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by banks to their best customers) had dropped to 6.00 percent from a 1 

1990 level of 10.01 percent.  In addition, the Federal Reserve's discount 2 

rate on loans to its member banks had fallen to 3.00 percent and short-3 

term interest rates had declined to levels that had not been seen since 4 

1972. 5 

 Although GDP increased in 1992 and 1993, the Federal Reserve took 6 

steps to increase interest rates beginning in February of 1994, in order to 7 

keep inflation under control.  By the end of 1995, the Federal discount rate 8 

had risen to 5.21 percent.  Once again, the banking community followed 9 

the Federal Reserve's moves.  The Fed’s strategy, during this period, was 10 

to engineer a "soft landing."  That is to say that the Federal Reserve 11 

wanted to foster a situation in which economic growth would be stabilized 12 

without incurring either a prolonged recession or runaway inflation. 13 

 14 

Q. Did the Federal Reserve achieve its goals during this period? 15 

A. Yes.  The Fed's strategy of decreasing interest rates to stimulate the 16 

economy worked.  The annual change in GDP began an upward trend in 17 

1992.  A change of 4.50 percent and 4.20 percent were recorded at the 18 

end of 1997 and 1998 respectively.  Based on daily reports that were 19 

presented in the mainstream print and broadcast media during most of 20 

1999, there appeared to be little doubt among both economists and the 21 

public at large that the U.S. was experiencing a period of robust economic 22 

growth highlighted by low rates of unemployment and inflation.  Investors, 23 
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who believed that technology stocks and Internet company start-ups (with 1 

little or no history of earnings) had high growth potential, purchased these 2 

types of issues with enthusiasm.  These types of investors, who exhibited 3 

what former Chairman Greenspan described as “irrational exuberance,” 4 

pushed stock prices and market indexes to all time highs from 1997 to 5 

2000. 6 

 7 

Q. What has been the state of the economy since 2001? 8 

A. The U.S. economy entered into a recession near the end of the first 9 

quarter of 2001.  The bullish trend, which had characterized the last half of 10 

the 1990’s, had already run its course sometime during the third quarter of 11 

2000.   Economic data released since the beginning of 2001 had already 12 

been disappointing during the months preceding the September 11, 2001 13 

terrorist attacks on the World Trade Center and the Pentagon.  Slower 14 

growth figures, rising layoffs in the high technology manufacturing sector, 15 

and falling equity prices (due to lower earnings expectations) prompted 16 

the Fed to begin cutting interest rates as it had done in the early 1990’s.  17 

The now infamous terrorist attacks on New York City and Washington 18 

D.C. marked a defining point in this economic slump and prompted the 19 

Federal Reserve to continue its rate cutting actions through December 20 

2001.  Prior to the 9/11 attacks, commentators, reporting in both the 21 

mainstream financial press and various economic publications including 22 
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Value Line, believed that the Federal Reserve was cutting rates in the 1 

hope of avoiding a recession. 2 

 3 

Despite several intervals during 2002 and 2003 in which the Federal Open 4 

Market Committee (“FOMC”) decided not to change interest rates – moves 5 

which indicated that the worst may be over and that the recession might 6 

have bottomed out during the last quarter of 2001 – a lackluster economy 7 

persisted.  The continuing economic malaise and even fears of possible 8 

deflation prompted the FOMC to make a thirteenth rate cut on June 25, 9 

2003.  The quarter point cut reduced the federal funds rate to 1.00 10 

percent, the lowest level in forty-five years. 11 

Even though some signs of economic strength, mainly attributed to 12 

consumer spending, began to crop up during the latter part of 2002 and 13 

into 2003, Chairman Greenspan appeared to be concerned with sharp 14 

declines in capital spending in the business sector. 15 

During the latter part of 2003, the FOMC went on record as saying that it 16 

intended to leave interest rates low “for a considerable period.”  After its 17 

two-day meeting that ended on January 28, 2004, the FOMC announced 18 

“that with inflation ‘quite low’ and plenty of excess capacity in the 19 

economy, policy-makers ‘can be patient in removing its policy 20 

accommodation.’14  21 

 22 

                                            
14 Wolk, Martin, “Fed holds interest rates steady,” MSNBC, January 28, 2004. 
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Q. What actions has the Federal Reserve taken in terms of interest rates 1 

since the beginning of 2001? 2 

A. As noted earlier, from January 2001 to June 2003 the Federal Reserve cut 3 

interest rates a total of thirteen times.  During this period, the federal funds 4 

rate fell from 6.50 percent to 1.00 percent.  The FOMC reversed this trend 5 

on June 29, 2004 and raised the federal funds rate 25 basis points to 1.25 6 

percent.  From June 29, 2004 to January 31, 2006, the FOMC raised the 7 

federal funds rate thirteen more times to a level of 4.50 percent. 8 

   The FOMC’s January 31, 2006 meeting marked the final appearance of 9 

Alan Greenspan, who had presided over the rate setting body for a total of 10 

eighteen years.  On that same day, Greenspan’s successor, Ben 11 

Bernanke, the former chairman of the President’s Council of Economic 12 

Advisers and a former Fed governor under Greenspan from 2002 to 2005, 13 

was confirmed by the U.S. Senate to be the new Federal Reserve chief. 14 

As expected by Fed watchers, Chairman Bernanke picked up where his 15 

predecessor left off and increased the federal funds rate by 25 basis 16 

points during each of the next three FOMC meetings for a total of 17 

seventeen consecutive rate increases since June 2004, and raising the 18 

federal funds rate to a level of 5.25 percent.  The Fed’s rate increase 19 

campaign finally came to a halt at the FOMC meeting held on August 8, 20 

2006, when the FOMC decided not to raise rates.     21 

 22 
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Q. What was the reaction in the financial community to the Fed’s decision not 1 

to raise interest rates? 2 

A. As in the past, banks followed the Fed’s lead once again and held the 3 

prime rate to a level of 8.25 percent, or 300 basis points higher than the 4 

federal funds rate of 5.25 percent established on June 29, 2006. 5 

 6 

Q. How did analysts view the Fed’s actions between January 2001 and 7 

August 2006? 8 

A. According to an article that appeared in the December 2, 2004 edition of 9 

The Wall Street Journal, the FOMC’s decision to begin raising rates two 10 

years ago was viewed as a move to increase rates from emergency lows 11 

in order to avoid creating an inflation problem in the future as opposed to 12 

slowing down the strengthening economy.15  In other words, the Fed was 13 

trying to head off inflation before it became a problem.  During the period 14 

following the August 8, 2006 FOMC meeting, the Fed’s decisions not to 15 

raise rates were viewed as a gamble that a slower U.S. economy would 16 

help to cap growing inflationary pressures.16 17 

 18 

… 19 

 20 

                                            
15 McKinnon, John D. and Greg IP, “Fed Raises Rates by a Quarter Point,” The Wall Street 
Journal, September 22, 2004. 
 
16 Ip, Greg, “Fed Holds Interest Rates Steady As Slowdown Outweighs Inflation,” The Wall Street 
Journal Online Edition, August 8, 2006. 
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Q. Was the Fed attempting to engineer another “soft landing”, as it did in the 1 

mid-nineties, by holding interest rates steady? 2 

A. Yes, however, as pointed out in an August 2006 article in The Wall Street 3 

Journal by E.S. Browning, soft landings – like the one that the Fed 4 

managed to pull off during the 1994-95 time frame, in which a recession or 5 

a bear market were avoided – rarely happen17.  Since it began increasing 6 

the federal funds rate in June 2004, the Fed had assured investors that it 7 

would increase rates at a “measured” pace. Many analysts and 8 

economists interpreted this language to mean that former Chairman 9 

Greenspan would be cautious in increasing interest rates too quickly in 10 

order to avoid what is considered to be one of the Fed’s few blunders 11 

during Greenspan’s tenure – a series of increases in 1994 that caught the 12 

financial markets by surprise after a long period of low rates.  The rapid 13 

rise in rates contributed to the bankruptcy of Orange County, California 14 

and the Mexican peso crisis18.  According to Mr. Browning, at the time that 15 

his article was published, the hope was that Chairman Bernanke would 16 

succeed in slowing the economy “just enough to prevent serious inflation, 17 

but not enough to choke off growth.”  In other words, “a ‘Goldilocks 18 

economy,’ in which growth is not too hot and not too cold.” 19 

 20 

                                            
17 Browning, E.S, “Not Too Fast, Not Too Slow…,” The Wall Street Journal Online Edition, August 
21, 2006. 
 
18 Associated Press (AP), “Fed begins debating interest rates” USA Today, June 29, 2004. 
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Q. Was the Fed’s attempt to engineer a soft landing successful during the 1 

period that followed the August 8, 2006 FOMC meeting? 2 

A. It would appear so.  Articles published in the mainstream financial press 3 

were generally upbeat on the economy during that period.  An example of 4 

this is an article written by Nell Henderson that appeared in the January 5 

30, 2007 edition of The Washington Post.  According to Ms. Henderson, “a 6 

year into [Fed Chairman] Bernanke’s tenure, the [economic] picture has 7 

turned considerably brighter. Inflation is falling; unemployment is low; 8 

wages are rising; and the economy, despite continued problems in 9 

housing, is growing at a brisk clip.”19 10 

 11 

Q. What has been the state of the economy over the past two years? 12 

A. Reports in the mainstream financial press during the majority of 2007 13 

reflected the view that the U.S. economy was slowing as a result of a 14 

worsening situation in the housing market and higher oil prices.  The 15 

overall outlook for the economy was one of only moderate growth at best.  16 

Also during this period the Fed’s key measure of inflation began to exceed 17 

the rate setting body’s comfort level. 18 

 19 

On August 7, 2007, the FOMC decided not to increase or decrease the 20 

federal funds rate for the ninth straight time and left its target rate 21 

                                            
19 Henderson, Nell, “Bullish on Bernanke” The Washington Post, January 30, 2007. 
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unchanged at 5.25 percent.20  At the time of the Fed’s decision, analysts 1 

speculated that a rate cut over the next several months was unlikely given 2 

the Fed’s concern that inflation would fail to moderate.  However, during 3 

this same period, evidence of an even slower economy and a possible 4 

recession was beginning to surface.  Within days of the Fed’s decision to 5 

stand pat on rates, a borrowing crisis rooted in a deterioration of the 6 

market for subprime mortgages and securities linked to them, forced the 7 

Fed to inject $24 billion in funds  (raised through open market operations) 8 

into the credit markets.21  By Friday, August 17, 2007, after a turbulent 9 

week on Wall Street, the Fed made the decision to lower its discount rate 10 

(i.e. the rate charged on direct loans to banks) by 50 basis points, from 11 

6.25 percent to 5.75 percent, and took steps to encourage banks to 12 

borrow from the Fed’s discount window in order to provide liquidity to 13 

lenders.  According to an article that appeared in the August 18, 2007 14 

edition of The Wall Street Journal, 22 the Fed had used all of its tools to 15 

restore normalcy to the financial markets.  If the markets failed to settle 16 

down, the Fed’s only weapon left was to cut the Federal Funds rate – 17 

possibly before the next FOMC meeting scheduled on September 18, 18 

2007. 19 

 20 
                                            
20 Ip, Greg, “Markets Gyrate As Fed Straddles Inflation, Growth” The Wall Street Journal, August 
8, 2007 
 
21   Ip, Greg, “Fed Enters Market To Tamp Down Rate” The Wall Street Journal, August 9, 2007 
 
22   Ip, Greg, Robin Sidel and Randall Smith, “Fed Offers Banks Loans Amid Crises” The Wall    
Street Journal, August 9, 2007 
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Q. Did the Fed cut rates as a result of the subprime mortgage borrowing 1 

crises? 2 

A. Yes.  At its regularly scheduled meeting on September 18, 2007, the 3 

FOMC surprised the investment community and cut both the federal funds 4 

rate and the discount rate by 50 basis points (25 basis points more than 5 

what was anticipated).  This brought the federal funds rate down to a level 6 

of 4.75 percent.  The Fed’s action was seen as an effort to curb the 7 

aforementioned slowdown in the economy.  Over the course of the next 8 

four months, the FOMC reduced the Federal funds rate by a total 175 9 

basis points to a level of 3.00 percent – mainly as a result of concerns that 10 

the economy was slipping into a recession.  This included a 75 basis point 11 

reduction that occurred one week prior to the FOMC’s meeting on January 12 

29, 2008.    13 

 14 

Q. What actions has the Fed taken in regard to interest rates since the 15 

beginning of 2008? 16 

A. The Fed made two more rate cuts which included a 75 basis point 17 

reduction in the federal funds rate on March 18, 2008 and an additional 25 18 

basis point reduction on April 30, 2008.  The Fed’s decision to cut rates 19 

was based on its belief that the slowing economy was a greater concern 20 

than the current rate of inflation (which the majority of FOMC members 21 
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believed would moderate during the economic slowdown).23  As a result of 1 

the Fed’s actions, the federal funds rate was reduced to a level of 2.00 2 

percent.  From April 30, 2008 through September 16, 2008, the Fed took 3 

no further action on its key interest rate.  However, the days before and 4 

after the Fed’s September 16, 2008 meeting saw longstanding Wall Street 5 

firms such as Lehman Brothers, Merrill Lynch and AIG failing as a result of 6 

their subprime holdings.  By the end of the week, the Bush administration 7 

had announced plans to deal with the deteriorating financial condition 8 

which had now become a worldwide crisis.  The administrations actions 9 

included former Treasury Secretary Henry Paulson’s request to Congress 10 

for $700 billion to buy distressed assets as part of a plan to halt what has 11 

been described as the worst financial crisis since the 1930’s24.  Amidst this 12 

turmoil, the Fed made the decision to cut the federal funds rate by another 13 

50 basis points in a coordinated move with foreign central banks on 14 

October 8, 2008.  This was followed by another 50 basis point cut during 15 

the regular FOMC meeting on October 29, 2008.  At the time of this 16 

writing, the federal funds target rate now stands at 0.25 percent, the result 17 

of a 75 basis point cut announced on December 16, 2008.  After FOMC 18 

meetings in January, March April, June, August, September and 19 

November of 2009, the Fed elected not to make any changes in the 20 

                                            
23  Ip, Greg, “Credit Worries Ease as Fed Cuts, Hints at More Relief” The Wall Street Journal, 
March 19, 2008 
 
24  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 
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federal funds rate, stating in January that the rate would remain low “for 1 

some time.”25  Presently, the Fed’s discount rate is at 0.50 percent, a level 2 

not seen since the 1940s.26  Based on data released during the early part 3 

of December 2008, the U.S. has officially been in a recession since 4 

December of 2007. 5 

  6 

Q. Putting this all into perspective, how have the Fed’s actions since 2000 7 

affected benchmark rates? 8 

A. U.S. Treasury instruments are for the most part still at historically low 9 

levels.  As can be seen on the first page of Attachment D, the previously 10 

mentioned federal discount rate (the rate charged to the Fed’s member 11 

banks), has fallen to 0.50 percent from 1.25 percent in 2008. 12 

 13 

Q. What has been the trend in other leading interest rates over the last year? 14 

A. As of November 24, 2009, leading interest rates that include the 3-month, 15 

6-month and 1-year treasury yields have dropped from their 2008 levels.  16 

Longer term yields including the 5-year, 10-year, 30-year constant 17 

maturity and 30-year Zero rates, have increased from levels that existed a 18 

year ago (Attachment D, Value Line Selection & Opinion page 3177).  The 19 

prime rate has fallen from 4.00 percent a year ago to 3.25 percent.  The 20 

                                            
25  Hilsenrath, Jon and Liz Rappaport, “Fed Weighs Idea of Buying Treasurys as Focus Shifts” 
The Wall Street Journal, January 29, 2009 
 
26  Hilsenrath, Jon, “Fed Cuts Rates Near Zero to Battle Slump” The Wall Street Journal, 
December 17, 2008 
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benchmark federal funds rate, just discussed, has decreased from 1.00 1 

percent, in November 2008, to a level of 0.00 - 0.25 percent (as a result of 2 

the December 16, 2008 rate cut discussed above).  A previous trend, 3 

described by former Chairman Greenspan as a “conundrum”27, in which 4 

long-term rates fell as short-term rates increased, thus creating a 5 

somewhat inverted yield curve that existed as late as June 2007, is 6 

completely reversed and a more traditional yield curve (one where yields 7 

increase as maturity dates lengthen) presently exists (Attachment D).  The 8 

5-year Treasury yield, used in my CAPM analysis, has increased 6 basis 9 

points from 2.03 percent, in November 2008, to 2.09 percent as of 10 

November 24, 2009.  As noted above, the 30-Year Treasury constant 11 

maturity rate increased from 3.62 percent over the past year to 4.25 12 

percent.  These current yields are considerably lower than corresponding 13 

yields that existed during the early nineties and at the beginning of the 14 

current decade (as can be seen on Schedule WAR-8). 15 

 16 

Q. What is the current outlook for the economy? 17 

A. Value Line’s analysts have become increasingly optimistic in their outlook 18 

on the economy as of late and had this to say in the December 4, 2009 19 

edition of Value Line’s Selection and Opinion publication:  20 

Elsewhere, the U.S. economy is on a three steps forward, two steps 21 
backward path. Reports for October showed a nice rebound in 22 
consumer spending, mild strength in industrial production, a lesser 23 
increase in the leading indicators than in the prior month, a surprising 24 

                                            
27  Wolk, Martin, “Greenspan wrestling with rate 'conundrum',” MSNBC, June 8, 2005  
 



Direct Testimony of William A. Rigsby 
Rio Rico Utilities, Inc. 
Docket No. WS-02676A-09-0257 
 

 52

drop in durable goods orders, and a modest gain in consumer 1 
confidence.  The U.S. gross domestic product—which rose by a 2 
downwardly revised 2.8% in the third quarter — may increase by a 3 
slightly more modest 2.0% - 2.5% in the current period. 4 

 5 

 Value Line’s analysts went on to state 6 

Investors are still buying, as the stock market is now much more richly 7 
capitalized than it was earlier in 2009, when equities were in a freefall. 8 

 9 

Q. How are water utilities faring in the current economic environment? 10 

A. Although there are some concerns regarding long-term infrastructure 11 

requirements, water utilities still appear to a good investment  according to 12 

Value Line analyst Andre J. Costanza.  In the October 23, 2009 quarterly 13 

update on the water utility industry Mr. Costanza stated the following: 14 

This industry is a good place for cautious investors looking to park 15 
themselves until a sustained market recovery is evident. Water utility 16 
stocks are historically more recession proof than the broader market, 17 
with their steady dividend growth reducing turbulence in share price and 18 
padding returns 19 

 20 

Q. After weighing the economic information that you've just discussed, do you 21 

believe that the 9.00 percent cost of equity capital that you have estimated 22 

is reasonable for RRUI? 23 

A. I believe that my recommended 9.00 percent cost of equity will provide 24 

RRUI with a reasonable rate of return on the Company's invested capital 25 

when economic data on interest rates (that are low by historical 26 

standards), the current situation in new housing construction, and the 27 

Fed’s ability to keep inflation in check are all taken into consideration.  As I 28 

noted earlier, the Hope decision determined that a utility is entitled to earn 29 

a rate of return that is commensurate with the returns it would make on 30 
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other investments with comparable risk.  I believe that my cost of equity 1 

analysis, which is an average of the results of both the DCF and CAPM 2 

models, has produced such a return. 3 

 4 

CAPITAL STRUCTURE AND COST OF DEBT 5 

Q. Have you reviewed RRUI's testimony regarding the Company's proposed 6 

capital structure? 7 

A. Yes, I have. 8 

 9 

Q. Please describe the Company's proposed capital structure. 10 

A. The Company is proposing a capital structure comprised of 100 percent 11 

common equity. 12 

 13 

Q. Is RRUI’s proposed capital structure in line with industry averages? 14 

A. No.  RRUI’s capital structure is comprised entirely of equity as opposed to 15 

the capital structures of the other water companies included in my cost of 16 

capital analysis (Schedule WAR-9).  The capital structures for those 17 

utilities averaged 51.4 percent for debt and 48.6 percent for equity. 18 

 19 

Q. In terms of risk, how does RRUI’s capital structure compare to the water 20 

utilities in your sample? 21 

A. The water utilities in my sample, from which I derived an estimated cost of 22 

common equity of 9.00 percent versus the Company-proposed 12.40 23 
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percent, would be considered as having a higher level of financial risk (i.e. 1 

the risk associated with debt repayment) because of their higher levels of 2 

debt.  The additional financial risk due to debt leverage is embedded in the 3 

cost of equities derived for those companies through the DCF analysis.  4 

Thus, the cost of equity derived in my DCF analysis is applicable to 5 

companies that are more leveraged and, theoretically speaking, riskier 6 

than a utility such as RRUI, which has no debt in its capital structure.  In 7 

the case of a publicly traded company, like those included in my proxy, a 8 

company with RRUI's level of equity would be perceived as having 9 

extremely low to no financial risk and would therefore also have a lower 10 

expected return on common equity.  Because of this, I believe a 11 

hypothetical capital structure that produces a lower weighted cost of 12 

common equity is warranted for RRUI. 13 

 14 

Q. What capital structure are you recommending for RRUI? 15 

A. I am recommending a hypothetical capital structure comprised of 60 16 

percent equity and 40 percent debt.  17 

 18 

Q. Has the Commission addressed the issue of capital structures comprised 19 

of 100 percent common equity in prior cases? 20 

A. Yes.  This issue was addressed in a prior Gold Canyon Sewer Company 21 

(“Gold Canyon”) case in which the Commission adopted both a 22 

hypothetical capital structure and a hypothetical cost of debt in order to 23 
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remedy a capital structure comprised of 100 percent common equity (Gold 1 

Canyon is also owned by the Algonquin Fund).   In Decision No. 70662, 2 

dated December 23, 2008, the Commission stated the following:  3 

We agree with RUCO’s hypothetical structure of 40 percent debt and 60 4 
percent equity.  A capital structure comprised of 100 percent equity 5 
would be viewed as having little to no financial risk.  The proposed 6 
capital structure adopted by the Commission will bring the Company’s 7 
capital structure and weighted cost of capital in line with the industry 8 
average and it will result in lower rates for the customers of the system.  9 
We therefore adopt a hypothetical capital structure of 40 percent debt 10 
and 60 percent equity. 11 

 12 

Q. Why are you recommending a higher 60 percent level of equity for RRUI, 13 

in your hypothetical capital structure, than the average 49.6 percent level 14 

of equity of your sample companies? 15 

A. My hypothetical capital structure takes into account any perceived 16 

additional business risk that RRUI may face and for that reason I believe a 17 

higher level of equity is reasonable. 18 

 19 

Q. What are you recommending as a hypothetical cost of debt? 20 

A. I am recommending a hypothetical cost of debt of 6.26 percent. 21 

 22 

Q. How did you determine your hypothetical cost of debt? 23 

A. As can be viewed on page 2 of Schedule WAR-1, my recommended 6.26 24 

percent hypothetical cost of debt is an average of the weighted costs of 25 

long-term debt of seven publicly traded water utilities followed by Value 26 

Line analysts.  Three of these water utilities are the same ones that I 27 

described earlier and were used in my DCF and CAPM analyses.  Three 28 
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of the remaining four (Connecticut Water Service, Inc., Middlesex Water 1 

Company, and SJW Corp.) are ones that I noted earlier in my testimony 2 

that were included in the Company’s proxy.  The seventh water utility, 3 

York Water Company, is also followed in Value Line’s Small & Mid-Cap 4 

Edition. 5 

 6 

Q. Why do you believe your recommended 6.26 percent hypothetical cost of 7 

debt is reasonable given the recent turbulence in the financial markets? 8 

A. My recommended 6.26 percent hypothetical cost of debt is close to the 9 

current yield of 6.22 percent on Baa/BBB-rated utility bonds that was 10 

reported in the December 4, 2009 Value line Selection and Opinion 11 

publication (Attachment D).  In addition to this, Arizona Water Company, 12 

the second largest water provider in the state, privately placed $35 million 13 

in bonds at a stated rate of 6.67 percent on the first day of September 14 

2008 during a period when the yield on Baa/BBB-rated utility bonds 15 

averaged 6.63 percent.  Given RRUI’s parent company’s ability to access 16 

capital, it is reasonable to believe that Algonquin Fund can obtain debt at 17 

a cost in the A-rated to Baa/BBB-rated range of 5.52 percent to 6.22 18 

percent exhibited on the first page of my Attachment D.  For the reasons 19 

stated above, I believe for the reasons stated above, I believe my 20 

recommended 6.26 percent hypothetical cost of debt is reasonable and 21 

there is no need for additional basis points. 22 

 23 
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Q. How does your recommended 6.26 percent hypothetical cost of debt 1 

compare to the weighted costs of debt of other Arizona water providers? 2 

A. In its most recent rate case before the Commission, Arizona-American 3 

Water Company, the largest investor owned water utility in the state, had a 4 

weighted cost of debt of approximately 5.50 percent.  Arizona Water 5 

Company’s weighted cost of debt as of the last quarter of 2008 was 6.83 6 

percent.  The midpoint of these two figures is 6.17 percent which is 9 7 

basis points lower than my recommended 6.26 percent hypothetical cost 8 

of debt. 9 

 10 

Q. How does the Company's proposed weighted cost of capital compare with 11 

your recommendation? 12 

A. As explained earlier, RRUI has proposed a weighted average cost of 13 

capital of 12.40 percent which reflects the total absence of debt financing 14 

in the Company-proposed capital structure.  The Company-proposed 15 

12.40 percent weighted average cost of capital is 450 basis points higher 16 

than the 7.90 percent weighted cost that I am recommending. 17 

 18 

 19 

 20 

 21 

… 22 

 23 
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Q. Please summarize why you believe that the Commission should adopt 1 

your recommended 7.90 percent weighted average cost of capital that is 2 

the result of your recommended hypothetical capital structure and 3 

hypothetical cost of debt. 4 

A. I believe that the approach that I have taken in this case provides the 5 

Company with a rate of return that meets the standards established in the 6 

Hope and Bluefield cases while also providing lower rates to RRUI’s 7 

customers.  My recommended capital structure of 60 percent equity and 8 

40 percent debt is more favorable to the Company than the average 9 

capital structure of the water utilities in my sample.  Ratepayers also 10 

benefit from my recommended weighted average cost of capital which is 11 

lower than what would have been obtained from a capital structure 12 

comprised of 100 percent common equity.  In short, I believe that my 13 

analysis has produced a rate of return that is just and reasonable and 14 

should be adopted by the Commission. 15 

 16 

COMMENTS ON RRUI'S COST OF EQUITY CAPITAL  17 

TESTIMONY  18 

Q. How does your recommended cost of equity capital compare with the cost 19 

of equity capital proposed by the Company? 20 

A. The Company’s cost of capital witness, Mr. Bourassa is recommending a 21 

cost of common equity of 12.40 percent.  His 12.40 percent cost of equity 22 
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capital is 340 basis points higher than the 9.00 percent cost of equity 1 

capital that I have calculated. 2 

 3 

Q. What methods did Mr. Bourassa use to arrive at his cost of common 4 

equity for RRUI? 5 

A. Mr. Bourassa used both the DCF and CAPM methods.   His DCF analysis 6 

relies on the same constant growth version of the DCF model that I have 7 

used with two different growth estimates: a past and future growth 8 

estimate which produces an 11.1 percent indicated cost of equity, and a 9 

future growth estimate which produces a 12.6 percent indicated cost of 10 

equity.  Mr. Bourassa’s CAPM analysis also uses the same model that I 11 

have used but he obtains two different results: one obtained by using an 12 

historical risk premium and the other by using a current market risk 13 

premium.  His CAPM analysis produces results of 10.1 percent using an 14 

historical risk premium and 19.5 percent using a current market risk 15 

premium.  His average CAPM result is 14.8 percent. 16 

 17 

Q. What are the main reasons for the difference in the results that you 18 

obtained from your DCF analysis and the results that Mr. Bourassa 19 

obtained from his DCF analysis using the constant growth model? 20 

A. Mr. Bourassa conducted his analysis in April of 2009 and consequently 21 

much of the data that he used in his analysis is now stale.  This can be 22 

seen in a price comparison of three of the water company stocks that we 23 
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both used in our samples:  The difference between the average adjusted 1 

closing stock prices used in my DCF model and spot prices used by Mr. 2 

Bourassa in his DCF models are as follows: 3 

 4 

Rigsby Bourassa    Difference 5 

AWR   $34.19      $33.40            $0.79 6 

CWT   $37.45      $36.46            $0.99 7 

WTR   $16.09      $18.88          - $2.79 8 

 9 

Q. What are the differences between your constant growth DCF results and 10 

Mr. Bourassa’s first constant growth model which relied strictly on 11 

earnings growth? 12 

A. As I stated earlier, Mr. Bourassa did not rely on a sample of natural gas 13 

utilities so my comparison is limited to our respective water utility samples.  14 

