year A 1.09 1.22 1.19
/ 5-year Aaa 1.33 1.82 1.67

5.00% | / 5-year A 2.53 2.76 2.54
: 10-year Aaa 273 3.20 3.02
/ 10-year A 4.22 437 4.06

2.00% 25/30-year Aaa 4.41 4.72 4.41
25/30-year A 5.91 6.25 5.51
1.00% - / —— Current Revenue Bonds (Revs) (25/30-Year)
L~ _ Education AA 4.87 5.18 4.75
I Ay Year-Ago .
0.00% —_— Electric AA 5.19 5.30 4.77
8361235 10 80 Housing AA 5.83 6.28 5.62
Mos.  Years :
Hospital AA 5.31 5.59 5.13
Toll Road Aaa 5.07 5.34 4.75
Federal Reserve Data
BANK RESERVES
{Two-Week Period; in Millions, Not Seasonally Adjusted)
Recent Levels Average Levels Over the Last...
| 5/18/11 5/4/11 Change 12 Wks. 26 Wks. 52 Wks.
Excess Reserves 1502022 1433322 68700 1388703 1201785 1110422
Borrowed Reserves 15373 16908 -1535 18822 29166 44696
Net Free/Borrowed Reserves 1486649 1416414 70235 1369881 1172619 1065726
MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)
Recent Levels Growth Rates Over the Last...
5/16/11 5/9/11 Change 3 Mos. 6 Mos. 12 Mos.
M1 (Currency+demand deposits) 19221 1914.7 7.4 15.7% 14.1% 12.9%
M2 (M1+savings+small time deposits) 8994.5 8984.1 10.4 5.1% 5.0% 4.9%

©2011, Value Line Publishing LLC. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind. THE PUBLISHER !
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Selected Yields

3 Months Year 3 Months Year
Recent Ago Ago Recent Ago Ago
(5/25/11)  (2/23/11) (5/26/10) (5/25/11)  (2/23/11) (5/26/10)
TAXABLE
Market Rates Mortgage-Backed Securities
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 2.05 2.78 1.51
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.58 3.36 1.05
Prime Rate 3.25 3.25 3.25 FNMA 5.5% 2.53 3.27 1.07
30-day CP (A1/P1) 0.17 0.23 0.36 FNMA ARM 2.60 2.66 3.01
3-month LIBOR 0.25 0.31 0.54 Corporate Bonds
Bank CDs Financial (10-year) A 4.45 4.73 4.67
6-month 0.27 0.21 0.42 Industrial (25/30-year) A 5.26 5.57 5.23
1-year 0.45 0.29 0.70 Utility (25/30-year) A 5.30 5.66 5.40
5-year 1.70 1.65 2.12 Utility (25/30-year) Baa/BBB 5.81 6.07 5.82
U.S. Treasury Securities Foreign Bonds (10-Year)
3-month 0.05 0.12 0.16 Canada 3.08 3.33 3.26
6-month 0.10 0.15 0.22 Germany 3.05 3.14 2.65
1-year 0.17 0.24 0.33 Japan 1.13 1.26 1.22
5-year 1.76 217 2.02 United Kingdom 3.33 3.67 3.56
10-year 3.13 3.49 3.19 Preferred Stocks
10-year (inflation-protected) 0.77 0.97 1.25 Utility A 5.34 5.79 5.96
30-year 4.28 4.58 4.09 Financial A 6.49 6.07 6.84
30-year Zero 4.63 4.94 4.30 Financial Adjustable A 5.52 5.52 5.52
. . TAX-EXEMPT
Treasury Security Yield Curve Bond Buyer Indexes
6.00% 20-Bond Index (GOs) 4.55 5.10 4.27
25-Bond Index (Revs) 5.40 5.60 4.86
5.00% - General Obligation Bonds (GOs)
1-year Aaa 0.25 0.37 0.32
4.00% / T-year A 1.07 1.21 1.16
5-year Aaa 1.33 1.85 1.66
3.00% 5-year A 2.53 2.80 2.54
) 10-year Aaa 2.84 3.36 3.00
10-year A 4.21 4.43 3.99
2.00% - 25/30-year Aaa 4.40 4.80 4.36
/ 25/30-year A 5.91 6.25 5.46
1.00% ~ % — Current Revenue Bonds (Revs) (25/30-Year)
L — Year-Ago Education AA 4.87 5.23 4.74
0.00% —==="1 . Electric AA 5.19 5.37 4.72
S0 1,285 10 30 Housing AA 5.82 6.36 5.62
os.  Years .
Hospital AA 5.31 5.60 5.08
Toll Road Aaa 5.07 5.38 4.72

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

5/9/11 5/2/11
M1 (Currency+demand deposits) 1914.7 1937.1
M2 (M1+savings+small time deposits) 8984.2 8992.8

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels

Average Levels Over the Last...

