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My Schedule 19 shows my analysis. At page 1 of
Schedule 19, AGL 1is shown to have 63.7 million
shares outstanding according to its most recent
SEC Form 10-K. In my analysis I assumed there
would be little difference in stock outstanding
on March 26, 2004 and the amount provided in
the 10-K. At page 2 of Schedule 19, for
example, 182,000 shares of AGL Resources were
traded on March 23, 2004. I added up the shares
traded, starting from March 26, to March 25 and
so on, until I reached a date where the total
number of shares traded was equal to or greater
than the number of shares outstanding. That ‘
date is shown on page 1, in the column titled
“100% TurnOver Since.”

For AGL Resources, 100 percent of the shares
turn over within about one year. The other
companies have slower turnover rates but the
slowest rate is three years.

Do these results reflect the behavior of any
single individual or institutional investor?

No. These results do not reflect the behavior
of any single individual or institutional
investor. The results reflect the behavior of
all investors as a whole.

In your opinion, do these results confirm Dr.

Morin’s opinion that “common stock is a very
long-term investment?”

CAPD Witness Brown - Direct Docket 04-00034

003218



O 00 ~1 O W H W v —

10

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

28
29
30
31
32
33
34

A 127.

Page 90 of 124
No. In my opinion these results contradict his
opinion, and reveal the economic contradictions
in his testimony.

For example, Dr. Morin quotes the U.S. Supreme
Court’s Permian decision to suggest that the
TRA’s order for this case should “fairly
compensate investors for the risks they have
assumed...” but at the same time he dismisses
equity investors’ holding period as irrelevant:

“The expected common stock return is based on very
long-term cash flows, regardless of an individual's
holding time period. [Morin page 22 line 3]”

By Dr. Morin’s methods, an investor who holds
AGL Resources stock for one year is taking a
risk that merits a return of 11.25%, more than
twice the rate for a debt investor who commits
for thirty years at 5.3%.

This is an unreasonable position, and Dr. Morin
reached it through his widely different
treatment of the duration of investment for
equity and debt holders. According to Dr.
Morain’s testimony debt investors have an
“investment planning period” [Morin page 22,
line 15] and equity investors have -the
“investor's planning horizon” [Morin page 21,
lines 14-15].

According to Dr. Morin the debt holder takes a
very long view of the market. At page 21 line 3
and page 22 line 10 Dr. Morin testifies:

CAPD Whtness Brown - Direct Docket 04-00034
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”As a proxy for the risk-free rate, I have relied on the
actual yields on thirty-year Treasury bonds .

“While long-term Treasury bonds are potentially
subjected to interest rate risk, this is only true if the
bonds are sold prior to maturity A substantial fraction of
bond market participants, usually institutional investors
with long-term liabilities (pension funds, insurance
companies), in fact hold bonds until they mature, and
therefore are not subject to interest rate risk ”

But Dr. Morin’s analysis does not hold equity
investors to a thirty-year planning horizon.
Instead, Dr. Morin’s analysis gives equity
investors plenty of leeway for their
“investment horizon” testifying only that:

“yields on 90-day Treasury Bills typically do not match
the equity investor's planning horizon. Equity investors
generally have an investment horizon far in excess of 90
days [Morin page 21, lines 14-15]

Thus Dr. Morin’s analysis rests on an economic
contradiction. Debt holders stay put for 30
years, and equity holders stay put for at least
90 days.

CAPD Witness Brown - Direct Docket 04-00034
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Dr. Morin’s recommended rate of 11.25% 1is a
composite of all 4 cost-of-equity methods he
employs, but his disparate treatment of debt

and equity investment is an unreasonable

position, not only in view of AGL Resources
5.5% total debt cost, but also in light of the

prevailing equity returns in the American
economy .

What is the prevailing equity return in
the market?

My Schedule 20 displays the prevailing
return on equity in our economy. The
schedule shows a range of equity returns
for approximately 5600 companies for the
twelve months ending March 2004. The
information.is compiled by MorningStar, a
data base firm that maintains a data base
on stocks, mutual funds and tracks their
performance. MorningStar is a subscriber
service and the information can be
accessed through the internet.

One-half of the stocks achieved equity
returns of less than 7%. Less than one-
third achieved returns higher than 11
percent, which is the company’s requested
return.

CAPD Witness Brown - Direct: Docket 04-00034
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XT.

DCF Analysis

Q 129.

A_129.

Q 130.

A 130.

Q_131.

What is your opinion of Dr. Morin’s DCF
analysis shown in his exhibits RAM-6 and
RAM-77?

In my opinion his DCF analyses are flawed
in three ways. They includes companies
that I do not consider as part of the
analysis, -UGI and Energen which I exclude
because in my opinion they are not
comparable - and AGL Resources itself
which a 100% owner of CGC. Dr. Morin’s DCF
analysis includes unreasonable dividend
growth rates from Value Line. The analysis
includes a compounding method explicitly
rejected by the TRA when I proposed that
method in 1997. I also note for the record
that Dr. Morin’s DCF analysis excludes
Amerigas and Southern Union without any
explanation even though he includes them
in his exhibits RAM-2 and RAM-9.

Have you performed a DCF analysis?

Yes. I have performed a DCF analysis, and
it consists of correcting the flaws in Dr.
Morin’s DCF model.

What steps did you take to correct the
flaws?

CAPD Witness Brown - Direct Docket 04-00034
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The steps I took were: 1) eliminating AGL
Resources, Energen, and UGI from the
companies listed in exhibits RAM-5 and
RAM-6; 2)not accepting Value Line’s
projected growth rates employed by Dr.
Morin in exhibit RAM-6; 3) relying in part

‘on the projected growth rates by Zack’s in

exhibit RAM-5; 4) supplementing Zack’s
growth rates with additional growth rates
from Yahoo; 5)averaging all the growth
rates; 6) averaging the current dividend
yields from Value Line and MorningStar;
7)not accepting the “expected dividend
yield” shown in column (4) of exhibits
RAM-5 and RAM-6. I calculated a DCF equity
return of 9.28%, which is the sum of a
dividend yield of 4.6% and a growth rate
of 4.68%.

Schedule 21 displays a comparison of my
comparable companies’ current dividend
yields from two sources, MorningStar’s
database and Value Line’s. There is little
difference between the current dividend
yields, regardless of the source.

CAPD Witness Brown - Direct Docket 04-00034
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Once the current dividend yields were
established as reasonable, the next
consideration was an assessment of Dr.
Morin’s dividend growth rates, which are
actually Value Line’s projected earnings
rates which Dr. Morin uses as a surrogate
or proxy for dividend growth rates.

In the 1997 rate case involving AGL
Resources I accepted Value Line’s growth
projection. However, AGL’s actual
performance never came close to that
projection. That experience, combined with
my review of the comparable companies’
dividend history, persuades me that Value
Line’s projections are not credible.

Schedule 22, pages 1-10, displays a
history of dividend growth for all the
comparable companies. Regarding AGL
Resources’ earnings and dividends,
Schedule 23 page 1 displays Value Line’s
forecasts from 40 different publication
dates ranging from January 1994 to
December 2003. Those 40 different issues
are not provided as schedules in my
testimony but they are attached in the
appendix.

CAPD Witness Brown - Direct. Docket 04-00034
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Schedules 22 and 23 taken together prove
that most of Value Line’s projected growth
rates are unprecedented: Atmos - 9%
projected growth versus actual growth of
2% - 3% over 5 years; KeySpan - 7.5%
projected growth versus no growth; LaClede
- 5.5% projected growth versus no growth;
New Jersey - 8.5% projected growth versus
actual growth of 2%-3% over 5 years;
Northwest - 5% projected growth versus
actual growth of 1% - 2% over 5 years;
Peoples - 4% projected growth versus
actual growth of 2% over 5 years; Piedmont
- 7.5% projected growth versus actual
growth of 5.7% over 5 years; Southwest -
9.5% projected growth versus no growth
over at least 5 years; WGL - 7% projected
growth versus actual growth of 2% over 5
years. The only projection that is not
without precedent is Nicor’'s - 3%
projected versus actual growth of 4% - 6%
over five years.

Therefore, my opinion is that Value Line’s
projections are not credible. Further
substantiation is provided in my Schedule
23 page 2. It displays my analysis of the
accuracy of Value Line’s forecast
regarding AGL Resources. Value Line has
always over-forecasted AGL Resources’
dividends. Four out of five times Value
Line has over-forecasted AGL Resources’
earnings.

CAPD Witness Brown - Direct Docket 04-00034
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Most of the companies have an actual
dividend growth performance not unlike AGL
Resources, where long periods of no or
little growth punctuated by an occasional
increase. )

For example, after several years of
keeping its dividend at a fixed amount,
AGL has raised its annual dividend by 4%
two years in a row:

"04-28-04 01 49 PM EST | ATLANTA --(BUSINESS
WIRE)--The Board of Directors of AGL Resources
(NYSE- ATG) today approved a 4 percent increase in the
AGL Resources common stock dividend The increase
raises the quarterly dwvidend to $0.29 per share, for an
indicated annual dividend of 31.16 per share. It also
marks the second annual dividend increase, following a 4
percent increase in April 2003 .

At the same time of its press release, AGL
Resources’ current dividend yield was
3.92%, or about .7% below the average
yield of 4.6% for the comparable
companies. If the DCF method were applied
directly to AGL Resources alone as of May
1, 2004, the company’s investors would
have an equity return equal to the sum of
dividend yield and dividend growth, or
7.92%, which is the sum 3.92% and 4%.

CAPD Witness Brown - Direct Docket 04-00034
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AGL Resources most recent growth is much
more like the ZACK’s growth rate in Dr.
Morin’s exhibit RAM-5, once AGL Resources,
UGI and Energen are removed from the list.
But even ZACK’s figures are above the
actual performance of the comparable
companies.

I compared Zack’s growth rates to 5-year
growth rates published by Yahoo. The
results are displayed in Schedule 24,
where I averaged the growth rates from the
two different sources.

In your opinion, what is the appropriate
equity return based on the DCF analysis?

In my opinion the appropriate equity
return based on the DCF analysis is 9.28%,
which is the sum of the 4.68% growth rate
in my Schedule 24 and the current dividend
yield of 4.6% in my Schedule 21.

Does your DCF equity return of 9.28% include

the effect of the company compounding its rate

of return?

No. My DCF equity return of 9.28% does not
include the effect of compounding.

CAPD Witness Brown - Direct. Docket 04-00034

003227




Page 99 0of 124

1 For example, in TRA Docket 9$7-00982 I testified
2 that compounding a gives a company the

3 opportunity to earn about ong—half percent more
4 on its return than what is granted. In this

5 instance a DCF return of 9.28% when compounded
6 throughout a year gives AGL Resources an

7 opportunity to earn about 9.75%. In the last

8 docket the TRA found: “The Directors rejected
9 Dr. Brown’s compounding theory that formed the
10 basis of his 10.55% cost of equity [TRA Docket
11 97-00982 , final order, page 50].” However, Dr.
12 Morain’s DCF analysis builds in compounding.

13

14 For example, in his exhibit RAM-5 he compounds
15 (multiplies) the current dividend yield in

16 column (2) by the growth rate in column (3),

17 and the result is a compounded dividend yield
18 in column (4). Thus his DCF cost of equity is
19 9.7% in column (5) instead of 9.5% in column
20 (4) . In effect, Dr. Morin has applied

21 compounding to augment his DCF return by about
22 one-quarter of a point. To the extent that the
23 TRA has previously rejected compounding as a
24 method to augment returns, Dr. Morin’s

25 compounding is inconsistent with the TRA’s

26 order in Docket 97-00982.

27"

28 9 134. In Dr. Morin’s exhibit RAM-5, is 9.7% the DCF
29 return the return on equity?

30

31 a_134. No. In Dr. Morin’s exhibit RAM-5, 9.7% is not
32 the DCF equity return. Dr. Morin identifies an
33 equity return of 9.9%, shown in column (6) of
34 his exhibit RAM-5.

CAPD Witness Brown - Direct Docket 04-00034
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The difference between 9.9% and 9.7% is his so-
called “flotation adjustment,” which is his
effort to recoup the market’s discounting of
AGL Resources’ stock-offerings, whether in the
past or the future. Dr. Morin explains his
“flotation adjustment” in his testimony at page
40 lines 7-17 and page 41 lines 6-7:

“The simple fact of the matter 1s that common equity
caputal is not free. Flotation costs associated with stock
issues are exactly like the flotation costs associated with
bonds and preferred stocks. Flotation costs are incurred,
they are not expensed at the time of issue, and therefore
must be recovered via a rate of return adjustment. This is
done routinely for bond and preferred stock issues by
most regulatory commissions, including FERC and the
TRA. Clearly, the common equity capital accumulated by
the Company is not cost-free . . it is unreasonable to
ignore the need for such an adjustment. Flotation costs
are very similar to the closing costs on a home mortgage
In the case of issues of new equity, flotation costs
represent the discounts that must be provided to place the
new securities.. . it 1s necessary to apply an allowance of
5% to the dividend yield component of equity cost ”

In your opinion is it appropriate to include
so-called “flotation costs” in the equity cost?

No, in my opinion it is inappropriate, as

revealed by what Dr. Morin does not say and by
the contradictions in Dr. Morin’s argument.

CAPD Witness Brown - Direct Docket 04-00034
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Dr. Morin does not mention that AGL Resources’
stock is trading well above its book wvalue, and
that AGL has already reaped a premium from any
stock issue where the stock’s issue value
exceeds the book value. Dr. Morin’s “flotation
cost” is just one more premium added to that
premium the stockholders have already paid, but
he wants the ratepayers to pay for that
additional premium.

Dr. Morin’s “flotation adjustment” is a method
where ratepayers are in effect compensating the
company for the market’s judgment. Continuing
with this example, suppose AGL Resources makes
a stock offering at $25 a share and the public
bids only $24, thus the company gets only 96%,
or 5% less than what it wanted. According to
Dr. Morin, the ratepayers are liable for the
difference. Thus he seeks to negate the demand-
supply relationship for capital costs which he
invokes in his testimony at page 5, lines 10-
11:

“Two fundamental economic principles underlie the
appraisal of the Company’s cost of equity. one relating
to the supply side of capital markets, the other to the
demand side

CAPD Witness Brown - Direct Docket 04-00034
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According to Dr. Morin, what the market takes

away, the regulatory agency should give back.

But his logic has been rejected once before in '
Tennessee. In TPSC Dockets U-83-7226 and U-85-

7338, the Tennessee Public Service Commission
explicitly rejected Dr. Morin’s proposal to

raise the equity cost to include so-called
“flotation cost.”

Of course, common equity is not free, as
everyone acknowledges, but Dr. Morin has leapt
from that premise to one that is
unsubstantiated when he testifies that
“flotation costs ... are not expensed at the
time of issue... it is unreasonable to ignore
the need for such an adjustment.” But this begs
the question: if a flotation cost is a
reasonable expense, why doesn’t the company
book the “flotation cost” as an expense in the
first place? To paraphrase Dr. Morin’s
argument, the floatation cost is so dubious
that the company will not book the expense, but
it will base ratepayers’ prices on that dubious
expense if it is represented as a capital cost.
However, this i1s an argument that has been
rejected before in Tennessee.