Much of the difference between our results is attributable to the utilities 15 

that were included in our samples.  Mr. Bourassa’s sample included 16 

utilities that I excluded because Value Line does not provide projections 17 

on them which I use to develop my growth estimates for the “g” 18 

component of the DCF model.  His average dividend yields of 3.73 19 

percent to 3.78 percent are 93 to 98 basis points higher than my average 20 

dividend yield of 2.80 percent.  The current dividend yield of the three 21 

utilities that are samples have in common (based on my 8-week average 22 

adjusted closing prices listed above) would be 3.19 percent relying on Mr. 23 



Direct Testimony of William A. Rigsby 
Rio Rico Utilities, Inc. 
Docket No. WS-02676A-09-0257 
 

 61

Bourassa’s method for calculating the current dividend yield.  In regard to 1 

our growth (i.e. “g” component of the DCF model) estimates, Mr. 2 

Bourassa’s estimates of 7.41 percent to 8.85 percent are 27 to 171 basis 3 

points higher than my average growth estimate of 7.14 percent.  However 4 

the average future growth rate estimates that Mr. Bourassa uses in his 5 

models excludes DPS growth rates.  This is because Mr. Bourassa 6 

believes that historical DPS growth rates depress the growth estimates 7 

used in the DCF model. 8 

 9 

Q. Do you agree with Mr. Bourassa’s logic for not using DCF growth rates in 10 

the estimation of a growth rate for the DCF model? 11 

A. No, I do not.  Mr. Bourassa states on page 30 of his direct testimony that 12 

his DCF result of 7.05 percent that includes DCF growth is lower than the 13 

yields of investment grade bonds and Baa/BBB-rated utility bonds and 14 

should be excluded.  A review of my attachment D will show that, as of 15 

November 24, 2009, the yields of A-rated corporate bonds and Baa/BBB 16 

rated utility bonds ranged from 5.19 percent to 6.22 percent which are 17 

actually lower than the 7.05 result that he obtained.  Given the fact that 18 

water utilities are being viewed as safe investments during the current 19 

economic environment, it is only reasonable to assume that the spread 20 

between bond yields and the results produced by stock valuation models 21 

such as the DCF would not be that large. 22 

 23 
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Q. What are the main differences between your CAPM results and Mr. 1 

Bourassa’s CAPM results? 2 

A. The differences between our CAPM results is attributable to his selection 3 

of forecasted long-term U.S. Treasury instrument yields used as inputs for 4 

the risk-free rate of return and the time period that has expired since Mr. 5 

Bourassa filed his direct testimony.  Mr. Bourassa’s average beta of 0.84 6 

has also fallen since his testimony was filed, and his current market risk 7 

premium figure of 17.74 percent is simply not realistic when compared 8 

with the market risk premiums, ranging from 4.20 percent to 6.10 percent, 9 

that I obtained from Morningstar’s 2009 SBBI Yearbook. 10 

 11 

Q. Please explain the differences in your risk free rates of return. 12 

A. I relied on a 2.26 percent yield on a 5-year treasury rate whereas Mr. 13 

Bourassa relied on a 4.60 percent average of forecasted 20 and 30-year 14 

Treasury yields as opposed to my use of a 5-year Treasury yield. 15 

 16 

Q. Do you agree with Mr. Bourassa’s reliance on forecasted yields of long-17 

term Treasury instruments? 18 

A. No.  I believe that a shorter term instrument is more appropriate when one 19 

takes into account that utilities generally file for new rates every three to 20 

five years. 21 

 22 

 23 
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Q. What is the current average beta for the water utilities included in Mr. 1 

Bourassa’s sample? 2 

A. The current average beta for the water utilities included in Mr. Bourassa’s 3 

sample is 0.80 as opposed to the 0.84 used in his CAPM analysis and the 4 

0.83 used in my CAPM analysis. 5 

 6 

Q. What are the differences in the market risk premiums that you used in 7 

your CAPM analyses? 8 

A. As I explained earlier in my testimony, my market risk premiums are the 9 

6.10 percent arithmetic and 4.20 percent geometric means of the 10 

differences between the return on the broader stock market and the yields 11 

of intermediate term U.S. Treasury instruments over the 1926 – 2008 time 12 

frame (obtained from Morningstar’s SBBI Yearbook).  Mr. Bourassa relied 13 

on a 6.5 percent historical risk premium (which also relied on Morningstar 14 

data) and a 17.7 percent current market risk premium, which was 15 

computed using the DCF model and data on 1,700 stocks followed by 16 

Value Line.    17 

 18 

Q. Do you agree with Mr. Bourassa’s 17.7 percent current market risk 19 

premium? 20 

A. No. Mr. Bourassa’s 17.7 percent market risk premium is clearly excessive.  21 

He calculates it by using a DCF model that relies on stock price 22 

appreciation for the growth component (i.e. “g”).  This results in a 24-23 
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month average expected return of 22.21 percent.  His 17.7 percent risk 1 

premium is the difference from the 22.21 percent DCF result and the 24-2 

month average of the yields on a 30-year Treasury instrument.  Mr. 3 

Bourassa’s current market risk premium is not even realistic considering 4 

the historic market risk premiums that take into consideration the full 5 

spectrum of economic conditions that have occurred since 1926.  His 6 

current market risk premium also flies in the face of recent empirical 7 

research that pegs the market risk premium at approximately 4.00 8 

percent.   9 

 10 

Q. How did Mr. Bourassa arrive at his final 12.40 percent cost of common 11 

equity for RRUI? 12 

A. Mr. Bourassa’s final estimate of 12.40 percent was calculated by taking 13 

the 13.3 percent average of the midpoints of his DCF and CAPM results 14 

and then adding to it a financial risk adjustment of negative 1.4 percent 15 

and a specific company risk return of 0.5 percent.  His negative 1.4 16 

percent financial risk adjustment was calculated by finding the difference 17 

between the results obtained from his CAPM model using an average beta 18 

of 0.84, and the results of his CAPM model using relevered beta of 0.72 19 

which was obtained through  the use of the Hamada methodology.  The 20 

use of the Hamada methodology adjusts his average beta of 0.84, which 21 

was derived from a sample of water utilities with both debt and equity in 22 
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their capital structures, to a beta that is reflective of a utility with zero debt, 1 

and no financial risk such as RRUI, in its capital structure.  2 

   3 

Q. Do you agree with Mr. Bourassa’s averaging of his CAPM results? 4 

A. No.  I believe his most realistic estimate for RRUI’s cost of equity capital 5 

was derived using the CAPM with his relevered beta of 0.72 and his 6 

historic market risk premium of 6.5 percent.  This produces an expected 7 

return of 9.3 percent. 8 

 9 

Q. Is there any merit in the rationale used by Mr. Bourassa in regard to the 10 

size arguments stated in his direct testimony? 11 

A. No.  As I stated earlier in my testimony, RRUI is a wholly owned 12 

subsidiary of Algonquin Power Income Fund, a large publicly traded 13 

mutual fund that has direct access to the capital markets.  In addition to 14 

this, to the best of my knowledge, the Commission has never granted a 15 

higher cost of common equity based on company size. 16 

 17 

Q. Does your cost of capital recommendation take into consideration any 18 

perceived business risks that RRUI might face? 19 

A. Yes.  I believe that the amount of equity contained in my recommended 20 

hypothetical capital structure mitigates any perceived business risk that 21 

investors might think RRUI faces.   22 

 23 
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Q. Does your silence on any of the issues, matters or findings addressed in 1 

the testimony of Mr. Bourassa or any other witness for RRUI constitute 2 

your acceptance of their positions on such issues, matters or findings? 3 

A. No, it does not. 4 

 5 

Q. Does this conclude your testimony on RRUI? 6 

A. Yes, it does. 7 
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1 

Qualifications of William A. Rigsby, CRRA 
 
 
EDUCATION:  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 
   Associate 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 
 
EXPERIENCE:  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 II and III 
   Accounting & Rates – Revenue Requirements Analysis Unit 
   Arizona Corporation Commission, Utilities Division 
   Phoenix, Arizona 
   October 1994 – November 1997 
 
   Tax Examiner Technician I / Revenue Auditor II 
   Arizona Department of Revenue 
   Transaction Privilege / Corporate Income Tax Audit Units 
   Phoenix, Arizona 
   July 1991 – October 1994 
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION 
 
 
Utility Company   Docket No.   Type of Proceeding 
 
ICR Water Users Association  U-2824-94-389   Original CC&N 
 
Rincon Water Company   U-1723-95-122   Rate Increase 
 
Ash Fork Development 
Association, Inc.   E-1004-95-124   Rate Increase 
 
Parker Lakeview Estates 
Homeowners Association, Inc.  U-1853-95-328   Rate Increase 
 
Mirabell Water Company, Inc.  U-2368-95-449   Rate Increase 
 
Bonita Creek Land and 
Homeowner’s Association  U-2195-95-494   Rate Increase 
 
Pineview Land & 
Water Company   U-1676-96-161   Rate Increase 
 
Pineview Land & 
Water Company   U-1676-96-352   Financing 
 
Montezuma Estates 
Property Owners Association  U-2064-96-465   Rate Increase 
 
Houghland Water Company  U-2338-96-603 et al  Rate Increase 
 
Sunrise Vistas Utilities 
Company – Water Division  U-2625-97-074   Rate Increase 
 
Sunrise Vistas Utilities 
Company – Sewer Division  U-2625-97-075   Rate Increase 
 
Holiday Enterprises, Inc. 
dba Holiday Water Company  U-1896-97-302   Rate Increase 
 
Gardener Water Company  U-2373-97-499   Rate Increase 
 
Cienega Water Company  W-2034-97-473   Rate Increase 
 

Financing/Auth. 
Rincon Water Company   W-1723-97-414   To Issue Stock 
 
Vail Water Company   W-01651A-97-0539 et al Rate Increase 
 
Bermuda Water Company, Inc.  W-01812A-98-0390  Rate Increase 
 
Bella Vista Water Company  W-02465A-98-0458  Rate Increase 
 
Pima Utility Company   SW-02199A-98-0578  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.   T-03777A-00-0575  Financing 
 
Beardsley Water Company, Inc.  W-02074A-00-0482  WIFA Financing 
 
Mirabell Water Company  W-02368A-00-0461  WIFA Financing 
 

Rate Increase/ 
Rio Verde Utilities, Inc.   WS-02156A-00-0321 et al Financing 
 
Arizona Water Company  W-01445A-00-0749  Financing 
 
Loma Linda Estates, Inc.  W-02211A-00-0975  Rate Increase 
 
Arizona Water Company  W-01445A-00-0962  Rate Increase 
 
Mountain Pass Utility Company  SW-03841A-01-0166  Financing 
 
Picacho Sewer Company  SW-03709A-01-0165  Financing 
 
Picacho Water Company  W-03528A-01-0169  Financing 
 
Ridgeview Utility Company  W-03861A-01-0167  Financing 
 
Green Valley Water Company  W-02025A-01-0559  Rate Increase 
 
Bella Vista Water Company  W-02465A-01-0776  Rate Increase 
 
Arizona Water Company  W-01445A-02-0619  Rate Increase 
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 
 
 
Utility Company   Docket No.   Type of Proceeding 
 
Arizona-American Water Company W-01303A-02-0867 et al. Rate Increase 
 
Arizona Public Service Company E-01345A-03-0437  Rate Increase 
 
Rio Rico Utilities, Inc.   WS-02676A-03-0434  Rate Increase 
 
Qwest Corporation   T-01051B-03-0454  Renewed Price Cap 
 
Chaparral City Water Company  W-02113A-04-0616  Rate Increase 
 
Arizona Water Company  W-01445A-04-0650  Rate Increase 
 
Tucson Electric Power   E-01933A-04-0408  Rate Review 
 
Southwest Gas Corporation  G-01551A-04-0876  Rate Increase 
 
Arizona-American Water Company W-01303A-05-0405  Rate Increase 
 
Black Mountain Sewer Corporation SW-02361A-05-0657  Rate Increase 
 
Far West Water & Sewer Company WS-03478A-05-0801  Rate Increase 
 
Gold Canyon Sewer Company  SW-02519A-06-0015  Rate Increase 
 
Arizona Public Service Company E-01345A-05-0816  Rate Increase 
 
Arizona-American Water Company W-01303A-05-0718  Transaction Approval 
 
Arizona-American Water Company W-01303A-05-0405  ACRM Filing 
 
Arizona-American Water Company W-01303A-06-0014  Rate Increase 
 
UNS Gas, Inc.    G-04204A-06-0463  Rate Increase 
 
Arizona-American Water Company WS-01303A-06-0491  Rate Increase 
 
UNS Electric, Inc.   E-04204A-06-0783  Rate Increase 
 
Arizona-American Water Company W-01303A-07-0209  Rate Increase 
 
Tucson Electric Power   E-01933A-07-0402  Rate Increase 
 
Southwest Gas Corporation  G-01551A-07-0504  Rate Increase 
 
Chaparral City Water Company  W-02113A-07-0551  Rate Increase 
 
Arizona-American Water Company W-01303A-08-0227 et al. Rate Increase 
 
Far West Water & Sewer Company WS-03478A-08-0608  Interim Rate Increase 
 
Johnson Utilities, LLC   WS-02987A-08-0180  Rate Increase 
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 

 
 
Utility Company   Docket No.   Type of Proceeding 
 
UNS Gas, Inc.    G-04204A-08-0571  Rate Increase  
 
Arizona Water Company  W-01445A-08-0440  Rate Increase 
 
Black Mountain Sewer Corporation SW-02361A-08-0609  Rate Increase 
 
Global Utilities    SW-02445A-09-0077 et al. Rate Increase 
 
Litchfield Park Service Company SW-01428A-09-0104 et al. Rate Increase 
 
UNS Electric, Inc.   E-04204A-09-0206  Rate Increase 
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October 23, 2009 WATER UTILITY INDUSTRY 1793
There has not been much change in the Water

Utility Industry since our last review in July.
Providers continued to reap the benefits of an
increasingly favorable regulatory backing, with
most in the group posting solid top- and bottom-
line growth in the second quarter (September
results were not out as of the date this issue was
published).

However, the industry has fallen well into the
bottom half of our Survey for Timeliness, as share-
price gains paled in comparison to those enjoyed
by the seemingly revitalized broader market. We
suspect that water utility stocks will continue to
lose some of their shine in the months ahead for
similar reasons, as hopes of economic stability
prompt many to look outside this relative safe-
haven in hopes of securing wider gains. Making
matter worse, earnings growth is likely to slow in
the second half of the year and remain weak
thereafter, due to tougher comparisons and bur-
geoning operating costs.

Longer-term growth prospects are not much
better either. Despite the brighter regulatory
landscape, infrastructure costs are expected to
continue ramping up due to aging water systems,
geographic expansion, and increasingly stringent
EPA regulations. These, along with the subsequent
financing expenses, will offset most of the afore-
mentioned help, and thus limit appreciation po-
tential going forward. As a result, most of the
stocks in this segment offer minimal 3-to 5-year
appeal.

Bright Demand Picture

These utilities have the ultimate job security. Water is
a necessity, a fact that cannot be changed no matter
what. Recognizing that a community’s well being is
closely tied to a providers health, many state regulatory
bodies that were once antagonists, have changed their
tune and taken on a more business approach. These
authorities, which were put in place to help maintain a
balance of power between customers and providers and
to ensure fair business practices, are now handing down
more favorable rulings. Responsible for reviewing and
ruling on general rate requests made by utilities to help
recover costs, they hold tremendous power and can
potentially make or break a company. The recent about
face in demeanor creates a far more favorable climate

and augurs well for providers.

Alarming Costs

That said, the water utility industry has some issues
to contend with. Infrastructures are getting older and
becoming inadequate in many cases. Some will require
heavy investment in order to make the necessary re-
pairs, while EPA standards get tougher due to the
potential threat of bioterrorism. In all, infrastructure
costs are estimated to amount to hundreds of millions of
dollars over the next decade. Unfortunately, most oper-
ating in this space are laden with debt and strapped for
cash. They will be forced to seek outside financing in
order to meet the growing capital outlays, with the
higher interest rate costs and greater share counts
thwarting shareholder returns. Note, however, that, as a
result of the industry’s capital intensive nature, consoli-
dation is white hot. Those with the flexibility to meet its
commitments have ample opportunity to make deals and
grow their customer base.

Conclusion

This industry is a good place for cautious investors
looking to park themselves until a sustained market
recovery is evident. Water utility stocks are historically
more recession proof than the broader market, with
their steady dividend growth reducing turbulence in
share price and padding returns. However, those with a
penchant for growth will probably want to take a pass,
opting for an area with more upside. There are a couple
of issues here that stand out for 3- to 5-year appreciation
potential, namely Aqua America and Southwest Water
Company, but the latter’s Below Average (4) Safety rank
and poor Financial Strength rating may evoke some
apprehension. Meanwhile, Aqua’s dependence on an
aggressive acquisition tendency to drive gains may well
need to be tempered if finances continue to deteriorate.
American Water Works is another interesting option, but
its short trading history and lack of performance indica-
tors should scare off most. As always, we advise poten-
tial investors to read the individual reports of each stock
before making a financial commitment.

Andre J. Costanza

Composite Statistics: Water Utility Industry

2005 2006 2007 2008 2009 2010 12-14
1256.9 3454.1 3702.5 3913.8 4180 4475 Revenues ($mill) 5425

148.2 d5.8 d183.0 352.7 425 485 Net Profit ($mill) 625
40.5% NMF NMF 37.0% 38.0% 39.0% Income Tax Rate 40.0%

1.1% NMF NMF 6.5% 8.0% 10.0% AFUDC % to Net Profit 15.0%
50.4% 54.0% 51.0% 52.6% 54.0% 52.5% Long-Term Debt Ratio 50.0%
49.5% 45.9% 49.0% 47.4% 46.0% 47.5% Common Equity Ratio 50.0%
3053.8 12113.9 12985.9 12629.1 13600 14125 Total Capital ($mill) 16250
4200.7 13308.3 14315.2 15356.1 16180 16950 Net Plant ($mill) 19375

6.3% 1.6% .2% 4.3% 5.0% 5.0% Return on Total Cap’l 6.0%
9.8% NMF NMF 5.9% 7.0% 7.0% Return on Shr. Equity 7.5%
9.8% NMF NMF 5.9% 7.0% 7.0% Return on Com Equity 7.5%
3.7% NMF NMF 2.9% 3.0% 3.5% Retained to Com Eq 4.5%
62% NMF NMF 51% 65% 62% All Div’ds to Net Prof 60%
29.4 NMF NMF Avg Ann’l P/E Ratio 22.0
1.57 NMF NMF Relative P/E Ratio 1.45

2.1% 2.0% 2.3% Avg Ann’l Div’d Yield 2.5%

© 2009, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.

THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is 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.

To subscribe call 1-800-833-0046.



128
96
80
64
48
40
32
24

16
12
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Percent
shares
traded
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4

Target Price Range
2012 2013 2014

AMER. STATES WATER NYSE-AWR 36.04 18.8 22.4
22.0 1.08 2.8%

TIMELINESS 3 Lowered 6/5/09

SAFETY 3 New 2/4/00

TECHNICAL 3 Raised 10/23/09
BETA .80 (1.00 = Market)

2012-14 PROJECTIONS
Ann’l Total

Price Gain Return
High 60 (+65%) 16%
Low 40 (+10%) 6%
Insider Decisions

N D J F M A M J J
to Buy 0 0 0 0 0 0 0 0 0
Options 0 0 0 0 0 0 0 0 0
to Sell 1 2 0 0 1 0 0 0 0
Institutional Decisions

4Q2008 1Q2009 2Q2009
to Buy 64 55 66
to Sell 52 66 53
Hld’s(000) 8980 9283 10578

High: 19.5 26.5 25.3 26.4 29.0 29.0 26.8 34.6 43.8 46.1 42.0 38.8
Low: 14.1 14.8 16.7 19.0 20.3 21.6 20.8 24.3 30.3 33.6 27.0 29.8

% TOT. RETURN 9/09
THIS VL ARITH.

STOCK INDEX
1 yr. -3.3 12.6
3 yr. 2.5 5.1
5 yr. 67.2 36.4

CAPITAL STRUCTURE as of 6/30/09
Total Debt $317.8 mill. Due in 5 Yrs $12.0 mill.
LT Debt $306.3 mill. LT Interest $22.0 mill.
(LT interest earned: 4.8x: total interest
coverage: 4.4x) (46% of Cap’l)

Leases, Uncapitalized: Annual rentals $2.9 mill.

Pension Assets-12/08 $54.2 mill.
Oblig. $94.5 mill.

Pfd Stock None.

Common Stock 18,499,423 shs.
as of 8/5/09
MARKET CAP: $675 million (Small Cap)
CURRENT POSITION 2007 2008 6/30/09

($MILL.)
Cash Assets 1.7 7.3 9.8
Other 43.7 66.9 87.6
Current Assets 63.1 90.6 97.4
Accts Payable 29.1 36.6 39.6
Debt Due 37.8 75.3 11.5
Other 27.4 25.5 37.8
Current Liab. 94.3 137.4 88.9
Fix. Chg. Cov. 314% 293% 440%
ANNUAL RATES Past Past Est’d ’06-’08
of change (per sh) 10 Yrs. 5 Yrs. to ’12-’14
Revenues 4.5% 5.0% 4.0%
‘‘Cash Flow’’ 5.5% 6.0% 6.5%
Earnings 3.5% 5.5% 9.5%
Dividends 1.5% 2.0% 4.5%
Book Value 4.5% 5.0% 4.0%

Cal- Full
endar Year

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

2006 64.3 63.0 75.0 66.3 268.6
2007 72.3 79.3 75.8 74.0 301.4
2008 68.9 80.3 85.3 84.2 318.7
2009 79.6 93.6 91.8 85.0 350
2010 83.0 99.0 98.0 90.0 370
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun. 30 Sep. 30 Dec. 31
2006 .35 .36 .32 .30 1.33
2007 .40 .42 .44 .35 1.62
2008 .30 .53 .26 .43 1.55
2009 .28 .64 .56 .42 1.90
2010 .30 .65 .60 .50 2.05
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B■

Mar.31 Jun.30 Sep.30 Dec.31
2005 .225 .225 .225 .225 .90
2006 .225 .225 .225 .235 .91
2007 .235 .235 .235 .250 .96
2008 .250 .250 .250 .250 1.00
2009 .250 .250 .250

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
9.27 10.43 11.03 11.37 11.44 11.02 12.91 12.17 13.06 13.78 13.98 13.61 14.06 15.76
1.67 1.68 1.75 1.75 1.85 2.04 2.26 2.20 2.53 2.54 2.08 2.23 2.64 2.89
1.11 .95 1.03 1.13 1.04 1.08 1.19 1.28 1.35 1.34 .78 1.05 1.32 1.33
.79 .80 .81 .82 .83 .84 .85 .86 .87 .87 .88 .89 .90 .91

1.90 2.43 2.19 2.40 2.58 3.11 4.30 3.03 3.18 2.68 3.76 5.03 4.24 3.91
9.95 10.07 10.29 11.01 11.24 11.48 11.82 12.74 13.22 14.05 13.97 15.01 15.72 16.64

11.71 11.77 11.77 13.33 13.44 13.44 13.44 15.12 15.12 15.18 15.21 16.75 16.80 17.05
13.4 12.8 11.6 12.6 14.5 15.5 17.1 15.9 16.7 18.3 31.9 23.2 21.9 27.7
.79 .84 .78 .79 .84 .81 .97 1.03 .86 1.00 1.82 1.23 1.17 1.50

5.3% 6.6% 6.7% 5.8% 5.5% 5.0% 4.2% 4.2% 3.9% 3.6% 3.5% 3.6% 3.1% 2.5%

173.4 184.0 197.5 209.2 212.7 228.0 236.2 268.6
16.1 18.0 20.4 20.3 11.9 16.5 22.5 23.1

46.0% 45.7% 43.0% 38.9% 43.5% 37.4% 47.0% 40.5%
- - - - - - - - - - - - - - 12.2%

51.0% 47.5% 54.9% 52.0% 52.0% 47.7% 50.4% 48.6%
48.4% 51.9% 44.7% 48.0% 48.0% 52.3% 49.6% 51.4%
328.2 371.1 447.6 444.4 442.3 480.4 532.5 551.6
449.6 509.1 539.8 563.3 602.3 664.2 713.2 750.6
6.6% 6.4% 6.1% 6.5% 4.6% 5.2% 5.4% 6.0%

10.0% 9.2% 10.1% 9.5% 5.6% 6.6% 8.5% 8.1%
10.1% 9.3% 10.1% 9.5% 5.6% 6.6% 8.5% 8.1%
2.9% 3.0% 3.6% 3.3% NMF 1.0% 2.8% 2.7%
72% 68% 65% 65% 113% 84% 67% 67%

2007 2008 2009 2010 © VALUE LINE PUB., INC. 12-14
17.49 18.42 18.90 19.75 Revenues per sh 21.75
3.31 3.37 3.80 3.95 ‘‘Cash Flow’’ per sh 4.60
1.62 1.55 1.90 2.05 Earnings per sh A 2.60
.96 1.00 1.02 1.08 Div’d Decl’d per sh B■ 1.25

2.89 4.45 4.00 4.25 Cap’l Spending per sh 5.00
17.53 17.95 16.55 19.45 Book Value per sh 22.00
17.23 17.30 18.50 18.75 Common Shs Outst’g C 20.00
24.0 22.6 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 20.0
1.27 1.37 Relative P/E Ratio 1.35

2.5% 2.9% Avg Ann’l Div’d Yield 2.5%

301.4 318.7 350 370 Revenues ($mill) 435
28.0 26.8 35.0 39.0 Net Profit ($mill) 52.0

42.6% 37.8% 35.5% 37.0% Income Tax Rate 40.0%
8.5% 6.9% 5.0% 5.0% AFUDC % to Net Profit 5.0%

46.9% 46.2% 46.5% 46.0% Long-Term Debt Ratio 46.5%
53.1% 53.8% 53.5% 54.0% Common Equity Ratio 53.5%
569.4 577.0 665 675 Total Capital ($mill) 825
776.4 825.3 870 925 Net Plant ($mill) 1025
6.7% 6.4% 7.0% 7.5% Return on Total Cap’l 8.5%
9.3% 8.6% 10.0% 10.5% Return on Shr. Equity 12.0%
9.3% 8.6% 10.0% 10.5% Return on Com Equity 12.0%
3.9% 3.1% 5.0% 5.5% Retained to Com Eq 6.0%
58% 64% 56% 52% All Div’ds to Net Prof 48%

Company’s Financial Strength B++
Stock’s Price Stability 80
Price Growth Persistence 70
Earnings Predictability 70

(A) Primary earnings. Excludes nonrecurring
gains/(losses): ’04, 14¢; ’05, 25¢; ’06, 6¢; ’08,
(27¢). Next earnings report due early Nov. May
not add due to rounding.