5/18/11 5/4/11 Change 12 Wks.
1502023 1433323 68700 1388703
15371 16908 -1537 18822
1486652 1416415 70237 1369881
MONEY SUPPLY

(One-Week Period; in Billions, Seasonally Adjusted)

Recent Levels

26 Wks. 52 Wks.
1201785 1110422

29166 44696
1172619 1065726

Growth Rates Over the Last...

Change 3 Mos.
-22.4 12.0%
-8.6 5.0%

©2011, Value Line Publishing LLC. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind, THE PUBLISHER
1S NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber's own, non-commercial, internal use. No part of it may be reproduced,
resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

6 Mos.
7.2%
5.0%

12 Mos.
12.2%
5.0%
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Selected Yields

3 Months Year
Recent Ago Ago
(5/18/11)  (2/16/11) (5/19/10)

3 Months Year
Recent Ago Ago

(5/18/11)  (2/16/11) (5/19/10)

TAXABLE
Market Rates Mortgage-Backed Securities
Discount Rate Q.75 0.75 0.75 GNMA 6.5% 2.05 2.96 1.70
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 6.5% (Gold) 2.60 3.51 1.14
Prime Rate 3.25 3.25 3.25 FNMA 6.5% 2.53 3.45 1.19
30-day CP (A1/P1) 0.16 0.31 0.33 FNMA ARM 2.60 2.66 3.01
3-month LIBOR 0.27 0.31 0.48 Corporate Bonds
Bank CDs Financial (10-year) A 4.52 4,85 4.74
6-month 0.27 0.21 0.25 Industrial (25/30-year) A 5.25 5.65 5.37
1-year 0.45 0.29 0.43 Utility (25/30-year) A 5.30 5.77 5.53
5-year 1.71 1.65 1.99 Utility (25/30-year) Baa/BBB 5,79 6.15 5.93
U.S. Treasury Securities Foreign Bonds (10-Year)
3-month 0.04 0.1 0.16 Canada 3.23 3.50 3.40
6-month 0.08 0.15 0.22 Germany 3.12 3.24 2.77
1-year 0.17 0.27 0.33 Japan 1.16 1.36 1.30
5-year 1.85 2.35 212 United Kingdom 3.39 3.81 3.66
10-year 3.18 3.62 3.37 Preferred Stocks
10-year (inflation-protected) 0.78 1.25 1.29 Utility A 5.71 5.79 6.01
30-year 4.30 4.68 4.24 Financial A 6.48 6.07 6.56
30-year Zero 4.63 5.01 4.46 Financial Adjustable A 5.52 5.52 5.52
. . TAX-EXEMPT
Treasury Security Yield Curve Bond Buyer Indexes
6.00% 20-Bond Index (GOs) 4.61 5.29 4.32
25-Bond Index (Revs) 5.41 5.67 4.90
5.00% - General Obligation Bonds (GOs)
1-year Aaa 0.25 0.38 0.37
4.00% | / T-year A 1.10 1.16 1.20
[ 5-year Aaa 1.34 1.95 1.76
3.00% S-year A 2.53 2.87 2.70
10-year Aaa 2.84 3.52 3.12
10-year A 4.21 4.52 4.09
2.00% - 25/30-year Aaa 4.43 4.94 4.39
/ 25/30-year A 5.95 6.25 5.46
1.00% / — Current Revenug Bonds (Revs) (25/30-Year)
.00 == — Yeur-Ao Flcuic A s19 sas  47d
Mor Yeas 0 ° 10 80 Housing AA 5.86 6.42 5.64
Hospital AA 5.35 5.71 5.08
Toll Road Aaa 5.07 5.46 4.72
Federal Reserve Data
BANK RESERVES
(Two-Week Period; in Millions, Seasonally Adjusted)
Recent Levels Average Levels Over the Last...
5/4/11 4/20/11 Change 12 Wks. 26 Wks. 52 Wks.
Excess Reserves 1433322 1474432 -41110 1330196 1163742 1092180
Borrowed Reserves 16908 17930 -1022 19864 31461 47019
Net Free/Borrowed Reserves 1416414 1456502 -40088 1310332 1132281 1045161
MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)
Recent Levels Growth Rates Over the Last...
5/2/11 4/25/11 Change 3 Mos. 6 Mos. 12 Mos.
M1 (Currency+demand deposits) 1937.1 1916.9 20.2 8.9% 19.9% 12.3%
M2 (M1+savings+small time deposits) 8992.6 8964.5 28.1 5.7% 4.9% 5.1%

©2011, Value Line Publishing LLC. Al rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind. THE PUBLISHER .
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Selected Yields