What is Dr. Morin’s DCF return after removing
UGI, Energen, and AGL Resources from the
companies listed in RAM-5, and after removing
the effects of the flotation cost, the
compounding, and Value Line’s growth
projections on his estimate?

" CAPD Witness Brown - Direct- Docket 04-00034
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1

2 A 136. After removing the noncomparable companies and
3 effects of the flotation cost, the compounding,
4 and Value Line’s growth projections on Dr.

5 Morin’s DCF return, it falls to 9.5%, which is
6 also the sum of 4.2 percent and 5.3%, which he
7 displays in columns (2) and (3) of his exhibit
8 RAM-5.

9

10 @ 137. How does Dr. Morin’s DCF return compare to your
11 DCF return 9.28 percent?

12

13 a_137. There is less difference between them, once Dr.
14 Morin’s improper adjustments are removed. Once
15, they are his DCF return is 9.5%.

16

17 o _13s. In your opinion, what does the similarity

18 between your return and Dr. Morin’s return

19 imply about the DCF model?

20

21 A _13s. In my opinion the similarity suggests that the
22 DCF is a sound model, not easily construed to
23 give results far from the mainstream. The DCF
24 model’s inputs are simple and available from

25 many different sources. For example, I was able
26 to confirm Value Line’s current dividend yields
27 by reference to the MorningStar database. I was
28 able to temper Zack’s growth forecasts with

29 those from Yahoo. In my opinion the public

30 availability of the inputs and the ease with

31 which they can be applied explain why the model
32 appears in every rate case and in every

33 jurisdiction, despite Dr. Morin’s testimony at
34 page 18 line 22 that “Caution must also be

CAPD Witness Brown - Direct Docket 04-00034

003232




O 00 ~3) A W bW~

W W W W R N NN R N RN DD N N — ot e = e e e ped e
W D= O YW 00~ W kLN~ O WV o A N kWD = O

Page 104 of 124
exercised when implementing the standard
[emphasis added by CPAD] DCF model.”

However, Dr. Morin did not implement the
standard DCF model, but reached out to the
Value Line growth projections to derive a DCF
return that would not be derived from a
standard model. Furthermore, despite his DCF
warning, he pays no heed to Value line’s own
warning about its data:

“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 [sic] ”

Not only does Dr. Morin’s DCF analysis heavily
rely on Value Line’s growth forecasts, he
provides no means to evaluate those
projections. I was able to disregard those
projections only by comparing them to dividend
histories from the SEC forms and by comparing
AGL Resources actual performance to Value
Line’s past forecasts, items not generally
available in public records.

Thus to the extent Value Line’s projection are
the basis of Dr. Morin’s DCF analysis, it
suffers from the same lack of verification that
prevents his Historical and Allowed Risk
premium models from being credible, in my
opinion.

CAPD Witness Brown - Direct Docket 04-00034
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To a large extent, the same problems pervade
his CAPM analysis.

XTI,

CAPM Amnalysis Of Eqguity Return

Q 139.

A_139.

Q_140.

A_140.

Beside the Discounted Cash Flow, what
other method do you employ to reach a
cost-of-equity in this case?

Besides the DCF analysis, I employ a CAPM
model. However, just as my implementation
of the DCF model differs from DR. Morin’s
implementation of the DCF model, my
implementation of the CAPM model differs
from Dr. Morin’s implementation of the
CAPM model.

What is the CAPM model?

The model defines the cost-of-equity as
the market's risk-free rate of return plus
an estimated risk premium which is
multiplied by a beta. The risk premium is
the difference between the overall market
return and the risk-free return. The model
is often expressed by the following .
general formula:

Ke = R + (Rm‘Rf)*Be (1)

CAPD Witness Brown - Direct: Docket 04-00034
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1 where

2

3 + is the symbol for addition

4

5 * is the symbol for multiplication

6

7 Ko is the cost-of-equity

8

9 R, 1s the overall market rate of return
10

11 Ref is the risk-free rate of return

12

13 ’ (Ru - Re)is the risk premium

14

15 B is the beta for common stock

16 .

17 There is an exact correspondence between
18 this formula and the formula shown in Dr.
19 Morin’s testimony at page 20 line 14.
20

21 Dr. Morin implements the CAPM model by
22 substituting certain values for the values
23 in formula (1) shown above:

24

25 ' Ke = .053+ (.123-.053)*.77

26

27 or

28 .

29 10.69%= 5.3% + (12.3% -5.3%)*.77

30

31 the result is

32

33 10.69%= 5.3% + (7%)*.77

34

CAPD Wimess Brown - Direct: Docket 04-00034
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In his testimony at page 28 line 14 Dr. Morin
raises the cost of equity from 10.69% to 11.1%
by multiplying the risk premium of 7% by the
term: (Bg *.75)+.25, and adding the result to
10.69% to give a total of 11.1%.

Does Dr. Morin explain his reasoning for such
an adjustment?

No. In my opinion Dr. Morin has not explained
his reasoning for such an adjustment. He
testifies that he relaxes “some of the more
restrictive assumptions” of the CAPM model” and
that the “the literature is conveniently
summarized in Chapter 13 of my book...”

Has Dr. Morin provided a copy of his book or
Chapter 13 of his book so that it can be placed
into the record of this rate case?

‘No. Dr. Morin has not provided a copy of his

book or Chapter 13.

What is your opinion of Dr. Morin’s raising his
CAPM return from 10.69% to 11.1%.

In my opinion his adjustment is not justified
for the same reason his ARP and HRP methods are
not justified. His adjustment is impossible to
cross-check and verify because it is not based
on the comparable natural gas distribution
companies. My opinion is to disregard his
adjustment.

CAPD Witness Brown - Direct Docket 04-00034
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What other adjustment does Dr. Morin apply to
his CAPM equity cost?

Besides raising his CAPM amount of 10.69
percent to 11.1 percent, he adds another .3
percent for a “flotation adjustment” so that
his final CAPM equity cost is 11.4 percent, as
shown at page 28 lines 16-17 of his testimony.
Thus by means of two adjustments Dr. Morin has
nudged his 10.69 percent return to 11.4
percent. However, my opinion is to disregard
both adjustments because they are arbitrary.

How do you implement the CAPM model?
I implement the CAPM model in these steps.
Whereas Dr. Morin’s model is

Ke Rf + (Rm'Rf) * Be (l)

Ke = Ka + (Rp-Re) * Be (2)

The only difference is that in my model K4
is the cost-of-debt and substitutes for R

in Dr. Morin’s model

The formula’s terms have the same meanings
as already discussed.

CAPD Witness Brown - Direct Docket 04-00034




O 00 ~J N n b LW~

—
(=

NN NN N NN = e a2 e e d e e
A N b WN =~ O WOV 00 3O N AW INY -

N
3

Page 109 of 124
I arrived at my formula by treating debt
as if its market rate is determined in the
same way as the market rate for equity:

Kg = Re + (Rp-Rg) *Bg (3)
Where B4s is the beta for debt capital

There is a market for debt capital just
like there is a market for equity capital.
I derived equation (2) by subtracting
equation (3) from equation (1) and the
result is equation (2):

Ke = Kga + (Rn-Re) *(Be-Bg) (2).

I’ve assumed that By is zero, which means
that I am treating debt cost as risk free,
so that equation (2) reduces to equation
(1) but K4 substitutes for R¢f This
formulation practically assures that the
equity cost will be higher than debt cost.

Therefore, the differences between Dr.
Morin’s CAPM model and my CAPM model are
not great.

CAPD Witness Brown - Direct Docket 04-00034
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For example, my Schedule 25 lists returns
to large company stocks from the period
1925 through 2002 taken from Ibbotson
Associates 2002 Yearbook - “Stocks Bonds,
Bills and Inflation,” Tables A-1 and B-1.
Column 1 lists the year, column 2 lists
the actual value of the return and column
3 lists the percentage gain or loss from
the prior year. The actual or “geometric”
return over the entire period is 10.20%,
shown at the bottom of column 2. The
‘arithmetic’ return is 12.20%. I do not
use the ‘arithmetic’ return overstates the
real return by 2%. However, in my model
10.20% 1is Ry, the market return.

The risk free rate, R, is derived from
Schedule 26. In this case I am using the
three-month U.S. Treasury bills. The
three-month rate is based on a long term
perspective of the riskless rate and that
it is a better concept to use in this case
than a long-term bond or note. The risk
free rate, Rg, is 3.79% '

In your CAPM model what risk premium is derived
from the market return R,, and the market
return the risk free rate, R¢?

In my CAPM model the risk premium is 6.41%,
which is the difference between 10.2% and
3.79%.

At this point, what is the practical difference
between Dr. Morin’s CAPM Model and yours?
CAPD Witness Brown - Direct Docket 04-00034
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The practical difference is in the value of the
beta used in Dr. Morin’s model wversus the beta

I use. Dr. Morin’s model is

o\°

10.69%= 5.3% + (7%)*.77

Equity= DebtCost + (6.41%)*Beta

At this point there are just two items left to
fill-in for my model - the cost of debt and the

beta.
What debt cost are you using?

I am using a debt cost of 6.74 % because
it matches the long-term debt cost in this
case. In addition, as shown in my Schedule
5, AGL Resources’ long-term debt has a
large “floating” portion. There are no
public records that I know of where
“floating” debt is rated as fixed debt is.
For example fixed debt could be rated “A”,
“BB,” or any other of several ratings. But
since these ratings are not available for
“floating” debt, my judgment is to derive
the CAPM rate in part by accepting the
company’s 6.74% rate. Also, this amount is
higher than Dr. Morin’s rate of 5.3% and
points out the advantage to my formulation
of the CAPM model. Dr. Morin’s CAPM model
begins at 5.3%, a rate lower than the debt

CAPD Witness Brown - Direct' Docket 04-00034
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cost of 6.74%. This highlights a practical
defect of Dr. Morin’s CAPM model: it
starts more than 100 basis points lower
than debt cost, a loss that has to be
compensated for someplace else in the CAPM
model.

On the other hand, my use of 6.74% rather
than Dr. Morin’s amount of 5.3%
counterbalances my lower risk premium of
6.41%, which is about .6% lower than his
risk premium of 7%. Therefore, the main
difference between our two models lies in
the value of the beta. Where Dr. Morin
uses Value Line’s amount of .77, I use an
amount of .10. His CAPM is 10.69% and mine
is 7.4% , and the entire difference is
attributable to the betas.

The entire analysis is shown in my Schedule 27.
I note that the CAPM model, were it applied to
AGL alone, gives AGL a return of 8.25%.

What is a beta?

It is a ratio of the change in a stock
price to the change in the overall market
price or index, and there are three
possibilities. For example, if a market
index increases by 10 percent and a stock
price increases 5 percent, then the
stock’s beta is .5 or one-half. On the
other hand, if a market index increases by
10 percent and a stock price decreases 5

CAPD Witness Brown - Direct Docket 04-00034
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percent, then the stock’s beta is a
negative one-half. Finally, if a market
index changes and the stock price does not
change, the stock’s beta 1is zero.

What economic meaning is normally assigned
to the beta?

It 1s regarded as a measure of risk, the
higher the beta, the higher the risk.

Where are the Value Line betas in Dr.
Morin’s cost-of-capital analysis?

Value Line betas appear in Dr. Morin’s
analysis in his Exhibit RAM-2.

What are values of the betas in Dr.
Morin’s Exhibit RaM-2?

The betas’ values range from a high of 1
to a low of .55.

CAPD Witness Brown - Direct Docket 04-00034
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XIIT,

Dr. Morin’s CAPM Analysis Relies
On Value Line Betas, Which Are
Not Standard Practice and Which
Inflate Returns

Q_153.

A_153.

Q_154.

A_154.

Do you agree that Value Line betas measure
risk?

No. I disagree because Value Line’s betas
inflate the measure of risk and are not
standard practice in the financial
industry. '

My Schedule 28 provides a comparison of
Value Line betas with other betas. The far
right column lists Value Line’s betas.
Value Line’s betas are substantially
higher than all others. Clearly, Value
Line’s betas are not standard practice. My
calculations give results consistent with
standard practice.

What is the effect of Value Line’s betas
on the estimated cost-of-capital?

Value Line’s betas lead to an overestimate
of risk and an overestimate of capital
cost.

CAPD Witness Brown - Direct Docket 04-00034
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How does Value Line calculate its betas?

Value Line reduces the calculated beta by
one-third and then adds .35 to produce an
“adjusted” beta. This adjustment to the
calculated beta makes low betas look
higher than they really are. Therefore,
Value Line’s betas do not capture or
embody changes in economic conditions.

My Schedule 29 shows the relationship
between a calculated beta and the Value
Line Beta.

My Schedule 30 is a history of Value Line
betas for AGL Resources from January 1994
through December 2003.

My Chart 1 of 3 is a chart displaying AGL
Resources calculated beta versus the Value
Line beta. From January 1998 through
January 2004.

My Chart 2 of 3 is a chart displaying AGL
Resources calculated beta, as well as the
calculated betas for each comparable
company since January 1998.

My Chart 2 of 3 is based on my Schedule
31, which is a table displaying the
calculated betas for five years ending -

from January 1998 through March 2004.

CAPD Witness Brown - Direct Docket 04-00034
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My table and charts show that real betas
have not been in the .6 to .8 range since
early 1998. Therefore, Dr. Morin’s CAPM
analysis is predicated on betas that are
not even close to being current.

The Value Line beta masks the relative
gain or loss in a stock’s value. The beta

"is a “relative” measure in the same sense

that economic wealth is a relative
measure. It has no meaning without
reference to another measure. For example,
an annual income of $50,000 in the year
1900 would indicate great wealth, but the
same figure in the year 2000 would not. To
the extent the Value Line masks the real
value of a beta, the Value Line beta
overestimates the true economic return of
any company.

My Chart 3 of 3 displays a long history of
AGL Resources stock price, the S&P500
Index scaled back to 10% of its value, and
the ratio of AGL’s stock price to the
scaled S&P Index. I scaled the index so
the left axis of the chart would display
the magnitude of the relative decline in
AGL’s stock value. Otherwise the index
would so much larger than AGL’s stock
price that the stock’s relative decline in
value would not be noticeable.

CAPD Witness Brown - Direct. Docket 04-00034
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For example, in November 1987 AGL’s stock
price was about $11 per share and the S&P
index was about 230. By scaling the index

back to 23 and placing it on the same

chart as AGL’s stock price, the ratio of
AGL’s stock price to the scaled index 1is
about 45%. Starting in November 1987 and
reading the chart from left to right shows
that in 1994 the S&P index rapidly
increased while AGL’s stock price changed
just a little. The ratio of the stock
price to the scaled index fell to 10% in
late 1999, all the while AGL’s stock price
had not changed much. This is the exact
pattern that causes a calculated beta to
be low: a stock price that is more or less
constant and an index rapidly rising or
falling.