(B) Dividends historically paid in early March,
June, September, and December. ■ Div’d rein-
vestment plan available.
(C) In millions, adjusted for split.

BUSINESS: American States Water Co. operates as a holding
company. Through its principal subsidiary, Golden State Water
Company, it supplies water to more than 250,000 customers in 75
communities in 10 counties. Service areas include the greater
metropolitan areas of Los Angeles and Orange Counties. The com-
pany also provides electric utility services to nearly 23,250 custom-

ers in the city of Big Bear Lake and in areas of San Bernardino
County. Acquired Chaparral City Water of Arizona (10/00). Has
roughly 675 employees. Officers & directors own 2.5% of common
stock (4/09 Proxy). Chairman: Lloyd Ross. President & CEO: Floyd
Wicks. Inc: CA. Addr.: 630 East Foothill Boulevard, San Dimas, CA
91773. Tele.: 909-394-3600. Internet: www.aswater.com.

Recent regulatory changes are fueling
strength at American States Water.
The water utility provider posted earnings
of $0.64 a share in the second quarter,
21% better than last year, as a more busi-
ness friendly approach by the California
Public Utilities Commission helped sales
improve 17%, to $94 million, despite a
decrease in water consumption. Specifical-
ly, the adoption of a water rate adjustment
mechanism and a modified cost balancing
account were $2.2 million accretive to the
top line and boosted share earnings by
$0.07. We suspect that third-quarter re-
sults were probably even more impressive,
with the bottom line nearly doubling from
last year’s weak tally. As a result, we’ve
raised our full-year earnings estimate by
12% to $1.90.
We think there could be some hurdles
ahead, however. Comparisons get much
tougher beginning with the December
quarter and are likely to remain so hence-
forth. Meanwhile, operating costs appear
to be on the rise, with infrastructure and
maintenance expenses continuing to
mount due to aging water systems. Thus,
we look for growth to slow considerably in

the fourth quarter and 2010.
Finances remain a major concern. Al-
though management paid down roughly
$45 million in debt in the June quarter, it
was forced to issue shares to do so. Fur-
ther debt reduction is highly unlikely
going forward, with ongoing financing like-
ly to be used to meet capital requirements.
In fact, we look for AWR to tap debt and
equity markets in the future in order to
comply with increasingly stringent EPA
regulations and improve infrastructures.
The increased interest rate expense and
greater share count that will accompany
such maneuverings are likely to dilute fu-
ture gains, though.
Growth-minded investors can find
better options. AWR does not stand out
for Timeliness or 3- to 5-year appreciation
potential, as infrastructure costs mire fu-
ture growth rates. Although income-
minded investors may be hesitant to jump
aboard, given that there has yet to be an
announcement about a dividend increase,
we are not concerned and suspect that a
raise is on the horizon, thus maintaining
the history of annual dividend growth.
Andre J. Costanza October 23, 2009

LEGENDS
1.25 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

3-for-2 split 6/02
Options: No
Shaded area: prior recession

Latest recession began 12/07
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Target Price Range
2012 2013 2014

CALIFORNIA WATER NYSE-CWT 39.52 18.7 18.7
22.0 1.07 3.0%

TIMELINESS 3 Lowered 7/3/09

SAFETY 3 Lowered 7/27/07

TECHNICAL 4 Raised 10/23/09
BETA .75 (1.00 = Market)

2012-14 PROJECTIONS
Ann’l Total

Price Gain Return
High 65 (+65%) 15%
Low 45 (+15%) 6%
Insider Decisions

N D J F M A M J J
to Buy 0 0 0 0 0 0 0 0 0
Options 0 0 0 0 0 0 0 0 0
to Sell 1 0 0 0 0 0 0 0 0
Institutional Decisions

4Q2008 1Q2009 2Q2009
to Buy 107 83 76
to Sell 46 81 85
Hld’s(000) 9799 10000 10018

High: 33.8 32.0 31.4 28.6 26.9 31.4 37.9 42.1 45.8 45.4 46.6 48.3
Low: 20.8 22.6 21.5 22.9 20.5 23.7 26.1 31.2 32.8 34.2 27.7 33.5

% TOT. RETURN 9/09
THIS VL ARITH.

STOCK INDEX
1 yr. 4.3 12.6
3 yr. 14.8 5.1
5 yr. 53.7 36.4

CAPITAL STRUCTURE as of 6/30/09
Total Debt $398.2 mill. Due in 5 Yrs $39.8 mill.
LT Debt $383.5 mill. LT Interest $24.0 mill.

(LT interest earned: 4.7x; total int. cov.: 4.3x)

Pension Assets-12/08 $66.9 mill.
Oblig. $192.9 mill.

Pfd Stock None

Common Stock 20,744,952 shs.
as of 8/3/09

MARKET CAP: $825 million (Small Cap)
CURRENT POSITION 2007 2008 6/30/09

($MILL.)
Cash Assets 6.7 13.9 41.5
Other 53.3 65.9 83.0
Current Assets 60.0 79.8 124.5
Accts Payable 36.7 45.1 48.3
Debt Due 2.7 42.8 14.7
Other 30.3 35.3 38.2
Current Liab. 69.7 123.2 101.2
Fix. Chg. Cov. 333% 398% 432%
ANNUAL RATES Past Past Est’d ’06-’08
of change (per sh) 10 Yrs. 5 Yrs. to ’12-’14
Revenues 2.0% 1.5% 5.5%
‘‘Cash Flow’’ 2.0% 5.5% 6.5%
Earnings - - 7.0% 9.0%
Dividends 1.0% 0.5% 2.5%
Book Value 4.0% 6.5% 3.0%

Cal- Full
endar Year

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

2006 65.2 81.1 107.8 80.6 334.7
2007 71.6 95.8 113.8 85.9 367.1
2008 72.9 105.6 131.7 100.1 410.3
2009 86.7 116.7 138.6 108 450
2010 90.0 120 145 115 470
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2006 .04 .31 .68 .31 1.34
2007 .07 .37 .67 .39 1.50
2008 .01 .48 1.06 .35 1.90
2009 .12 .58 1.04 .36 2.10
2010 .13 .60 1.08 .39 2.20
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B ■

Mar.31 Jun.30 Sep.30 Dec.31
2005 .285 .285 .285 .285 1.14
2006 .2875 .2875 .2875 .2875 1.15
2007 .290 .290 .290 .290 1.16
2008 .293 .293 .293 .293 1.17
2009 .295 .295 .295

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
13.34 12.59 13.17 14.48 15.48 14.76 15.96 16.16 16.26 17.33 16.37 17.18 17.44 16.20
2.25 2.02 2.07 2.50 2.92 2.60 2.75 2.52 2.20 2.65 2.51 2.83 3.03 2.71
1.35 1.22 1.17 1.51 1.83 1.45 1.53 1.31 .94 1.25 1.21 1.46 1.47 1.34
.96 .99 1.02 1.04 1.06 1.07 1.09 1.10 1.12 1.12 1.12 1.13 1.14 1.15

2.53 2.26 2.17 2.83 2.61 2.74 3.44 2.45 4.09 5.82 4.39 3.73 4.01 4.28
10.90 11.56 11.72 12.22 13.00 13.38 13.43 12.90 12.95 13.12 14.44 15.66 15.79 18.15
11.38 12.49 12.54 12.62 12.62 12.62 12.94 15.15 15.18 15.18 16.93 18.37 18.39 20.66
13.6 14.1 13.7 11.9 12.6 17.8 17.8 19.6 27.1 19.8 22.1 20.1 24.9 29.2
.80 .92 .92 .75 .73 .93 1.01 1.27 1.39 1.08 1.26 1.06 1.33 1.58

5.2% 5.8% 6.4% 5.8% 4.6% 4.2% 4.0% 4.3% 4.4% 4.5% 4.2% 3.9% 3.1% 2.9%

206.4 244.8 246.8 263.2 277.1 315.6 320.7 334.7
19.9 20.0 14.4 19.1 19.4 26.0 27.2 25.6

37.9% 42.3% 39.4% 39.7% 39.9% 39.6% 42.4% 37.4%
- - - - - - - - 10.3% 3.2% 3.3% 10.6%

46.9% 48.9% 50.3% 55.3% 50.2% 48.6% 48.3% 43.5%
52.0% 50.2% 48.8% 44.0% 49.1% 50.8% 51.1% 55.9%
333.8 388.8 402.7 453.1 498.4 565.9 568.1 670.1
515.4 582.0 624.3 697.0 759.5 800.3 862.7 941.5
7.8% 6.8% 5.3% 5.9% 5.6% 6.1% 6.3% 5.2%

11.2% 10.0% 7.2% 9.4% 7.8% 8.9% 9.3% 6.8%
11.4% 10.1% 7.2% 9.5% 7.9% 9.0% 9.3% 6.8%
3.5% 1.8% NMF 1.0% .7% 2.1% 2.1% 1.0%
70% 82% 119% 90% 91% 77% 78% 86%

2007 2008 2009 2010 © VALUE LINE PUB., INC. 12-14
17.76 19.80 21.45 21.85 Revenues per sh 24.45
3.12 3.72 4.15 4.20 ‘‘Cash Flow’’ per sh 4.65
1.50 1.90 2.10 2.20 Earnings per sh A 2.65
1.16 1.17 1.18 1.19 Div’d Decl’d per sh B ■ 1.34
3.68 4.82 5.00 5.00 Cap’l Spending per sh 5.00

18.50 19.44 19.75 20.45 Book Value per sh C 22.20
20.67 20.72 21.00 21.50 Common Shs Outst’g D 22.50
26.1 19.8 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 21.0
1.39 1.20 Relative P/E Ratio 1.40

3.0% 3.1% Avg Ann’l Div’d Yield 2.4%

367.1 410.3 450 470 Revenues ($mill) E 550
31.2 39.8 45.0 47.0 Net Profit ($mill) 60.0

39.9% 37.7% 38.5% 38.5% Income Tax Rate 39.0%
8.3% 8.6% 8.5% 10.0% AFUDC % to Net Profit 10.0%

42.9% 41.6% 48.5% 47.0% Long-Term Debt Ratio 45.0%
56.6% 58.4% 51.5% 53.0% Common Equity Ratio 55.0%
674.9 690.4 800 825 Total Capital ($mill) 950

1010.2 1112.4 1175 1240 Net Plant ($mill) 1425
5.9% 7.1% 7.0% 7.0% Return on Total Cap’l 8.0%
8.1% 9.9% 11.5% 10.5% Return on Shr. Equity 12.0%
8.1% 9.9% 11.5% 10.5% Return on Com Equity 12.0%
1.8% 3.8% 5.0% 5.0% Retained to Com Eq 6.0%
77% 61% 55% 54% All Div’ds to Net Prof 50%

Company’s Financial Strength B++
Stock’s Price Stability 80
Price Growth Persistence 70
Earnings Predictability 75

(A) Basic EPS. Excl. nonrecurring gain (loss):
’00, (7¢); ’01, 4¢; ’02, 8¢. Next earnings report
due late February.

(B) Dividends historically paid in mid-Feb.,
May, Aug., and Nov. ■ Div’d reinvestment plan
available.

(C) Incl. deferred charges. In ’08: $3.9 mill.,
$.19/sh.
(D) In millions, adjusted for split.
(E) Excludes non-reg. rev.

BUSINESS: California Water Service Group provides regulated and
nonregulated water service to roughly 463,600 customers in 83
communities in California, Washington, New Mexico, and Hawaii.
Main service areas: San Francisco Bay area, Sacramento Valley,
Salinas Valley, San Joaquin Valley & parts of Los Angeles. Ac-
quired Rio Grande Corp; West Hawaii Utilities (9/08). Revenue

breakdown, ’08: residential, 69%; business, 18%; public authorities,
5%; industrial, 5%; other, 3%. ’08 reported depreciation rate: 2.4%.
Has roughly 929 employees. Chairman: Robert W. Foy. President &
CEO: Peter C. Nelson (4/09 Proxy). Inc.: Delaware. Address: 1720
North First Street, San Jose, California 95112-4598. Telephone:
408-367-8200. Internet: www.calwatergroup.com.

An improved regulatory environment
has created a more favorable back-
drop for California Water Service
Group. Indeed, the water utility provider
exceeded high expectations in the second
quarter, reporting earnings of $0.58 a
share, 21% better than last year. The top
line advanced 11%, to $116 million, with
rate increases adding $19.2 million and
offsetting lower usage by existing custom-
ers. We expect the top line to continue
benefiting from ongoing progress on this
front, particularly the California Public
Utilities Commission’s recent adoption of a
water revenue adjustment mechanism, the
implementation of a modified cost balanc-
ing account, and tiered rates. The compa-
ny filed a general rate case seeking an ad-
ditional $70.6 million in 2011, with re-
quests of roughly $25 million for 2012 and
2013. Interim cases, meanwhile, should
add nearly $9 million annually.
Nevertheless, we suspect that growth
hit a speed bump in the September
period . . . (Results were not out when we
went to press with this issue.) Although
we look for demand to remain healthy,
tough comparisons probably resulted in a

modest share-net shortfall. Plus, we expect
that operating costs did not abate.
. . . and will remain moderate going
forward. Even though tough comps ought
to subside a bit over the next few quarters,
profitability will likely be limited by rising
infrastructure costs. Maintenance ex-
penses should continue to rise as many
pipelines and wells are in need of serious
attention. Meanwhile, the additional fi-
nance commitments that will have to be
assumed, given CWT’s weak balance sheet
and high costs of doing business, are ex-
pected to limit bottom-line growth for the
foreseeable future.
This stock is not for everybody. Its
growth prospects are dull, given the grow-
ing infrastructure costs that we envision
being required over the next couple of
years. The issue may, however, interest
those looking to take shelter from the eco-
nomic uncertainty that has resulted in
recent broad market volatility. Indeed,
CWT’s steady dividend growth makes an
attractive component in today’s market
and may well appeal to risk-averse inves-
tors seeking a low-risk alternative.
Andre J. Costanza October 23, 2009

LEGENDS
1.33 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

2-for-1 split 1/98
Options: Yes
Shaded area: prior recession

Latest recession began 12/07
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15
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Target Price Range
2012 2013 2014

SOUTHWEST WATER NDQ-SWWC 5.50 30.6 50.0
29.0 1.76 1.8%

TIMELINESS 4 New 10/23/09

SAFETY 4 New 10/23/09

TECHNICAL 2 Raised 9/25/09
BETA 1.10 (1.00 = Market)

2012-14 PROJECTIONS
Ann’l Total

Price Gain Return
High 16 190% 31%
Low 9 65% 13%
Insider Decisions

N D J F M A M J J
to Buy 0 0 0 0 0 0 0 0 0
Options 0 0 0 0 0 0 0 0 0
to Sell 0 0 0 0 0 0 0 0 0
Institutional Decisions

4Q2008 1Q2009 2Q2009
to Buy 33 39 42
to Sell 42 38 39
Hld’s(000) 11260 11007 11107

High: 5.6 9.2 8.3 10.2 12.4 11.2 14.3 15.2 19.1 16.4 13.4 5.9
Low: 3.5 3.6 5.1 6.9 7.6 8.1 10.3 9.0 10.8 11.5 2.7 3.1

% TOT. RETURN 9/09
THIS VL ARITH.

STOCK INDEX
1 yr. -60.8 12.6
3 yr. -57.5 5.1
5 yr. -54.1 36.4

CAPITAL STRUCTURE as of 6/30/09
Total Debt $152.0 mill. Due in 5 Yrs $149.8 mill.
LT Debt $149.8 mill. LT Interest $6.6 mill.
(Total interest coverage: 2.7x) (48% of Cap’l)

Leases, Uncapitalized: Annual rentals $5.5 mill.
Pension Liability None

Pfd Stock $.458 mill. Pfd Div’d $.020 mill.
Common Stock 24,888,745 shs.
as of 8/31/09

MARKET CAP: $125 million (Small Cap)
CURRENT POSITION 2007 2008 6/30/09

($MILL.)
Cash Assets 2.9 1.1 1.6
Receivables 26.0 29.7 31.7
Inventory (Avg Cst) - - - - - -
Other 32.7 26.9 24.5
Current Assets 61.6 57.7 57.8
Accts Payable 14.9 16.1 13.7
Debt Due 1.9 2.2 2.2
Other 29.4 28.4 18.6
Current Liab. 46.2 46.7 34.5

ANNUAL RATES Past Past Est’d ’06-’08
of change (per sh) 10 Yrs. 5 Yrs. to ’12-’14
Revenues 5.0% -0.5% 2.5%
‘‘Cash Flow’’ 3.5% -3.5% 13.5%
Earnings 2.0% -10.0% 12.0%
Dividends 9.5% 8.5% -22.5%
Book Value 9.0% 7.0% Nil

Cal- Full
endar Year

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

2006 50.8 55.4 60.1 57.9 224.2
2007 48.1 55.0 57.4 56.8 217.3
2008 49.6 56.9 60.4 54.0 220.9
2009 50.1 52.4 57.0 55.5 215
2010 52.0 55.0 60.0 58.0 225
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun. 30 Sep. 30 Dec. 31
2006 .03 .08 .16 .13 .40
2007 .03 .09 .09 .11 .31E

2008 d.04 .03 d.02 .07 .04
2009 .03 .03 .04 .05 .15
2010 .06 .06 .08 .10 .30
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B

Mar.31 Jun.30 Sep.30 Dec.31
2005 .048 .048 .048 .052 .20
2006 .052 .052 .052 .058 .21
2007 .058 .058 .058 .058 .23
2008 .06 .06 .06 .06 .24
2009 .025 .025 .025 .025

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
4.03 4.20 4.84 5.31 5.61 5.63 6.16 7.49 8.15 9.12 10.70 9.23 9.10 9.42
.38 .38 .44 .46 .53 .59 .65 .76 .87 .86 .91 .67 .78 .85
.08 .09 .12 .15 .21 .25 .31 .38 .42 .39 .44 .23 .34 .40
.14 .08 .08 .09 .09 .10 .11 .13 .14 .15 .16 .18 .20 .21
.60 .72 .84 .95 .74 .79 .53 .55 1.06 1.78 1.14 1.26 1.66 1.87

2.31 2.31 2.45 2.40 2.52 2.70 3.05 3.44 3.84 4.27 4.90 6.17 6.49 6.98
11.97 12.13 11.74 12.45 12.65 12.83 13.12 13.99 14.17 14.35 16.17 20.36 22.33 23.80
35.8 22.3 14.6 16.5 16.9 17.2 19.6 17.0 19.8 24.8 21.2 51.6 35.5 34.8
2.11 1.46 .98 1.03 .97 .89 1.12 1.11 1.01 1.35 1.21 2.73 1.89 1.88

4.7% 4.2% 4.7% 3.4% 2.7% 2.3% 1.8% 2.0% 1.7% 1.5% 1.7% 1.5% 1.6% 1.5%

80.9 104.7 115.5 130.8 173.0 188.0 203.2 224.2
4.2 5.4 6.2 6.0 7.2 4.5 7.3 9.3

39.0% 37.0% 36.0% 34.9% 35.9% 36.1% 36.0% 35.0%
- - - - 14.4% 3.2% - - 11.0% 9.5% - -

45.2% 48.8% 51.4% 56.7% 47.9% 47.9% 44.7% 43.6%
54.1% 50.7% 48.2% 42.9% 51.8% 52.0% 55.1% 56.3%

73.9 95.0 113.0 142.8 152.8 242.0 262.9 295.2
113.7 157.8 171.1 203.9 219.5 302.6 344.8 389.6
7.6% 7.6% 7.6% 5.8% 6.2% 3.1% 4.1% 4.5%

10.3% 11.1% 11.4% 9.7% 9.0% 3.6% 5.0% 5.6%
10.4% 11.1% 11.4% 9.7% 9.1% 3.6% 5.0% 5.6%
7.0% 7.8% 7.8% 6.3% 5.8% .8% 2.1% 2.6%
33% 31% 32% 36% 36% 78% 58% 54%

2007 2008 2009 2010 © VALUE LINE PUB., INC. 12-14
8.96 8.87 8.60 8.80 Revenues per sh 10.40
.69 .66 1.00 1.20 ‘‘Cash Flow’’ per sh 1.55
.31 .04 .15 .30 Earnings per sh A .50
.23 .24 .01 .01 Div’d Decl’d per sh B .05

1.70 1.35 1.70 1.75 Cap’l Spending per sh 1.90
6.54 4.55 4.70 4.90 Book Value per sh D 6.05

24.27 24.90 25.00 25.50 Common Shs Outst’g C 26.50
42.1 NMF Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 25.0
2.23 NMF Relative P/E Ratio 1.65

1.8% 2.4% Avg Ann’l Div’d Yield 1.2%

217.3 220.9 215 225 Revenues ($mill) 275
5.1 1.0 3.5 7.5 Net Profit ($mill) 13.0

56.0% NMF NMF NMF Income Tax Rate NMF
12.5% 10.0% 14.0% 13.5% AFUDC % to Net Profit 12.0%
47.7% 62.6% 60.5% 57.5% Long-Term Debt Ratio 48.5%
52.1% 37.2% 39.5% 42.5% Common Equity Ratio 51.5%
304.5 304.4 300 295 Total Capital ($mill) 310
417.9 429.3 460 480 Net Plant ($mill) 525
2.9% 1.8% 2.5% 3.5% Return on Total Cap’l 5.0%
3.2% .9% 3.0% 6.0% Return on Shr. Equity 8.0%
3.2% .8% 3.0% 6.0% Return on Com Equity 8.0%
NMF NMF 1.0% 4.0% Retained to Com Eq 6.5%

112% NMF 85% 42% All Div’ds to Net Prof 31%

Company’s Financial Strength C++
Stock’s Price Stability 45
Price Growth Persistence 40
Earnings Predictability 45

(A) Diluted earnings. Excludes nonrecurring
gains (losses): ’00, (3¢); ’01, (5¢); ’02, 1¢; ’05,
(23¢); ’07, (54¢); ’08, ($1.35); 1Q ’09 (24¢); 2Q
’09, (54¢). Next earnings report late November.

(B) Dividends historically paid in late January,
April, July, and October.
(C) In millions, adjusted for splits.
(D) Includes intangibles. In 2008: $19.3 million,

$0.83/share.
(E) Earnings may not add due to rounding.

BUSINESS: SouthWest Water Company provides a broad range of
services including water production, treatment and distribution;
wastewater collection and treatment; utility billing and collection;
and utility infrastructure. It operates four groups, Utility, 32% of
2008 revenues; Texas Utility, 16%; O&M Services, 18%; Texas
MUD Services, 34%. Utility and Texas Utility own and manage rate-

regulated public water utilities in California, Alabama, Oklahoma,
and Texas. O&M and Texas MUD Services maintain projects on a
contract and fee basis. Off./dir. own 6.4% of com. shs.; Stein Roe
IC, 9.2% (4/08 proxy). CEO/Chrmn: Mark Swatek. Inc.: DE. Addr.:
One Wilshire Building, 624 S. Grand Ave. Ste. 2900, Los Angeles,
CA 90017. Tel.: 213-929-1800. Internet: www.swwc.com.