3 Months Year 3 Months Year
Recent Ago Ago Recent Ago Ago
(5/11/11)  (2/09/11)  (5/12/10) (5/11/11)  (2/09/11) (5/12/10)
TAXABLE
Market Rates Mortgage-Backed Securities
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 2.25 3.17 2.04
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.70 3.78 1.73
Prime Rate 3.25 3.25 3.25 FNMA 5.5% 2.60 3.68 2.28
30-day CP (A1/P1) 0.15 0.31 0.32 FNMA ARM 2.60 2.66 3.01
3-month LIBOR 0.26 0.31 0.43 Corporate Bonds
Bank CDs Financial (10-year) A 4.51 4.94 4.87
6-month 0.28 0.21 0.25 Industrial (25/30-year) A 5.26 5.67 5.55
1-year 0.46 0.29 0.43 Utility (25/30-year) A 5.33 5.82 5.72
5-year 1.71 1.65 1.99 Utility (25/30-year) Baa/BBB 5.78 6.22 6.10
U.S. Treasury Securities Foreign Bonds (10-Year)
3-month 0.02 0.13 0.15 Canada 3.22 3.45 3.60
6-month 0.07 0.16 0.22 Germany 3.13 3.31 2.94
1-year 0.17 0.29 0.38 Japan 1.13 1.34 1.31
5-year 1.85 2.33 2.28 United Kingdom 3.44 3.87 3.85
10-year 3.16 3.65 3.57 Preferred Stocks
10-year (inflation-protected) 0.64 1.20 1.25 Utility A 6.18 5.80 6.02
30-year 4.30 4.71 4.48 Financial A 6.47 6.06 6.74
30-year Zero 4.66 5.02 4.75 Financial Adjustable A 5.51 5.51 5.51
. . TAX-EXEMPT
Treasury Security Yield Curve Bond Buyer Indexes
6.00% 20-Bond Index (GOs) 4.69 5.25 4.29
25-Bond index (Revs) 5.45 5.63 4.89
5.00% - General Obligation Bonds (GOs)
1-year Aaa 0.28 0.39 0.39
- / 1-year A 1.15 1.16 1.19
5-year Aaa 1.48 1.96 1.82
5.005% / 5-year A 2.59 2.87 2.73
: 10-year Aaa 2.96 3.57 3.16
10-year A 4.24 4.54 4.13
2.00% 25/30-year Aaa 4.48 4.97 4.40
/ 25/30-year A 6.01 6.26 5.47
1.00% — / — Current Revenue Bonds (Revs) (25/30-Year)
74 — vear-Ago Education AA 4.98 5.35 4.75
L g .
0.00% = Electric AA 5.24 5.48 4.75
S 1,285 10 30 Housing AA 5.91 6.44 5.65
0s.  Years N
Hospital AA 5.45 5.71 5.09
Toll Road Aaa 5.17 5.48 4.73

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

M1 (Currency+demand deposits)
M2 (M1+savings+small time depo:

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels

Average Levels Over the Last...

5/4/11 4/20/11 Change 12 Whks. 26 Wks. 52 Wks.
1433323 1474433 -41110 1330196 1163742 1092180
16908 17930 -1022 19864 31461 47019
1416415 1456503 -40088 1310332 1132281 1045161
MONEY SUPPLY

(One-Week Period; in Billions, Seasonally Adjusted)

Recent Levels

Growth Rates Over the Last...

4/25/11 4/18/11 Change 3 Mos. 6 Mos. 12 Mos.
1917.0 1888.7 28.3 12.7% 14.5% 13.0%
sits) 8964.7 8940.7 24.0 6.3% 4.7% 4.9%
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Selected Yields

3 Months Year 3 Months Year
Recent Ago Ago Recent Ago Ago
(5/04/11)  (2/02/11) (5/05/10) (5/04/11)  (2/02/11) (5/05/10)
TAXABLE
Market Rates Mortgage-Backed Securities
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 2.56 3.06 2.45
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.90 3.45 1.96
Prime Rate 3.25 3.25 3.25 FNMA 5.5% 2.81 3.27 2.50
30-day CP (A1/P1) 0.22 0.25 0.25 FNMA ARM 2.53 2.66 3.01
3-month LIBOR 0.27 0.31 0.36 Corporate Bonds
Bank CDs Financial (10-year) A 4.48 4.86 4.80
6-month 0.28 0.30 0.25 Industrial (25/30-year) A 5.26 5.63 5.42
1-year 0.46 0.48 0.43 Utility (25/30-year) A 5.39 5.78 5.59
5-year 1.71 1.59 1.99 Utility (25/30-year) Baa/BBB 5.84 6.18 6.03
U.S. Treasury Securities Foreign Bonds (10-Year)
3-month 0.02 0.15 0.15 Canada 3.12 3.38 3.54
6-month 0.06 0.17 0.21 Germany 3.30 3.26 2.86
1-year 0.18 0.26 0.38 Japan 1.21 1.23 1.29
5-year 1.94 2.09 2.29 United Kingdom 3.80 3.76 3.82
10-year 3.22 3.48 3.54 Preferred Stocks
10-year (inflation-protected) 0.66 1.02 1.27 Utility A 6.06 5.79 5.59
30-year 4.32 4.62 4.39 Financial A 6.47 6.05 6.68
30-year Zero 4.66 4.96 4.62 Financial Adjustable A 5.51 5.50 5.51
. s TAX-EXEMPT
Treasury Security Yield Curve Bond Buyer Indexes
6.00% 20-Bond Index (GOs) 4.86 5.25 4.37
25-Bond Index (Revs) 5.51 5.61 4.91
5.00% General Obligation Bonds (GOs)
1-year Aaa 0.31 0.39 0.38
4.00% / 1-year A 1.17 117 1.19
5-year Aaa 1.57 1.90 1.80
o 5-year A 2.67 2.82 2.73
8:00% + / 10-year Aaa 3.10 3.51 3.16
10-year A 4.35 4.50 4.12
2.00% ~ 25/30-year Aaa 4.58 4.92 4.42
/ 25/30-year A 6.04 6.24 5.51
1.00% — % — Current Revenug Bonds (Revs) (25/30-Year)
// — Year-Ago Education AA 5.07 5.33 4,74
0.00% ——= Electric AA 5.26 5.48 4.77
S 1238 10 30 Housing AA 5.95 6.41 5.65
) Hospital AA 5.55 5.69 5.13
Toll Road Aaa 5.24 5.46 4.73