On the other hand, Value Line’s beta for
AGL Resources in no way indicates that AGL
Resources stock’s value had a long history
of falling behind the market. Therefore,
just as Value Line’s past betas mask the
decline of AGL’s stock value relative to
the market and suggest the stock’s rate of
return was more than it really was, Value
Line’s current beta overestimates the rate
of return in this rate case.

Do you know the economic basis for Value
Line’s procedure to calculate betas?

CAPD Witness Brown - Direct Docket 04-00034
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Yes. Value Line bases its procedure on an
article titled “On The Assessment Of Risk”
which was authored by Marshall Blume of
the University of Pennsylvania. Professor
Blume’s article was published in the March
1971 issue of the Journal of Finance.
Blume believed that all betas tend towards
one, which is overall market average beta
of the thousands of companies that compose
the stock market.

Blume performed a calculation to raise the
value of betas that are low and lower the
value of betas that are high. This
procedure was adopted by Value Line. The
portfolios 1n Blume’s article were formed
between the years 1926 and 1968. His most
recent portfolio is almost forty years
old. His inquiry has not been updated, and
there is no evidence that his portfolio
included gas distribution companies.

Has the issue of adjusted betas versus
calculated betas been studied?

Yes. The issue of adjusted versus calculated
betas has been addressed in several forums.

CAPD Witness Brown - Direct: Docket 04-00034
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Financial Markets and Corporate
Strategy, (1°° Edition,1998), a standard
college financial textbook used worldwide
and authored by Professor Mark Grinblatt
of UCLA and Professor Sheridan Titman of
the University of Texas, addresses the
issue of Value Line adjusting a beta’s
value towards one. At page 175 of the book
its authors advise students of finance:
“better beta estimates might result by
shrinking the unadjusted estimates towards
an industry average rather than toward the
market average [of one].”

Another standard but older financial
textbook, Financial Management and Policy
by James C. VanHorne of Stanford
University, says at page 69 of the 7th
edition: “Adjusting historical betas 1is
difficult business because the process is
seldom clear and consistent.”

In 2002 the Australian government
commissioned a study to examine the use of
adjusted betas versus calculated betas.
The relevant report i1s: “Final Report,
Empirical Evidence on Proxy Beta Values
for Regulated Gas Transmission Activities:
July 2002 Report for the Australian
Competition and Consumer Commission,”
prepared by the Allen Consulting Group of
Melbourne, Australia.

CAPD Witness Brown - Direct Docket 04-00034
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The following conclusion appears at page
30 of the report: “Accordingly this report
uses the raw betas estimates produced by
each of the beta estimation services.” The
report can be acquired over the internet
at:

http://www.accc.gov.au/gas/br reg iss/empi
ricalA.pdf,

http://www.accc.gov.au/gas/br reg iss/empi
ricalB.pdf.

Also in 1998 Professor Martin Lally of the
Victoria University of Wellington,
authored an article, with the technical
and esoteric title of “An examination of
Blume and Vasicek Betas.” The article was
published in the economic journal, The
Financial Review. Professor Lally
concludes at page 192 of his article: “The

.result is a dramatic overestimate by

Blume, because a singularly relevant fact
is ignored, i.e., membership [in] an
industry whose average estimated, and
therefore presumably also true beta is
well below one.”

Is The Financial Review a professional
economics journal?

CAPD Witness Brown - Direct. Docket 04-00034
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1 a_1ss. Yes. It is a professional journal. The
2 Financial Review is the property of and
3 published by the Eastern Finance
4 Association. I also point out that Dr.
5 Morin has published an article in The
6 Financial Review in 1981, according to Dr.
7 Morin’s Appendix A page 8 of 8,
8
9

10 g 1509. . Do you consider your calculated beta to be

11 accurate?

12

13 a_1s9. Yes, I consider it accurate.

14

15 o_1s0. What is your opinion with regard to Value

16 Line’s betas?

17

18 a_1ie60. My opinion is that Value Line’s betas be

19 disregarded because they are inaccurate,

20 leading to a higher risk assessment than

21 the appropriate analysis would indicate.

22

23 g 161. In your opinion what is a just and reasomnable
24 equity return in this rate case proceeding?
25

26 a_1e1. In my opinion 8.35% is a just and reasonable
27 equity return, consistent with current returns
28 in the American economy. The return is the

29 average of my DCF return of 9.28% and my CAPM
30 result of 7.4%.

31

32

33 g_1e2. In your opinion is 8.35% a credible return?
34

CAPD Witness Brown - Direct. Docket 04-00034
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Yes. In my opinion 8.35% is a credible return.
My Schedule 32 supports my opinion. In May 2001
the DRI-WEFA group, an economic and financial
forecasting company formed from DRI (formerly
Data Resources Inc. owned by Standard & Poor’s)
and WEFA (Wharton Econometric Forecasting
Associates) issued a repoft named “25-Year
Focus, Summer 2001 - The Four Scenarios: The
Trend Projection.” At page 17 of the report the
firm projects stock market prices to rise at
just 5.3 percent annually.

A respected economics-consulting-firm is
suggesting that a rapidly rising stock market
with high levels of growth and high equity risk
is over.

In addition, investors are holding equity for
three years at most and an 8.35% return is well
above what they can expect if they were to hold
debt for that length of time.

How does your rate of return in this case
compare to the return you recommended in TRA
docket Docket No. 97-009827? )

In the last case my opinion was that a return
of 10.55% was just and reasonable. That return
is 200 basis points higher than my equity
return in this case.

CAPD Witness Brown - Direct Docket 04-00034
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Are your cost-of-equity methods in this case
different than the methods you employed in the
last case?

No. The methods are not different.

In your opinion, why is your return in this
case lower than the return in the last case?

In my opinion the returns are different because
economic conditions have changed.

In your opinion, is CGC entitled to a rate
increase because there has been no rate
increase since 1995?

No. In my opinion the absence of a rate
increase since 1995 is not a justification for
a rate increase in 2004. The rate of return is
the determining factor in assessing the need
for a rate increase, as I have already
discussed in my summary.

Why are you giving your opinion on this issue?
I am giving my opinion because the company
raises this issue at the beginning of its

entire case. Mr. Steve Lindsey testifies at
page 3 lines 10-13:

CAPD Witness Brown - Direct. Docket 04-00034
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A.  REQUEST FOR RATE RELIEF
Q. When was Chattanooga Gas Company’s last rate increase?
A.  Chattanooga was last granted a general rate increase in 1995 in Tennessee
Regulatory Authonty (“TRA") Docket No 95-02116. In 1998 rates were reduced

in TRA Docket No. 97-00982.

However, Mr. Lindsey’s testimony on this point
is not relevant. When several years have passed
without a utility petitioning the TRA for a
rate increase, there are least two economic
meaning that can be drawn. One meaning is that
is that the utility believes it is earning a
satisfactory return. A second meaning is that
is that the utility is over-earning and making
consumers pay higher rates than would otherwise
be the case. 1In either case, the absence of a
rate increase does not mean that consumers are
paying less than fair prices for the utility’s
services or that consumers are receiving a
benefit that they are not paying for. This
concludes my testimony at this time.

CAPD Witness Brown - Direct Docket 04-00034
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Amcri(iay Propane, LP.
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Ownership
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Company Excluded From
ComparableGroup

Financial Data Source UGlI CORP SEC Form 10-K Filed 2003_12_23

UGI Total Revenues - 2003 at Sep 30 $3,026 1 (Milions) 17% From Gas Sales
UG Total Capitalization - 2003 at Sep 30 $2004 5 (Milhions) 53% For Amerigas
Chart Source UGI CORP SEC Form 424B5 Filed 2004_03 19 File 04
LG! Carporztion
] 100%% ownership
UGH Uuhoes, Inc AmenrGas. Inc, UG! Enterpnscs, tnc.
100% vwnership
. 1004
y UG! Encrgy Serices Inc. preyport
1005 erwnershup AaeriGas Propane, ik 1005 ownerstup | ’
UGI Developuent Covrpany
1% 31,55%
Prizolare tncomporated G; nievesi | LP iterest
24 85% ngJ“n 160%
I 5 terest 9
T oo AmeriGas ptaers, L. nberes UGI HYAC Emerprires. fae ——2"0s
98.99% L interest
. Exstlicld International 160%
AmeriGas Propang, LP Haldings, Inc awnersip
5262% |>99% Lp trcress 100% ownership |
LP interess - '
Public AmeriGas Eagle FLAGA GmbH
Fropane, L.P.
I UG! Iniemetional Enterpnscs, Inc. } 100% owmership
| 100% ownership
UGI France, inc
I 19 5% awnership
AGZ Holding
99.99% nmwnenhip 99% awnershup
A % AGZ Finence
e 1% ownersinp G Finence . .




Company Excluded From
ComparableGroup

Source Text
APSC REGULATION: As a public utility in the
state of Alabama, Alagasco is subject to
regulation by the Alabama Public Service
Commussion (APSC), which has adopted several
Innovative approaches to rate regulation,
ENERGEN including Alagasco's Rate Stabtlization and
;g?:dlo'x Equalization (RSE) rate-setting process.
1995_12_28 |Implemented in 1983 and modified in 1985,
1987, and 1990, RSE replaced the traditional
utlity rate case . .” Under Alagasco's current
RSE order, which became effective December
1990, Alagasco's allowed ROE range 1s 13.15
percent to 13 65 percent.
Alagasco is subject to regulation by the Alabama
Public Service Commission (APSC) which, in
1983, established the Rate Stabilization and
Equalization (RSE) rate-setting process. RSE
ggg?cfg_x was extended in 2002, 1996, 1990, 1987 and
Filed- 1985 On June 10, 2002, the APSC extended
2003_o03_20 |RSE for a six-year period, through January 1,

2008. Under the APSC order, Alagasco's
allowed range of return on average equity
remains 13.15 percent to 13 65 percent

throughout the term of the order...
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SOUTHERN
UNION 10-K
Filed
2003_09_29

Southern Union Total Capitalization - 2003 at
Sep. 30 . $2346 4 (Millons) $1218.7 (Millions)
[ 50% To Panhandle Eastern Pipeline]

Acquisttion of Panhandle Eastern Pipe Line
Company and Subsidianes - On June 11, 2003,
Southern Union acquired Panhandle Energy
from CMS Energy Corporation for approximately
$582 million in cash and In connection therewith
incurred transaction costs estimated at $30
million. Additional consideration was financed

ESIIJEEE!;E-K by CMS Energy Corporation through their

Filed- purchase of 3 million shares of Southern Union

2003_09_25 |common stock (before adjustment for any
subsequent stock dividends) valued at
approximately $49 million based on market
prices at closing. Southern Union also incurred
additional deferred state income tax liabilities
estimated at $18 million as a result of the
transaction. At the time of the acquisition,
Panhandle Energy had approximately $1.159
billion of debt outstanding that it retained .
The Panhandie Energy entities include
Panhandle Eastern Pipe Line Company, LLC
(Panhandle Eastern Pipe Line), Trunkline Gas

soutuery | Company, LLC (Trunkline), Sea Robin Pipeline

UNION 10-K |Company (Sea Robin), Trunkliine LNG

gzéidog ’e Company, LLC (Trunkline LNG) and Pan Gas

Storage Company, LLC (Pan Gas, also dba
Southwest Gas Storage). Collectively, the
pipeline assets include more than 10,000 miles
of interstate pipelines

\
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SECURITIES AND EXCHANGE COMMISSION

(Release No 35-27812)

Filings Under the Public Utility Holding Company Act of
1935, as amended ("Act”)

10-Mar-04

Notice is hereby given that the following filing(s) has/have
been made with the Commission pursuant to provisions of
the Act and rules promulgated under the Act All interested
persons are referred to the application(s) and/or
declaration(s) for complete statements of the proposed
transaction(s) summarized below. The application(s)
and/or declaration(s) and any amendment(s) is/are
avallable for public inspection through the Commission's
Branch of Public Reference

Interested persons wishing to comment or request a
hearing on the application(s) and/or declaration(s) should
submit their views in wniting by March 31, 2004, to the
Secretary, Securities and Exchange Commission,
Washington, D C. 20549-0609, and serve a copy on the
relevant applicant(s) and/or declarant(s) at the address(es)
specified below. Proof of service (by affidavit or, in the
case of an attorney at law, by certificate) should be filed
with the request. Any request for hearing should identify
specifically the issues of facts or law that are disputed. A
person who so requests will be notified of any hearing, if
ordered, and will receive a copy of any notice or order
issued in the matter. After March 31, 2004, the
application(s) and/or declaration(s), as filed or as
amended, may be granted and/or permitted to become
effective.

AGL Resources Inc. (70-10175)

Docket No 04 00034
Exhibit CAPD SB
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Schedule 2
Pagel of 3
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AGL Resources Inc ("AGL Resources”), a registered
pubhc utiity holding company. Ten Peachtree Place, Suite
1000, Atlanta, Georgia 30309, AGL Resources’ electric
and gas public utility subsidiaries, Allanta Gas Light
Company ("AGLC"), Ten Peachtree Place, Suite 1000,
Atlanta, Georgia 30309, Chattanocoga Gas Company
("CGC") 2207 Olan Mills Drive, Chattanooga, Tennessee
37421, Virginia Natural Gas, Inc ("VNG"), 5100 East
Virginia Beach Boulevard, Norfolk, Virginia 23502, (AGLC,
CGC, and VNG collectively “Utility Subsidianes®), and AGL
Resources' direct and indirect nonutiity subsidianes
("Nonutility Subsidiaries” and collectively with the Utiity
Subsidianies, *Subsidianes*) Georgia Natural Gas
Company ("GNG"), AGL Investments, Inc ("AGLI"), AGL
Services Company (*“AGL Services™), AGL Capital
Corporation ("AGL Capital”), Global Energy Resource
Insurance Corporation ("GERIC"), Piwvotal Energy Services,
Inc (“Pivotal Energy Services"), AGL Rome Holdings, Inc ,
Pwotal Propane of Virginia, Inc , Southeastern LNG, Inc

It Overview of the Requests

Applicants request authorization to engage in the following
financing transactions during the period from the effective
date of the order granted in this Application through March
31, 2007 (“Authonization Period")

Applicants state that the proceeds from the sale of
securities in extemnal financing transactions will be used for
general corporate purposes, including the financing, in
part, of the capital expenditures and working capital
requirements of AGL Resources and its Subsidianes, for
the acquisttion, retirement or redemption of securities
previously issued by AGL Resources or the Subsidiaries,
and for authorized investments in companies organized in
accordance with rule 58 under the Act ("Rule 58
Companies”), exempt wholesale generators ("EWGs"), as
defined in section 32 of the Act, foreign utility companies
("FUCQOs"), as defined in section 33 of the Act, exempt
telecommunications companies ("ETCs"), as defined in
section 34 of the Act, and for other lawful purposes

Applicants request authorization for the following
transactions through the Authorization Period

issuances and sales of secunities or borrowings during the
Authorization Period by AGL Resources of up to $5 billion
at any time outstanding ("AGL Resources External Limit"),

issuances by AGL Resources of guarantees and other
forms of credit support in an aggregate amount of $1
biliion at any time outstanding ("AGL Resources
Guarantee Limit"),