SouthWest Water Company finally
released its first- and second-quarter
10-Qs for 2009. The company has been
delinquent in filing a number of its reports
over the past few quarters because of the
discovery of mistakes made reporting
depreciation rates of assets gained
through acquisitions, and accounting is-
sues for revenues and related costs associ-
ated with the installation of water and
sewer taps. Also, year-over-year revenue
and earnings comparisons for the first two
quarters are skewed by SouthWest’s re-
statement of its financial reports for those
periods. Meanwhile, the company is poised
to have a lackluster year as the slowdown
in the economy has impacted business
over the past few quarters, and should
continue to do so.
SouthWest’s future growth will likely
be achieved through acquisitions and
rate increases. To this extent, the com-
pany has put in for a number of rate in-
crease cases in California, Texas, and Ala-
bama. It is also positioning itself to make
2010 a ‘‘test year’’ to establish its position
for future petitions. SWWC may look to
buy a utility to replace the one lost be-

cause of an eminent domain lawsuit in
New Mexico (sold for a net total of nearly
$54 million during the June interim).
This stock is untimely. SouthWest will
likely be burdened by a number of charges
over the next few quarters related to the
late filings. Also, the recession has
weighed down housing starts and limits
potential new customers.
The recovery potential for this equity
is offset by its risk. While we expect the
top and bottom lines to recover out to
2012-2014 as the economy picks up, there
is a degree of risk associated with these
advances. This is reflected by SWWC’s low
rank for Financial Strength (C++), as well
as mediocre scores for Earnings Predict-
ability and Stock Price Stability. Another
mark against the appeal of this equity is
the reduced dividend payout, lowered 60%
from the prior year. Overall, investors
should look elsewhere at this time.
John D. Burke October 23, 2009

CASH POSITION 5-Year Av’g 6/30/09
Current Assets to Current Liabilities: 125% 168%

Cash & Equiv’s to Current Liabilities: 10% 5%

Working Capital to Sales: 5% 11%

LEGENDS
2.50 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

6-for-5 split 12/96
5-for-4 split 10/98
3-for-2 split 10/99
5-for-4 split 1/01
4-for-3 split 1/04
Options: No
Shaded area: prior recession

Latest recession began 12/07
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64
48
40
32
24
20
16
12

8
6

5-for-4
5-for-4

4-for-3

Percent
shares
traded

15
10
5

Target Price Range
2012 2013 2014

AQUA AMERICA NYSE-WTR 16.65 20.1 22.2
25.0 1.16 3.5%

TIMELINESS 3 Lowered 6/26/09

SAFETY 3 Lowered 8/1/03

TECHNICAL 4 Raised 10/16/09
BETA .65 (1.00 = Market)

2012-14 PROJECTIONS
Ann’l Total

Price Gain Return
High 40 (+140%) 26%
Low 25 (+50%) 13%
Insider Decisions

N D J F M A M J J
to Buy 0 0 0 0 0 0 0 0 0
Options 0 1 0 1 0 0 0 0 0
to Sell 0 1 0 0 0 0 0 0 0
Institutional Decisions

4Q2008 1Q2009 2Q2009
to Buy 131 130 117
to Sell 131 134 136
Hld’s(000) 60996 63551 61341

High: 11.5 11.5 12.0 14.8 15.0 16.8 18.5 29.2 29.8 26.6 22.0 21.5
Low: 7.2 7.6 6.3 9.4 9.6 11.8 14.2 17.5 20.1 18.9 12.2 16.1

% TOT. RETURN 9/09
THIS VL ARITH.

STOCK INDEX
1 yr. 2.1 12.6
3 yr. -13.3 5.1
5 yr. 18.8 36.4

CAPITAL STRUCTURE as of 6/30/09
Total Debt $1255.4 mill. Due in 5 Yrs $245.0 mill.
LT Debt $1227.7 mill. LT Interest $65.0 mill.
(LT interest earned: 3.4x; total interest coverage:
3.4x) (54% of Cap’l)

Pension Assets-12/08 $112.2 mill.
Oblig. $204.7 mill.

Pfd Stock None
Common Stock 135,917,740 shares
as of 7/21/09

MARKET CAP: $2.3 billion (Mid Cap)
CURRENT POSITION 2007 2008 6/30/09

($MILL.)
Cash Assets 14.5 14.9 13.8
Receivables 82.9 84.5 84.9
Inventory (AvgCst) 8.8 9.8 9.7
Other 9.3 11.8 14.1
Current Assets 115.5 121.0 122.5
Accts Payable 45.8 50.0 29.5
Debt Due 80.8 87.9 27.7
Other 56.6 55.3 148.6
Current Liab. 183.2 193.2 205.8
Fix. Chg. Cov. 323% 329% 325%
ANNUAL RATES Past Past Est’d ’06-’08
of change (per sh) 10 Yrs. 5 Yrs. to ’12-’14
Revenues 8.0% 9.0% 6.5%
‘‘Cash Flow’’ 9.5% 8.0% 7.5%
Earnings 7.5% 5.5% 10.0%
Dividends 7.0% 8.0% 5.5%
Book Value 9.5% 10.0% 6.5%

Cal- Full
endar Year

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

2006 117.9 131.7 147.0 136.9 533.5
2007 137.3 150.6 165.5 149.1 602.5
2008 139.3 151.0 177.1 159.6 627.0
2009 154.5 167.3 185 173.2 680
2010 165 185 195 185 730
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2006 .13 .17 .21 .19 .70
2007 .13 .17 .22 .19 .71
2008 .11 .17 .26 .19 .73
2009 .14 .19 .28 .21 .82
2010 .15 .22 .30 .23 .90
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B ■

Mar.31 Jun.30 Sep.30 Dec.31
2005 .098 .098 .098 .107 .40
2006 .107 .107 .115 .115 .44
2007 .115 .115 .125 .125 .48
2008 .125 .125 .125 .135 .51
2009 .135 .135 .135

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
1.70 1.82 1.84 1.86 2.02 2.09 2.41 2.46 2.70 2.85 2.97 3.48 3.85 4.03
.42 .42 .47 .50 .56 .61 .72 .76 .86 .94 .96 1.09 1.21 1.26
.24 .26 .29 .30 .34 .40 .42 .47 .51 .54 .57 .64 .71 .70
.21 .21 .22 .23 .24 .26 .27 .28 .30 .32 .35 .37 .40 .44
.47 .46 .52 .48 .58 .82 .90 1.16 1.09 1.20 1.32 1.54 1.84 2.05

2.29 2.41 2.46 2.69 2.84 3.21 3.42 3.85 4.15 4.36 5.34 5.89 6.30 6.96
59.40 59.77 63.74 65.75 67.47 72.20 106.80 111.82 113.97 113.19 123.45 127.18 128.97 132.33
14.4 13.5 12.0 15.6 17.8 22.5 21.2 18.2 23.6 23.6 24.5 25.1 31.8 34.7
.85 .89 .80 .98 1.03 1.17 1.21 1.18 1.21 1.29 1.40 1.33 1.69 1.87

5.9% 6.0% 6.2% 4.9% 3.9% 2.9% 3.0% 3.3% 2.5% 2.5% 2.5% 2.3% 1.8% 1.8%

257.3 275.5 307.3 322.0 367.2 442.0 496.8 533.5
45.0 50.7 58.5 62.7 67.3 80.0 91.2 92.0

38.4% 38.9% 39.3% 38.5% 39.3% 39.4% 38.4% 39.6%
- - - - - - - - - - - - - - - -

52.9% 52.0% 52.2% 54.2% 51.4% 50.0% 52.0% 51.6%
46.7% 47.8% 47.7% 45.8% 48.6% 50.0% 48.0% 48.4%
782.7 901.1 990.4 1076.2 1355.7 1497.3 1690.4 1904.4

1135.4 1251.4 1368.1 1490.8 1824.3 2069.8 2280.0 2506.0
7.6% 7.4% 7.8% 7.6% 6.4% 6.7% 6.9% 6.4%

12.2% 11.7% 12.3% 12.7% 10.2% 10.7% 11.2% 10.0%
12.3% 11.7% 12.4% 12.7% 10.2% 10.7% 11.2% 10.0%
4.3% 4.7% 5.1% 5.2% 4.2% 4.6% 4.9% 3.7%
65% 60% 59% 59% 59% 57% 56% 63%

2007 2008 2009 2010 © VALUE LINE PUB., INC. 12-14
4.52 4.63 5.00 5.30 Revenues per sh 6.50
1.37 1.42 1.55 1.65 ‘‘Cash Flow’’ per sh 2.10
.71 .73 .82 .90 Earnings per sh A 1.25
.48 .51 .54 .56 Div’d Decl’d per sh B■ .65

1.79 1.98 2.10 2.20 Cap’l Spending per sh 2.75
7.32 7.82 8.05 8.35 Book Value per sh 10.60

133.40 135.37 136.00 136.50 Common Shs Outst’g C 138.00
32.0 24.9 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 25.0
1.70 1.50 Relative P/E Ratio 1.65

2.1% 2.8% Avg Ann’l Div’d Yield 2.0%

602.5 627.0 680 730 Revenues ($mill) 900
95.0 97.9 115 125 Net Profit ($mill) 170

38.9% 39.7% 39.0% 39.0% Income Tax Rate 39.0%
2.9% 3.1% 3.5% 3.2% AFUDC % to Net Profit 2.5%

55.4% 54.1% 54.0% 54.0% Long-Term Debt Ratio 49.0%
44.6% 45.9% 46.0% 46.0% Common Equity Ratio 51.0%
2191.4 2306.6 2385 2470 Total Capital ($mill) 2865
2792.8 2997.4 3150 3300 Net Plant ($mill) 3600

5.9% 5.7% 6.5% 6.5% Return on Total Cap’l 6.5%
9.7% 9.3% 10.5% 11.0% Return on Shr. Equity 11.5%
9.7% 9.3% 10.5% 11.0% Return on Com Equity 11.5%
3.2% 2.8% 4.0% 4.5% Retained to Com Eq D 5.5%
67% 70% 64% 61% All Div’ds to Net Prof 53%

Company’s Financial Strength B+
Stock’s Price Stability 95
Price Growth Persistence 70
Earnings Predictability 100

(A) Diluted shares. Excl. nonrec. gains
(losses): ’99, (11¢); ’00, 2¢; ’01, 2¢; ’02, 5¢;
’03, 4¢. Excl. gain from disc. operations: ’96,
2¢. Next earnings report due early November.

(B) Dividends historically paid in early March,
June, Sept. & Dec. ■ Div’d. reinvestment plan
available (5% discount).

(C) In millions, adjusted for stock splits.

BUSINESS: Aqua America, Inc. is the holding company for water
and wastewater utilities that serve approximately three million resi-
dents in Pennsylvania, Ohio, North Carolina, Illinois, Texas, New
Jersey, Florida, Indiana, and five other states. Divested three of
four non-water businesses in ’91; telemarketing group in ’93; and
others. Acquired AquaSource, 7/03; Consumers Water, 4/99; and

others. Water supply revenues ’08: residential, 60%; commercial,
14%; industrial & other, 26%. Officers and directors own 1.3% of
the common stock (4/09 Proxy). Chairman & Chief Executive Of-
ficer: Nicholas DeBenedictis. Incorporated: Pennsylvania. Address:
762 West Lancaster Avenue, Bryn Mawr, Pennsylvania 19010. Tel-
ephone: 610-525-1400. Internet: www.aquaamerica.com.

Aqua America completed the second
quarter on a good note. Despite unfa-
vorable weather conditions and the slow-
down in the home building market, the
company registered revenue and earnings
growth of nearly 11%. Also, a number of
rate increases were approved by the
courts, and the year-to-date approval of
$27.2 million in upward rate adjustments
should help bolster the top and bottom
lines over the next few quarters.
The company is likely to build on this
momentum in 2010. Indeed, several rate-
relief cases should be decided in the latter
half of this year, and the more than $9
million request this year would be accre-
tive to revenues and earnings going into
2010, provided the cases are ruled in
Aqua’s favor. Additional rate increase peti-
tions for upwards of $50 million will also
be filed during the next few months,
notably in Pennsylvania and New Jersey.
Aqua America will likely remain ac-
tive on the acquisition front. One of the
company’s current growth strategies in-
volves purchasing available utilities and
making infrastructure improvements in
order to procure rate relief judgments.

This should benefit WTR’s cost structure,
as well as expand its customer base.
A focus will also remain on procuring
favorable rate increase judgments
over the next few years. As a portion of
capital spending (currently planned to run
up to about $315 million per annum), ap-
proximately 10% is earmarked for
‘‘compliance spending’’, which is used for
adjustments mandated by regulating
agencies. The remaining 90% will likely be
used to make improvements to current fa-
cilities in order to petition for more rate
increases.
The board of directors approved a
dividend increase. During its annual
strategy session, a 7.4% rise was institu-
ted, and will bring the year-ahead divi-
dend up to $0.58 a share.
This neutrally ranked stock may ap-
peal to conservative investors. The
probable steady dividend growth and the
worthwhile appreciation potential over the
2012–2014 horizon support the appeal of
these shares. Also of note are the high
marks for Stock Price Stability and Earn-
ings Predictability.
John D. Burke October 23, 2009

LEGENDS
1.60 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

4-for-3 split 1/98
5-for-4 split 12/00
5-for-4 split 12/01
5-for-4 split 12/03
4-for-3 split 12/05
Options: Yes
Shaded area: prior recession

Latest recession began 12/07
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September 11, 2009 NATURAL GAS UTILITY 445
The Natural Gas Utility Industry has lost some

ground since our June review. This group now
ranks in the middle of our industry spectrum for
Timeliness. The economy has shown signs of life in
recent months, which has led most investors to
look to more-risky plays as opposed to stable picks
like natural gas utilities. However, investors
should note that these equities typically offer at-
tractive dividend yields that are backed by steady
cash flows.

Economic Environment

No doubt, this sector has been pressured by the dour
economic climate. The weakness in the housing market
has particularly weighed on results for natural gas
utilities. Usage has moderated as customers have
curbed their consumption in an effort to rein in ex-
penses. What’s more, customer growth has been a con-
cern in recent months. These businesses have also been
having a tougher time collecting bills of late, which can
also hurt results. Therefore, we suggest interested in-
vestors watch these trends in the months ahead as they
will probably influence this group’s performance.

Regulation

Rate cases are a key theme for companies in this
sector. These businesses are regulated by state commis-
sions that determine the return on equity these utilities
can achieve. As a result, the performance of these
equities remains tied to the current rates these compa-
nies have in place. Numerous utilities, at any given
time, often have cases pending where they seek better
rates from these commissions. Positive or negative news
regarding a rate case can have a notable impact on a
stock’s performance in this industry. Notably, the falling
natural gas prices in recent months has helped compa-
nies seeking rate relief. Indeed, lower prices favor cus-
tomers, which makes a new rate for these utilities more
palatable. Still, regulatory bodies try to strike a balance
between customer and shareholder interests when
evaluating a rate case. Interested investors should keep
a close eye on stocks that have cases pending when
reading the following pages.

Business Strategy
Weather is another element to consider when evalu-

ating this industry’s performance. Warmer or colder-
than-expected weather can lead to volatile results. Thus,
most of these utilities use weather-adjusted rate mecha-
nisms to hedge against this risk. As such, we suggest
conservative investors look for stocks that utilize this
strategy. Many companies have also been increasingly
investing in nonregulated businesses. These ventures
are free from the regulatory bodies, and as a result, come
with greater risk and reward tradeoff. On point, the
utilities with nonregulated operations have generally
been feeling the effects of the lower energy prices more
so than these competitors without such operations. Also,
of note, these nonregulated businesses provide another
avenue for these utilities to diversify their income. All
told, we expect these ventures to continue to be an
important opportunity for this sector over the long term.
Another strategy in this industry is conservation. Some
governments have been offering these utilities incen-
tives to participate in energy conservation programs.
This approach allows these companies to adjust to mar-
ket conditions without sacrificing profitability.

Conclusion

As a group, natural gas utilities will likely remain
under pressure in the months ahead due to unfavorable
gas prices. As a result, this industry is ranked near the
midpoint of our Timeliness spectrum. Still, risk-averse
investors may want to consider this group if the eco-
nomic recovery stalls. Natural gas utilities tend to be a
solid defensive play when the stock market is faltering.
However, this sector’s long-term prospects are uninspir-
ing. Therefore, we recommend patient investors look
elsewhere.

All told, investors should study these reports carefully
and limit their investments to equities that appear well
positioned to weather the difficult operating environ-
ment. Additionally, these utilities offer dividend yields
that are above the Value Line median. Therefore,
income-oriented accounts may find stocks with yields
that are above the industry average (4.3%) of interest.

Richard Gallagher

Composite Statistics: Natural Gas Utility

2005 2006 2007 2008 2009 2010 12-14
36075 38273 38528 44207 45500 47000 Revenues ($mill) 52750

1386.0 1553.3 1562.4 1694.2 1775 1850 Net Profit ($mill) 2150
36.0% 35.3% 33.9% 35.7% 36.0% 36.0% Income Tax Rate 36.0%

3.8% 4.0% 4.1% 3.8% 3.9% 3.9% Net Profit Margin 4.1%
51.3% 51.2% 50.4% 50.6% 51.0% 51.0% Long-Term Debt Ratio 52.0%
48.4% 48.7% 49.5% 49.4% 48.0% 48.0% Common Equity Ratio 46.0%
29218 30847 32263 32729 33250 34750 Total Capital ($mill) 40000
30894 32543 33936 35342 36750 38500 Net Plant ($mill) 46250
6.5% 6.6% 6.5% 6.8% 6.5% 6.5% Return on Total Cap’l 7.0%
9.7% 10.2% 9.8% 10.5% 10.0% 10.5% Return on Shr. Equity 11.0%
9.8% 10.2% 9.8% 10.5% 10.0% 10.5% Return on Com Equity 11.0%
3.5% 4.0% 3.7% 4.3% 4.0% 4.5% Retained to Com Eq 5.0%
65% 61% 62% 59% 60% 62% All Div’ds to Net Prof 65%
17.1 15.6 16.6 13.9 Avg Ann’l P/E Ratio 13.0

.91 .84 .88 .83 Relative P/E Ratio .85
3.8% 3.9% 3.7% 4.2% Avg Ann’l Div’d Yield 4.6%

315% 327% 336% 358% 375% 375% Fixed Charge Coverage 400%
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AGL RESOURCES NYSE-AGL 33.35 13.1 10.9
14.0 0.81 5.2%

TIMELINESS 3 Lowered 6/12/09

SAFETY 2 New 7/27/90

TECHNICAL 5 Lowered 9/11/09
BETA .75 (1.00 = Market)

2012-14 PROJECTIONS
Ann’l Total

Price Gain Return
High 55 (+65%) 17%
Low 40 (+20%) 10%
Insider Decisions

O N D J F M A M J
to Buy 0 0 0 0 0 0 0 0 0
Options 0 2 1 0 2 0 0 1 0
to Sell 0 3 1 0 1 0 0 2 0
Institutional Decisions

4Q2008 1Q2009 2Q2009
to Buy 107 110 124
to Sell 111 107 96
Hld’s(000) 46113 45714 45662

High: 23.4 23.4 23.2 24.5 25.0 29.3 33.7 39.3 40.1 44.7 39.1 35.0
Low: 17.7 15.6 15.5 19.0 17.3 21.9 26.5 32.0 34.4 35.2 24.0 24.0

% TOT. RETURN 8/09
THIS VL ARITH.

STOCK INDEX
1 yr. 7.4 -4.4
3 yr. 6.4 0.4
5 yr. 37.2 32.3

CAPITAL STRUCTURE as of 6/30/09
Total Debt $2093.0 mill. Due in 5 Yrs $962.0 mill.
LT Debt $1675.0 mill. LT Interest $90.0 mill.
(Total interest coverage: 3.9x)

Leases, Uncapitalized Annual rentals $30.0 mill.
Pension Assets-12/08 $242.0 mill.

Oblig. $442.0 mill.
Pfd Stock None

Common Stock 77,278,942 shs.
as of 7/24/09
MARKET CAP: $2.6 billion (Mid Cap)
CURRENT POSITION 2007 2008 6/30/09

($MILL.)
Cash Assets 21.0 16.0 12.0
Other 1790.0 2026.0 1304.0
Current Assets 1811.0 2042.0 1316.0
Accts Payable 172.0 202.0 167.0
Debt Due 580.0 866.0 418.0
Other 893.0 915.0 696.0
Current Liab. 1645.0 1983.0 1281.0
Fix. Chg. Cov. 391% 416% 527%
ANNUAL RATES Past Past Est’d ’06-’08
of change (per sh) 10 Yrs. 5 Yrs. to ’12-’14
Revenues 4.0% 15.5% 2.0%
‘‘Cash Flow’’ 6.0% 6.5% 2.5%
Earnings 7.0% 8.5% 3.5%
Dividends 4.0% 8.0% 2.5%
Book Value 7.0% 10.0% 1.5%

Cal- Full
endar Year

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

2006 1044 436 434 707 2621
2007 973 467 369 685 2494
2008 1012 444 539 805 2800
2009 995 377 440 698 2510
2010 1020 450 480 775 2725
Cal- Full

endar Year
EARNINGS PER SHARE B

Mar.31 Jun.30 Sep.30 Dec.31
2006 1.41 .25 .46 .60 2.72
2007 1.29 .40 .17 .86 2.72
2008 1.16 .30 .28 .97 2.71
2009 1.55 .26 .20 .69 2.70
2010 1.40 .30 .30 .90 2.90
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C■

Mar.31 Jun.30 Sep.30 Dec.31
2005 .31 .31 .31 .37 1.30
2006 .37 .37 .37 .37 1.48
2007 .41 .41 .41 .41 1.64
2008 .42 .42 .42 .42 1.68
2009 .43 .43 .43

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
22.73 23.59 19.32 21.91 22.75 23.36 18.71 11.25 19.04 15.32 15.25 23.89 34.98 33.73
2.25 2.24 2.33 2.49 2.42 2.65 2.29 2.86 3.31 3.39 3.47 3.29 4.20 4.50
1.08 1.17 1.33 1.37 1.37 1.41 .91 1.29 1.50 1.82 2.08 2.28 2.48 2.72
1.04 1.04 1.04 1.06 1.08 1.08 1.08 1.08 1.08 1.08 1.11 1.15 1.30 1.48
2.49 2.37 2.17 2.37 2.59 2.05 2.51 2.92 2.83 3.30 2.46 3.44 3.44 3.26
9.90 10.19 10.12 10.56 10.99 11.42 11.59 11.50 12.19 12.52 14.66 18.06 19.29 20.71

49.72 50.86 55.02 55.70 56.60 57.30 57.10 54.00 55.10 56.70 64.50 76.70 77.70 77.70
17.9 15.1 12.6 13.8 14.7 13.9 21.4 13.6 14.6 12.5 12.5 13.1 14.3 13.5
1.06 .99 .84 .86 .85 .72 1.22 .88 .75 .68 .71 .69 .76 .73

5.4% 5.9% 6.2% 5.6% 5.4% 5.5% 5.5% 6.2% 4.9% 4.7% 4.3% 3.9% 3.7% 4.0%

1068.6 607.4 1049.3 868.9 983.7 1832.0 2718.0 2621.0
52.1 71.1 82.3 103.0 132.4 153.0 193.0 212.0

33.1% 34.3% 40.7% 36.0% 35.9% 37.0% 37.7% 37.8%
4.9% 11.7% 7.8% 11.9% 13.5% 8.4% 7.1% 8.1%

45.3% 45.9% 61.3% 58.3% 50.3% 54.0% 51.9% 50.2%
49.2% 48.3% 38.7% 41.7% 49.7% 46.0% 48.1% 49.8%
1345.8 1286.2 1736.3 1704.3 1901.4 3008.0 3114.0 3231.0
1598.9 1637.5 2058.9 2194.2 2352.4 3178.0 3271.0 3436.0

5.7% 7.4% 6.5% 8.1% 8.9% 6.3% 7.9% 8.0%
7.1% 10.2% 12.3% 14.5% 14.0% 11.0% 12.9% 13.2%
7.9% 11.5% 12.3% 14.5% 14.0% 11.0% 12.9% 13.2%
NMF 3.2% 4.2% 7.0% 6.6% 5.6% 6.2% 6.3%

101% 72% 65% 52% 53% 49% 52% 52%

2007 2008 2009 2010 © VALUE LINE PUB., INC. 12-14
32.64 36.41 32.20 34.50 Revenues per sh A 38.80
4.65 4.68 4.70 4.95 ‘‘Cash Flow’’ per sh 5.40
2.72 2.71 2.70 2.90 Earnings per sh A B 3.30
1.64 1.68 1.72 1.76 Div’ds Decl’d per sh C■ 1.88
3.39 4.84 5.15 5.30 Cap’l Spending per sh 5.60

21.74 21.48 23.10 23.40 Book Value per sh D 23.55
76.40 76.90 78.00 79.00 Common Shs Outst’g E 85.00
14.7 12.3 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 15.0
.78 .74 Relative P/E Ratio 1.00

4.1% 5.0% Avg Ann’l Div’d Yield 3.8%

2494.0 2800.0 2510 2725 Revenues ($mill) A 3300
211.0 207.6 155 160 Net Profit ($mill) 180

37.6% 40.5% 35.0% 38.0% Income Tax Rate 38.0%
8.5% 7.4% 8.4% 8.4% Net Profit Margin 8.5%

50.2% 50.3% 48.0% 45.0% Long-Term Debt Ratio 43.0%
49.8% 49.7% 52.0% 55.0% Common Equity Ratio 57.0%
3335.0 3327.0 3475 3350 Total Capital ($mill) 3500
3566.0 3816.0 4000 4150 Net Plant ($mill) 4400

7.7% 7.4% 7.5% 8.0% Return on Total Cap’l 9.0%
12.7% 12.6% 11.5% 12.5% Return on Shr. Equity 14.0%
12.7% 12.6% 11.5% 12.5% Return on Com Equity 14.0%
5.3% 5.1% 4.0% 5.0% Retained to Com Eq 6.0%
58% 60% 64% 60% All Div’ds to Net Prof 57%

Company’s Financial Strength B++
Stock’s Price Stability 100
Price Growth Persistence 75
Earnings Predictability 90

(A) Fiscal year ends December 31st. Ended
September 30th prior to 2002.
(B) Diluted earnings per share. Excl. nonrecur-
ring gains (losses): ’95, ($0.83); ’99, $0.39; ’00,

$0.13; ’01, $0.13; ’03, ($0.07); ’08, $0.13. Next
earnings report due late October. (C) Dividends
historically paid early March, June, Sept., and
Dec. ■ Div’d reinvest. plan available. (D) In-

cludes intangibles. In 2008: $418 million,
$5.44/share.
(E) In millions.