Federal Reserve Data

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)
Recent Levels

Average Levels Over the Last...

4/20/11 4/6/11 Change 12 Wks. 26 Wks. 52 Wks.
Excess Reserves 1474433 1431443 42990 1274154 1131440 1078169
Borrowed Reserves 17930 19196 -1266 21035 33743 49335
Net Free/Borrowed Reserves 1456503 1412247 44256 1253120 1097698 1028833

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)
Recent Levels

Growth Rates Over the Last...

4/18/1 4/11/11 Change 3 Mos. 6 Mos. 12 Mos.

M1 (Currency+demand deposits) 1888.6 1883.8 4.8
M2 (M1 +savings+small time deposits) 8940.6 8928.2 12.4

2% 12.3% 10.9%

3.6% 4.5% 5.1%
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Selected Yields

3 Months Year 3 Months Year
Recent Ago Ago Recent Ago Ago
“/27/11)  (1/26/11) (4/28/10) (4/27/11)  (1/26/11) (4/28/10)
TAXABLE
Market Rates Mortgage-Backed Securities
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 2.72 2.90 2.25
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.94 3.19 1.88
Prime Rate 3.25 3.25 3.25 FNMA 5.5% 2.87 3.06 241
30-day CP (A1/P1) 0.24 0.27 0.22 FNMA ARM 2.62 2.72 2.76
3-month LIBOR 0.27 0.30 0.34 Corporate Bonds
Bank CDs Financial (10-year) A 4.68 4.73 4.99
6-month 0.28 0.31 0.25 Industrial (25/30-year) A 5.40 5.52 5.66
1-year 0.46 0.49 0.43 Utility (25/30-year) A 5.53 5.64 5.77
S-year 1.71 1.65 1.99 Utility (25/30-year) Baa/BBB 5.95 6.10 6.23
U.S. Treasury Securities Foreign Bonds (10-Year)
3-month 0.05 0.15 0.15 Canada 3.27 3.31 3.67
6-month on 0.17 0.23 Germany 3.29 3.19 3.04
~1-year 0.20 0.26 0.38 Japan 1.22 1.24 1.29
5-year 2.02 1.99 2.50 United Kingdom 3.57 3.69 3.94
10-year 3.36 3.42 3.76 Preferred Stocks
10-year (inflation-protected) 0.77 1.03 1.37 Utility A 5.65 5.79 6.21
30-year 4.45 4.59 4,63 Financial A 6.46 6.52 6.64
30-year Zero 4.79 4.93 4.89 Financial Adjustable A 5.50 5.50 5.50
. . TAX-EXEMPT
Treasury Security Yield Curve Bond Buyer Indexes
6.00% 20-Bond Index (GOs) 4.98 5.41 4.37
25-Bond Index (Revs) 5.54 5.66 4.93
5.00% —| General Obligation Bonds (GOs)
1-year Aaa 0.27 0.41 0.38
4.00% / 1-year A 1.13 1.28 1.16
5-year Aaa 1.66 1.91 1.79
3.00% | 5-year A 2.75 2.96 2.77
s 10-year Aaa 3.28 3.60 3.16
10-year A 4.41 4.49 4.13
2.00% —| 25/30-year Aaa 4.75 5.06 4.44
/ 25/30-year A 6.07 6.27 5.51
1.00% % {m Revenue Bonds (Revs) (25/30-Year) ‘
Education AA 5.15 5.46 4.79
0.00% — Year-Ago Electric AA 5.28 5.57 477
S 1,238 10 30 Housing AA 5.97 6.44 5.70
’ Hospital AA 5.60 5.75 5.15
Toll Road Aaa 5.29 5.60 4.73
Federal Reserve Data
BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)
Recent Levels Average Levels Over the Last...
4/20/11 4/6/11 Change 12 Wks. 26 Wks. 52 Wks.
Excess Reserves 1474421 1431443 42978 1274152 1131439 1078168
Borrowed Reserves 17930 19196 -1266 21035 33743 49335
Net Free/Borrowed Reserves 1456491 1412247 44244 1253117 1097696 1028833
MONEY SUPPLY
{One-Week Period; in Billions, Seasonally Adjusted)
Recent Levels Growth Rates Over the Last...
4/11/11 4/4/11 Change 3 Mos. 6 Mos. 12 Mos.
M1 (Currency+demand deposits) 1883.7 1903.6 -19.9 14.3% 9.8% 10.8%
M2 (M1+savings+small time deposits) 8928.1 8§922.4 5.7 5.2% 4.3% 4.8%
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Selected Yields