1Issuances by AGLC, CGC, and VNG of guarantees and
other forms of credit support with respect to the obligattons
of their respective subsidianes in an amount not to exceed
and $300 million, $75 mitiron, and $150 mullion,
respectively ("Utiity Guarantees”),

short-term borrowings by AGLC of $750 million and CGC
of $250 million in short-term debt,

hedging transactions by AGL Resources and the Utility
Subsidiaries with respect to ther indebtedness,

Docket No 04 00034
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Direct Testimony__
Schedule 2
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Endnotes

1 Applicants state that operating margin represents
operating revenues less cost of sales

2 Apphicants state that common stock equity ("Common
Stock Equity") includes common stock (1.e , amounts
received equal to the par or stated value of the common
stock), additional paid in capital, retained earnings and
minority interests

3 Applicants would calculate the Common Stock Equity to
total capitalization ratio as follows: common stock equity
(common stock equity + preferred stock + gross debt)
Gross debt is the sum of long-term debt, short-term debt

and current maturities.
http://www.sec.gov/divisions/investment/opur/filing/35-

27812.htm
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DETERMINATION OF COMMON EQUITY RATIOS

AND CAPITAL STRUCTURE

FOR COMPARABLE COMPANIES

AGL Resources: Consolidated Capitalization

(In Millions of $)
Capital Structure Components As Of:

Docket No 04 00034
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Direct Testimony___
Schedule 3
Page 1of 1l

2003: Dec 31 2002: Dec 31 2001: Dec 31

Short-Term Debt: Notes Due $306 $389 $385
Short-Term Debt: Current Portion of Long-Term Debt $77 $30 $93
Long-Term Debt $731 $767 $797
Trust Preferred Securities $225 $227 $218
Common Equity $945 $710 $690
Total $2,285 $2,123 $2,183
RATIOS:
Short-Term Debt: Notes Due 13.4% 18.3% 17.6%
Short-Term Debt: Current Portion of Long-Term Debt 3.4% 1.4% 4.3%
Long-Term Debt 32.0% 36.1% 36.5%
Trust Preferred Securities 9.9% 10.7% 10.0%
Common Equity 41.4% 33.4% 31.6%
Total 100.0% 100.0% 100.0%
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DETERMINATION OF COMMON EQUITY RATIOS
AND CAPITAL STRUCTURE
FOR COMPARABLE COMPANIES

Docket No 04 00034

Exhibit CAPD SB_.__

Direct Testimony___
Schedule 3
Page 2 of 11

1 Atmos : Consolidated Capitalization
2 . (In Thousands of $)
3 Capital Structure Components As Of: 2003: Sep 30 2002: Sep 30 2001:Sep 30
4 Short-Term Debt; Notes Due $118,595 $145,791 $201,247
5 Short-Term Debt: Current Portion of Long-Term Debt $9,345 $21,980 $20,695
6 Long-Term Debt $863,918 $670,463 $692,399
7 Common Equity $857,517 $573,235 $583,864
8 Preferred $0 $0
9 Total $1,849,375 $1,411,469 $1,498,205
10 ’ ‘
11 RATIOS:
12 Short-Term Debt: Notes Due 6.4% 10.3% 13.4%
13 Short-Term Debt: Current Portion of Long-Term Debt 0.5% 1.6% 1.4%
14 Long-Term Debt 46.7% 47.5% 46.2%
15|Common Equity 46.4% 40.6% 39.0%
16 Preferred 0.0% 0.0% 0.0%
17 Total 100.0% 100.0% 100.0%
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DETERMINATION OF COMMON EQUITY RATIOS e e

AND CAPITAL STRUCTURE
FOR COMPARABLE COMPANIES

Exhiit CAPD SB____

Direct Testimony__
Schedule 3

Page 3 of 11

KeySpan Corp : Consolidated Capitalization
(In Thousands of $)
Capital Structure Components As Of: 2003: Dec 31 2002: Dec 31 2001: Dec 31
Short-Term Debt: Notes Due $481,900 $915,697 $1,048,450
Short-Term Debt: Current Portion of Long-Term Debt $1,471 $11,413 $993
Long-Term Debt $5,611,432 $5,224,081 $4,697,649
Common Equity $3,661,948 $2,944,592 $2,890,602
Preferred $83,568 $83,849 $84,077
Total $9,840,319 $9,179,632 $8,721,771
RATIOS:
Short-Term Debt: Notes Due 4.9% 10.0% 12.0%
Short-Term Debt: Current Portion of Long-Term Debt 0.0% 0.1% 0.0%
Long-Term Debt 57.0% 56.9% 53.9%
Common Equity 37.2% 32.1% 33.1%
Preferred 0.8% 0.9% 1.0%
Total 100.0% 100.0% 100.0%
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DETERMINATION OF COMMON EQUITY RATIOS

AND CAPITAL STRUCTURE
FOR COMPARABLE COMPANIES

Docket No 04 00034

Exhibit CAPD SB___

Direct Testimony___
Schedule 3
Page4 of 11

1 LaClede Group: Consolidated Capitalization
2 (In Thousands of $)
3 Capital Structure Components As Of: 2003: Sep 30 2002: Sep 30 2001: Sep 30
4 Short-Term Debt: Notes Due $218,200 $161,670 $117,050
5 Short-Term Debt: Current Portion of Long-Term Debt $15,361 $24,832 879
6 Long-Term Debt $259,625 $259,545 $284,459
7 Common Equity $299,072 $285,766 $288,085
8 Preferred $46,258 $1,266 $1,588
9 Total $838,516 $733,079 $691,261
10
11 RATIOS:
12 Short-Term Debt: Notes Due ) 26.0% 22.1% 16.9%
13 Short-Term Debt: Current Portion of Long-Term Debt 1.8% 3.4% 0.0%
14 Long-Term Debt 31.0% 35.4% 41.2%
15|Common Equity 35.7% 39.0% 41.7%
16 Preferred 5.5% 0.2% 0.2%
17 Total 100.0% 100.0% 100.0%
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: DETERMINATION OF COMMON EQUITY RATIOS

AND CAPITAL STRUCTURE
FOR COMPARABLE COMPANIES

Docket No 04 00034
Exhibit CAPD SB_
Direct Testimony___
Schedule 3
Page 5 of 11

New Jersey Resources : Consolidated Capitalization
(In Millions of $)
Capital Structure Components As Of: 2002: Sep 30 2002: Sep 30 2001: Sep 30
Short-Term Debt: Notes Due 185 $60 $86
Short-Term Debt: Current Portion of Long-Term Debt 2.5 $27 $1
Long-Term Debt 258 $371 $354
Common Equity 419 $361 $352
Preferred 0 0.295 0.298
Total 864.5 $819 $792
RATIOS:
Short-Term Debt: Notes Due 21.4% 7.3% 10.8%
Short-Term Debt: Current Portion of Long-Term Debt 0.3% 3.3% 0.1%
Long-Term Debt 29.8% 45.3% 44.7%
Common Equity 48.5% 44.1% 44.5%
Preferred 0.0% 0.0% 0.0%
Total 100.0% 100.1% 100.1%
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DETERMINATION OF COMMON EQUITY RATIOS

AND CAPITAL STRUCTURE
FOR COMPARABLE COMPANIES

Docket No 04 00034
Exhibit CAPD SB____
Direct Testimony__
Schedule 3
Page6of 11

1 NICOR : Consolidated Capitalization
2 (In Millions of $)
3 Capital Structure Components As Of: 2003: Dec 31 2002: Dec 31 2001: Dec 31
4 Short-Term Debt: Notes Due $575 $315 $277
5 Short-Term Debt: Current Portion of Long-Term Debt 0 $100 0
6 Long-Term Debt $497 $396 $446
7 Common Equity $755 $728 $704
8 Preferred $0 $4 $6
9 Total $1,827 $1,544 $1,434
10
11 RATIOS:
12 Short-Term Debt: Notes Due 31.5% 20.4% 19.3%
13 Short-Term Debt: Current Portion of Long-Term Debt 0.0% 6.5% 0.0%
14 Long-Term Debt 27.2% 25.7% 31.1%
15 |Common Equity 41.3% 47.2% 49.1%
16 Preferred 0.0% 0.3% 0.4%
17 Total 100.0% 100.0% 100.0%
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DETERMINATION OF COMMON EQUITY RATIOS e o

Exhibit CAPD SB____

AND CAPITAL STRUCTURE 3
FOR COMPARABLE COMPANIES Page 7 of 11 a
9p)
Qo
Q
1 Northwest Natural Gas : Consolidated Capitalization
2 (In Thousands of §)
3 Capital Structure Components As Of: 2003: Dec 31 2002: Dec 31 2001: Dec 31
4 Short-Term Debt: Notes Due $85,200 $69,802 $108,291
5 Short-Term Debt: Current Portion of Long-Term Debt $0 $20,000 $40,000
6 Long-Term Debt $500,319 $445,945 $378,377
7 Common Equity $506,316 $483,103 $468,161
8 Preferred $0 $8,250 $34,000
9 Total $1,091,835 $1,027,100 $1,028,829
10
11 RATIOS:
12 Short-Term Debt: Notes Due 7.8% 6.8% 10.5%
13 Short-Term Debt: Current Portion of Long-Term Debt 0.0% 1.9% 3.9%
14 Long-Term Debt 45.8% 43.4% 36.8%
15|Common Equity 46.4% 47.0% 45.5%
16 Preferred 0.0% 0.8% 3.3%

17 Total 100.0% 100.0% 100.0%
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DETERMINATION OF COMMON EQUITY RATIOS
AND CAPITAL STRUCTURE
FOR COMPARABLE COMPANIES

Docket No 04.00034

Exhibit CAPD SB____ .

Direct Testimony___
Schedule 3
Page8of11__

Peoples Energy Corporation : Consolidated Capitalization -

(In Thousands of §)
2003: Sep 30 2002: Sep 30 2001: Sep 30

Capital Structure Components As Of:

Short-Term Debt: Notes Due $207,949 $287,871 $507,454
Short-Term Debt: Current Portion of Long-Term Debt $0 $90,000 $100,000
Long-Term Debt $744,345 $554,014 $644,308
Common Equity $847,999 $806,324 . $798,614
Preferred $0 $0 $0
Total $1,800,293 $1,738,209 $2,050,376
. RATIOS:
Short-Term Debt: Notes Due 11.6% 16.6% 24.7%
Short-Term Debt: Current Portion of Long-Term Debt 0.0% 5.2% 4.9%
Long-Term Debt 41.3% 31.9% 31.4%
Common Equity 47.1% 46.4% 38.9% .
Preferred 0.0% 0.0% 0.0%
Total 100.0% 100.0% 100.0%
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Exhibit CAPD SB____

>ZU o>v—._->—| m._-xcon_-cxm ' Direct Testimony___

Schedule 3

FOR COMPARABLE COMPANIES Page9ol11____

Piedmont: Consolidated Capitalization
(In Thousands of $)

Capital Structure Components As Of: 2003: Sep 30 2002: Sep 30 2001: Sep 30
Short-Term Debt: Notes Due $555,059 $46,500 $32,000
Short-Term Debt: Current Portion of Long-Term Debt $2,000 $47,000 $2,000
Long-Term Debt $460,000 $462,000 $509,000
Common Equity $630,195 $589,596 $560,379
Preferred $0 $0 $0
Total $1,647,254 $1,145,096 $1,103,379
RATIOS:
Short-Term Debt: Notes Due 33.7% 4.1% 2.9%
Short-Term Debt: Current Portion of Long-Term Debt 0.1% 4.1% 0.2%
Long-Term Debt 27.9% 40.3% 46.1%
Common Equity 38.3% 51.5% 50.8%
Preferred 0.0% 0.0% 0.0%

Total 100.0% 100.0% 100.0%
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DETERMINATION OF COMMON EQUITY RATIOS
AND CAPITAL STRUCTURE

Docket No 04 00034
Exhibit CAPD SB___
Direct Testimony__
Schedule 3

FOR COMPARABLE COMPANIES Page 10 of 11
1 Southwest Gas: Consolidated Capitalization
2 (In Thousands of $) )
3 Capital Structure Components As Of:- 2003: Dec 31 2002: Dec 31 2001: Dec 31
4 Short-Term Debt: Notes Due $52,000 $53,000 $93,000
5 Short-Term Debt: Current Portion of Long-Term Debt $6,435 $8,705 $307,641
6 Long-Term Debt $1,221,164 $1,152,148 $856,351
7 Common Equity $630,467 $596,167 $561,200
8 Preferred $0 30 $0
9 Total $1,910,066 $1,810,020 $1,818,192
10
11 RATIOS:
12 Short-Term Debt: Notes Due 2.7% 2.9% 5.1%
13 Short-Term Debt: Current Portion of Long-Term Debt 0.3% 0.5% 16.9%
14 Long-Term Debt 63.9% 63.7% 47.1%
15|Common Equity 33.0% 32.9% 30.9%
16 Preferred . 0.0% 0.0% 0.0%
17 Total 100.0% 100.0% 100.0%
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DETERMINATION OF COMMON EQUITY RATIOS Docket o 04 00034
AND CAPITAL STRUCTURE " orect Testmory _
FOR COMPARABLE COMPANIES Poge 11 ol 1

WGL Holdings : Consolidated Capitalization
(In Thousands of $)
Capital Structure Components As Of. 2003: Sep 30 2002: Sep 30 2001: Sep 30
Short-Term Debt: Notes Due $166,662 $90,865 $134,052
Short-Term Debt: Current Portion of Long-Term Debt $12,180 $42,238 $48,179
Long-Term Debt $636,650 $667,951 $584,370
Common Equity $818,218 $766,403 $788,253
Preferred $28,173 $28,173 $28,173
Total $1,661,883 $1,595,630 $1,583,027
RATIOS:
Short-Term Debt: Notes Due 10.0% 5.7% 8.5%
Short-Term Debt: Current Portion of Long-Term Debt 0.7% 2.6% 3.0%
Long-Term Debt 38.3% 41.9% 36.9%
Common Equity 49.2% 48.0%  49.8%
Preferred 1.7% 1.8% 1.8%
Total 100.0% 100.0% 100.0%
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SUMMARY OF CAPITAL STRUCTURE

Capital Structure Based On 10 Comparable Companies

Docket No 04 00034

Exhibit CAPD SB__ _

Direct Testimony___
Schedule 4
Page 1 of 1

RATIOS

Capital Structure Components As Of: 2003 2002 2001 3 Yr Average
Short-Term Debt: Notes Due 15.6% 10.6% 12.4% 12.9%
Short-Term Debt: Current Portion of Long-Term Debt 0.4% 2.9% 3.0% 2.1%
Long-Term Debt 40.9% 43.2% 41.5% 41.9%
Common Equity 42.3% 42.9%  42.3% 42.5%
Preferred 0.8% 0.4% 0.7% 0.6%
Total 100.0%  100.0%  100.0% 100.0%
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SUMMARY OF CAPITAL STRUCTURE

1

Capital Structure Based On 10 Comparable Companies

-

Docket No 04 00034
Exhibit CAPD SB__
Direct Testimony___
Schedule 4
Page 1 of 1

3 Yr Average

RATIOS

.= Capital Structure Components As Of: 2003 2002 2001
‘.« Short-Term Debt: Notes Due 15.6% 10.6%  12.4%