BUSINESS: AGL Resources Inc. is a public utility holding compa-
ny. Its distribution subsidiaries include Atlanta Gas Light, Chat-
tanooga Gas, Elizabethtown Gas and Virginia Natural Gas. The util-
ities have more than 2.2 million customers in Georgia, Virginia,
Tennessee, New Jersey, Florida, and Maryland. Engaged in non-
regulated natural gas marketing and other allied services. Deregu-

lated subsidiaries: Georgia Natural Gas markets natural gas at
retail. Sold Utilipro, 3/01. Acquired Compass Energy Services,
10/07. Franklin Resources owns 7.7% of common stock; off./dir.,
less than 1.0% (3/09 Proxy). Pres. & CEO: John W. Somerhalder II.
Inc.: GA. Addr.: Ten Peachtree Place N.E., Atlanta, GA 30309. Tel-
ephone: 404-584-4000. Internet: www.aglresources.com.

We do not expect 2009 to be a banner
year for AGL Resources. The company
reported healthy results in the first
quarter. However, performance was less
favorable in the recent interim. The
Wholesale services business posted an op-
erating loss of $11 million, while the
Retail Energy Operations and Energy In-
vestments units reported lower earnings.
On the bright side, the Distribution Oper-
ations business posted moderate growth in
operating earnings. This was primarily
due to higher fees to marketers in Georgia
for the storage of natural gas inventory
and greater pipeline replacement revenues
at Atlanta Gas Light. Overall, revenues
and share earnings declined in the June
period. Looking forward, comparisons will
likely also prove unfavorable for the sec-
ond half of the year. Thus, we anticipate
lower revenues and relatively flat share
earnings for full-year 2009.
Subsidiary Atlanta Gas Light has an-
nounced a system infrastructure in-
vestment project. This $400 million pro-
gram will be completed over a 10-year pe-
riod. Infrastructure improvements include
upgrading the utility’s distribution system

and its liquefied natural gas facilities.
This project will improve system
reliability, increase operational flexibility,
and allow Atlanta Gas Light to meet its
forecasted growth objectives.
Elizabethtown Gas has modified its
rate case filing. It had originally re-
quested a $25 million rate hike, but has
since lowered this amount to $17 million.
The proposed increase would become effec-
tive at the beginning of 2010. Meanwhile,
Atlanta Gas Light has requested to post-
pone a rate case filing, which had original-
ly been scheduled for November 1st of this
year. However, it does plan to file some-
time after that (June 1, 2010 at the latest).
Virginia Natural Gas and Chattanooga
Gas also intend to file rate cases in 2010.
We anticipate higher revenues and
share earnings at the company by
2012-2014, on better operating conditions.
Moreover, AGL has a healthy dividend
yield and earns high marks for Safety,
Price Stability, and Earnings Predic-
tability. From the present quotation, this
issue features decent risk-adjusted to-
tal return potential.
Michael Napoli, CPA September 11, 2009

LEGENDS
1.25 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

Options: Yes
Shaded area: prior recession

Latest recession began 12/07
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ATMOS ENERGY CORP. NYSE-ATO 27.06 12.1 11.9
16.0 0.75 5.0%

TIMELINESS 3 Lowered 9/11/09

SAFETY 2 Raised 12/16/05

TECHNICAL 4 Lowered 9/4/09
BETA .65 (1.00 = Market)

2012-14 PROJECTIONS
Ann’l Total

Price Gain Return
High 40 (+50%) 14%
Low 30 (+10%) 7%
Insider Decisions

O N D J F M A M J
to Buy 0 1 0 0 0 1 0 0 0
Options 0 0 0 0 1 0 0 0 0
to Sell 0 1 1 0 1 0 0 0 0
Institutional Decisions

4Q2008 1Q2009 2Q2009
to Buy 141 108 107
to Sell 103 122 115
Hld’s(000) 53678 53874 54285

High: 32.3 33.0 26.3 25.8 24.5 25.5 27.6 30.0 33.1 33.5 29.3 28.6
Low: 24.8 19.6 14.3 19.5 17.6 20.8 23.4 25.0 25.5 23.9 19.7 20.1

% TOT. RETURN 8/09
THIS VL ARITH.

STOCK INDEX
1 yr. 4.3 -4.4
3 yr. 9.1 0.4
5 yr. 36.1 32.3

Atmos Energy’s history dates back to
1906 in the Texas Panhandle. Over the
years, through various mergers, it became
part of Pioneer Corporation, and, in 1981,
Pioneer named its gas distribution division
Energas. In 1983, Pioneer organized
Energas as a separate subsidiary and dis-
tributed the outstanding shares of Energas
to Pioneer shareholders. Energas changed
its name to Atmos in 1988. Atmos acquired
Trans Louisiana Gas in 1986, Western Ken-
tucky Gas Utility in 1987, Greeley Gas in
1993, United Cities Gas in 1997, and others.
CAPITAL STRUCTURE as of 6/30/09
Total Debt $2169.5 mill. Due in 5 Yrs $1360.0 mill.
LT Debt $2169.4 mill. LT Interest $115.0 mill.
(LT interest earned: 2.9x; total interest
coverage: 2.8x)
Leases, Uncapitalized Annual rentals $18.4 mill.
Pfd Stock None
Pension Assets-9/08 $341.4 mill.

Oblig. $337.6 mill.
Common Stock 92,272,478 shs.
as of 7/31/09
MARKET CAP: $2.5 billion (Mid Cap)
CURRENT POSITION 2007 2008 6/30/09

($MILL.)
Cash Assets 60.7 46.7 125.7
Other 1008.2 1238.4 670.3
Current Assets 1068.9 1285.1 796.0
Accts Payable 355.3 395.4 222.0
Debt Due 154.4 351.3 .1
Other 410.0 460.4 422.2
Current Liab. 919.7 1207.1 644.3
Fix. Chg. Cov. 405% 450% 446%
ANNUAL RATES Past Past Est’d ’06-’08
of change (per sh) 10 Yrs. 5 Yrs. to ’12-’14
Revenues 9.5% 14.5% 3.0%
‘‘Cash Flow’’ 3.5% 5.5% 2.5%
Earnings 2.5% 5.0% 4.0%
Dividends 2.5% 1.5% 1.5%
Book Value 6.5% 7.5% 4.0%

Fiscal
Year
Ends

Full
Fiscal
Year

QUARTERLY REVENUES ($ mill.) A

Dec.31 Mar.31 Jun.30 Sep.30
2006 2283.8 2033.8 863.2 971.6 6152.4
2007 1602.6 2075.6 1218.2 1002.0 5898.4
2008 1657.5 2484.0 1639.1 1440.7 7221.3
2009 1716.3 1821.4 780.8 701.5 5020
2010 1465 2435 1345 1155 6400
Fiscal
Year
Ends

Full
Fiscal
Year

EARNINGS PER SHARE A B E

Dec.31 Mar.31 Jun.30 Sep.30
2006 .88 1.10 d.22 .25 2.00
2007 .97 1.20 d.15 d.05 1.94
2008 .82 1.24 d.07 .02 2.00
2009 .83 1.29 .02 d.04 2.10
2010 .90 1.35 d.04 d.01 2.20
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C■

Mar.31 Jun.30 Sep.30 Dec.31
2005 .31 .31 .31 .315 1.25
2006 .315 .315 .315 .32 1.27
2007 .32 .32 .32 .325 1.29
2008 .325 .325 .325 .33 1.31
2009 .33 .33 .33

1999 2000 2001 2002 2003 2004 2005 2006
22.09 26.61 35.36 22.82 54.39 46.50 61.75 75.27
2.62 3.01 3.03 3.39 3.23 2.91 3.90 4.26
.81 1.03 1.47 1.45 1.71 1.58 1.72 2.00

1.10 1.14 1.16 1.18 1.20 1.22 1.24 1.26
3.53 2.36 2.77 3.17 3.10 3.03 4.14 5.20

12.09 12.28 14.31 13.75 16.66 18.05 19.90 20.16
31.25 31.95 40.79 41.68 51.48 62.80 80.54 81.74
33.0 18.9 15.6 15.2 13.4 15.9 16.1 13.5
1.88 1.23 .80 .83 .76 .84 .86 .73

4.1% 5.9% 5.1% 5.4% 5.2% 4.9% 4.5% 4.7%

690.2 850.2 1442.3 950.8 2799.9 2920.0 4973.3 6152.4
25.0 32.2 56.1 59.7 79.5 86.2 135.8 162.3

35.0% 36.1% 37.3% 37.1% 37.1% 37.4% 37.7% 37.6%
3.6% 3.8% 3.9% 6.3% 2.8% 3.0% 2.7% 2.6%

50.0% 48.1% 54.3% 53.9% 50.2% 43.2% 57.7% 57.0%
50.0% 51.9% 45.7% 46.1% 49.8% 56.8% 42.3% 43.0%
755.1 755.7 1276.3 1243.7 1721.4 1994.8 3785.5 3828.5
965.8 982.3 1335.4 1300.3 1516.0 1722.5 3374.4 3629.2
5.1% 6.5% 5.9% 6.8% 6.2% 5.8% 5.3% 6.1%
6.6% 8.2% 9.6% 10.4% 9.3% 7.6% 8.5% 9.8%
6.6% 8.2% 9.6% 10.4% 9.3% 7.6% 8.5% 9.8%
NMF NMF 2.1% 1.9% 2.8% 1.7% 2.3% 3.6%
NMF 112% 79% 82% 70% 77% 73% 63%

2007 2008 2009 2010 © VALUE LINE PUB., INC. 12-14
66.03 79.52 54.25 68.45 Revenues per sh A 86.35
4.14 4.19 4.40 4.55 ‘‘Cash Flow’’ per sh 4.80
1.94 2.00 2.10 2.20 Earnings per sh A B 2.50
1.28 1.30 1.32 1.34 Div’ds Decl’d per sh C■ 1.40
4.39 5.20 5.50 5.75 Cap’l Spending per sh 6.60

22.01 22.60 24.10 24.40 Book Value per sh 26.90
89.33 90.81 92.50 93.50 Common Shs Outst’g D 110.00
15.9 13.6 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 14.0
.84 .84 Relative P/E Ratio .95

4.2% 4.8% Avg Ann’l Div’d Yield 4.0%

5898.4 7221.3 5020 6400 Revenues ($mill) A 9500
170.5 180.3 195 205 Net Profit ($mill) 275

35.8% 38.4% 35.0% 37.0% Income Tax Rate 40.5%
2.9% 2.5% 3.9% 3.2% Net Profit Margin 3.0%

52.0% 50.8% 50.0% 50.5% Long-Term Debt Ratio 49.0%
48.0% 49.2% 50.0% 49.5% Common Equity Ratio 51.0%
4092.1 4172.3 4430 4580 Total Capital ($mill) 5800
3836.8 4136.9 4365 4575 Net Plant ($mill) 5850

5.9% 5.9% 6.0% 6.0% Return on Total Cap’l 6.0%
8.7% 8.8% 9.0% 9.0% Return on Shr. Equity 9.5%
8.7% 8.8% 9.0% 9.0% Return on Com Equity 9.5%
3.0% 3.1% 3.5% 3.5% Retained to Com Eq 4.0%
65% 65% 63% 61% All Div’ds to Net Prof 56%

Company’s Financial Strength B+
Stock’s Price Stability 100
Price Growth Persistence 50
Earnings Predictability 85

(A) Fiscal year ends Sept. 30th. (B) Diluted
shrs. Excl. nonrec. items: ’99, d23¢; ’00, 12¢;
’03, d17¢; ’06, d18¢; ’07, d2¢; Q2 ’09, 12¢.
Next egs. rpt. due early Nov. (C) Dividends his-

torically paid in early March, June, Sept., and
Dec. ■ Div. reinvestment plan. Direct stock pur-
chase plan avail.
(D) In millions.

(E) Qtrs may not add due to change in shrs
outstanding.

BUSINESS: Atmos Energy Corporation is engaged primarily in the
distribution and sale of natural gas to 3.2 million customers via six
regulated natural gas utility operations: Louisiana Division, West
Texas Division, Mid-Tex Division, Mississippi Division, Colorado-
Kansas Division, and Kentucky/Mid-States Division. Combined
2008 gas volumes: 293 MMcf. Breakdown: 56%, residential; 32%,

commercial; 7%, industrial; and 5% other. 2008 depreciation rate
3.5%. Has around 4,560 employees. Officers and directors own ap-
proximately 1.9% of common stock (12/08 Proxy). Chairman and
Chief Executive Officer: Robert W. Best. Incorporated: Texas. Ad-
dress: P.O. Box 650205, Dallas, Texas 75265. Telephone: 972-
934-9227. Internet: www.atmosenergy.com.

Atmos Energy’s core natural gas utili-
ty has generated healthy earnings of
late. That is largely because of an increase
in rates, primarily for the Mid-Tex, Louisi-
ana, and West Texas divisions. But
throughput is being constrained some by
diminished consumption from residential
and commercial customers (reflecting diffi-
cult economic conditions).
The pipeline and storage, and regu-
lated transmission and storage units
are performing nicely, as well. The for-
mer segment is enjoying expanded mar-
gins arising from gains from the settle-
ment of financial positions associated with
storage and trading activities. Meanwhile,
results for the regulated transmission and
storage operation are being boosted by
higher transportation fees on through-
system deliveries, due to favorable market
conditions.
It appears that consolidated share net
will advance around 5%, to $2.10, in
fiscal 2009 (which ends September 30th).
Assuming further expansion in operating
margins, the bottom line may increase at a
similar rate, to $2.20 a share, the follow-
ing fiscal year.

Finances are in order. An acquisition
caused a mid-decade rise in the debt ratio.
But the company has whittled that figure
back to normal, if at the cost of some dilu-
tion from stock issuances. A reduced level
of uncollectible accounts, owing to lower
gas prices, is another plus these days.
We believe that more steady, though
unexciting, profit growth is in store
for the company over the next 3 to 5
years. The utility is one of the country’s
biggest natural gas-only distributors, cur-
rently serving customers across 12 states.
What is more, the unregulated segments,
especially pipelines, possess healthy over-
all prospects. Excluding future acquisi-
tions, annual share-net gains may be in
the mid-single-digit range over 2012-2014.
On a risk-adjusted basis, these good-
quality shares offer decent total re-
turn potential. The dividend yield is ap-
pealing, compared to others in the Value
Line Natural Gas Utility universe. Future
hikes in the payout, though likely to be
gradual, as in previous years, should be
well covered by earnings. Meanwhile, the
stock is ranked 3 (Average) for Timeliness.
Frederick L. Harris, III September 11, 2009

LEGENDS
1.00 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

Options: Yes
Shaded area: prior recession

Latest recession began 12/07
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LACLEDE GROUP NYSE-LG 32.61 13.8 10.9
15.0 0.86 4.8%

TIMELINESS 3 Lowered 5/22/09

SAFETY 2 Raised 6/20/03

TECHNICAL 5 Lowered 9/4/09
BETA .60 (1.00 = Market)

2012-14 PROJECTIONS
Ann’l Total

Price Gain Return
High 60 (+85%) 19%
Low 45 (+40%) 12%
Insider Decisions

O N D J F M A M J
to Buy 0 0 0 0 0 0 0 2 1
Options 0 6 0 0 0 0 0 0 0
to Sell 0 6 0 0 0 0 0 1 0
Institutional Decisions

4Q2008 1Q2009 2Q2009
to Buy 73 70 71
to Sell 86 81 81
Hld’s(000) 11494 11043 10569

High: 27.9 27.0 24.8 25.5 25.0 30.0 32.5 34.3 37.5 36.0 55.8 48.3
Low: 22.4 20.0 17.5 21.3 19.0 21.8 26.0 26.9 29.1 28.8 31.9 29.3

% TOT. RETURN 8/09
THIS VL ARITH.

STOCK INDEX
1 yr. -24.7 -4.4
3 yr. 13.4 0.4
5 yr. 40.0 32.3

CAPITAL STRUCTURE as of 6/30/09
Total Debt $522.2 mill. Due in 5 Yrs $90.0 mill.
LT Debt $389.2 mill. LT Interest $25.0 mill.
(Total interest coverage: 3.0x)

Leases, Uncapitalized Annual rentals $.9 mill.
Pension Assets-9/08 $248.3 mill.

Oblig. $308.7 mill.
Pfd Stock None
Common Stock 22,167,303 shs.
as of 7/31/09

MARKET CAP: $725 million (Small Cap)
CURRENT POSITION 2007 2008 6/30/09

($MILL.)
Cash Assets 52.7 14.9 89.1
Other 414.6 547.0 283.6
Current Assets 467.3 561.9 372.7

Accts Payable 106.8 159.6 79.3
Debt Due 251.6 216.1 133.0
Other 115.3 103.5 87.8
Current Liab. 473.7 479.2 300.1
Fix. Chg. Cov. 282% 377% 370%
ANNUAL RATES Past Past Est’d ’06-’08
of change (per sh) 10 Yrs. 5 Yrs. to ’12-’14
Revenues 11.5% 14.0% 2.5%
‘‘Cash Flow’’ 2.0% 6.5% 5.5%
Earnings 3.5% 9.5% 3.5%
Dividends 1.0% 1.5% 2.5%
Book Value 3.5% 5.5% 5.5%

Fiscal
Year
Ends

Full
Fiscal
Year

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

2006 689.2 708.8 330.6 269.0 1997.6
2007 539.6 700.8 457.9 323.3 2021.6
2008 504.0 747.7 505.5 451.8 2209.0
2009 674.3 659.1 309.9 356.7 2000
2010 530 570 520 480 2100
Fiscal
Year
Ends

Full
Fiscal
Year

EARNINGS PER SHARE A B F

Dec.31 Mar.31 Jun.30 Sep.30
2006 1.23 1.05 .13 d.04 2.37
2007 .89 .97 .43 .03 2.31
2008 .99 1.39 .41 d.14 2.64
2009 1.42 1.40 .31 d.18 2.95
2010 1.03 1.21 .38 d.02 2.60
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C ■

Mar.31 Jun.30 Sep.30 Dec.31
2005 .34 .345 .345 .345 1.38
2006 .345 .355 .355 .355 1.41
2007 .365 .365 .365 .365 1.46
2008 .375 .375 .375 .375 1.50
2009 .385 .385 .385

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
32.33 33.43 24.79 31.03 34.33 31.04 26.04 29.99 53.08 39.84 54.95 59.59 75.43 93.51
2.81 2.65 2.55 3.29 3.32 3.02 2.56 2.68 3.00 2.56 3.15 2.79 2.98 3.81
1.61 1.42 1.27 1.87 1.84 1.58 1.47 1.37 1.61 1.18 1.82 1.82 1.90 2.37
1.22 1.22 1.24 1.26 1.30 1.32 1.34 1.34 1.34 1.34 1.34 1.35 1.37 1.40
2.62 2.50 2.63 2.35 2.44 2.68 2.58 2.77 2.51 2.80 2.67 2.45 2.84 2.97

12.19 12.44 13.05 13.72 14.26 14.57 14.96 14.99 15.26 15.07 15.65 16.96 17.31 18.85
15.59 15.67 17.42 17.56 17.56 17.63 18.88 18.88 18.88 18.96 19.11 20.98 21.17 21.36
13.5 16.4 15.5 11.9 12.5 15.5 15.8 14.9 14.5 20.0 13.6 15.7 16.2 13.6
.80 1.08 1.04 .75 .72 .81 .90 .97 .74 1.09 .78 .83 .86 .73

5.6% 5.3% 6.3% 5.6% 5.6% 5.4% 5.8% 6.6% 5.7% 5.7% 5.4% 4.7% 4.4% 4.3%

491.6 566.1 1002.1 755.2 1050.3 1250.3 1597.0 1997.6
26.9 26.0 30.5 22.4 34.6 36.1 40.1 50.5

35.5% 35.2% 32.7% 35.4% 35.0% 34.8% 34.1% 32.5%
5.5% 4.6% 3.0% 3.0% 3.3% 2.9% 2.5% 2.5%

41.8% 45.2% 49.5% 47.5% 50.4% 51.6% 48.1% 49.5%
57.8% 54.5% 50.2% 52.3% 49.4% 48.3% 51.8% 50.4%
488.6 519.2 574.1 546.6 605.0 737.4 707.9 798.9
519.4 575.4 602.5 594.4 621.2 646.9 679.5 763.8
7.1% 6.7% 6.9% 6.0% 7.4% 6.6% 7.6% 8.4%
9.5% 9.1% 10.5% 7.8% 11.5% 10.1% 10.9% 12.5%
9.5% 9.1% 10.5% 7.8% 11.6% 10.1% 10.9% 12.5%
1.0% .2% 1.8% NMF 3.1% 2.7% 3.1% 5.1%
89% 98% 83% 113% 74% 73% 72% 59%

2007 2008 2009 2010 © VALUE LINE PUB., INC. 12-14
93.40 100.44 88.90 91.30 Revenues per sh 111.55
3.87 4.22 4.90 4.50 ‘‘Cash Flow’’ per sh 5.40
2.31 2.64 2.95 2.60 Earnings per sh A B 3.00
1.45 1.49 1.53 1.57 Div’ds Decl’d per sh C■ 1.70
2.72 2.57 2.55 2.60 Cap’l Spending per sh 3.40

19.79 22.12 23.65 23.55 Book Value per sh D 28.05
21.65 21.99 22.50 23.00 Common Shs Outst’g E 26.00
14.2 14.3 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 17.5
.75 .89 Relative P/E Ratio 1.15

4.4% 3.9% Avg Ann’l Div’d Yield 3.2%

2021.6 2209.0 2000 2100 Revenues ($mill) A 2900
49.8 57.6 65.0 60.0 Net Profit ($mill) 80.0

33.4% 31.3% 35.5% 35.0% Income Tax Rate 35.0%
2.5% 2.6% 3.3% 2.9% Net Profit Margin 2.8%

45.3% 44.4% 42.5% 45.0% Long-Term Debt Ratio 47.0%
54.6% 55.5% 57.5% 55.0% Common Equity Ratio 53.0%
784.5 876.1 925 985 Total Capital ($mill) 1375
793.8 823.2 865 915 Net Plant ($mill) 1250
8.5% 8.1% 8.5% 7.5% Return on Total Cap’l 7.0%

11.6% 11.8% 12.0% 11.0% Return on Shr. Equity 11.0%
11.6% 11.8% 12.0% 11.0% Return on Com Equity 11.0%
4.3% 5.2% 6.0% 4.5% Retained to Com Eq 5.0%
63% 56% 53% 60% All Div’ds to Net Prof 55%

Company’s Financial Strength B+
Stock’s Price Stability 100
Price Growth Persistence 60
Earnings Predictability 85

(A) Fiscal year ends Sept. 30th.
(B) Based on average shares outstanding thru.
’97, then diluted. Excludes nonrecurring loss:
’06, 7¢. Excludes gain from discontinued oper-

ations: ’08, 94¢. Next earnings report due late
Oct. (C) Dividends historically paid in early Jan-
uary, April, July, and October. ■ Dividend rein-
vestment plan available. (D) Incl. deferred

charges. In ’08: $340.4 mill., $15.48/sh.
(E) In millions.
(F) Qtly. egs. may not sum due to rounding or
change in shares outstanding.

BUSINESS: Laclede Group, Inc., is a holding company for Laclede
Gas, which distributes natural gas in eastern Missouri, including the
city of St. Louis, St. Louis County, and parts of 10 other counties.
Has roughly 630,000 customers. Purchased SM&P Utility Re-
sources, 1/02; divested, 3/08. Therms sold and transported in fiscal
2008: 1.08 mill. Revenue mix for regulated operations: residential,

62%; commercial and industrial, 24%; transportation, 1%; other,
13%. Has around 1,807 employees. Officers and directors own ap-
proximately 7.2% of common shares (1/09 proxy). Chairman, Chief
Executive Officer, and President: Douglas H. Yaeger. Incorporated:
Missouri. Address: 720 Olive Street, St. Louis, Missouri 63101. Tel-
ephone: 314-342-0500. Internet: www.thelacledegroup.com.

It appears that Laclede Group will
generate record earnings in fiscal
2009, which ends on September 30th. The
non-regulated gas marketing unit, Laclede
Energy Resources, is enjoying a healthy
rise in volumes. That has been brought
about by significantly increased pipeline
capacity and expanded margins on sales of
natural gas (reflecting a drop in natural
gas prices). Unfortunately, the utility,
Laclede Gas, has not performed up to par
of late, stemming partly from a rise in op-
erational expenses. Furthermore, last
year’s results included certain previously
unrecognized tax benefits (which
amounted to about $0.07 a share).
Nevertheless, consolidated share net may
well advance about 12%, to $2.95 a share,
in fiscal 2009.
But fiscal 2010 may be a down year,
when measured against the strong profits
we anticipate for this year. Moreover, the
benefit of sharply lower natural gas prices
may not be repeatable.
The company’s 3- to 5-year prospects
look unspectacular. Annual customer
growth for the natural gas distribution
unit has been only around 1% for some

time, and it appears that trend will contin-
ue. This is because the service territory,
based in eastern Missouri, is in a mature
phase. Laclede Energy Resources has
promising expansion possibilities, given its
proximity to existing and planned
pipelines, as well as opportunities from
shale development. But that segment has
contributed just a small portion to total
profits on a historical basis. A major acqui-
sition could help to offset this, but it ap-
pears that such plans are not on manage-
ment’s agenda at this juncture. Conse-
quently, annual earnings-per-share growth
could range only between 4% and 5% out
to 2012-2014.
Income-oriented accounts may find
the dividend yield modestly appeal-
ing. Further increases in the payout will
probably be gradual, however. That is
largely because of Laclede Gas’ unexciting
expansion prospects.
Total return potential over the 3- to 5-
year horizon looks unexciting, based
on the stock’s current quotation and as-
suming minimal growth in the distribu-
tion.
Frederick L. Harris, III September 11, 2009

LEGENDS
1.00 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

Options: Yes
Shaded area: prior recession

Latest recession began 12/07
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NEW JERSEY RES. NYSE-NJR 36.60 14.2 17.3
15.0 0.88 3.4%

TIMELINESS 3 Lowered 5/22/09

SAFETY 1 Raised 9/15/06

TECHNICAL 5 Lowered 9/11/09
BETA .65 (1.00 = Market)

2012-14 PROJECTIONS
Ann’l Total

Price Gain Return
High 45 (+25%) 8%
Low 35 (-5%) 2%
Insider Decisions

O N D J F M A M J
to Buy 0 0 0 0 0 0 0 1 0
Options 1 2 3 0 0 1 0 0 0
to Sell 0 1 4 0 1 0 0 0 0
Institutional Decisions

4Q2008 1Q2009 2Q2009
to Buy 93 87 89
to Sell 73 88 88
Hld’s(000) 24319 23324 24695

High: 17.9 18.3 19.8 21.7 22.4 26.4 29.7 32.9 35.4 37.6 41.1 42.4
Low: 14.0 14.9 16.1 16.6 16.2 20.0 24.3 27.1 27.7 30.3 24.6 30.0

% TOT. RETURN 8/09
THIS VL ARITH.