3 Months Year 3 Months Year
Recent Ago Ago Recent Ago Ago
4/20/11)  (1/19/11) (4/21/10) (4/20/11)  (1/19/11) (4/21/10)
TAXABLE
Market Rates Mortgage-Backed Securities
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 2.85 2.38 2.24
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 3.07 3.03 1.86
Prime Rate 3.25 3.25 3.25 FNMA 5.5% 2.99 2.89 2.42
30-day CP (A1/P1) 0.17 0.27 0.22 FNMA ARM 2.62 2.72 2.76
3-month LIBOR 0.27 0.30 0.31 Corporate Bonds
Bank CDs Financial (10-year) A 4.71 4.78 5.03
6-month 0.29 0.30 0.25 Industrial (25/30-year) A 5.45 5.57 5.61
1-year 0.47 0.48 0.43 Utility (25/30-year) A 5.57 5.72 5.76
5-year 1.71 1.60 1.99 Utility (25/30-year) Baa/BBB  6.03 6.15 6.19
U.S. Treasury Securities Foreign Bonds (10-Year)
3-month 0.06 0.15 0.15 Canada 3.33 3.24 3.72
6-month 0.1 0.18 0.23 Germany 3.31 3.1 3.08
1-year 0.21 0.25 0.40 Japan 1.24 1.27 1.34
5-year 2.12 1.93 2.49 United Kingdom 3.58 3.64 4.02
10-year 341 3.34 3.74 Preferred Stocks
10-year (inflation-protected) 0.78 0.93 1.40 Utility A 5.59 5.79 5.92
30-year 4.47 4.53 4.62 Financial A 6.45 6.04 6.59
30-year Zero 4.79 4.87 4.87 Financial Adjustable A 5.49 5.49 5.49
: . TAX-EXEMPT
Treasury Security Yield Curve Bond Buyer Indexes
6.00% 20-Bond Index (GOs) 5.06 5.39 4.43
25-Bond Index (Revs) 5.58 5.60 4.96
5.00% - General Obligation Bonds (GOs)
) 1-year Aaa 0.33 0.39 0.43
4.00% | / 1-year A 118 1.32 1.16
5-year Aaa 1.74 1.90 1.83
3.00% | / 5-year A 2.81 3.00 2.86
) 10-year Aaa 3.37 3.58 3.22
10-year A 4.49 4.54 4.22
2.00% 25/30-year Aaa 4.80 5.18 4.44
25/30-year A 6.12 6.31 5.51
1.00% - / — Current Revenue Bonds (Revs) (25/30-Year)
— Education AA 5.19 5.56 4.79
0.00% == YearAgo Electric AA 5.32 5.57 477
8. 51,2385 10 30 Housing AA 6.01 6.42 5.73
o0s. Years .
Hospital AA 5.65 5.73 5.15
Toll Road Aaa 5.33 5.63 4.76
Federal Reserve Data
BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted) _
Recent Levels Average Levels Over the Last...
4/6/11 3/23/11 Change 12 Wks. 26 Wks. 52 Wks.
Excess Reserves 1431443 1366438 65005 1207727 1094946 1064070
Borrowed Reserves 19196 19926 -730 24841 36026 51802
Net Free/Borrowed Reserves 1412247 1346512 65735 1182886 1058920 1012268
MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)
Recent Levels Growth Rates Over the Last...
4/4/11 3/28/11 Change 3 Mos. 6 Mos. 12 Mos.
M1 {Currency+demand deposits) 1904.9 1903.8 1.1 17.1% 13.8% 13.2%
M2 (M1+savings+small time deposits) 8923.7 8897.5 26.2 5.4% 4.4% 4.7%
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Selected Yields