Short-Term Debt: Current Portion of Long-Term Debt 0.4% 2.9% 3.0%

m " Long-Term Debt 40.9% 43.2% 41.5%
Common Equity 42.3% 42.9% 42.3%

.., " Preferred 0.8% 0.4% 0.7%
N Total 100.0% 100.0%  100.0%

12.9%
2.1%
41.9%
42.5%
0.6%
100.0%
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AGL RESOURCES CAPITAL STRUCTURE PRESENTED AT o CAPD SB

INVESTORS CONFERENCE OF NOV 17-18, 2003 : Drect Testmony.__
Page 1 of 1
.
Balances From The Shde % |
Capital Type 2003P 2004P .
Short-Term 2750 2920 R L
Current Debt Due 820 00 haied mw,..o. December 31,2003 |
All Other Debt 7327 8830 b i B G 4295 0 5 w8 Froatiog Debt .
Preferred 2250 2250 o e 2070 00 6 A e
Total Shown 13147 1400 0 el 5550 ]
Equity - Not Shown 9136 972 9 N
Grand Total 2228 3 23729 _
Percentages Based On the Shde H
Capital Type . 2003P | 2004P B
Short-Term 12 3% 12 3% ]
Current Debt Due 37% 00% |
All Other Debt 32 9% 37 2% ]
Preferred 101% 95% ]
Total Shown 59 0% 59 0%
Equity - Not Shown 41 0% 41 0% ]
Grand Total 100 0% 100 0% |
Resources
Resuits From CAPD Comparable Companies - 3
Yr Average L
Capital Type
Short-Term 12 9%
Long-Term Debt And
Preferred 44 6%
ﬂmc_q 42 5%
Grand Total 100 0% .
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AGL RESOURCES CAPITAL STRUCTURE PRESENTED AT
INVESTORS CONFERENCE OF NOV 17-18, 2003

Docket No 04 00034
Exhibit CAPD SB____
Direct Testimony___
Schedute 5
Page 1 of }

Balances From The Shide

Capital Type 2003P 2004P
Short-Term 2750 2920
Current Debt Due 820 00

All Other Debt 732.7 883.0
Preferred 2250 2250
Total Shown 1314.7 1400 0
Equity - Not Shown 9136 9729
Grand Total 2228.3 23729

Percentages B

ased On the Slide

Capital Type 2003P 2004P
Short-Term 12 3% 12 3%
Current Debt Due 3.7% 00%
All Other Debt 32 9% 37 2%
Preferred 10 1% 9.5%
Total Shown 58 0% 59 0%
Equity - Not Shown 41.0% 41 0%
Grand Total 100 0% 100 0%
Resuits From CAPD Comparable Companies - 3
Yr Average
Capital Type
Short-Term 12 9%

Long-Term Debt And

Preferred 44 6%
Equity 42 5%
Grand Total 100 0%

C03R'7S




REPORT OF INDEPENDENT AUDITORS

Board of Directors -
Atmos Energy Corporation

We have audited the accompanying consoiidated balance sheets of Atmos
Energy Corporation as of September 30, 2003 and 2002, and the related
consolidated statements of income, shareholders' equity and cash flows for each
of the three years in the period ended September 30, 2003

In our opinion, the consolidated financiat statements referred to above

present fairly, in all material respects, the consolidated financial posttion of

Atmos Energy Corporation at September 30,72003 and 2002, and the consolidated
results of its operations and its cash flows for each of the three years n the

period ended September 30, 2003

ERNST & YOUNG LLP

Dallas, Texas
10-Nov-03

Docket No 04 00034

Extubit CAPD SB____

Direct Testimony___
Schedule 6
Page 1 of 10




INDEPENDENT AUDITORS' REPORT
To the Shareholders and Board of Directors of KeySpan Corporation

We have audited the accompanying Consolidated Balance Sheets of KeySpan
Corporation and subsidiaries (the Company) as of December 31, 2003 and 2002, and
the related Consolidated Statements of Income, Retained Earnings, Comprehensive
Income, Capitalization, and Cash Flows for each of the two years in the period
ended December 31, 2003

In our opinion, such consolidated financial statements present fairly, in all
material respects, the financial position of the KeySpan Corporation and
subsidiaries as of December 31, 2003 and 2002

/s/Deloitte & Touche LLP .
18-Feb-04

New York, New York

Docket No 04 00034

Exhibit CAPD SB____

Direct Testimony___
Schedule 6

Page 2 of 10
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Independent Auditors’ Report
To the Board of Directors and Shareholders of The Laclede Group, Inc

We have audited the consolidated balance sheets and statements of
consolidated capitalization of The Laclede Group, Inc and its subsidiaries
("the Company") as of September 30, 2003 and 2002, and the related
statements of consolidated income, common shareholder' equity, comprehensive
income, and cash flows for each of the three years in the period ended
September 30, 2003

In our opinion, such consolidated financial statements present fairly, in
all material respects, the financial position of The Laclede Group, Inc and
its subsidiaries as of September 30, 2003 and 2002

DELOITTE & TOUCHE LLP

St Louts, Missouri
18-Nov-03

Docket No 04 00034
Exhibit CAPD SB___
Direct Testimony___
Schedule 6
Page 3 of 10,
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To the Shareholders and Board of Directors of Nicor Inc

We have audited the accompanying consolidated balance sheets and statements of
capitalization of Nicor Inc and subsidianes (the Company) as of December 31, 2003 and 2002,
and the related consolidated statements of operations, common equity, comprehensive income,
and cash flows for each of the three years in the period ended December 31, 2003 We believe
that our audits provide a reasonable basis for our opinion

in our opinion, such consolidated financial statements present farrly, in all matenal respects, the
financial position of Nicor Inc and subsidiaries as of December 31, 2003 and 2002, and the
results of their operations and their cash flows for each of the three years n the period ended
December 31, 2003

DELOITTE & TOUCHE LLP
Chicago, lllinois February 19, 2004

Docket No 04 00034
Exmibit CAPD SB____
Direct Testimony___

Schedule6 ___
Page 4 of 10
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Docket No 04 00034
Exhibit CAPD SB____
Direct Testimony___

Schedule6 ___ _
Page 5 of 10

To the Shareholders and Board of Directors of New Jersey Resources Corporation

We have audited the consolidaled financial statements of New Jersey Resources Corporation
(the "Corporation") as of September 30, 2003 and 2002, and for each of the three years in the
period ended September 30, 2003, and have 1ssued our report thereon dated October 28,
2003 This consolidated financial statement schedule 1s the responsibility of the Corporation’s
management Our responsibility 1s to express an opinion based on our audits In our opinion,

such consolidated financial statement schedule, when considered in relation to the basic ‘

consolidated financial statements taken as a whole, presents farrly, in all maternial respects, the
information set forth theren

DELOITTE & TOUCHE LLP Parsippany, New Jersey October 28, 2003
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To the Board of Directors and Shareholders of
Northwest Natural Gas Company

In our opinion, the consolidated financtal statements listed in the accompanying
table of contents present farrly, in all maternal respects, the financial

position_of Northwest Natural Gas Company and its subsidiaries (the "Company")
at December 31, 2003 and 2002, and the results of their operations and their
cash flows for each of the three years in the period ended December 31, 2003
/s/PricewaterhouseCoopers LLP

Portland, Oregon

26-Feb-04

Docket No 04 00034

Exhibit CAPD SB____
Direct Testimony___
Schedule6
Page 6 of 10
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To Shareholders of Peoples Energy Corporation

We have audited the accompanying consolidated balance sheets and consolidated capitalization
statements of Peoples Energy Corporation and subsidiary companies (the Company) at
September 30, 2003 and 2002, and the related consolidated statements of incorne, stockholders’
equity, and cash flows for each of the three years in the period ended September 30, 2003

In our opinion, the consolidated financial statements referred to above present fairly, in all
matenal respects, the financial position of Peoples Energy Corporation and subsidiary companies
at September 30, 2003 and 2002, and the results of their operations and their cash flows for each
of the three years in the period ended September 30, 2003

DELOITTE & TOUCHE LLP Chicago, llinois December 10, 2003

Docket No 04 00034
Exhibit CAPD SB____
Direct Testimony___

Schedule 6
Page 7 of 10
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Docket No 04 00034

Exhibit CAPD SB____

Direct Testimony___
Schedule 6
Page 8 of 10

independent Auditors' Report

To the Board of Directors and Stockholders of Piedmont Natural Gas Company, Inc
Charlotte, North Carolina

We have audited the accompanying consolidated balance sheets of Piedmont Natural
Gas Company, Inc and subsidiaries ("Piedmont”) as of October 31, 2003 and 2002, and the
related consolidated statements of income, stockholders' equity and cash flows for each of the
three years in the period ended October 31, 2003  Our audits also included the financial
statement schedule listed in the Index at Item 15 These financial statements and financial
statement schedule are the responsibility of Piedmont's management Our responsibility is to
express an opinion on the financial statements and financial statement schedule based on our
audits

in our opmnion, such consolidated financial statements present fairly, in all material
respects, the financial position of Piedmont at October 31, 2003 and 2002, and the resulits of its
operations and its cash flows for each of the three years in the period ended October 31, 2003

/s/ DELOITTE & TOUCHE LLP
09-Jan-04
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To the Shareholders of
Southwest Gas Corporation

In our opinion, the accompanying consolidated balance sheets and the related consolidated
statements of income, of stockholders' equity and of cash flows present fairly, in all matenal
respects, the financial position of Southwest Gas Corporation and its subsidiaries at December

31, 2003 and 2002, and the results of their operations and their cash flows for the years ended
December 31, 2003 and 2002 in conformity

PricewaterhouseCoopers LLP
Los Angeles, California

11-Mar-04

Docket No 04 00034

Exhibit CAPD SB____

Direct Testimony___
Schedule 6
Page 9 of 10
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Docket No 04 00034
Exhibit CAPD SB_____
Direct Testimony
Schedule 6
Page 10 of 10

To the Board of Directors and Shareholders of WGL Holdings, Inc and Washington Gas Light
Company

We have audited the accompanying consolidated balance sheets and consolidated statements of
capitalization of WGL Holdings, Inc and subsidiaries and the separate balance sheets and
statements of capitalization of Washington Gas Light Company (the Companies) as of
September 30, 2003 and 2002, and the related statements of income, common shareholders’
equity, cash flows and income taxes for the years then ended Our audits also included the
financial statement schedules histed in the Index at Item 15 under Schedule Ii for the years ended
September 30, 2003 and 2002 These financial statements and financral statement schedules
are the responsibility of the Companies' management  Our responsibility is to express an
opinion on the financial statements and financiai statement schedules based on our audits

We believe that our audits provide a reasonable basis for our opinion

In our opinion, such 2003 and 2002 financial statements present fairly, In all matenal respects,
the consolidated financial position of WGL Holdings, Inc and subsidiaries and the financial
position of Washington Gas Light Company as of September 30, 2003 and 2002

DELOITTE & TOUCHE LLP
McLean, Virginia

05-Dec-03
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AT RICHMOND, SEPTEMBER 27, 2002

g2 B2 93

APPLICATION’

VIRGINIA NATURAL GAS, INC., CASE NO. PUE-2002-00515
AGL RESQURCES INC., and

AGL SERVICES COMPANY
For authority to issue short-term

debt, long-term debt, and common
stock to an affiliate

ORDER GRANTING AUTHORITY

On September 17, 2002, Virginia Natural Gas, Inc. ("VNG"},
AGL Resources, Inc., ("AGLR"), and AGL Services Company ("AGL
Serviceg”) (collectively, "Applicants"), filed an application
under Chapters 3 and 4 of Title 56 of the Code of Virginia
requesting authority for VNG to participate in the AGLIR Money
Fool, to issue long-term debt, and to issue and sell common stock
to an affiliate. The amount of short-term debt proposed in the
application exceeds twelve percent of capitalization as defined
in § 56-65.1 of the Code of Virginia. Applicants have paid the

requisite fee of 5250,

Docket No 04 00034
Exhibit CAPD SB____
Direct Testimony__
Schedule 7
Page 1 of 4
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Docket No 04 00034
Exhibit CAPD SB____
Direct Testimony___

Schedule 7
Page 2 of 4

2) VNG 1s authorized to issue long-term debt to AGLR in an

amount not to exceed $250,000,000 and to issue and sell common

stock to AGLR in an amount not to exceed $300,000,000, for the

period extending from October 1, 2002, through December 31, 2003,

under the terms and conditions and for the purposes set forth in

the application.

3) Approval of this application shall have nc implications

for ratemaking purposes.

4} Approval of this application does not preclude the

Commission from applying the provisions of § 56-78 and § 56-80 of
the Code of Virginia hereafter.

5) The Commission regerves the right pursuant to § 56-79

of the Code of Virginia to examine the books and recoxds of any
affiliate in conmnection with the authority granted herein,

whether or not such affiliate is regulated hy thig Commission.

003287/



COMMONWEALTH OF VIRGINIA
BEFORE THE
STATE CORPORATION COMMISSION

Application of

VIRGINIA NATURAL GAS, INGC.,
Principal Applicant, and

Case No. PUEQR-00T /S~
AGL RESQURCES INC. and :
AGL SERVICES COMPANY,
Affiliate Apnlicants

Far Authority to issue Short-Term Debt,
Long-Term Debt and Common Stock to an

Affiliate under Chapters 3 and 4, Title 56
of the Code of Virginia

APPLICATION FOR AUTHORITY TO ISSUE SHORT-TERM DEBT,
LONG-TERM DEBT AND COMMON STOCK TO AFFILIATE UNDER
CHAPTERS 3 AND 4, TITLE 56 OF THE CODE OF VIRGINIA

Application for Authonty under the Securibies Act
Case No PUFO1

September 186, 2002
Page 8

12.

expenses relating to the proposed financing program will be de minimis and will be
borne by the Applicants.

42 VNIRYA P arndancad Binanalal Qiatamantna Aatnd ae Af Llina 200 2NNND

Because the proposed financing transactions will be private transactions,

Dockel No 04 00034

Extbit CAPD SB_

Direct Testimony___
Schedule 7
Page 30 4
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Docket No 04 00034

Exhibit CAPD SB____

Direct Testimony___
Schedule 7
Page 4 of 4

Exhibit A — Case No. PUFO1
Financing Summary

Virginia Nalural Gas, inc., et al.
Page 5 of 5

B) EEven though the rate of interest to be used for the long-term debt is not
known at this time, it will be lower than VNG could expect to obtain on its own were it
not affiliated with AGLR.