STOCK INDEX
1 yr. 5.2 -4.4
3 yr. 22.5 0.4
5 yr. 58.6 32.3

CAPITAL STRUCTURE as of 6/30/09
Total Debt $512.3 mill. Due in 5 Yrs $175.6 mill.
LT Debt $457.7 mill. LT Interest $16.9 mill.
Incl. $8.8 mill. capitalized leases.
(LT interest earned: 4.8x; total interest coverage:
4.8x)
Pension Assets-9/08 $80.6 mill.

Oblig. $102.4 mill.
Pfd Stock None

Common Stock 42,014,773 shs.
as of 8/4/09
MARKET CAP: $1.5 billion (Mid Cap)
CURRENT POSITION 2007 2008 6/30/09

($MILL.)
Cash Assets 5.1 42.6 77.0
Other 794.8 1067.1 636.5
Current Assets 799.9 1109.7 713.5

Accts Payable 64.4 61.7 49.2
Debt Due 260.8 238.3 54.6
Other 378.1 594.0 475.9
Current Liab. 703.3 894.0 579.7
Fix. Chg. Cov. 461% 450% 450%
ANNUAL RATES Past Past Est’d ’06-’08
of change (per sh) 10 Yrs. 5 Yrs. to ’12-’14
Revenues 17.5% 9.0% 1.0%
‘‘Cash Flow’’ 6.0% 6.0% 4.0%
Earnings 7.5% 7.5% 5.5%
Dividends 4.0% 5.0% 5.5%
Book Value 8.5% 11.5% 9.5%

Fiscal
Year
Ends

Full
Fiscal
Year

QUARTERLY REVENUES ($ mill.) A

Dec.31 Mar.31 Jun.30 Sep.30
2006 1164 1064 536.1 535.5 3299.6
2007 737.4 1029 662.2 593.2 3021.8
2008 811.1 1178 1000 827.1 3816.2
2009 801.3 937.5 441.1 620.1 2800
2010 845 985 790 880 3500
Fiscal
Year
Ends

Full
Fiscal
Year

EARNINGS PER SHARE A B

Dec.31 Mar.31 Jun.30 Sep.30
2006 .82 1.43 d.09 d.29 1.87
2007 .70 .19 .60 .06 1.55F

2008 1.31 1.86 d.10 d.39 2.70
2009 .77 1.71 .03 d.06 2.45
2010 .85 1.75 d.05 .15 2.70
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C E■

Mar.31 Jun.30 Sep.30 Dec.31
2005 .227 .227 .227 .227 .91
2006 .24 .24 .24 .24 .96
2007 .253 .253 .253 .253 1.01
2008 .267 .28 .28 .28 1.11
2009 .31 .31 .31

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
12.02 12.81 11.36 13.48 17.31 17.73 22.65 29.42 51.22 44.11 62.29 60.89 76.19 79.63
1.42 1.54 1.42 1.48 1.63 1.74 1.86 1.99 2.12 2.14 2.38 2.50 2.62 2.73
.76 .84 .86 .92 .99 1.04 1.11 1.20 1.30 1.39 1.59 1.70 1.77 1.87
.68 .68 .68 .69 .71 .73 .75 .76 .78 .80 .83 .87 .91 .96

1.54 1.40 1.18 1.19 1.15 1.07 1.21 1.23 1.10 1.02 1.14 1.45 1.28 1.28
6.54 6.43 6.47 6.73 6.92 7.26 7.57 8.29 8.80 8.71 10.26 11.25 10.60 15.00

37.84 38.93 40.03 40.69 40.23 40.07 39.92 39.59 40.00 41.50 40.85 41.61 41.32 41.44
15.1 13.0 11.8 13.6 13.5 15.3 15.2 14.7 14.2 14.7 14.0 15.3 16.8 16.1
.89 .85 .79 .85 .78 .80 .87 .96 .73 .80 .80 .81 .89 .87

5.8% 6.2% 6.7% 5.6% 5.3% 4.6% 4.5% 4.4% 4.2% 3.9% 3.7% 3.3% 3.1% 3.2%

904.3 1164.5 2048.4 1830.8 2544.4 2533.6 3148.3 3299.6
44.9 47.9 52.3 56.8 65.4 71.6 74.4 78.5

36.2% 37.8% 38.0% 38.7% 39.4% 39.1% 39.1% 38.9%
5.0% 4.1% 2.6% 3.1% 2.6% 2.8% 2.4% 2.4%

48.7% 47.0% 50.1% 50.6% 38.1% 40.3% 42.0% 34.8%
51.2% 52.9% 49.9% 49.4% 61.9% 59.7% 58.0% 65.2%
590.4 620.1 706.2 732.4 676.8 783.8 755.3 954.0
705.4 730.6 743.9 756.4 852.6 880.4 905.1 934.9
9.0% 9.0% 8.5% 8.7% 10.7% 10.1% 11.2% 9.6%

14.8% 14.6% 14.8% 15.7% 15.6% 15.3% 17.0% 12.6%
14.8% 14.6% 14.9% 15.7% 15.6% 15.3% 17.0% 12.6%
5.0% 5.4% 6.1% 6.9% 7.7% 7.8% 8.5% 6.3%
67% 63% 59% 56% 51% 49% 50% 50%

2007 2008 2009 2010 © VALUE LINE PUB., INC. 12-14
72.62 90.74 65.90 81.40 Revenues per sh A 85.00
2.44 3.62 3.35 3.60 ‘‘Cash Flow’’ per sh 3.70
1.55 2.70 2.45 2.70 Earnings per sh B 2.80
1.01 1.11 1.24 1.28 Div’ds Decl’d per sh C■ 1.40
1.46 1.72 1.75 1.75 Cap’l Spending per sh 1.80

15.50 17.28 18.80 20.75 Book Value per sh D 27.45
41.61 42.06 42.50 43.00 Common Shs Outst’g E 45.00
21.6 12.3 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 14.0
1.15 .77 Relative P/E Ratio .95

3.0% 3.3% Avg Ann’l Div’d Yield 3.6%

3021.8 3816.2 2800 3500 Revenues ($mill) A 3825
65.3 113.9 80.0 105 Net Profit ($mill) 125

38.8% 37.8% 39.0% 39.0% Income Tax Rate 40.0%
2.2% 3.0% 3.7% 3.3% Net Profit Margin 3.3%

37.3% 38.5% 38.5% 37.0% Long-Term Debt Ratio 32.0%
62.7% 61.5% 61.5% 63.0% Common Equity Ratio 68.0%
1028.0 1182.1 1300 1415 Total Capital ($mill) 1815
970.9 1017.3 1040 1060 Net Plant ($mill) 1125
7.7% 10.7% 9.0% 9.0% Return on Total Cap’l 8.0%

10.1% 15.7% 13.0% 13.0% Return on Shr. Equity 10.0%
10.1% 15.7% 13.0% 13.0% Return on Com Equity 10.0%
3.6% 9.5% 6.5% 7.0% Retained to Com Eq 5.0%
64% 40% 50% 47% All Div’ds to Net Prof 50

Company’s Financial Strength A
Stock’s Price Stability 100
Price Growth Persistence 65
Earnings Predictability 45

(A) Fiscal year ends Sept. 30th.
(B) Diluted earnings. Qtly egs may not sum to
total due to change in shares outstanding. Next
earnings report due late Oct.

(C) Dividends historically paid in early January,
April, July, and October. ■ Dividend reinvest-
ment plan available.
(D) Includes regulatory assets in 2008: $340.7

million, $8.09/share.
(E) In millions, adjusted for splits.
(F) Restated.

BUSINESS: New Jersey Resources Corp. is a holding company
providing retail/wholesale energy svcs. to customers in New Jersey,
and in states from the Gulf Coast to New England, and Canada.
New Jersey Natural Gas had about 484,000 customers at 9/30/08
in Monmouth and Ocean Counties, and other N.J. Counties. Fiscal
2008 volume: 99.6 bill. cu. ft. (59% firm, 6% interruptible industrial

and electric utility, 35% off-system and capacity release). N.J. Natu-
ral Energy subsidiary provides unregulated retail/wholesale natural
gas and related energy svcs. 2008 dep. rate: 2.9%. Has 854 empls.
Off./dir. own about 1.7% of common (12/09 Proxy). Chrmn., CEO,
& Pres. : Laurence M. Downes. Inc.: NJ Addr.: 1415 Wyckoff Road,
Wall, NJ 07719. Tel.: 732-938-1480. Web: www.njresources.com.

New Jersey Resources’ bottom line
has been improving despite weaker
top-line results. All of the company’s op-
erating segments registered lower volumes
during the June period. The NJR Energy
Services unit, which typically contributes
the lion’s share of revenues, was hit the
hardest on both a dollar-value and per-
centage basis. Meantime, the Natural Gas
Distribution and Retail segments also reg-
istered declines well into the double digits.
The bulk of that downturn can be attrib-
uted to the lower commodity prices com-
pared to last year, and conservation ef-
forts, as consumers continue to real in
spending. Still, the customer base contin-
ues to widen. The New Jersey Natural Gas
division has added almost 4,200 new cus-
tomer accounts thus far in 2009 and com-
pleted more than 450 natural gas heat
conversions. All told, the company regis-
tered higher-than-expected earnings for
the June interim. But,
We do look for September’s share net
to fall into negative territory. The
anticipated loss during the fiscal fourth
quarter is related to the seasonal nature of
the natural gas business. Nonetheless, eco-

nomic headwinds have prompted us to
trim a nickel off our 2009 earnings es-
timate to $2.45 a share. This would rep-
resent a decline of about 9%. However, we
view this largely as a technicality, due to
last year’s difficult comparison and the
fact that NJR continues to improve the
fundamentals of its business through the
expansion of its mid-stream assets and an
ever-widening customer base.
Capital projects and infrastructure
programs augur well for longer-term
prospects. The Steckman Ridge storage
facility has begun accumulating natural
gas inventories in preparation for the com-
ing winter. That facility is expected to
start making meaningful earnings contri-
butions next year. And the other programs
should provide needed jobs, while simulta-
neously boosting the safety and reliability
of the distribution system.
These high-quality shares may appeal
to income-oriented accounts. They
don’t stand out for appreciation potential
for the pull to 2012-2014, compared to
most utilities. The main appeal here comes
from solid dividend growth prospects.
Bryan J. Fong September 11, 2009

LEGENDS
1.40 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

3-for-2 split 3/02
3-for-2 split 3/08
Options: Yes
Shaded area: prior recession

Latest recession began 12/07
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NICOR, INC. NYSE-GAS 35.65 13.5 14.0
15.0 0.84 5.2%

TIMELINESS 3 Raised 12/7/07

SAFETY 3 Lowered 6/17/05

TECHNICAL 4 Lowered 9/4/09
BETA .70 (1.00 = Market)

2012-14 PROJECTIONS
Ann’l Total

Price Gain Return
High 60 (+70%) 17%
Low 40 (+10%) 7%
Insider Decisions

O N D J F M A M J
to Buy 0 0 0 0 1 2 0 0 0
Options 0 0 0 0 0 0 0 0 0
to Sell 0 0 0 0 0 0 0 0 0
Institutional Decisions

4Q2008 1Q2009 2Q2009
to Buy 114 92 105
to Sell 126 126 103
Hld’s(000) 27287 25772 25968

High: 44.4 42.9 43.9 42.4 49.0 39.3 39.7 43.0 49.9 53.7 52.0 38.1
Low: 37.1 31.2 29.4 34.0 17.3 23.7 32.0 35.5 38.7 37.8 32.3 27.5

% TOT. RETURN 8/09
THIS VL ARITH.

STOCK INDEX
1 yr. -17.0 -4.4
3 yr. -4.9 0.4
5 yr. 27.4 32.3

CAPITAL STRUCTURE as of 6/30/09
Total Debt $725.7 mill. Due in 5 Yrs $914.9 mill.
LT Debt $498.7 mill. LT Interest $5.0 mill.
(Total interest coverage: 5.1x)

Pension Assets-12/08 $306.6 mill. Oblig. $270.2
mill.

Pfd Stock $.6 mill. Pfd Div’d None

Common Stock 45,221,593 shares
as of 7/24/09
MARKET CAP: $1.6 billion (Mid Cap)
CURRENT POSITION 2007 2008 6/30/09

($MILL.)
Cash Assets 91.9 95.5 116.3
Other 931.9 1243.4 627.0
Current Assets 1023.8 1338.9 743.3
Accts Payable 564.5 411.3 266.1
Debt Due 350.0 789.9 227.0
Other 227.9 466.8 482.9
Current Liab. 1142.4 1668.0 976.0
Fix. Chg. Cov. 543% 461% 449%
ANNUAL RATES Past Past Est’d ’06-’08
of change (per sh) 10 Yrs. 5 Yrs. to ’12-’14
Revenues 7.0% 6.5% 4.0%
‘‘Cash Flow’’ 3.0% 3.0% 2.0%
Earnings 1.5% 1.0% 2.5%
Dividends 3.0% 0.5% Nil
Book Value 3.0% 4.0% 4.5%

Cal- Full
endar Year

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

2006 1319.4 451.3 351.1 838.2 2960.0
2007 1334.7 556.9 365.2 919.5 3176.3
2008 1595.7 699.8 440.3 1040.8 3776.6
2009 1110.8 447.6 375 1291.6 3225
2010 1150 625 425 1300 3500
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2006 .99 .19 .39 1.30 2.87
2007 1.04 .40 .32 1.22 2.98
2008 .91 .64 .03 1.05 2.63
2009 .96 .50 .05 1.04 2.55
2010 1.05 .50 .30 1.00 2.85
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B ■

Mar.31 Jun.30 Sep.30 Dec.31
2005 .465 .465 .465 .465 1.86
2006 .465 .465 .465 .465 1.86
2007 .465 .465 .465 .465 1.86
2008 .465 .465 .465 .465 1.86
2009 .465 .465 .465

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
31.02 31.23 29.42 37.39 41.33 30.84 34.45 50.52 57.30 43.11 60.46 62.12 76.00 65.92
3.80 4.11 4.19 4.97 5.29 5.21 5.59 6.16 6.41 6.03 5.37 6.00 6.19 6.82
1.97 2.07 1.96 2.42 2.55 2.31 2.57 2.94 3.01 2.88 2.11 2.22 2.27 2.87
1.22 1.25 1.28 1.32 1.40 1.48 1.54 1.66 1.76 1.84 1.86 1.86 1.86 1.86
2.62 3.34 3.12 2.42 2.34 2.87 3.28 3.48 4.18 4.37 4.12 4.32 4.57 4.17

13.05 13.26 13.67 14.74 15.43 15.97 16.80 15.56 16.39 16.55 17.13 16.99 18.36 19.43
53.96 51.54 50.30 49.49 48.22 47.51 46.89 45.49 44.40 44.01 44.04 44.10 44.18 44.90
14.1 12.5 13.1 12.5 14.2 17.6 14.6 11.9 12.8 13.1 15.8 15.9 17.3 15.0
.83 .82 .88 .78 .82 .92 .83 .77 .66 .72 .90 .84 .92 .81

4.4% 4.8% 5.0% 4.4% 3.9% 3.6% 4.1% 4.7% 4.6% 4.9% 5.6% 5.3% 4.7% 4.3%

1615.2 2298.1 2544.1 1897.4 2662.7 2739.7 3357.8 2960.0
121.9 136.4 136.3 128.0 93.1 98.1 101.1 128.3

34.7% 34.8% 33.5% 31.0% 35.2% 31.8% 28.3% 26.3%
7.5% 5.9% 5.4% 6.7% 3.5% 3.6% 3.0% 4.3%

35.5% 32.7% 37.8% 35.1% 39.6% 39.8% 37.4% 36.3%
64.0% 66.7% 61.7% 64.5% 60.3% 60.1% 62.5% 63.7%
1230.1 1061.2 1180.1 1128.9 1251.5 1246.0 1297.7 1370.7
1735.2 1729.6 1768.6 1796.8 2484.2 2549.8 2659.1 2714.1
10.9% 13.7% 12.3% 12.2% 8.3% 8.8% 9.4% 10.9%
15.4% 19.1% 18.6% 17.5% 12.3% 13.1% 12.5% 14.7%
15.4% 19.2% 18.7% 17.5% 12.3% 13.1% 12.5% 14.7%
6.2% 8.5% 7.9% 6.5% 1.5% 2.1% 2.3% 5.2%
60% 56% 58% 63% 88% 84% 81% 65%

2007 2008 2009 2010 © VALUE LINE PUB., INC. 12-14
69.20 83.68 70.90 72.90 Revenues per sh 93.30
6.96 6.85 6.05 6.70 ‘‘Cash Flow’’ per sh 7.85
2.99 2.63 2.55 2.85 Earnings per sh A 3.25
1.86 1.86 1.86 1.86 Div’ds Decl’d per sh B■ 1.86
3.77 5.54 5.95 6.35 Cap’l Spending per sh 6.80

20.58 21.55 22.10 23.10 Book Value per sh 26.80
45.90 45.13 45.50 45.50 Common Shs Outst’g C 45.50
15.0 15.1 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 16.0
.80 .93 Relative P/E Ratio 1.05

4.2% 4.7% Avg Ann’l Div’d Yield 3.9%

3176.3 3776.6 3225 3500 Revenues ($mill) 4200
135.2 119.5 115 130 Net Profit ($mill) 150

26.6% 27.0% 27.0% 27.0% Income Tax Rate 27.0%
4.3% 3.2% 3.6% 3.7% Net Profit Margin 3.5%

30.9% 31.5% 33% 30% Long-Term Debt Ratio 26%
69.0% 68.4% 67% 70% Common Equity Ratio 74%
1368.0 1421.1 1500 1500 Total Capital ($mill) 1650
2757.3 2858.6 3000 3150 Net Plant ($mill) 3600
11.2% 9.7% 9.0% 10.0% Return on Total Cap’l 10.0%
14.3% 12.3% 11.5% 12.5% Return on Shr. Equity 12.0%
14.3% 12.3% 11.5% 12.5% Return on Com Equity 12.0%
5.4% 3.6% 3.0% 4.5% Retained to Com Eq 5.5%
62% 71% 70% 65% All Div’ds to Net Prof 57%

Company’s Financial Strength A
Stock’s Price Stability 100
Price Growth Persistence 45
Earnings Predictability 80

(A) Based on primary earnings thru. ’96, then
diluted. Excl. nonrecurring gains/(loss): ’97, 6¢;
’98, 11¢; ’99, 5¢; ’00, ($1.96); ’01, 16¢; ’03,
(27¢); ’04, (52¢); ’05, 80¢; ’06, (17¢); ’07 (13¢).

Excl. items from discontinued ops.: ’93, 4¢; ’96,
30¢. Next egs. report due early November.
(B) Dividends historically paid mid February,
May, August, November. ■ Dividend reinvest-

ment plan available. (C) In millions.

BUSINESS: Nicor Inc. is a holding company with gas distribution as
its primary business. Serves over 2.2 million customers in northern
and western Illinois. 2008 gas delivered: 498.1 Bcf, incl. 222.6 Bcf
from transportation. 2008 gas sales (275.5 bcf): residential, 93%;
commercial, 6%; industrial, 1%. Principal supplying pipelines: Natu-
ral Gas Pipeline, Horizon Pipeline, and TGPC. Current operations

include Tropical Shipping subsidiary and several energy related
ventures. Divested oil and gas E&P, 6/93. Has about 3,900 employ-
ees. Officers/directors own about 2.2% of common stock (3/09
proxy). Chairman and Chief Executive Officer: Russ Strobel. In-
corporated: Illinois. Address: 1844 Ferry Road, Naperville, Illinois
60563. Telephone: 630-305-9500. Internet: www.nicor.com.

Nicor posted mixed results in the sec-
ond quarter. Both the top and bottom
lines fell short of 2008’s results due to the
challenging macroeconomic environment
and lower energy prices. Furthermore,
sales of $447.6 million missed our estimate
in June ($600 million). However, earnings
of $0.50 a share topped our number,
thanks to new rates in the natural gas dis-
tribution business (discussed below),
which offset unfavorable pricing and a
weak showing in the shipping operations.
We have lowered our bottom-line es-
timate for 2009 by a dime, to $2.55 a
share. Management reaffirmed its share-
net guidance range of $2.54 to $2.74. How-
ever, we have pared our target to the low
end of management’s range, given the
tough market conditions for natural gas
producers. Most notably, lower usage, cou-
pled with unfavorable pricing, will proba-
bly continue to pressure these utilities
over the coming months. Therefore, we
look for the top line to decline 15% to $3.2
million.
The company requested a rehearing
on its rate case. Nicor was approved for
a $69 million increase in base revenues at

the end of the March period. However, the
company is awaiting a decision from the
Illinois Commerce Commission regarding
a rehearing. Nicor is seeking greater relief
than what was approved.
This equity offers a yield that is above
average for a natural gas utility. Nicor
continues to pay a hearty dividend despite
the challenging operating environment.
What’s more, we think the payout is safe,
thanks to the company’s strong balance
sheet. Thus, income-oriented investors
may find this equity’s attractive yield
(5.2%) of interest.
Shares of Nicor are ranked to mirror
the broader market averages over the
next six to 12 months, as near-term
prospects appear to be limited. Moreover,
at the current quotation, this issue has
below-average total return potential over
the 3- to 5-year pull. Therefore, we recom-
mend most investors look elsewhere. How-
ever, risk-averse investors should note this
equity is well positioned to weather any
volatility (Beta: 70) over the coming years,
given its strong finances and stable busi-
ness (Financial Strength: A).
Richard Gallagher September 11, 2009

LEGENDS
1.30 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

Options: Yes
Shaded area: prior recession

Latest recession began 12/07
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N.W. NAT’L GAS NYSE-NWN 41.94 14.7 15.5
16.0 0.91 4.0%

TIMELINESS 3 Lowered 7/24/09

SAFETY 1 Raised 3/18/05

TECHNICAL 4 Lowered 9/4/09
BETA .60 (1.00 = Market)

2012-14 PROJECTIONS
Ann’l Total

Price Gain Return
High 70 (+65%) 16%
Low 55 (+30%) 10%
Insider Decisions

O N D J F M A M J
to Buy 0 0 0 0 0 2 0 0 0
Options 0 1 0 0 0 0 0 0 0
to Sell 0 2 0 1 0 0 0 1 1
Institutional Decisions

4Q2008 1Q2009 2Q2009
to Buy 82 67 78
to Sell 83 93 69
Hld’s(000) 14907 15126 15387

High: 30.8 27.9 27.5 26.8 30.7 31.3 34.1 39.6 43.7 52.8 55.2 46.1
Low: 24.3 19.5 17.8 21.7 23.5 24.0 27.5 32.4 32.8 39.8 37.7 37.7

% TOT. RETURN 8/09
THIS VL ARITH.

STOCK INDEX
1 yr. -10.5 -4.4
3 yr. 21.8 0.4
5 yr. 63.1 32.3

CAPITAL STRUCTURE as of 6/30/09
Total Debt $677.6 mill. Due in 5 Yrs $173.8 mill.
LT Debt $587.0 mill. LT Interest $37.0 mill.

(Total interest coverage: 4.0x)

Pension Assets-12/08 $163 mill.
Oblig. $281 mill.
Pfd Stock None

Common Stock 26,513,188 shares
as of 7/31/09
MARKET CAP $1.1 billion (Mid Cap)

CURRENT POSITION 2007 2008 6/30/09
($MILL.)