3 Months Year 3 Months Year
Recent Ago Ago Recent Ago Ago
(4/13/11)  (1/12/11)  (4/14/10) 4/13/11)  (1/12/11) (4/14/10)
TAXABLE
Market Rates Mortgage-Backed Securities
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 2.97 2.61 2.52
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 3.32 3.14 1.83
Prime Rate 3.25 3.25 3.25 FNMA 5.5% 3.22 2.99 2.14
30-day CP (A1/P1) 0.23 0.27 0.20 FNMA ARM 2.62 - 2.72 2.76
3-month LIBOR 0.28 0.30 0.30 Corporate Bonds
Bank CDs Financial (10-year) A 4.72 4.80 5.22
6-month 0.29 0.30 0.25 Industrial (25/30-year) A 5.52 5.58 5.76
1-year 0.47 0.48 0.43 Utility (25/30-year) A 5.66 5.77 5.89
5-year 1.71 1.57 1.99 Utility (25/30-year) Baa/BBB 6.05 6.17 6.35
U.S. Treasury Securities Foreign Bonds (10-Year)
3-month 0.05 0.14 0.15 Canada 3.37 3.26 3.71
6-month 0.10 0.17 0.23 Germany 3.44 3.05 3.14
1-year 0.22 0.26 0.43 Japan 1.32 1.18 1.38
5-year 217 1.98 2.60 United Kingdom 3.71 3.64 4.03
10-year 3.46 3.37 3.86 Preferred Stocks
10-year (inflation-protected) 0.84 0.93 1.51 Utility A 5.83 5.79 5.99
30-year 4.54 4.53 4.73 Financial A 6.44 6.03 6.60
30-year Zero 4.88 4.86 4.99 Financial Adjustable A 5.49 5.49 5.49
. . TAX-EXEMPT
Treasury Security Yield Curve Bond Buyer Indexes
6.00% 20-Bond Index (GOs) 5.04 5.08 4.45
25-Bond Index (Revs) 5.61 5.44 4.96
5.00% —| General Obligation Bonds (GOs)
1-year Aaa 0.34 0.41 0.43

4.00% | / 1-year A 1.20 1.28 118
5-year Aaa 1.83 1.79 1.87

3.00% 5-year A 2.89 2.92 2.85
R 10-year Aaa 3.46 3.38 3.30

10-year A 4.62 4.38 4.27
2.00% / 25/30-year Aaa 4.86 4.94 4.45
25/30-year A 6.13 5.97 5.51

1.00% / — Current Revenue Bonds (Revs) (25/30-Year)
» — Year-Ago Educa.llon AA 5.19 5.31 4,81
0.00% Electric AA 5.34 5.30 4.79
S 1,285 10 30 Housing AA 6.16 6.13 5.75
’ Hospital AA 5.65 5.43 515
Toll Road Aaa 5.33 5.35 4.78

Federal Reserve Data

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels Average Levels Over the Last...
4/6/11 3/23/11 Change 12 Wks. 26 Wks. 52 Wks.
Excess Reserves 1431446 1366438 65008 1207727 1094946 1064070
Borrowed Reserves 19196 19926 -730 24841 36026 51802
Net Free/Borrowed Reserves 1412250 1346512 65738 1182886 1058920 1012268
MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)
Recent Levels Growth Rates Over the Last...
3/28/11 3/21/11 Change 3 Mos. 6 Mos. 12 Mos.
M1 (Currency+demand deposits) 1903.6 1891.8 11.8 14.4% 14.8% 11.2%
M2 (M1+savings+small time deposits) 8897.3 8898.4 -1.1 2.8% 3.9% 4.4%
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SOUTHWEST GAS wse sm

BT 20,06 [Fino 16,6 (irize )

b 10180 2.7%

as of 4

Pension Assets-12/10 $505.6 mill.