C)}  There is no market price for VNG's common stock from which to make any
meaningful comparisons with bock value.
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PARENT COMPANY LOAN TO SUBSIDIARY
SEC FORM U-6B-2

U-68-2 1 agirfonmubb2 him U-68-2

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D C 20549

Form U-6B-2

Certificate of Notification

Filed by AGL Resources Inc

On behalf of Virginia Natural Gas, inc

Filed by a registered holding company or subsidiary thereof pursuant to Rule 52 adopted under the Public Utiity Holding Company
Act of 1835

This certificate 1s notice that Virginia Natural Gas, Inc , a subsidiary of AGL Resources inc , a reg d holding company, has
issued, renewed or guaranteed the security or secunties descnbed herem which issue, rengwal or guaranty was exempted from the
provisions of section 6(a) of the Act and was neither the subject of a declaration or application on Form U-1, nor included within the
exemption provided by Rule U-48

1

Type of security or securities

Subordinated unsecured promissory note
2

Issue, renewal or guaranty

issue

3

Principal amount of each security

$20,312,763 00§

4

[Rate of interest per annum of each secunty

8 30%j

5

Date of issue, renewal or guaranty of each secunty

15-Jul-01

8

If renewal of security, give date of onginal 1ssue

N/A

7

Date of matunity of each security

15-Jul-31

Name of the person to whom each security was 1ssued, renewed or guaranteed

AGL Resources Inc
9

Collateral given with each secunty, If any

N/A

10

Consideration received for each security

The note i in respect of dividends declared by Vieginia Natural Gas. inc_payable to AGL Resources inc
11

Application of proceeds of each secunty

The proceeds of the note wil] be used in the ordwnary course of business

12

indicate by a check after the applicable statement below whether the 1ssue, renewal or guaranty of each secunty was
exempt from the provision of Section 6{a) because of

a) the provisions contained n the first sentence of Section 6{b)

b) the provisions contained in the fourth seatence of Section 8(b)

c) the provisions contained 1n any rule of the Commission other than Rule U-48 {X]

13

If the security or secunities were exempt from the provisions of Section 6{a) by virtue of the first sentence of Section 8(b),
give the figures which indicate that the secunty or securities aggregate (together with al! other then outstanding notes
and drafts of a matunity of nine months or less, exclusive of days of grace, as to which such company is pnmanly or
secondaniy hiable) not more than 5 per centum of the principal amount and par value of the other securities of such

y then ding

p

N/A

14

if the secunty or secunties are exempt from the provisions of Section 8{a) because of the fourth sentence of Section 8(b},
name the security outstanding on January 1, 1935, pursuant to the term of which the secunity or secunttes herein
described have been 1ssued

N/A N

15

If the secunty or securities are exempt from the provisions of Section 6(a) because of any rule of the Commission other
than Rule U-48, designate the rule under which ption is claimed

Rule 5§2(a)

Docket No 04 00034
Exmibit CAPO SB____
Direct Teslimany __

Schedule 8
Pegelofl

Virginia Natural Gas, inc

Tile Presdent

Date .July 25, 2003
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AGL RESOURCES DECLINING COST OF DEBT PRESENTED A
INVESTORS CONFERENCE OF NOV 17-18, 2003

Docket No 04 00034
Extuat CAPD SB___
Direct Testimony___

Schedule 9
Pagelofl__
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Docket No 04-00034
Exhibit CAPD-SB____

Direct Testimony___

Schedule 10
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Exhibit CAPD-SB____
. Direct Testimony___
Schedule 10
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AGLR DISTRIBUTION SUBS

ACTUAL RETURN ON EQUITY - SEPT. 30 2002

PRESENTED AT CONFERENCE OF NOV 6-8, 2002

Docket No 04 00034
Exhibit CAPD SB____
Direct Testimony___
Schedule 11
Page 1 of 1

SLIDE 12 OF:

AGL Resources

Analyst Conference

November 6-8, 2002

Miamt, Flonda

Authorized Versus Actual Returns

[The following information is presented in graphic format]

AGL Resources Utiity Operations

Return on Equity 12 Months Ended September 30, 2002

Percent of Return

Authorized Actual
12 00 (1)
AGLC 11 00 (1) 11 85 (2)
CGC 11 06 10.53
VNG 109 873(3)

(1) The authorized ROE 1s 11 00% The top of the earrings band is
12 00%. The Company can also include 1/2 of VNG Synergies in
calculating the return prior to shanng

(2) Represents 5 months under new rates and 7 months under previous rates

(3) Based on actual weather

12
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AGLR DISTRIBUTION SUBS
RETURN ON EQUITY - DEC 31 2003 _
PRESENTED AT INVESTORS CONFERENCE NOV 17-18, 2003

Docket No 04 00034
Exhibit CAPD SB____
Direct Testimony___
Schedule 12 _
Page 1 of 1
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CAPD NOTE. The Title Below Appeared Later in the Slide Show

Rate Relief or No Rate Relief?
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VSCC WNA CASE

()

Virginia Natural Gas

Weather Normalization Adjustment

Experimental Program

Case No. PUE-2002-00237

Annual Report

Fited July 15, 2003

Docket No 04 00034
Exhibil CAPD SB___
Orrect Testimony__
Schedule 13
Page 1 ol )
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VSCC WNA CASE

[ T 7 "Virginia Nawral Gag T
_ . _Weather Normalization AdjustmentActivity =~ =
_____ {Credit to customers) + Surcharge to customers ]
— | —— t— s — — —_———— — = — - — -
- T T milled
Oct02 - —— -4 _ _ D
Nov 02 ) _Os0ra0)
Dec 02 T 1 ass.zm)
Jan03 L 1 253,318
Feb03 L T T T T TR
ar 203,983
April03 1 815,283
[May 03 d 85,683
[ i
"Total Billed WNA Credit L Pﬂmlw.mq._
| _ |
|Plus - charge-offs ] [
e ___ L 10280
:bwm" Estimated WNA in accounts receivable as of May 31, 2003 :
| net of estimated future charge-offs | _
- , Em.m@ﬁ
{
lcash Outflow Resuiting from of WNA through May 31, 2003 (1,857,919 8_

G a— m— —— ——

Page 10

Docket No 04 00034
Extubit CAPD SB___
Direct Testimony__
Schedule 14
Page 1 of 1
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Docket No 04 00034

VSCC WNA CASE Exhibit CAPD SB___
- ! Direct Testimony___

Schedule 15

Page 1 of 1

Twelve Manths Ended May 2003 for Jurisdictional Operations

Actual Per Books Adjusted to
inciuding Not WNA Exclude Net WNA
Credits Cradits Decrease
to Customers to Customers Due to WNA
Retum on Rate
Bas® 8.91% 9.20% 0.29%
Retum on Equity 10.90% 11.46% -0.56%

Note: Adjusted returns were caltulated by removing the sffect of the WNA credits, net of income
taxes.

Page 11
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Derivation of AGL Resources
Cost of Short-Term Debt
Step 1 - Evidence From AGL's Past Performance

Analysis of AGL Resources Short-term Debt Cost - Source AGL Resources SEC form U-6B-2 Filed Mar 22 2001
oun Werghted Amount eg Amount
n Interest |Interest m  |interest|interest i }interest|Weighted n Interest | Weighted
Date |[Millons| Rate [Rate Date |Mihons| Rate |Rate Date Milhons| Rate [interest Rate| Date Millons [Rate | Interest Rate
[06-Oct-00 10| 660! 1-NovD0, 113 12535%

06-0ct-00 14 6 70{ 008732%] |02-Nov-0)| 20 678{ 022121% 01-Dec-00] 144 700 00943% 18-Dec00} 50 713 03335%,
06-0ct-00 80 677]031512%| [02-Nov0O| 18 6 78] 019909% 01-Dec-00{ 6 740 00415% 18-Dec-00{ 10 713 00667%
11-Oct-00 1 6 67| 000621%] 102-Nov-00| 18 678] 0 19909% 04-Dec-00| 22 690 01420% 18-Dec-00] 50 713 03335%
06-Oct-00 40/ 6 77| 025209%| |06-Nov-00] 33 6 78] 0 36499% 04-Dec-00[ 10 7580f 00702% 19-Dec-00! 46 710 0 30585%
06-Oct-00 37 677{023319%] |[06-Nov-00] 24 682{ 026701% 04-Dec-00] 15 750] 01052% 19-Oec00] 3 800 00225%
06-Oct-00, 20 677]012605%| |08-Nov-00] 25 6 80| 002773% 05-Dec-00} 18 720 01212% 18-Dec00| 10 800 00748%
06-Oct-00 35 677 022058%] {09-NovOD| 5 6 75} 0 05506% 05-Dec00; 165 715] 01104% 19-Dec00| 3 8 00 00225%
16-Oct-00 2% 6 86| 0 15965%| [09-Nov-00; 10 678 011060% 06-Dec-00] 67 760] 00476% 20-Dec-00] 6 710 00399%
17-Oct-00 24 672{ 015014%| |[09-Nov-00| 5 675] 005506% 06-Dec-00{ 13331| 755/ 00842% 20-Dec-00] 50 710 03321%
18-Oct-00 p-3] 660} 015360%| {10-Nov-0D| 5 6 75 0 05506% 06-Dec00[ 20 735] 01375% 20-Dec-00| 20 820 01534%;
16-Oct-00 116 6 83| 007312%{ |09-Nov-00] 10 675| 011011% 07-Dec-00] 1 735 00069% 20-Dec-00| 2 810 00152%
13-Oct-00 40 675| 025135%] ]09-Nov-00] 10 678 011060% 08-Dec00] 75 700f 00491% 20-Dec-00] 25 820 01918%
19-Oct-00 25 665] 015477%] {13-Nov-00| 25 678} 027651% 08-Dec00} 75 755} 00530% 21-Dec-00| 13 710 ocwmm
23-Oct-00 35 6 65| 002167%| [13-Nov-00] 50 6 78] 0 55302% 11-Dec-00] 4 765] 00286% 21-Dec-00| 23 810 0 aE
06-Oct-00 10 6 80| 006330%| |13-Nov-00| 36 678] 039817% 11-Dec00] 50 740] 03461% 21-Dec-00] 10 810 0 oummB
06-Oct-00 40 680 025321%] |[13-Nov-00] 15 678] D 16591% 11-Dec00] 45 735! 03094% 21-Dec-00] 15 810 01137%
06-Oct-00] 293 6 80| 018548%| [15-Nov00] 215 679] 023815% 11-Dec-00] 21 733] 01440% 21-Dec00| 29 805  00218%]
13-0ct-00 30 677] 018907%] |16-Nov-00; 0S5 6 80| D 00555% 11-Dec00{ 25 733] 01714% 21-Dec00] 6 800 00449%
06-Oct-00 257 680! 016269%] |16-Nov-00] 3 6 80| 003328% 11-Dec-00] 50 733] 03428% 22-Dec00] 25 810 0 1894%
10-Oct-00 X 680} 012661%( [16-Nov-00] 25 680] 027732% 12-Dec-00] 12 720] 00808% 22-Dec-00] 1 810 00076%
06-Oct-00' 10 6 80| 006330%] |16-Nov-00] 35 6 80| 038825% 12-Dec00{25195{ 750] 01768% 22-Dec-00] 155 810 01174%
06-Oct-00 30 6580/ 018991%| [16-Nov-00] 13 680[ 014421% 12-Dec-00] 5 760 00355% 22-Dec00] 1 800] 00075%
06-Oct-00 1 6 80| 000633%| [20-Nov-00] 145 6 80| 0 16085% 12-Dec00] 1 732 00068% 26-Dec-00] 51 810 00386%
06-Oct-00 25 680! 0 15826%| [20-Nov-00f 12 6 80| 0 13312% 13-Dec-00] 40 708{ 02649% 26-Dec-00| 105 810 00796%
06-0ct-00 71 6 80] 044945%| |[20-Nov-00] 12 680} 013312% 14-Dec-00] 3 795 00223% 26-Dec-00{ 3 8 10 00227%
20-Oct-00 20 677|012605%| |22-Nov-00] 65 6801 007210% 14-Dec-00] 2 795 00149% 26-Dec-00| 97 815 00740%
06-Oct-00 3 6 80} 001899%| |22-Nov00| 455 6 80| 050473% 14-Dec00| 5 797 00373% 26-Dec-00| 3 810 00227%
06-Oct-00 20 680] 012661%| [28-Nov-00| 50 6 80} 0 55465% 15-Dec00| 50 7971 03728% 27-Dec00] 25 810 0 1894%
06-Oct-00 50 680} 031651%! [28-Nov-00] 10 680) 011093% 15.Dec-00| 10 7971 00746% 27-Dec-00{ 0618 810 0 0047%
08-Oct-00]| 18575 680} 011759%] [29-Nov00| 12 6 95| 0 13605% 27-Dec-00] 2 810 00152%
10-Oc¢t-00 20 680] 0 12661%] ]29-Nov-00{ 20 6 89] 0 22480% 27-Dec-00] 151 810 00114%
10-Oct-00 20 680} 012661%| |29-Nov-00| 30 6 90| 0 33768% 27-Dec-00| 2564 810 00194%
12-Oct-00 155 678/ 009783%) {30-Nov-00] 5 7 35] 005955 27-Dec00| 12 800 00898%
06-0c1-00 50 680] 031651%| [Mo 1ol | 613 6 80831 27Dec00] 45 800 00337%])
06-Oct-00| 0425 6 80{ 0 00269% 28-Dec-00] 50 B 10 03789%
06-Oct-00 50 6 80| 031651% 28-Dec-00| 14 810 01061%
12-0ct-00 S 678} 0 03156% 28-Dec-00| 1941 810 00147%
12-Oct-00 15 6 78| 009468% 28-Dec-00] 30 8 00 0 2245%
12-0ct-00 20| 678|012623% o 1083 755155
13-Oct-00 30 6 78] 0 18935%

06-0ct-00 20| 680 012661% GRAND TOTA 2756 7 0876%
23-Oct-00 32 6 77| 002017%

25-Oct-00 75 6 771 0 04727%

27-Oct-00 14 6 78] 0 08836%

31-Oct-00 10 6 80] 0 06330%

31-Oct-00 10 6 80| 0 06330%

31-Oct-00 19 6 80| 0 12028%

o Total 1,074 6/

Docket No 04-00034
Sxtubst CAPD-3B,
Drrect Testmmony

Schedule 16
Pege 1 of 1
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Derivation of AGL Resources
Cost of Short-Term Debt

Oocket No 04 00032
Exhibit CAPD SB____
Oirect Testimony___

Schedule 17
Step 2 - AGL Past Performance Compared to FRB Data Page 1 of 1
Released By Federa! Reserve Board on 04/05/2004
Rate of interest in money and capital markets
Federal Reserve System
Short-term or money market
Private secunties
Commercial Paper
Thirty-day matunty Sixty-day matuntyNinety-day matunty | Thirty-day matunty Sixty-day matunty Ninety-day matunty
Released on Released on Released on Released on Released on Released on
04/05/2004 04/05/2004 04/05/2004 04/05/2004 04/05/2004 04/05/2004
cpim cp2m cp3m cplm cp2m cp3m