Cash Assets 6.1 6.9 31.1
Other 268.8 474.1 241.3
Current Assets 274.9 481.0 272.4
Accts Payable 119.7 94.4 50.1
Debt Due 148.1 248.0 90.6
Other 122.1 208.9 148.8
Current Liab. 389.9 551.3 289.5
Fx. Chg. Cov. 408% 393% NMF
ANNUAL RATES Past Past Est’d ’06-’08
of change (per sh) 10 Yrs. 5 Yrs. to ’12-’14
Revenues 9.0% 9.0% 4.0%
‘‘Cash Flow’’ 3.5% 6.5% 4.5%
Earnings 5.0% 8.0% 5.0%
Dividends 2.0% 3.0% 5.5%
Book Value 3.5% 3.5% 5.0%

Cal- Full
endar Year

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

2006 390.4 171.0 114.9 336.9 1013.2
2007 394.1 183.2 124.2 331.7 1033.2
2008 387.7 191.3 109.7 349.2 1037.9
2009 437.4 149.4 100 338.2 1025
2010 420 215 125 365 1125
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2006 1.48 .07 d.35 1.15 2.35
2007 1.77 .10 d.22 1.11 2.76
2008 1.62 .08 d.38 1.25 2.57
2009 1.72 .12 d.31 1.32 2.85
2010 1.72 .11 d.33 1.35 2.85
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B ■

Mar.31 Jun.30 Sep.30 Dec.31
2005 .325 .325 .325 .345 1.32
2006 .345 .345 .345 .355 1.39
2007 .355 .355 .355 .375 1.44
2008 .375 .375 .375 .395 1.52
2009 .395 .395 .395

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
18.15 18.30 16.02 16.86 15.82 16.77 18.17 21.09 25.78 25.07 23.57 25.69 33.01 37.20
3.74 3.50 3.41 3.86 3.72 3.24 3.72 3.68 3.86 3.65 3.85 3.92 4.34 4.76
1.74 1.63 1.61 1.97 1.76 1.02 1.70 1.79 1.88 1.62 1.76 1.86 2.11 2.35
1.17 1.17 1.18 1.20 1.21 1.22 1.23 1.24 1.25 1.26 1.27 1.30 1.32 1.39
3.61 4.23 3.02 3.70 5.07 4.02 4.78 3.46 3.23 3.11 4.90 5.52 3.48 3.56

13.08 13.63 14.55 15.37 16.02 16.59 17.12 17.93 18.56 18.88 19.52 20.64 21.28 22.01
19.77 20.13 22.24 22.56 22.86 24.85 25.09 25.23 25.23 25.59 25.94 27.55 27.58 27.24
12.9 13.0 12.9 11.7 14.4 26.7 14.5 12.4 12.9 17.2 15.8 16.7 17.0 15.9
.76 .85 .86 .73 .83 1.39 .83 .81 .66 .94 .90 .88 .91 .86

5.2% 5.5% 5.7% 5.2% 4.8% 4.5% 5.0% 5.6% 5.1% 4.5% 4.6% 4.2% 3.7% 3.7%

455.8 532.1 650.3 641.4 611.3 707.6 910.5 1013.2
44.9 47.8 50.2 43.8 46.0 50.6 58.1 65.2

35.4% 35.9% 35.4% 34.9% 33.7% 34.4% 36.0% 36.3%
9.9% 9.0% 7.7% 6.8% 7.5% 7.1% 6.4% 6.4%

46.0% 45.1% 43.0% 47.6% 49.7% 46.0% 47.0% 46.3%
49.9% 50.9% 53.2% 51.5% 50.3% 54.0% 53.0% 53.7%
861.5 887.8 880.5 937.3 1006.6 1052.5 1108.4 1116.5
895.9 934.0 965.0 995.6 1205.9 1318.4 1373.4 1425.1
6.8% 6.7% 6.9% 5.9% 5.7% 5.9% 6.5% 7.1%
9.7% 9.8% 10.0% 8.9% 9.1% 8.9% 9.9% 10.9%
9.9% 10.0% 10.2% 8.5% 9.0% 8.9% 9.9% 10.9%
2.8% 3.1% 3.5% 1.9% 2.6% 2.7% 3.7% 4.5%
74% 70% 67% 79% 72% 69% 63% 59%

2007 2008 2009 2010 © VALUE LINE PUB., INC. 12-14
39.13 39.16 39.60 41.50 Revenues per sh 48.20
5.41 5.31 5.60 5.85 ‘‘Cash Flow’’ per sh 6.75
2.76 2.57 2.85 2.85 Earnings per sh A 3.45
1.44 1.52 1.60 1.68 Div’ds Decl’d per sh B■ 2.00
4.48 3.92 4.50 4.50 Cap’l Spending per sh 4.50

22.52 23.71 24.90 26.10 Book Value per sh 30.50
26.41 26.50 26.50 26.50 Common Shs Outst’g C 28.00
16.7 18.1 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 18.0
.89 1.11 Relative P/E Ratio 1.20

3.1% 3.3% Avg Ann’l Div’d Yield 3.2%

1033.2 1037.9 1025 1125 Revenues ($mill) 1350
74.5 68.5 75.5 75.5 Net Profit ($mill) 96.5

37.2% 36.9% 37.0% 37.0% Income Tax Rate 37.0%
7.2% 6.6% 7.3% 6.7% Net Profit Margin 7.2%

46.3% 44.9% 47% 47% Long-Term Debt Ratio 47%
53.7% 55.1% 53% 53% Common Equity Ratio 53%
1106.8 1140.4 1180 1225 Total Capital ($mill) 1400
1495.9 1549.1 1600 1660 Net Plant ($mill) 1900

8.5% 7.7% 8.0% 8.0% Return on Total Cap’l 8.0%
12.5% 10.9% 11.0% 11.0% Return on Shr. Equity 11.0%
12.5% 10.9% 11.0% 11.0% Return on Com Equity 11.0%
6.0% 4.5% 4.5% 4.5% Retained to Com Eq 4.5%
52% 59% 56% 59% All Div’ds to Net Prof 58%

Company’s Financial Strength A
Stock’s Price Stability 100
Price Growth Persistence 70
Earnings Predictability 90

(A) Diluted earnings per share. Excludes non-
recurring items: ’98, $0.15; ’00, $0.11; ’06,
($0.06); ’08, ($0.03); 1Q ’09, 6¢. Next earnings
report due early November.

(B) Dividends historically paid in mid-February,
May, August, and November.
■ Dividend reinvestment plan available.

(C) In millions, adjusted for stock split.

BUSINESS: Northwest Natural Gas Co. distributes natural gas to
90 communities, 662,000 customers, in Oregon (90% of customers)
and in southwest Washington state. Principal cities served: Portland
and Eugene, OR; Vancouver, WA. Service area population: 2.5 mill.
(77% in OR). Company buys gas supply from Canadian and U.S.
producers; has transportation rights on Northwest Pipeline system.

Owns local underground storage. Rev. breakdown: residential,
55%; commercial, 28%; industrial, gas transportation, and other,
17%. Employs 1,106. Barclays Global owns 6.6% of shares; of-
ficers and directors, 1.4% (4/09 proxy). CEO: Gregg S. Kantor. Inc.:
Oregon. Address: 220 NW 2nd Ave., Portland, OR 97209. Tele-
phone: 503-226-4211. Internet: www.nwnatural.com.

Northwest Natural’s normal-looking
first-half results contained some un-
usual elements. The company shares in
either 20% or 10% of the difference be-
tween forecast natural gas costs and the
actual outlays in Oregon. In this year’s
first half, very low gas prices led to an $11
million profit from the cost-sharing me-
chanism, versus a $6 million loss in the
prior-year period. The profit, however, was
partially offset by considerably higher op-
erating and maintenance expenses, due
partly to higher pension expense related to
the decline in the stock market and
bonuses due to the earnings gain. Mean-
while, the recession cost Northwest 3,000
customers in the June period, dropping its
year-to-year customer increase to 0.8%.
Thus, we look for little earnings
change through 2010. With natural gas
prices likely to rise at least a bit next year,
Northwest has opted to share in 10% of
the difference between forecast and actual
gas costs, likely reducing commodity cost
effects. As gas prices are down, however,
the company expects that residential rates
will drop 15%-20% next year, raising the
incentive to convert to gas heat. Moreover,

the company plans to pare 50 to 100 jobs,
adding to the 175 it eliminated in the last
two years.
Northwest should benefit from a new
union contract. Under the new five-year
agreement, union members (about 60% of
the workforce) received a 2.3% raise but
will get just 1% more per year for years
two through five, plus up to 2% for infla-
tion. The company gains extra flexibility,
and new hires will not be eligible for the
defined benefit pension plan.
New projects could significantly boost
earnings by the end of our time hori-
zon. Northwest owns 75% of the Gill
Ranch, CA gas storage project and will in-
vest about $160 million in the project; it
should contribute to the bottom line by
2011. The proposed Palomar pipeline
would bring a second source of gas to the
Portland area; its eastern section could
come on line by 2013. NWN’s investment
would be around $200 million, plus an
equal sum if the western half is built.
These top-quality shares offer decent
total-return potential, suitable for
conservative accounts.
Sigourney B. Romaine September 11, 2009

LEGENDS
1.10 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

3-for-2 split 9/96
Options: Yes
Shaded area: prior recession

Latest recession began 12/07

© 2009, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is 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.

To subscribe call 1-800-833-0046.

RECENT
PRICE

P/E
RATIO

RELATIVE
P/E RATIO

DIV’D
YLD( )Trailing:

Median:
VALUE
LINE



80
60
50
40
30
25
20
15

10
7.5

2-for-1

Percent
shares
traded

7.5
5

2.5

Target Price Range
2012 2013 2014

PIEDMONT NAT’L. GAS NYSE-PNY 24.24 14.8 15.6
18.0 0.92 4.5%

TIMELINESS 3 Raised 6/15/07

SAFETY 2 New 7/27/90

TECHNICAL 4 Raised 7/17/09
BETA .65 (1.00 = Market)

2012-14 PROJECTIONS
Ann’l Total

Price Gain Return
High 40 (+65%) 17%
Low 30 (+25%) 10%
Insider Decisions

O N D J F M A M J
to Buy 0 1 0 1 0 0 0 0 0
Options 0 0 0 0 0 0 0 0 0
to Sell 0 0 1 1 0 0 0 0 0
Institutional Decisions

4Q2008 1Q2009 2Q2009
to Buy 112 75 78
to Sell 93 123 96
Hld’s(000) 33160 34611 33567

High: 18.1 18.3 19.7 19.0 19.0 22.0 24.3 25.8 28.4 28.0 35.3 32.0
Low: 13.9 14.3 11.8 14.6 13.7 16.6 19.2 21.3 23.2 22.0 21.7 20.7

% TOT. RETURN 8/09
THIS VL ARITH.

STOCK INDEX
1 yr. -13.5 -4.4
3 yr. 3.2 0.4
5 yr. 34.0 32.3

CAPITAL STRUCTURE as of 4/30/09
Total Debt $1029.0 mill. Due in 5 Yrs $150.0 mill.
LT Debt $793.5 mill. LT Interest $55.5 mill.
(LT interest earned: 4.0x; total interest coverage:
3.7x)

Pension Assets-10/08 $150.3 mill.
Oblig. $143.5 mill.

Pfd Stock None

Common Stock 72,959,779 shs.
as of 6/2/09
MARKET CAP: $1.8 billion (Mid Cap)
CURRENT POSITION 2007 2008 4/30/09

($MILL.)
Cash Assets 7.5 7.0 20.7
Other 427.8 593.8 528.0
Current Assets 435.3 600.8 548.7
Accts Payable 143.6 132.3 94.0
Debt Due 195.0 436.5 235.5
Other 75.9 112.7 182.3
Current Liab. 424.5 681.5 511.8
Fix. Chg. Cov. 309% 341% 350%
ANNUAL RATES Past Past Est’d ’06-’08
of change (per sh) 10 Yrs. 5 Yrs. to ’12-’14
Revenues 7.5% 10.0% 2.5%
‘‘Cash Flow’’ 5.0% 7.0% 3.0%
Earnings 4.5% 6.5% 5.5%
Dividends 5.0% 4.5% 3.5%
Book Value 5.5% 6.0% 4.0%

Fiscal
Year
Ends

Full
Fiscal
Year

QUARTERLY REVENUES ($ mill.) A

Jan.31 Apr.30 Jul.31 Oct.31
2006 921.4 483.2 237.9 282.2 1924.7
2007 677.2 531.5 224.4 278.2 1711.3
2008 788.5 634.2 354.7 311.7 2089.1
2009 779.6 455.4 372 338 1945
2010 790 470 390 355 2005
Fiscal
Year
Ends

Full
Fiscal
Year

EARNINGS PER SHARE A B

Jan.31 Apr.30 Jul.31 Oct.31
2006 .94 .57 d.16 d.08 1.27
2007 .94 .69 d.12 d.11 1.40
2008 1.12 .66 d.10 d.18 1.49
2009 1.10 .73 d.10 d.13 1.60
2010 1.12 .75 d.08 d.09 1.70
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C■

Mar.31 Jun.30 Sep.30 Dec.31
2005 .215 .23 .23 .23 .91
2006 .23 .24 .24 .24 .95
2007 .24 .25 .25 .25 .99
2008 .25 .26 .26 .26 1.03
2009 .26 .27 .27

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
10.57 10.82 8.76 11.59 12.84 12.45 10.97 13.01 17.06 12.57 18.14 19.95 22.96 25.80
1.14 1.13 1.25 1.49 1.62 1.72 1.70 1.77 1.81 1.81 2.04 2.31 2.43 2.51
.73 .68 .73 .84 .93 .98 .93 1.01 1.01 .95 1.11 1.27 1.32 1.27
.48 .51 .54 .57 .61 .64 .68 .72 .76 .80 .82 .85 .91 .95

1.58 1.95 1.72 1.64 1.52 1.48 1.58 1.65 1.29 1.21 1.16 1.85 2.50 2.74
5.45 5.68 6.16 6.53 6.95 7.45 7.86 8.26 8.63 8.91 9.36 11.15 11.53 11.83

52.30 53.15 57.67 59.10 60.39 61.48 62.59 63.83 64.93 66.18 67.31 76.67 76.70 74.61
15.4 15.7 13.8 13.9 13.6 16.3 17.7 14.3 16.7 18.4 16.7 16.6 17.9 19.2
.91 1.03 .92 .87 .78 .85 1.01 .93 .86 1.01 .95 .88 .95 1.04

4.3% 4.8% 5.4% 4.9% 4.8% 4.0% 4.1% 5.0% 4.5% 4.6% 4.4% 4.1% 3.8% 3.9%

686.5 830.4 1107.9 832.0 1220.8 1529.7 1761.1 1924.7
58.2 64.0 65.5 62.2 74.4 95.2 101.3 97.2

39.7% 34.7% 34.6% 33.1% 34.8% 35.1% 33.7% 34.2%
8.5% 7.7% 5.9% 7.5% 6.1% 6.2% 5.8% 5.0%

46.2% 46.1% 47.6% 43.9% 42.2% 43.6% 41.4% 48.3%
53.8% 53.9% 52.4% 56.1% 57.8% 56.4% 58.6% 51.7%
914.7 978.4 1069.4 1051.6 1090.2 1514.9 1509.2 1707.9

1047.0 1072.0 1114.7 1158.5 1812.3 1849.8 1939.1 2075.3
8.1% 8.3% 7.9% 7.8% 8.6% 7.8% 8.2% 7.2%

11.8% 12.1% 11.7% 10.6% 11.8% 11.1% 11.5% 11.0%
11.8% 12.1% 11.7% 10.6% 11.8% 11.1% 11.5% 11.0%
3.3% 3.5% 3.0% 1.7% 3.1% 3.7% 3.6% 2.8%
72% 71% 75% 83% 74% 66% 68% 74%

2007 2008 2009 2010 © VALUE LINE PUB., INC. 12-14
23.37 28.52 26.45 27.25 Revenues per sh A 30.00
2.64 2.77 2.85 2.95 ‘‘Cash Flow’’ per sh 3.15
1.40 1.49 1.60 1.70 Earnings per sh B 1.90
.99 1.03 1.07 1.11 Div’ds Decl’d per sh C■ 1.23

1.85 2.47 2.40 2.10 Cap’l Spending per sh 2.25
11.99 12.11 12.70 13.25 Book Value per sh D 15.05
73.23 73.26 73.50 73.50 Common Shs Outst’g E 73.00
18.7 18.2 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 18.0
.99 1.15 Relative P/E Ratio 1.50

3.8% 3.8% Avg Ann’l Div’d Yield 3.6%

1711.3 2089.1 1945 2005 Revenues ($mill) A 2190
104.4 110.0 115 125 Net Profit ($mill) 140

33.0% 36.4% 35.0% 35.0% Income Tax Rate 35.0%
6.1% 5.3% 6.1% 6.3% Net Profit Margin 6.4%

48.4% 47.2% 47.5% 48.0% Long-Term Debt Ratio 47.0%
51.6% 52.8% 52.5% 52.0% Common Equity Ratio 53.0%
1703.3 1681.5 1775 1875 Total Capital ($mill) 2075
2141.5 2240.8 2250 2300 Net Plant ($mill) 2450

7.8% 8.2% 8.0% 8.0% Return on Total Cap’l 8.0%
11.9% 12.4% 12.5% 13.0% Return on Shr. Equity 12.5%
11.9% 12.4% 12.5% 13.0% Return on Com Equity 12.5%
3.5% 3.9% 4.0% 4.5% Retained to Com Eq 4.5%
70% 69% 67% 65% All Div’ds to Net Prof 65%

Company’s Financial Strength B++
Stock’s Price Stability 100
Price Growth Persistence 60
Earnings Predictability 90

(A) Fiscal year ends October 31st.
(B) Diluted earnings. Excl. extraordinary item:
’00, 8¢. Excl. nonrecurring charge: ’97, 2¢.
Next earnings report due early Nov. Quarters

may not add to total due to change in shares
outstanding.
(C) Dividends historically paid mid-January,
April, July, October.

■ Div’d reinvest. plan available; 5% discount.
(D) Includes deferred charges. In 2008: $16.3
million, 22¢/share.
(E) In millions, adjusted for stock split.

BUSINESS: Piedmont Natural Gas Company is primarily a regu-
lated natural gas distributor, serving over 935,724 customers in
North Carolina, South Carolina, and Tennessee. 2008 revenue mix:
residential (39%), commercial (24%), industrial (12%), other (25%).
Principal suppliers: Transco and Tennessee Pipeline. Gas costs:
73.5% of revenues. ’08 deprec. rate: 3.2%. Estimated plant age:

8.7 years. Non-regulated operations: sale of gas-powered heating
equipment; natural gas brokering; propane sales. Has about 1,833
employees. Officers & directors own about 1.1% of common stock
(1/09 proxy). Chairman, CEO, & President: Thomas E. Skains. Inc.:
NC. Address: 4720 Piedmont Row Drive, Charlotte, NC 28210. Tel-
ephone: 704-364-3120. Internet: www.piedmontng.com.

Piedmont Natural Gas has posted a
mixed bag of financial results thus far
in 2009. Quarterly sales in the first half
declined, year over year, as the weakened
economy continued to weigh on both
residential and commercial new construc-
tion activities. As a result, PNY’s regu-
lated utility segment has been experienci-
ng declining customer growth compounded
by rising conservation practices at existing
accounts. Nonetheless, margins have been
widening, thanks largely to lower natural
gas costs, which have more than offset the
rise in operating expenses. These trends
resulted in a 10.6% hike in the April-
period bottom line.
Meantime, slumping demand has put
the brakes on many of the company’s
capital projects. Management has opted
to defer its pipeline infrastructure en-
hancement plans that were scheduled to
serve the new gas-fired power generation
markets of North Carolina. Moreover, con-
struction of the liquid natural gas storage
facility in Robeson County, NC has also
been put off. Current customer growth
projections in that region indicate this fa-
cility may not be necessary for a few more

years. As a result, PNY is holding off on
construction until 2012, with a potential
in-service date of 2015. These moves ought
to help the company conserve cash at a
time when rising accounts receivable and
higher delinquencies are a distinct possi-
bility.
Still, we have raised our earnings es-
timates for this year and next by a
nickel. The main culprit for the dis-
sapointing 2009 revenues can be attrib-
uted to the slumping commodity prices.
This trend masks Piedmont’s continued
customer growth, a figure that should reg-
ister at about 1%-1.5% this year.
Meantime, lower gas costs should continue
to offset the margin tightening associated
with diminished volumes. Consequently,
annual earnings gains should persist.
These neutrally ranked shares have
some appeal as an income vehicle.
Recovery potential for the pull to 2012-
2014 is about average for a utility. But the
recent dividend hike, and relative stability
provided by an ever-increasing customer
base, shines a positive light on this good-
quality stock.
Bryan J. Fong September 11, 2009

LEGENDS
1.40 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

2-for-1 split 11/04
Options: Yes
Shaded area: prior recession

Latest recession began 12/07
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SOUTH JERSEY INDS. NYSE-SJI 34.29 14.3 14.8
14.0 0.89 3.6%

TIMELINESS 3 Lowered 8/14/09

SAFETY 2 Lowered 1/4/91

TECHNICAL 5 Lowered 9/11/09
BETA .65 (1.00 = Market)

2012-14 PROJECTIONS
Ann’l Total

Price Gain Return
High 50 (+45%) 13%
Low 35 (Nil) 5%
Insider Decisions

O N D J F M A M J
to Buy 0 0 1 0 0 1 0 0 0
Options 0 0 0 0 0 0 0 0 0
to Sell 0 2 0 0 0 4 0 1 2
Institutional Decisions

4Q2008 1Q2009 2Q2009
to Buy 75 73 70
to Sell 69 70 78
Hld’s(000) 16545 16545 15858

High: 15.4 15.4 15.1 17.0 18.3 20.3 26.5 32.4 34.3 41.3 40.6 40.8
Low: 11.0 10.8 12.3 13.8 14.1 15.3 19.7 24.9 25.6 31.2 25.2 32.0

% TOT. RETURN 8/09
THIS VL ARITH.

STOCK INDEX
1 yr. 0.4 -4.4
3 yr. 31.1 0.4
5 yr. 79.3 32.3

CAPITAL STRUCTURE as of 6/30/09
Total Debt $496.4 mill. Due in 5 Yrs $228.8 mill.
LT Debt $332.7 mill. LT Interest $16.0 mill.
(Total interest coverage: 8.4x)

Pension Assets-12/08 $88.3 mill.
Oblig. $142.7 mill.

Pfd Stock none

Common Stock 29,796,232 common shs.
as of 8/3/09

MARKET CAP: $1.0 billion (Mid Cap)
CURRENT POSITION 2007 2008 6/30/09

($MILL.)
Cash Assets 11.7 5.8 6.0
Other 316.6 429.3 351.4
Current Assets 328.3 435.1 357.4
Accts Payable 101.2 120.2 87.9
Debt Due 118.4 237.6 163.7
Other 108.7 142.1 135.7
Current Liab. 328.3 499.9 387.3
Fix. Chg. Cov. 476% 598% 834%
ANNUAL RATES Past Past Est’d ’06-’08
of change (per sh) 10 Yrs. 5 Yrs. to ’12-’14
Revenues 6.0% 3.0% 2.0%
‘‘Cash Flow’’ 8.5% 10.0% 3.5%
Earnings 11.5% 13.0% 5.5%
Dividends 3.5% 6.0% 7.0%
Book Value 9.0% 11.0% 6.0%

Cal- Full
endar Year

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

2006 372.6 153.8 154.7 250.3 931.4
2007 368.4 171.7 156.2 260.1 956.4
2008 348.1 135.8 210.4 267.7 962.0
2009 362.2 134.5 150 278.3 925
2010 365 160 170 285 980
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2006 1.06 .20 .51 .69 2.46
2007 1.30 .21 d.05 .63 2.09
2008 1.32 .26 .04 .67 2.27
2009 1.46 .15 .05 .74 2.40
2010 1.45 .25 .10 .85 2.65
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B■

Mar.31 Jun.30 Sep.30 Dec.31
2005 - - .213 .213 .438 .86
2006 - - .225 .225 .470 .92
2007 - - .245 .245 .515 1.01
2008 - - .270 .270 .568 1.11
2009 - - .298 .298

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
17.03 17.45 16.50 16.52 16.18 20.89 17.60 22.43 35.30 20.69 26.34 29.51 31.78 31.76
1.54 1.35 1.65 1.54 1.60 1.44 1.84 1.95 1.90 2.12 2.24 2.44 2.51 3.51
.78 .61 .83 .85 .86 .64 1.01 1.08 1.15 1.22 1.37 1.58 1.71 2.46
.72 .72 .72 .72 .72 .72 .72 .73 .74 .75 .78 .82 .86 .92

1.87 1.93 2.08 2.01 2.30 3.06 2.19 2.21 2.82 3.47 2.36 2.67 3.21 2.51
7.17 7.23 7.34 8.03 6.43 6.23 6.74 7.25 7.81 9.67 11.26 12.41 13.50 15.11

19.61 21.43 21.44 21.51 21.54 21.56 22.30 23.00 23.72 24.41 26.46 27.76 28.98 29.33
15.8 16.1 12.2 13.3 13.8 21.2 13.3 13.0 13.6 13.5 13.3 14.1 16.6 11.9
.93 1.06 .82 .83 .80 1.10 .76 .85 .70 .74 .76 .74 .88 .64

5.9% 7.4% 7.2% 6.4% 6.1% 5.3% 5.4% 5.2% 4.7% 4.6% 4.3% 3.7% 3.0% 3.2%

392.5 515.9 837.3 505.1 696.8 819.1 921.0 931.4
22.0 24.7 26.8 29.4 34.6 43.0 48.6 72.0

42.8% 43.1% 42.2% 41.4% 40.6% 40.9% 41.5% 41.3%
5.6% 4.8% 3.2% 5.8% 5.0% 5.2% 5.3% 7.7%

53.8% 54.1% 57.0% 53.6% 50.8% 48.7% 44.9% 44.7%
37.0% 37.6% 35.9% 46.1% 49.0% 51.0% 55.1% 55.3%
405.9 443.5 516.2 512.5 608.4 675.0 710.3 801.1
533.3 562.2 607.0 666.6 748.3 799.9 877.3 920.0
7.4% 7.4% 6.9% 7.6% 7.3% 7.9% 8.3% 10.1%

11.7% 12.1% 12.1% 12.4% 11.5% 12.4% 12.4% 16.3%
14.6% 14.8% 12.8% 12.5% 11.6% 12.5% 12.4% 16.3%
4.2% 4.8% 3.5% 4.7% 5.0% 5.9% 6.2% 10.2%
72% 67% 76% 62% 57% 52% 50% 37%

2007 2008 2009 2010 © VALUE LINE PUB., INC. 12-14
32.30 32.36 30.85 31.60 Revenues per sh 36.35
3.20 3.48 3.35 3.60 ‘‘Cash Flow’’ per sh 4.20
2.09 2.27 2.40 2.65 Earnings per sh A 3.10
1.01 1.11 1.20 1.28 Div’ds Decl’d per sh B ■ 1.50
1.88 2.08 2.35 2.40 Cap’l Spending per sh 2.90

16.25 17.33 18.65 19.35 Book Value per sh C 22.75
29.61 29.73 30.00 31.00 Common Shs Outst’g D 33.00
17.2 15.9 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 14.0
.91 .95 Relative P/E Ratio .95

2.8% 3.1% Avg Ann’l Div’d Yield 3.5%

956.4 962.0 925 980 Revenues ($mill) 1200
61.8 67.7 70.0 80.0 Net Profit ($mill) 100

41.9% 47.7% 38.0% 40.0% Income Tax Rate 40.0%
6.5% 7.0% 7.6% 8.2% Net Profit Margin 8.3%

42.7% 39.2% 38.5% 40.0% Long-Term Debt Ratio 38.0%
57.3% 60.8% 61.5% 60.0% Common Equity Ratio 62.0%
839.0 848.0 910 1000 Total Capital ($mill) 1210
948.9 982.6 1030 1075 Net Plant ($mill) 1250
8.6% 8.5% 8.5% 9.0% Return on Total Cap’l 9.0%

12.8% 13.1% 12.5% 13.5% Return on Shr. Equity 13.5%
12.8% 13.1% 12.5% 13.5% Return on Com Equity 13.5%
6.7% 6.7% 6.0% 6.5% Retained to Com Eq 6.5%
48% 49% 51% 50% All Div’ds to Net Prof 50%

Company’s Financial Strength B++
Stock’s Price Stability 100
Price Growth Persistence 90
Earnings Predictability 80

(A) Based on GAAP EPS through 2006, eco-
nomic earnings thereafter. GAAP EPS: ’07,
$2.10; ’08, $2.58. Excl. nonrecur. gain (loss):
’01, $0.13; ’08, $0.31. Excl gain (losses) from

discont. ops.: ’99, ($0.02); ’00, ($0.04); ’01,
($0.02); ’02, ($0.04); ’03, ($0.09); ’05, ($0.02);
’06, ($0.02); ’07, $0.01. Earnings may not sum
due to rounding. Next egs. report due in No-

vember. (B) Div’ds paid early Apr., Jul., Oct.,
and late Dec. ■ Div. reinvest. plan avail. (C)
Incl. regulatory assets. In 2008: $270.4 mill.,
$9.10 per shr. (D) In millions, adj. for split.