High:| 23.0] 247] 253] 236] 262] 281 394 399 333| 295] 37.3]| 406 i
TwELNESS 3 weessno | OV 3391 371 %31 RS 82| B B3| 2 B B3| #3| 428 Target Price Range
SAFETY 3 Lowered 1491 | LEGENDS
o= 1.50 x Dividends p sh
TECHNICAL 3 Raised 5/27/11 divided by Iteest ate 80
- Relative Price Strength 60
BETA .75 (1.00 = Market) Options:Yes 7 [y 4 T feeeesdseees 50
2014-16 PROJECTIONS _|raded areas indicate -] = "
Price  Gain " Retup O VPO kNN I EXEEES ENEEE 30
rice ain eturn L t fr _ HH
High 55 (+40%) 11% [ et SN S = i n 25
tow 35 (-10%) 1% I | ITE0 20
- — S eenee 1l 1
Insider Decisions [ 15
JASONDJFM b . s O
By 002001002 Sevy o s 3 10
Opions 0 04023207 (2 SN e S A
toSel 0040332009 . tapas % TOT. RETURN 5/11 1.5
Institutional Decislons TS VLARTH®
302000 402000 1020 | pgreent 9 = STOCK INDEX
_ ) s 1yr. 357 288 [
osel % 55 ao|gheres 8 o TR T Tl 3y 385 388 |
Hids(0og) 32784 32710 33193 T TR TR R it [T Sy 563 5§32
1995 [ 1996 [ 1997 [ 1998 | 1999 [ 2000 [ 2001 | 2002 | 2003 | 2004 | 2005 [ 2006 [ 200 2010 | 2011 [2012 | ©VALUELINE PUB.LLC [14-16
2303 | 2400| 2673| 3017| 30.24 | 3261| 4298 | 30.68 | 3596 | 40.14 | 4359 | 4847 | 50.28 4014 | 37.85| 38.00 |Revenues per sh 48.00
- 265| 300| 3.85| 448| 445| 457| 479| 507 541| 557| 520| 597 | 621 645| 655 6.90 |“Cash Flow" persh 7.80
A0 25| 77| 165 127 121 145) 46| 13| 166| 125| 198| 195 227| 235| 250 |Eamings pershA 3.00
82| 82| 82 82| 82| 82| 82| 82| 82| 82| 2| 2| 86| . . 100 | 1.06| 110 |Div'ds Decl'd persh Baf|  1.25
69| B19| 619 640| 741| 704| 817 850 703| 823| 749 821 | 7196| 679| 481| 472] 4.85| 500 |CaplSpending persh 6.00
1455| 14201 14.09| 1567 1631 1682 17.27| 17.91| 1842 | 1948 | 190 | 2158 | 2298 | 2349 | 24.44 | 2559 | 27.95| 29.15 |Book Value per sh 34.00
2447 2673 | 2739 3041 3099 | 3171 3249 33.29 | 34.23 | 36.79 | 39.33 | 41.77 | 4281 | 4419 | 4509 | 4560| 46.50 | 48.00 |Common Shs Outsfg © | 50.00
NMF| NMF| 241 132, 21| 160 190 199 192 143 206 158 173 203 | 122| 140 Boldfigires are |Avg Ann'l PIE Ratio 5.0
NMF| NMF| 133 69| 120§ 104| 97| 109| 09| 76| 110 86| 92| 122 8 89| \ValuelLine |Relative P/E Ratio 1.00
54%| 47%| 44% | 38%| 34% | 42% | 38% | 36% | 38% | 35% | 3.2% | 26% | 26% | 32% | 4.0% | 32% | UM avg Ann'l Div'd Yield 2.8%
CAPITAL STRUCTURE as of 3/3111 ' 1396.7 | 1320.9 | 1231.0 | 1477.1 | 1714.3 | 2024.7 | 2152.4 | 2144.7 | 1893.8 | 1830.4 | 1760 | 1825 |Revenues ($mill 2400
Igtsl 352‘1 ﬂ;%lzlrlmll-&t)f l‘n5Ytr§$7$2255-Q"ml"- 372| 386 385 589 | 481 | 805 | 832 ( 610 87.5| 1040 10| 120 |NetProfit ($mil) 150
el il nteres .0 mih.
(Total interest coverage: 3.2x)  (48% of Cap') 345% 32.8:& 30.5:4 34.8:A, 29.7:%. 37.3:/0 36.5:4, 40.12/0 332:/.. 3;.7% 37.0:4 35.0:., Income Tax Rate 35.0?
Leases, Uncapitalized Annual rentals $5.0 mil, 27% | 29% | 31% | 40% | 2.8% | 4.0% | 39% | 28% | 46% | 57%| 63% ! 6.6% |NetProfit Margin 6.3%

Oblig. $708.9 mill.

Pfd Stock None

Common Stock 45,848,692 shs.

/29111

MARKET CAP: $1.8 billion (Mid Cap)

56.2% | 62.5% | 66.0% | 64.2% | 63.8% | 60.6% | 58.1% | 56.3%
38.6% | 34.1% | 34.0% | 35.8% | 36.2% | 394% | 41.9% | 447%

53.5% | 49.1% | 47.0% | 46.0% (Long-Term Debt Ratio 45.0%
46.5% | 50.9% | 53.0% | 54.0% |Common Equity Ratio 55.0%

1417.6 | 1748.3 | 1851.6 | 1968.6 | 2076.0 | 2287.8 | 2349.7 | 2323.3 | 2371.4 | 2292.0 | 2450 | 2600 {Total Capital ($mill) 3100
1825.6 | 1979.5 | 2175.7 | 2336.0 | 2489.1 | 2668.1 | 2845.3 | 2983.3 | 3034.5 | 30724 | 3150 | 3250 |Net Plant ($mill) 3600
51% | 43% | 42% | 5.0% | 43% | 55% | 55% | 45% | 54% | 62% | 6.0% | 6.0% |[Returnon Total Cap’l 6.5%

6.0% | 59% | 61% | 83% | 64% | 89% | 85% | 59%
66% | 65% | 61% | 83% | 64% | 89% | 85% | 59%

79% | 89% | 85% | 85% [Returnon Shr. Equity 9.0%
79% | 89% | 85%| 85% |Returnon Com Equity 9.0%

18% | 1.9% | 1.7% | 43% | 22% | 52% | 48% | 21%
% | 70% | 72% | 49% | 65% | 42% | 44% | 63%

41% | 50% | 4.5% | 5.0% |Retainedto Com Eq 5.0%
48% | 44% | 45% | 44% |All Div'ds to Net Prof 42%