09/1997 549 09/1997 548 |09/1997 5 48 01/2001 574 01/2001 559 |01/2001 549
10/1997 549 10/1897 548 [10/1997 551 02/2001 539 02/2001 525 |02/2001 514
11/1997 553 1171997 559 [11/1997 5860 03/2001 502 03/2001 487 |03/2001 478
12/1997 578 12/1997 5§71 12/1997 567 04/2001 4 71 04/2001 4 54 04/2001 4 44
01/1998 5 46 01/1998 544 [01/1998 542 05/2001 4 06 05/2001 398 |05/2001 393
02/1998 & 47 02/1998 544 [02/1998 542 06/2001 3 82 06/2001 373 [06/2001 367
03/1998 § 51 03/1998 549 |03/1998 546 07/2001 371 07/2001 363 [07/2001 359
04/1998 549 04/1998 548 |04/1998 546 08/2001 354 08/2001 347 {08/2001 342
05/1998 549 05/1998 549 |05/1998 § 48 09/2001 2 96 09/2001 287 09/2001 2 81
06/1998 5 51 06/1998 550 |06/1998 548 10/2001 2 40 10/2001 230 [10/2001 2 28
07/1998 5 51 07/1998 550 |07/1998 548 11/2001 2 03 11/2001 200  [11/2001 197
08/1998 5 50 08/1998 550 |08/1998 548 12/2001 184 12/2001 179 12/2001 178
09/1998 544 09/1998 537 |09/1998 5 31 01/2002 170 01/2002 169 |01/2002 170
10/1998 514 10/1998 508 [10/1998 504 02/2002 176 02/2002 176  |02/2002 179
11/1998 500 11/1998 514  [11/1998 506 03/2002 178 03/2002 182 |03/2002 186
12/1998 § 24 12/1998 512 [12/1998 500 04/2002 176 04/2002 177 [04/2002 1 81
01/1999 4 80 01/1999 478 [01/1999 477 05/2002 175 05/2002 176  |05/2002 178
02/1999 4 80 02/1999 480 |02/1999 479 06/2002 174 06/2002 174 06/2002 176
03/1999 4 82 03/1999 482 /03/1999 4 81 07/2002 174 07/2002 174 |07/2002 175
04/1999 479 04/1999 478 |04/1999 479 08/2002 172 08/2002 170  |08/2002 170
05/1999 4 79 05/1999 4 80 |05/1999 4 81 09/2002 173 09/2002 172 09/2002 172
06/1999 4 95 06/1999 498 106/1999 4 98 10/2002 172 10/2002 170 [10/2002 170
07/1999 506 07/1999 508 |07/1999 511 11/2002 134 11/2002 135 [11/2002 1 36
08/1999 5 18 08/1999 5§23 108/1999 525 12/2002 1 31 12/2002 132  |12/2002 1 31
09/1999 528 09/1999 529 (09/1999 532 01/2003 125 01/2003 126 ]01/2003 126
10/1999 5 28 10/1999 530 [10/1999 588 02/2003 124 02/2003 125 |02/2003 126
11/1998 § 37 1171999 582 [11/1999 5 81 03/2003 121 03/2003 120 |03/2003 119
12/1999 597 12/1999 591 [12/1999 587 04/2003 122 04/2003 121 04/2003 120
01/2000 559 01/2000 567 |01/2000 574 05/2003 121 05/2003 120 |05/2003 1 19
02/2000 576 02/2000 581 |02/2000 587 06/2003 106 06/2003 103  [06/2003 101
03/2000 593 03/2000 596 |03/2000 6 00 06/2003 1 06 06/2003 103  |06/2003 101
04/2000 6 02 04/2000 606  |04/2000 6 11 07/2003 101 07/2003 102  |07/2003 101
05/2000 6 40 05/2000 647 [05/2000 6 54 08/2003 103 08/2003 103  [08/2003 104
06/2000 6 53 06/2000 655 |06/2000 6 57 09/2003 102 09/2003 103 0972003 104
(7/2000 6 49 07/2000 650 |07/2000 6 52 10/2003 102 10/2003 102  [10/2003 105
08/2000 & 47 08/2000 648  |08/2000 6 49 1172003 102 11/2003 105 [11/2003 106
09/2000 6 48 09/2000 647 [09/2000 6 47 12/2003 103 12/2003 105 [12/2003 105
10/2000 6 48 10/2000 6 48 10/2000 6 51 01/2004 0 99 01/2004 101 01/2004 1 01
11/2000 6 49 11/2000 6 52 /11/2000 6 50  102/2004 0 99 02/2004 101 |02/2004 101
12/2000 6 51 12/2000 6 42|12/2000 6 34 L

Average 12 Months

Ending 02/2004 30, 60, 1 156%

and 90 days as a group)

vV
Av_Comm Paper Rate Average Comm Paper
For Penod Covenng AGL o Rate Paid By AGL In o
Reporting in March 2001 647% Per March 2001 Report 7.08%
SEC U-68-2 Form SEC U-6B-2 Form
AGLR Short-term Debt Cost: 1.156*( 7.08/6.47)=1 265
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AGL Resources
Has Not Applied Preferred Stock To

Docket No 04 00034
Exhibit CAPD SB___
Direct Testmony___

VNG's Capital Structure Schedute 18 _____
Page 1 of 2
Exhibit A — Case No PUFQ1
Financing Summary
Virginia Natural Gas, inc, et al
Page § of 5
iTEM 4; MPAGCT ON COMPANY
A)  Change In capital structure due to issue: See Exhibit C
B) Change in interest coverage due to issue: See Exhibit D
|-
. - |
Exhibit C - Case No PUF01
Pro Forma Change 1n Capital Structure
Virginia Naturel Gas, Inc , et al.
Pagel of2 _
Capital Structure Table —
Aa of June 30, 2002 _
- {Dollars in Millions) _
Consolidated AGL Resources Inc, VNG Pro-forma VNG* —
Percantto Percent to arcent 10
Amount Total Amount Total Amourt Total
Short-Term Debt $324.5 15.3% ($40.1) 77% $1000 18 7%
Current porhion of LT Debt 480 23% . 0.0% - 00%
Long-Term Debt 797 ¢C 37 5% 1803 346% 2500 48 7%
Preferred Stock .220.5 10.4% - 00% - 00%
Common Stockholders' Equity 7348 34 6% 3804 NRNt% 1854 34 6%
Total Capitalization $2,124.8 100 0% $5206 100 0% $6354 100 0%
*Reflacts netcrease In nterest expense due to change n money poot payabie 1o $100 0 mlion at 1 8%
interest, raduction of money pool recewvable, ncrease in loag-tenm debt of $89 7 mulion
at 7 125% interest, removal of mterest incoma of $1 0 milion, tax effact of 38 1%
Exhibit A — Case No. PUF01
Financing Summary
Virginia Nalural 3as, Inc, et at
Page 3 of 5
L, oo N !
Debt And/Or Preferrad Stock Financing: Long-Term Debt Issue

003305



Docket Ko 04 00034
AGL Resources Exmixt CAPD S8____

Has Not Applied Preferred Stock To Dect Tesumony__
VNG's Captital Structure Scneawe 18 __
[ 2 A—
L I ] o 1 ] [ |
\/
a4y
Virginie Natural Gas 7
$100 East Virgia Beach Shwd
Norfolk  Virgines 23502-04688
(757 458 5400
December 5, 2003 |
em| T
Mr Joel i Peck, Clerk
 irguna Stat. Corporatun Comnussion ‘
Tyler Building N
[Document Contrul Center ..
1300 East Maun Strzeu J —
Rwhmond, Virgoa 23218 & e : = ':'Z § § E > § —]
: | ) § ] - - @ IS ]
APPLICATION TOR \UTHORITY TO ISSUE SHOR1-TLRM DEBI, ; - gg” —]
LONG-TERM DEBT AND COMMON STOCK O AFFILIA 1 UNDER i i o olo w le |
CHAPTERS 3 AND 4, TITLE $6 OF THE CODE OF VIRGINIA s E g 2l 83" 82 —
- ~
CASE No PUED3: Y8 I & “ —
Dear Mr Peck ,-_ :
kaclosed for filing by Vugime Nawral Gas, i (“VNG "} ure onc onginal and four copies of an q___ o RERRR R :
Application for authoniy ukler Chapters 3 and 4 of [itle 56 of the Code of Virginia tn engage in certain S ] ; = ; ) g 2 | —
financmgg fuding ihe wsuance of secunties L afiiaws for the period January 1, 200d to T 82 R 18l & ]
December 31, 2004 J - —]
| L] ® ol o |~ ®
[ Sl .l s8'k g8 [§ 2 .
[ gl & ¢ [F @& E —
I:—__ 2 pa—
THE APPLICANTS ] 225 2§ =
=
1 VNG 15 2 Virginia public service corporation providing natural gas service : ; § %‘ g e
i H g% —
to customars in its service terntory In Virgiia VNG Is & wholly owned subsidiery of — ] Z € _RRLRE R i‘g 3 —
-}-—-——- &3 J eS| w3 2z 2 583 —
AGLR VNG's carporate address is | 3382 § 3 2 LA - gé 3 _‘
-3
Virginia Natural Gas, inc 1 3 e g L - § ; —
§100 East Virgirua Besch Bouievard ] cgssl 2 @l s85 —
Norfolk, Virgima 23502 3 Z¥8RR 8 g3
(757) 466-5502 (phone) — . g E - -
2 4 a -
2 AGLR 15 a Georgia corporation operating as the holding company for j \g _ % § i Z —
-— = 3 —]
natural gas distnbution companies Allanta Gas Light Company and Chattanooga Ges 2 g f' ‘§ 5 § _g —
2 £ ] b
Company. and for interests in several non-ulility subsidianes and joint ventures  AGL E s é - g ] '§ 3 —
s = a l:l.l 2 3 —
Services Compeny IS a Geargia corporabion and a wholly owned subsidiary of AGLR 3 g g E e Eg g'g —
. - h-) —
Laz - 539
AGLR 1s a regwstered "holding company” under the Public Utiity Holding Company Act E E 2 3 i g 3 g § ‘g § g % j
2 3 a a
-3 £ = £ |
of 1935 Act ("1935 Act") and Is subject to regulation as such by the Sacunties and Jes & 5 55 3 g2 i g g
tB a9 - —
Exchange Commission ("SEC") AGLR's corporate address is — 2 § g2 § 23y -
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Docket Mo 04 00034

Extbst CARPD SB____
Direct Testsmony___
Schedule 19

The Market's Judgment:
Length of Time Investors Hold Stock
Before Selling

Page 1 ot 2

Stock Outstanding Listed In Most | On March 26, 2004 - -
Company Name Company Ticker Recent 10-K 100% TurnOver Since:
AGL ATG 63,700,000 02/24/2003
Atmos ATO 46,496,000 03/21/2003
Keyspan KSE 159,232,000 02/27/2003
|LaClede Group LG 19,022,000 08/10/2001
New Jersey Resources NJR 27,127,000 09/16/2002
NICOR GAS 44,011,206 08/18/2003
Northwest NWN 26,061,000 09/27/2002
Piedmont PNY 33,441,000 02/05/2003 B
Peoples PGL 36,689,968 05/21/2003 B
Southwest SWX 34,232,000 03/05/2002
WGL - WGL 48,612,000 11/29/2002
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AGL Resources and Comparable Compames

Trading and Pnicing History
Last Fuil Trading Week of March 2004

j
Prces

Company Ticker Date High | Low | Close |Shares Traded
AGL Resources ATG | 03/26/2004| 28 23| 28 05| 28 06 136200
AGL Resources ATG | 03/25/2004| 28 24| 28 01| 28 10 143500
AGL Resources ATG | 03/24/2004| 28 49| 28 04| 2804 108900
AGL Resources ATG | 03/23/2004| 28 47| 28 27} 28 37 182000
AGL Resources ATG | 03/22/2004| 28 59| 28 26| 28 27 166700
ATMOS ATO | 03/26/2004| 25 24| 2505| 25 14 147700
ATMOS ATO | 03/25/2004| 25 38| 2507| 2525 165100
ATMOS ATO | 03/24/2004| 2547 25 18| 2518 193800
ATMOS ATO | 03/23/2004| 25 64| 25 38{ 25 40 222600
ATMOS ATO | 03/22/2004| 25 87! 25 36| 2549 318000
NICOR GAS | 03/26/2004| 35 62| 3528| 3544 221200
NICOR GAS | 03/25/2004| 35 72| 35 44| 3554 258500
NICOR GAS | 03/24/2004| 3593 3547( 3562 236400
NICOR GAS {03/23/2004| 36 15| 3575] 3576 199500
NICOR GAS | 03/22/2004 | 36 28] 3592 36 00 149500
KEYSPAN KSE | 03/26/2004| 37 61| 37 28| 37 35| 433600
KEYSPAN KSE | 03/25/2004) 37 53| 37 24 37 42 379500
KEYSPAN KSE | 03/24/2004| 37 50| 37 15| 3733 435300
KEYSPAN KSE | 03/23/2004| 37 58| 37 25| 3732 402600
KEYSPAN KSE | 032272004 | 37 85| 37 23| 3743 421400
aClede Group LG 03/26/2004| 3004| 29 70| 2980 30000
LaClede Group LG 03/25/2004| 30 15/ 29 82| 3000 44700
LaClede Group LG 03/24/2004| 30 30| 29 90 3000 43600
L aClede Group LG 03/23/2004| 30 43| 3005| 3025 41000
LaClede Group LG 03/22r2004! 3032] 2980) 3013 55100
New Jersey Resources  |[NJR | 03/26/2004] 37 40| 37 11| 37 19 92000
New Jersey Resources  |[NJR | 03/25/2004| 37 22| 37 05| 37 16 123000
New Jersey Resources  [NJR | 03/24/2004| 37 13| 36 90| 36 96 157300
New Jersey Resources [NJR | 03/23/2004 | 37 28| 37 03| 37 10 149700
New Jersey Resources [NJR | 03/22/2004| 37 26| 36 81| 37 02 205300
L

LNonhwest Natural Gas  |[NWN | 03/26/2004] 31 37| 31 10| 3123 42300
Northwest Natural Gas  |NWN | 03/25/2004| 3136/ 31 06| 3129 40300
Northwest Natural Gas  |[NWN | 03/24/2004| 31 33| 31 10| 3115 52800
Northwest Natural Gas  |[NWN | 03/23/2004 | 31 47| 31 20} 3120 35300
Northwest Natural Gas  |[NWN | 03/22/2004{ 31 75| 31 12| 3112 58400
Peoples PGL | 03/26/2004| 43 85( 43 59| 4359 99000
Peoples PGL | 03/25/2004| 43 95| 4364 4370 95100
Peaples PGL | 03/24/2004| 44 37| 4372} 4379 143600
Peopies PGL | 03/2372004 | 44 40| 44 00| 44 03 109900
Peoples PGL | 03/22/2004 | 44 78] 44 17| 44 23 169600
Piedmont PNY | 03/26/2004| 41 38| 4100 4128 80300
Pedmont PNY | 03/25/2004| 41 40( 40 70| 41 30 89900
Predmont PNY | 03/24/2004| 41 47| 4107} 4121 94600
Predmont PNY | 03/23/2004 41 50| 41 10{ 4113 98300
Predmont PNY | 03/22/2004| 42 15| 41 68| 4170 114000
SouthWaest SWX | 03/26/2004| 23 00| 22 85| 22 92 76400
SouthWest SWX | 03/25/2004| 23 02| 22 85| 2289 82300
SouthWest SWX | 03/24/2004| 23 12| 2282| 2290 68500
SouthWest SwX | 03/23/2004| 23 25| 22 90| 2300 71300
SouthWest SWX | 03/22/2004| 23 20| 22 81| 2307 96400
WGL Holding Co WGL | 03/26/2004) 29 76| 29 39] 29 39 80400
WGL Holding Co WGL | 03/25/2004| 29 79| 29 40| 2976 67700
WGL Holding Co WGL | 03/2472004| 29 88( 29 32| 29 32 135300
WGL Holding Co WGL | 03/23/2004| 29 75| 29 50| 29 69 95500
WGL Holding Co WGL | 03/22/2004| 29 74| 29 39| 2949 133000
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Comparison of Current Dividend Yields:
MorningStar Data Vs. Value Line's Data