BUSINESS: South Jersey Industries, Inc. is a holding company. Its
subsidiary, South Jersey Gas Co., distributes natural gas to
340,136 customers in New Jersey’s southern counties, which
covers about 2,500 square miles and includes Atlantic City. Gas
revenue mix ’08: residential, 46%; commercial, 23%; cogeneration
and electric generation, 6%; industrial, 25%. Non-utility operations

include: South Jersey Energy, South Jersey Resources Group,
Marina Energy, and South Jersey Energy Service Plus. Has 602
employees. Off./dir. control 1.0% of com. shares; Barclays, 7.5%;
Keeley Asset Management, 5.6% (3/09 proxy). Chrmn. & CEO: Ed-
ward Graham. Incorp.: NJ. Address: 1 South Jersey Plaza, Folsom,
NJ 08037. Tel.: 609-561-9000. Internet: www.sjindustries.com.

South Jersey Industries posted a flat
top-line comparison and lower share
earnings for the second quarter. Earn-
ings declined moderately at subsidiary
South Jersey Gas in the recent interim.
Lower interest payments were more than
offset by higher pension expense and an
increase in other operating costs at this
business. Meanwhile, significantly cooler
temperatures during the period resulted in
lower air conditioning demand and
reduced earnings at the on-site energy
production business, Marina Energy. The
Asset Management and Marketing busi-
ness also posted an earnings decline for
the quarter.
The company has attractive prospects
for the coming years. Customer growth
at South Jersey Gas has continued at a
steady clip, despite weakness in the
broader economy. Natural gas remains the
fuel of choice in the markets served by the
utility, and SJG continues to see sig-
nificant interest in conversions from other
fuel sources to natural gas. Its recent gas
main extension project, along with aggres-
sive marketing efforts, should benefit the
utility going forward. We anticipate solid

results from the nonutility operations, as
well.
South Jersey Gas has filed with the
New Jersey Board of Public Utilities
to reduce rates by 20.2%. The approval
of the Basic Gas Supply Service (BGSS)
petition would allow customers to realize
significant savings, and provide an incen-
tive for homeowners to switch from oil to
natural gas. The BGSS clause allows
South Jersey to pass along increases and
decreases in gas costs directly to con-
sumers. The company’s ability to secure
lower-priced gas has allowed it to provide
customers with the lower rates.
Shares of South Jersey Industries
have slipped one notch in Timeliness,
and are now neutrally ranked for year-
ahead performance. Looking further out,
we anticipate higher revenues and share
earnings at the company by 2012-2014.
Moreover, SJI scores high marks for
Safety, Price Stability, and Earnings Pre-
dictability. But from the present quota-
tion, this issue has below-average, though
reasonably well-defined, total return
potential for the coming years.
Michael Napoli, CPA September 11, 2009

LEGENDS
1.40 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

2-for-1 split 7/05
Options: Yes
Shaded area: prior recession

Latest recession began 12/07
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SOUTHWEST GAS NYSE-SWX 23.98 13.5 16.3
19.0 0.84 4.1%

TIMELINESS 3 Raised 5/23/08

SAFETY 3 Lowered 1/4/91

TECHNICAL 4 Lowered 7/24/09
BETA .75 (1.00 = Market)

2012-14 PROJECTIONS
Ann’l Total

Price Gain Return
High 40 (+65%) 17%
Low 30 (+25%) 10%
Insider Decisions

O N D J F M A M J
to Buy 1 1 0 0 0 3 0 0 0
Options 0 0 0 0 0 0 0 0 0
to Sell 0 0 0 0 0 0 0 0 1
Institutional Decisions

4Q2008 1Q2009 2Q2009
to Buy 83 83 86
to Sell 75 71 71
Hld’s(000) 32362 32859 32802

High: 26.9 29.5 23.0 24.7 25.3 23.6 26.2 28.1 39.4 39.9 33.3 26.4
Low: 17.3 20.4 16.9 18.6 18.1 19.3 21.5 23.5 26.0 26.5 21.1 17.1

% TOT. RETURN 8/09
THIS VL ARITH.

STOCK INDEX
1 yr. -16.6 -4.4
3 yr. -20.7 0.4
5 yr. 20.3 32.3

CAPITAL STRUCTURE as of 6/30/09

Total Debt $1228.0 mill. Due in 5 Yrs $566.1 mill.
LT Debt $1222.9 mill. LT Interest $85.0 mill.
(Total interest coverage: 2.2x)
Leases, Uncapitalized Annual rentals $6.0 mill.
Pension Assets-12/08 $342.9 mill.

Oblig. $558.9 mill.
Pfd Stock None

Common Stock 44,822,466 shs.
as of 7/30/09

MARKET CAP: $1.1 billion (Mid Cap)
CURRENT POSITION 2007 2008 6/30/09

($MILL.)
Cash Assets 32.0 26.4 26.8
Other 470.5 411.7 232.5
Current Assets 502.5 438.1 259.3
Accts Payable 220.7 191.4 68.0
Debt Due 47.1 62.8 5.1
Other 260.1 255.7 303.0
Current Liab. 527.9 509.9 376.1
Fix. Chg. Cov. 229% 224% 233%
ANNUAL RATES Past Past Est’d ’06-’08
of change (per sh) 10 Yrs. 5 Yrs. to ’12-’14
Revenues 6.0% 4.5% 1.0%
‘‘Cash Flow’’ 4.5% 3.5% 3.5%
Earnings 7.0% 9.0% 4.5%
Dividends 0.5% 1.0% 5.0%
Book Value 4.5% 5.0% 3.5%

Cal- Full
endar Year

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

2006 676.9 430.9 351.8 565.1 2024.7
2007 793.7 426.6 371.5 560.3 2152.1
2008 813.6 447.3 374.4 509.4 2144.7
2009 689.9 387.6 275 447.5 1800
2010 730 410 310 500 1950
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2006 1.11 .02 d.26 1.11 1.98
2007 1.17 d.01 d.22 1.01 1.95
2008 1.14 d.06 d.38 .71 1.39
2009 1.12 d.01 d.35 .99 1.75
2010 1.15 Nil d.30 1.05 1.90
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B■

Mar.31 Jun.30 Sep.30 Dec.31
2005 .205 .205 .205 .205 .82
2006 .205 .205 .205 .205 .82
2007 .205 .215 .215 .215 .85
2008 .215 .225 .225 .225 .89
2009 .225 .238 .238

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
25.68 28.16 23.03 24.09 26.73 30.17 30.24 32.61 42.98 39.68 35.96 40.14 43.59 48.47
3.24 5.09 2.65 3.00 3.85 4.48 4.45 4.57 4.79 5.07 5.11 5.57 5.20 5.97
.63 1.22 .10 .25 .77 1.65 1.27 1.21 1.15 1.16 1.13 1.66 1.25 1.98
.74 .80 .82 .82 .82 .82 .82 .82 .82 .82 .82 .82 .82 .82

5.43 6.64 6.79 8.19 6.19 6.40 7.41 7.04 8.17 8.50 7.03 8.23 7.49 8.27
15.96 16.38 14.55 14.20 14.09 15.67 16.31 16.82 17.27 17.91 18.42 19.18 19.10 21.58
21.00 21.28 24.47 26.73 27.39 30.41 30.99 31.71 32.49 33.29 34.23 36.79 39.33 41.77
26.5 14.0 NMF 69.3 24.1 13.2 21.1 16.0 19.0 19.9 19.2 14.3 20.6 15.9
1.57 .92 NMF 4.34 1.39 .69 1.20 1.04 .97 1.09 1.09 .76 1.10 .86

4.4% 4.7% 5.4% 4.7% 4.4% 3.8% 3.1% 4.2% 3.8% 3.6% 3.8% 3.5% 3.2% 2.6%

936.9 1034.1 1396.7 1320.9 1231.0 1477.1 1714.3 2024.7
39.3 38.3 37.2 38.6 38.5 58.9 48.1 80.5

35.5% 26.2% 34.5% 32.8% 30.5% 34.8% 29.7% 37.3%
4.2% 3.7% 2.7% 2.9% 3.1% 4.0% 2.8% 4.0%

60.3% 60.2% 56.2% 62.5% 66.0% 64.2% 63.8% 60.6%
35.5% 35.8% 39.6% 34.1% 34.0% 35.8% 36.2% 39.4%
1424.7 1489.9 1417.6 1748.3 1851.6 1968.6 2076.0 2287.8
1581.1 1686.1 1825.6 1979.5 2175.7 2336.0 2489.1 2668.1

4.8% 4.6% 5.1% 4.3% 4.2% 5.0% 4.3% 5.5%
7.0% 6.5% 6.0% 5.9% 6.1% 8.3% 6.4% 8.9%
7.8% 7.2% 6.6% 6.5% 6.1% 8.3% 6.4% 8.9%
2.8% 2.4% 1.9% 1.9% 1.7% 4.3% 2.2% 5.2%
64% 67% 71% 70% 72% 49% 65% 42%

2007 2008 2009 2010 © VALUE LINE PUB., INC. 12-14
50.28 48.53 39.55 41.50 Revenues per sh 52.00
6.21 5.76 5.95 6.15 ‘‘Cash Flow’’ per sh 7.30
1.95 1.39 1.75 1.90 Earnings per sh A 2.30
.86 .90 .95 1.00 Div’ds Decl’d per sh B■† 1.15

7.96 6.79 5.50 5.95 Cap’l Spending per sh 7.20
22.98 23.49 25.25 26.05 Book Value per sh 28.00
42.81 44.19 45.50 47.00 Common Shs Outst’g C 50.00
17.3 20.3 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 15.0
.92 1.22 Relative P/E Ratio 1.00

2.6% 3.2% Avg Ann’l Div’d Yield 3.3%

2152.1 2144.7 1800 1950 Revenues ($mill) 2600
83.2 61.0 80.0 90.0 Net Profit ($mill) 115

36.5% 40.1% 38.0% 38.0% Income Tax Rate 36.0%
3.9% 2.8% 4.4% 4.6% Net Profit Margin 4.4%

58.1% 55.3% 51.0% 50.5% Long-Term Debt Ratio 49.0%
41.9% 44.7% 49.0% 49.5% Common Equity Ratio 51.0%
2349.7 2323.3 2350 2475 Total Capital ($mill) 2750
2845.3 2983.3 3050 3150 Net Plant ($mill) 3600

5.5% 4.5% 5.0% 5.5% Return on Total Cap’l 6.0%
8.5% 5.9% 7.0% 7.5% Return on Shr. Equity 8.0%
8.5% 5.9% 7.0% 7.5% Return on Com Equity 8.0%
4.8% 2.1% 3.0% 3.5% Retained to Com Eq 4.0%
44% 63% 54% 52% All Div’ds to Net Prof 50%

Company’s Financial Strength B
Stock’s Price Stability 100
Price Growth Persistence 65
Earnings Predictability 70

(A) Based on avg. shares outstand. thru. ’96,
then diluted. Excl. nonrec. gains (losses): ’93,
8¢; ’97, 16¢; ’02, (10¢); ’05, (11¢); ’06, 7¢. Incl.
asset writedown: ’93, 44¢. Excl. loss from disc.

ops.: ’95, 75¢. Totals may not sum due to
rounding. Next egs. report due early Novem-
ber. (B) Dividends historically paid early March,
June, September, December. ■† Div’d rein-

vestment and stock purchase plan avail.
(C) In millions.

BUSINESS: Southwest Gas Corporation is a regulated gas dis-
tributor serving approximately 1.8 million customers in sections of
Arizona, Nevada, and California. Comprised of two business seg-
ments: natural gas operations and construction services. 2008 mar-
gin mix: residential and small commercial, 86%; large commercial
and industrial, 5%; transportation, 9%. Total throughput: 2.4 billion

therms. Sold PriMerit Bank, 7/96. Has 4,732 employees. Off. & Dir.
own 2.0% of common stock; T. Rowe Price Associates, Inc., 7.0%;
Barclays Global Investors, 6.8%; GAMCO Investors, Inc., 6.4%
(3/09 Proxy). Chairman: James J. Kropid. CEO: Jeffrey W. Shaw.
Inc.: CA. Address: 5241 Spring Mountain Road, Las Vegas, Ne-
vada 89146. Telephone: 702-876-7237. Internet: www.swgas.com.

Southwest Gas reported unfavorable
top-line performance for the second
quarter. The recent recession stymied
customer growth and resulted in lower
usage. On the bright side, rate relief in
Arizona and California (discussed below)
supported results. Consequently, the com-
pany’s share loss of $0.01 compared favor-
ably with the prior-year tally. Losses are
common during the second and third
quarters, owing to the seasonal nature of
the business. Looking forward, we expect
lower revenue and a normal-sized share
loss for the third quarter. Earnings com-
parisons ought to improve in the fourth
quarter, assuming a better operating envi-
ronment and greater cost control. Overall,
we anticipate lower revenue and higher
share earnings for Southwest in full-year
2009. Bottom-line growth may well contin-
ue next year.
The company is awaiting a rate case
decision from the state of Nevada.
Southwest is seeking a $30.5 million rate
increase to compensate it for higher opera-
ting costs in that state. The request asks
that the new rates take effect at the begin-
ning of November. The company is also

seeking an improvement in rate design.
Specifically, SWX wants to implement a
decoupled rate structure that would allow
it more freedom in pursuing customer con-
servation opportunities. This follows
recent prior rate case settlements in Cali-
fornia and Arizona.
Investors should be mindful of several
caveats. Warmer-than-normal tempera-
tures during the winter months can hurt
performance at Southwest Gas. In addi-
tion, the company will probably incur
greater operating costs as it continues to
expand, and profitability may suffer if rate
relief cannot keep up with rising expenses.
The pace of customer growth should
pick up in the future. That’s assuming
economic conditions in Southwest’s service
areas improve in the coming years. As a
result, we anticipate higher revenues and
share earnings at the company by 2012-
2014. Moreover, income-oriented investors
may find the stock’s prospects for dividend
growth attractive. But from the present
quotation, this neutrally ranked equity
features about-average total return poten-
tial for a utility.
Michael Napoli, CPA September 11, 2009
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WGL HOLDINGS NYSE-WGL 33.30 13.2 13.1
15.0 0.82 4.4%

TIMELINESS 3 Lowered 6/5/09

SAFETY 1 Raised 4/2/93

TECHNICAL 5 Lowered 9/11/09
BETA .65 (1.00 = Market)

2012-14 PROJECTIONS
Ann’l Total

Price Gain Return
High 45 (+35%) 12%
Low 35 (+5%) 6%
Insider Decisions

O N D J F M A M J
to Buy 0 0 0 0 0 0 0 0 0
Options 0 4 0 0 1 0 0 0 0
to Sell 0 4 0 0 4 1 0 2 0
Institutional Decisions

4Q2008 1Q2009 2Q2009
to Buy 94 97 85
to Sell 95 96 98
Hld’s(000) 31580 30919 31333

High: 30.8 29.4 31.5 30.5 29.5 28.8 31.4 34.8 33.6 35.9 37.1 35.5
Low: 23.1 21.0 21.8 25.3 19.3 23.2 26.7 28.8 27.0 29.8 22.4 28.6

% TOT. RETURN 8/09
THIS VL ARITH.

STOCK INDEX
1 yr. 7.4 -4.4
3 yr. 21.1 0.4
5 yr. 43.4 32.3

CAPITAL STRUCTURE as of 6/30/09
Total Debt $728.7 mill. Due in 5 Yrs $264.5 mill.
LT Debt $624.1 mill. LT Interest $37.4 mill.
(LT interest earned: 5.9x; total interest coverage:
5.2x)
Pension Assets-9/08 $588.2 mill.

Oblig. $590.5 mill.
Preferred Stock $28.2 mill. Pfd. Div’d $1.3 mill.

Common Stock 50,141,229 shs.
as of 7/31/09

MARKET CAP: $1.7 billion (Mid Cap)
CURRENT POSITION 2007 2008 6/30/09

($MILL.)
Cash Assets 4.9 6.2 41.6
Other 568.8 736.1 553.2
Current Assets 573.7 742.3 594.8
Accts Payable 216.9 243.1 202.8
Debt Due 205.4 347.0 104.6
Other 134.8 158.4 202.1
Current Liab. 557.1 748.5 509.5
Fix. Chg. Cov. 432% 490% 500%
ANNUAL RATES Past Past Est’d ’06-’08
of change (per sh) 10 Yrs. 5 Yrs. to ’12-’14
Revenues 8.5% 9.0% 1.5%
‘‘Cash Flow’’ 3.5% 4.0% 2.5%
Earnings 2.0% 4.0% 4.0%
Dividends 1.5% 1.5% 3.0%
Book Value 4.0% 4.5% 4.5%

Fiscal
Year
Ends

Full
Fiscal
Year

QUARTERLY REVENUES ($ mill.) A

Dec.31 Mar.31 Jun.30 Sep.30
2006 902.9 1064.5 346.9 323.6 2637.9
2007 732.9 1119.9 467.5 325.7 2646.0
2008 751.6 1020.0 464.7 391.9 2628.2
2009 821.5 1040.9 427.0 370.6 2660
2010 830 1050 445 390 2715
Fiscal
Year
Ends

Full
Fiscal
Year

EARNINGS PER SHARE A B

Dec.31 Mar.31 Jun.30 Sep.30
2006 .93 1.17 d.01 d.15 1.94
2007 .92 1.27 .22 d.31 2.10
2008 .96 1.66 .06 d.24 2.44
2009 1.03 1.65 .11 d.29 2.50
2010 1.04 1.66 .12 d.27 2.55
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C ■

Mar.31 Jun.30 Sep.30 Dec.31
2005 .325 .333 .333 .333 1.32
2006 .333 .338 .338 .338 1.34
2007 .34 .34 .34 .34 1.36
2008 .34 .36 .36 .36 1.42
2009 .36 .37 .37

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
21.55 21.69 19.30 22.19 24.16 23.74 20.92 22.19 29.80 32.63 42.45 42.93 44.94 53.96
2.25 2.43 2.51 2.93 3.02 2.79 2.74 3.20 3.24 2.63 4.00 3.87 3.97 3.89
1.31 1.42 1.45 1.85 1.85 1.54 1.47 1.79 1.88 1.14 2.30 1.98 2.13 1.94
1.09 1.11 1.12 1.14 1.17 1.20 1.22 1.24 1.26 1.27 1.28 1.30 1.32 1.35
2.43 2.84 2.63 2.85 3.20 3.62 3.42 2.67 2.68 3.34 2.65 2.33 2.32 3.27

11.04 11.51 11.95 12.79 13.48 13.86 14.72 15.31 16.24 15.78 16.25 16.95 17.80 18.86
41.50 42.19 42.93 43.70 43.70 43.84 46.47 46.47 48.54 48.56 48.63 48.67 48.65 48.89
15.6 14.0 12.7 11.5 12.7 17.2 17.3 14.6 14.7 23.1 11.1 14.2 14.7 15.5
.92 .92 .85 .72 .73 .89 .99 .95 .75 1.26 .63 .75 .78 .84

5.3% 5.6% 6.1% 5.4% 5.0% 4.5% 4.8% 4.8% 4.6% 4.8% 5.0% 4.6% 4.2% 4.5%

972.1 1031.1 1446.5 1584.8 2064.2 2089.6 2186.3 2637.9
68.8 84.6 89.9 55.7 112.3 98.0 104.8 96.0

36.0% 36.1% 39.6% 34.0% 38.0% 38.2% 37.4% 39.0%
7.1% 8.2% 6.2% 3.5% 5.4% 4.7% 4.8% 3.6%

41.5% 43.1% 41.7% 45.7% 43.8% 40.9% 39.5% 37.8%
56.1% 54.8% 56.3% 52.4% 54.3% 57.2% 58.6% 60.4%
1218.5 1299.2 1400.8 1462.5 1454.9 1443.6 1478.1 1526.1
1402.7 1460.3 1519.7 1606.8 1874.9 1915.6 1969.7 2067.9

7.1% 7.9% 7.9% 5.3% 9.1% 8.2% 8.5% 7.6%
9.7% 11.4% 11.0% 7.0% 13.7% 11.5% 11.7% 10.1%
9.9% 11.7% 11.2% 7.2% 14.0% 11.7% 12.0% 10.3%
1.8% 3.7% 3.8% NMF 6.2% 4.1% 4.6% 3.2%
82% 69% 67% 112% 56% 65% 62% 69%

2007 2008 2009 2010 © VALUE LINE PUB., INC. 12-14
53.51 52.65 53.20 54.25 Revenues per sh A 57.60
3.89 4.34 4.40 4.45 ‘‘Cash Flow’’ per sh 4.70
2.10 2.44 2.50 2.55 Earnings per sh B 2.70
1.37 1.41 1.47 1.51 Div’ds Decl’d per sh C■ 1.63
3.33 2.70 3.00 3.00 Cap’l Spending per sh 2.50

19.83 20.99 22.00 23.05 Book Value per sh D 26.20
49.45 49.92 50.00 50.00 Common Shs Outst’g E 50.00
15.6 13.7 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 15.0
.82 .85 Relative P/E Ratio 1.00

4.2% 4.2% Avg Ann’l Div’d Yield 4.0%

2646.0 2628.2 2660 2715 Revenues ($mill) A 2880
102.9 122.9 125 130 Net Profit ($mill) 135

39.1% 37.1% 37.0% 37.0% Income Tax Rate 38.0%
3.9% 4.7% 4.7% 4.8% Net Profit Margin 4.7%

37.9% 35.9% 36.5% 35.5% Long-Term Debt Ratio 34.0%
60.3% 62.4% 62.0% 63.0% Common Equity Ratio 64.5%
1625.4 1679.5 1780 1830 Total Capital ($mill) 2040
2150.4 2208.3 2325 2420 Net Plant ($mill) 2720

7.6% 8.5% 8.0% 8.0% Return on Total Cap’l 8.0%
10.2% 11.4% 11.5% 11.0% Return on Shr. Equity 10.5%
10.4% 11.6% 12.0% 11.5% Return on Com Equity 11.0%
3.5% 5.0% 4.5% 4.5% Retained to Com Eq 4.0%
66% 57% 59% 59% All Div’ds to Net Prof 60%

Company’s Financial Strength A
Stock’s Price Stability 100
Price Growth Persistence 50
Earnings Predictability 80

(A) Fiscal years end Sept. 30th.
(B) Based on diluted shares. Excludes non-
recurring losses: ’01, (13¢); ’02, (34¢); ’07, (4¢)
discontinued operations: ’06, (15¢). Qtly egs.

may not sum to total, due to change in shares
outstanding. Next earnings report due late Oct.
(C) Dividends historically paid early February,
May, August, and November. ■ Dividend rein-

vestment plan available.
(D) Includes deferred charges and intangibles.
’08: $291.3 million, $5.81/sh.
(E) In millions, adjusted for stock split.

BUSINESS: WGL Holdings, Inc. is the parent of Washington Gas
Light, a natural gas distributor in Washington, D.C. and adjacent
areas of VA and MD to resident’l and comm’l users (1,053,032
meters). Hampshire Gas, a federally regulated sub., operates an
underground gas-storage facility in WV. Non-regulated subs.:
Wash. Gas Energy Svcs. sells and delivers natural gas and pro-

vides energy related products in the D.C. metro area; Wash. Gas
Energy Sys. designs/installs comm’l heating, ventilating, and air
cond. systems. American Century Inv. own 7.1% of common stock;
Off./dir. less than 1% (1/09 proxy). Chrmn. & CEO: J.H. DeGraffen-
reidt. Inc.: D.C. and VA. Addr.: 1100 H St., N.W., Washington, D.C.
20080. Tel.: 202-624-6410. Internet: www.wglholdings.com.

WGL Holdings posted a mixed bag of
financial results for the off-peak June
period. Top-line volumes fell approxi-
mately 8% over that time frame. This
stemmed from weakness at the regulated
utility segment, which has been dealing
with lower natural gas consumption and
some equipment cost issues. On a brighter
note, the retail energy marketing division
got a boost to its revenues and earnings
contributions from higher natural gas and
electricity margins. On the efficiency front,
management has been performing well.
Operating expenses declined 90 basis
points versus the year-ago period. This
stemmed from lower labor and benefits ex-
penses. All told, the bottom line advanced
nicely.
We look for the company to register a
mid-single-digit earnings hike this
year. The decent gains experienced earlier
in 2009 will probably be offset by a larger
share deficit in the fiscal fourth quarter.
Despite the widening margins and solid
performance from the retail energy and
design build segments, demand at the
mainstay regulated utility business may
be soft. Also, the September period is his-

torically and seasonally slow for WGL.
Nonetheless, considering all that hap-
pened in the past year, the company ap-
pears to be in solid shape.
The LNG peaking facility is going to
take longer than expected to be com-
pleted and put into service. That
project will be used to support customer
growth and maintain the pressure require-
ments of the distribution system in Chil-
lum, MD. It was planned to be in service
by the 2012-2013 winter heating season,
but due to regulatory and legal issues, the
following year is more likely.
These top-quality shares may appeal
to income-oriented accounts, as they
offer an attractive dividend yield. Typical-
ly, too, they proved much less volatile than
the broader market during the recent
turmoil. This partly stems from WGL’s
large government business in the DC
metro area, which has been less affected
by the economic downturn. These benefits
are evident in the equity’s top-notch
Safety rank, and high mark for Price
Stability. But appreciation potential is
subpar for the pull to 2012-2014.
Bryan J. Fong September 11, 2009
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