BUSINESS: Southwest Gas Corporation is a regulated gas dis-
tributor serving approximately 1.8 million customers in sections of
Arizona, Nevada, and Califomia. Comprised of two business seg-
ments: natural gas operations and construction services. 2010 mar-
gin mix: residential and small commercial, 86%; large commercial
and industrial, 4%; transportation, 10%. Total throughput: 2.2 billion

therms. Sold PriMerit Bank, 7/96. Has 4,802 employees. Off. & Dir.
own 1.7% of common stock; BlackRock Inc., 8.6%; T. Rowe Price
Associates, Inc., 7.2%; GAMCO Investors, Inc., 7.0% (3/11 Proxy).
Chairman: James J. Kropid. CEO: Jeffrey W. Shaw. Inc.: CA. Ad-
dress: 5241 Spring Mountain Road, Las Vegas, Nevada 89193.
Telephone: 702-876-7237. Internet: www.swgas.com.

CURi}ELItT POSITION 2009 2010 331111
Cash Assets 653 1161  108.4
Other 3523 3298 2819
Current Assets 417.6 4459 390.3
Accts Payable 158.9 1655 1145
Debt Due 1.3 75.1 --
Other 3140 3564 363.2
Current Liab. 4742 597.0 47717
Fix. Chg. Cov. 251% 299% 314%

ANNUAL RATES Past

Past Est'd'08-10

Shares of Southwest Gas have traded
in a holding pattern over the past

energy efficiency. A decision on this mat-
ter is expected by early 2012. Southwest’s

ofchangefpersh)  10¥rs. ~ 5¥rs. 10’46 | three months, following a healthy focus on rate relief and improved rate de-
Reverues ., 5% 40%  1.8% | rebound over the past couple of years. The sign is important, as the company depends
Earnings 35% 60% 80% | company posted lower revenues but higher on such approved revenue increases to
Dividends 10% 20%  45% | share earnings for the March period. help it cope with rising operating costs and
Book Value 45% S50%  55% | Mixed performance will likely contin- to provide compensation for investments
Cal- | QUARTERLYREVENUES(§mil) | Fuil | ue in the coming quarters. The natural in infrastructure.
endar |Mar31 Jun30 Sep.30 Dec.31| Year [ gas utility operations will likely continue Investors should be aware of several
2008 |8136 4473 3744 5094 121447 | to experience softness in demand, though caveats. Southwest Gas will likely incur
2009 (6899 3876 317.5 4988 (18938 | this should be partly offset by rate relief in greater operating expenses as it continues
2010 16688 3858 3077 468.1 (18304} California and modest customer growth. to expand going forward. Moreover,
2011 16284 365 300 4666 |1760 | Eisewhere, the construction services sub- warmer-than-normal temperatures during
2012 1650 375 310 490 |1825 sidiary ought to further benefit from an in- the winter months can result in lower
cal- EARNINGS PER SHARE A Full | crease in maintenance and replacement profitability. Insufficient, or lagging, rate
endar |Mar31 Jun30 Sep.30 Dec.31| Year| work. Overall, lower revenues will likely relief can also hurt performance.
2008 | 114 d06 d38 71 | 139 be offset by a decline in the cost of gas These shares remain neutrally ranked
2009 | 112 d01  d18 101 | 1.94| s0ld, and we expect a moderate share-net for Timeliness. Looking further out, we
2010 | 142 d02 dM1 98 | 2271| jmprovement for full-year 2011. Earnings anticipate solid improvement in revenues
201 1148 Ni d12 .99 | 2351 choyld continue to advance in 2012, as- and share earnings at the company out to
M2 | 1.50 NI _d10 110 | 250 suming utility demand picks up. 2014-2016. This appears to be partly
Cal- | QUARTERLYDIVIDENDSPAIDEs | Fuil | Efforts to procure rate relief ought to reflected in the present quotation, and the
endar | Mar31 Jun30 Sep.30 Dec31| Year | further benefit performance. South- shares currently trade within our Target
2007 | 206 215 215 215 85| west has filed a general rate case in Ari- Price Range. Moreover, Southwest’s divi-
2008 | 215 225 225 225 88| zona, requesting an increase in revenues dend yield is below average for its indus-
2009 ( 225 238 238 238 941 of $73.2 million (roughly 9.3%). The com- try group. Investors can probably find
2010 | 238 250 280 250 9| pany is also seeking a decoupled rate more-attractive opportunities elsewhere.
01 | 250 265 structure and several programs promoting Michael Napoli, CFA June 10, 2011
(A) Based on avg. shares outstand. thru. 96, | due to rounding. Next egs. report due early Au- | avail. (C) In millions. Company’s Financial Strength B
then diluted. Excl. nonrec. gains (losses). '97, | gust. (B) Dividends historically paid early Stock’s Price Stability 100
Price Growth Persistence 65

16¢; 02, (10¢); '05, (11¢); '06, 7¢. Excl. loss
from disc. ops.: '95, 75¢. Totals may not sum

© 2011,
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Earnings Predictability
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