Value Line
Div Yields
From Dr
Morin's
MorningStar Exhibits
Current Div Yields RAM-5 and
April 30, 2004 RAM-6
ATO 4.90% 5 00%
KSE 4 90% 510%
LG 4 90% 4 60%
NJR 4.90% 3 40%
GAS 5 50% 550%
NWN 4.40% 4 30%
PNY 4 40% 5.30%
PGL 510% 4 00%
SWX 3.60% 370%
WGL 3 60% 4 80%
Average 4 62% 457%

Grand Average

4 60%

Docket No 04 00034

Exhibit CAPD SB____

Direct Testimony___
Schedule 21
Page 1 of 1
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Comparison of Dividend Growth History:
To Value Line's Projected Growth Rate

Docket No 04 00034

Exhibit CAPD SB____
Direct Testimony___
Schedule 22

Pagelof 11____
Atmos Dividend History
Ten Yr Value Line
Five Yr Compound | Growth Rate
Increase From | Compound Growth |From Exhibit
Annual Dividends| Prnor Year Growth Rate Rate RAM-6
1991 0.80
1992 083 3.75%
1993 085 2.41%
1994 088 3.53%
1995 092 4 55%
1996 098 6 52% 4 14%
1997 101 306% 4 00%
1998 106 4 95% 4 51%
1999 1.10 3.77% 4 56%
2000 114 3.64% 4 38%
2001 116 175% 3.43% 379%
2002 1.18 172% 3.16% 3.58%
2003 1.20 169% 2.51% 3.51% 9.00%
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Comparison of Dividend Growth History:
To Value Line's Projected Growth Rate

Docket No 04-00034
Exmbit CAPD S8
Direct Testimony___
Schedule 22 __

Page2of 11
Nicor Dividend History
TenYr Value Line
Five Yr Compound | Growth Rate
Increase From | Compound Growth  |From Exhibit
Annual Dividends| Prior Year Growth Rate Rate RAM-6
1991 1.1200
1992 11800 5.36%
1993 1.2200 339%
1994 12600 3.28%
1995 1 2800 1.59%
1996 1.3200 3.13% 3.34%
1997 14000 6.06% 3.48%
1998 1.4800 571% 394%
1999 1 5600 541% 4.36%
2000 1 6600 641% 5.34%
2001 17600 6.02% 5.92% 4.62%
2002 1 8400 4.55% 5.62% 4.54%
2003 1.8600 1 09% 4.68% 4 31% 3.00%
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Comparison of Dividend Growth History:
To Value Line's Projected Growth Rate

Docket No 04-00034
Exhibit CAPD SB____
Direct Testimony___

Schedule 22
Page 3 of 11
KeySpan Dividend History
lenYr Value Line
Five Yr Compound | Growth Rate
Increase From | Compound Growth |From Exhibit
Annual Dividends| Prior Year Growth Rate Rate RAM-6
1991
1992
1993
1994
1995 178
1996 1.78 0.00%
1997 1.78 0 00%
1998 1.19 -33 15%
1999 1.78 49 58%
2000 178 0 00%
2001 1.78 0 00% 0.00%
2002 1.78 0.00% 0.00%
2003 178 0.00% 8 39% 7.50%
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Comparison of Dividend Growth History:
To Value Line's Projected Growth Rate

Docket No 04 00034

Exhibit CAPD SB____
Direct Testimony___
Schedule 22

Page4of 11_____
Laclede Dividend History
Ten Yr Value Line
Five Yr Compound | Growth Rate
Increase From | Compound Growth |From Exhibit
Annual Dividends| Pror Year Growth Rate Rate RAM-6
1991
1992
1993
1994
1995
1996
1997 1.3000
1998 13200 154%
1999 1.3400 1.52%
2000 1.3400 0 00%
2001 1 3400 0 00%
2002 1 3400 0.00% 0.61%
2003 1.3400 0.00% 0 30% 5 50%
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Comparison of Dividend Growth History:
To Value Line's Projected Growth Rate

Docket No 04 00034

Exhibit CAPD

SB___

Direct Testimony___
Schedule 22

Page Sof 11
New Jersey Dividend History
Ten Yr Value Line
Five Yr Compound | Growth Rate
Increase From | Compound Growth |[From Exhibit
Annual Dividends| Prior Year Growth Rate Rate RAM-6
1991 100
1992 101 1 33%
1993 1 01 0.00%
1994 101 0.00%
1995 1.01 0.00%
1996 1.03 197% 0 66%
1997 107 3 23% 103%
1998 109 2 50% 1.53%
1999 1.12 2.44% 202%
2000 1.15 2.68% 2 56%
2001 117 1.74% 2.52% 158%
2002 1.20 2.56% 2.38% 171%
2003 124 333% 2.55% 2 04% 8 50%
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Comparison of Dividend Growth History:
To Value Line's Projected Growth Rate

Docket No 04 00034

Exhibit CAPD SB_____
Direct Testimony___
Schedule 22

Page6of 11____
Northwest Dividend History
TenYr Value Line
Five Yr Compound |Growth Rate
Increase From | Compound Growth |From Exhibit
Annual Dividends| Prior Year Growth Rate Rate RAM-6 -
1991
1992 11470
1993 1.1670
1994 1.1730
1995 11800
1996 12000
1997 12050 0.99%
1998 1.2200 124% 0 89%
1999 12250 0.41% 0.87%
2000 1.2400 122% 1.00%
2001 12450 040% 074%
2002 1.2600 120% 0.90% 0.94%
2003 12700 079% 081% 0 85% 5 00%
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Comparison of Dividend Growth History:
To Value Line's Projected Growth Rate

Docket No 04 00034
Exhibit CAPD SB____
Direct Testimony___
Schedule 22 ______

Page7of1l
Peoples Dividend History
Ten Yr Value Line
Five Yr Compound | Growth Rate
Increase From | Compound Growth |From Exhibit
Annual Dividends| Prior Year Growth Rate Rate RAM-6
1991 1.7050
1992 17500 2.64%
1993 1.7750 143%
1994 17950 113%
1995 1 8000 028%
1996 1 8300 1.67% 143%
1997 1 8700 2.19% 1 34%
1998 19100 2 14% 1.48%
1999 1.9500 2.09% 1.67%
2000 19900 2.05% 2 03%
2001 2.0300 201% 2.10% 1.76%
2002 2.0700 197% 2 05% 1.69%
2003 2.1100 1.93% 201% 1.74% 4 00%

003317/




Comparison of Dividend Growth History:
To Value Line's Projected Growth Rate

Docket No 04 00034
Exhibit CAPD-SB____
Direct Testimony__

Schedule 22

Page8of11_____
Piedmont Dividend History
Ten Yr Value Line
Five Yr Compound |Growth Rate
Increase From | Compound Growth |From Exhibit
Annual Dividends| Prior Year Growth Rate Rate RAM-6
1991 087
1992 0 91 4 60%
1993 097 6.04%
1994 1.03 6 22%
1995 109 5.85%
1996 115 5.53% 5.65%
1997 121 5.24% 5.78%
1998 128 6 22% 5.81%
1999 136 6 25% 5.82%
2000 144 5.88% 5.82%
2001 1.52 556% 583% 574%
2002 159 4 28% 564% 571%
2003 1.65 379% 5.15% 548% 7 50%
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Comparison of Dividend Growth History:
To Value Line's Projected Growth Rate

Docket No 04 00034
Exhibit CAPD SB
Direct Testimony___

Schedule 22
Page 9 of 11
Southwest Dividend History
TenYr Value Line
Five Yr Compound | Growth Rate
Increase From | Compound Growth |From Exhibit
Annual Dividends|  Prior Year Growth Rate Rate RAM-6
1991
1992
1993
1994
1995 082
1996 0.82 0.00%
1997 082 0 00%
1998 0.82 0.00%
1999 0.82 0 00%
2000 0.82 0 00%
2001 082 0 00% 0.00%
2002 0.82 0.00% 0 00%
2003 082 0.00% 0.00% 3 50%




. s H . Docket No 04 00034
Comparison of Dividend Growth History: Exhibit CAPD SB.

To Value Line's Projected Growth Rate Direct Testimony__
Schedule 22
Page 10 of 11

WGL Dividend History
TenYr Value Line
Five Yr Compound | Growth Rate
Increase From | Compound Growth |From Exhibit
Annual Dividends|  Prior Year Growth Rate Rate RAM-6
1991 1.0500 '
1992 10700
1993 1 0850
1994 1.1050
1995 1.1175
1996 1 1350 1.57%
1997 1.1700 308%
1998 1.1950 2 14%
1999 12150 1.67%
2000 1.2350 1.65%
2001 12550 162% 2.03% 180%
2002 12675 1.00% 161% 1.71%
2003 12775 079% 1.34% 165% 7 00%
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Dividend Growth History: Docket No 04-00034
Sources of Di y Exhibit CAPD SB___

Direct Testimony___
Schedule 22 __
Page 11 of 11

Sources. Company SEC Form Filed YYYY MM DD
ATMOS ENERGY SEC 10-K 2003 11 15
ATMOS ENERGY SEC 10-K405 2000 11 15
ATMOS ENERGY SEC 10-K405 1995 12 12
KEYSPAN CORP SEC 10-K 2000 03 10
KEYSPAN CORP SEC 10-K 2004 03 11 01
LACLEDE GROUP SEC 10-K 2003 11 21
LACLEDE GROUP SEC 10-K405 2001 12 21
NEW JERSEY SEC 10-K 1995 12 29
NEW JERSEY SEC 10-K 2003 12 16 03
NEW JERSEY SEC 10-K405 1999 12 28
NICOR INC SEC 10-K 2004 02 20
NICOR INC SEC 10-K405 1995 03 24
NICOR INC SEC 10-K405 1999 03 19
NORTHWEST NATURAL SEC 10-K 1998 03 17
NORTHWEST NATURAL SEC 10-K 1999 03 29
NORTHWEST NATURAL SEC 10-K 2004 03 09 01
NORTHWEST NATURAL SEC 10-K405 1997 02 24
PEOPLES ENERGY SEC 10-K 1999 12 22 01
PEOPLES ENERGY SEC 10-K 2003 12 11
PEOPLES ENERGY SEC 10-K405 1995 12 21
PIEDMONT SEC SEC 10-K 2004 01 12
PIEDMONT SEC SEC 10-K405 1995 01 12
PIEDMONT SEC SEC 10-K405 2000 01 24
SOUTHWEST GAS SEC 10-K 2004 03 12 01
SOUTHWEST GAS SEC 10-K 2004 03 12 03
WASHINGTON GAS SEC 10-K 1997 12 19
WASHINGTON GAS SEC 10-K405 1995 12 14
WGL HOLDINGS SEC 10-K 2001 12 20 01
WGL HOLDINGS SEC 10-K A 2004 01 26 01

-
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History of Value Line Forecasting:

Docket No 04 00034

Extubit CAPD SE___
Direct Testimony__
Schedule 23

Page 1 of 2
Date of Value Line Forecast Forecasts:
Forecasted | Forecasted

Forecast Annual Annual Forecasted

Yr Mo Day Period Earnings/Shr| Dw/Shr|PayOut Ratio
1994 4 1 97-99 28 2.26 80 71%
1994 7 1 97-99 28 226 80 71%
1994 9 30 97-99 28 2.26 80 71%
1994 12 30 97-99 28 224 80 00%
1995 3 31 98-00 3 23 76 67%
1995 6 30 98-00 295 224 75 93%
1995 9 29 98-00 32 226 70 63%
1995 12 29 98-00 165 118 71 52%
1996 3 29 99-01 175 124 70 86%
1996 6 28 99-01 18 126 70 00%
1996 9 27 99-01 18 126 70 00%
1996 12 27 99-01 18 126 70 00%
1997 3 28 00-02 19 13 68 42%
1997 6 27 00-02 1.9 13 68 42%
1997 9 26 00-02 19 13 68 42%
1997 12 26 00-02 17 115 67 65%
1998 3 27 01-03 17 115 67 65%
1998 6 26 01-03 165 115 69 70%
1998 9 25 01-03 165 115 69 70%
1998 12 25 01-03 165 1.15 69 70%
1999 3 26 02-04 19 12 63 16%
1999 6 25 02-04 19 12 63 16%
1999 9 24 02-04 185 12 64 86%
1999 12 24 02-04 17 115 67 65%
2000 3 24 03-05 165 115 69 70%
2000 6 23 03-05 175 115 65 71%
2000 9 22 03-05 17 115 67 65%
2000 12 22 03-05 17 115 67.65%
2001 3 23 04-06 17 115 67 65%
2001 6 22 04-06 185 1.15 62 16%
2001 9 21 04-06 205 116 56.59%
2001 12 21 04-06 205 115 56 10%
2002 3 22 05-07 21 116 55 24%
2002 6 21 05-07 21 116 55 24%
2002 9 20 05-07 21 108 51 43%
2002 12 20 05-07 21 108 51 43%
2003 3 21 06-08 21 108 5143%
2003 6 20 06-08 215 1.12 52 09%
2003 9 23 06-08 2.25 112 49 78%
2003 12 19 06-08 225 112 49 78%




Error in Value Line Forecasting:

Docket No 04 00034
Extubit CAPD SB___
Direct Testimony___
Schedule 23
Page 2 0of 2

Errors in Value Line
AGL Resources Actual Performance Value Line Forecast 5-Yrs Earlier Forecast 5-Yr Forecast
Percent
Error In
Value Percent | Percent
Line Errorin | Errorin
Actual Forecasted| Forecasted PayOQOut |Value Line|Value Line
Earnings per |Dividends per| PayOut Value Line PayOut Annual Forecasted Ratio | Eamnings | Dividends
Financial Period share share Ratio Forecast For Ratio Earnings/Shr | Annual Dw/Shr | Forecast | Forecast | Forecast
Fiscal 1994 117 104 88 89% ’
Fiscal 1995 050 104 208 00%
‘Fiscal 1996 137 106 77 37%
Fiscal 1997 137 108 78 83%
Fiscal 1998 141 108 76 60%
Fiscal 1999 130 108 83 08% 1999 80 71% 140 113 293%| 769% 4 63%
Fiscal 2000 129 108 83 72% 2000 76 67% 150 115 920%| 1628% | 648%
Fiscal 2001 163 108 66 26% 2001 70 86% 175 124 -649%| 736% | 1481%
Calendar 2002 184 108 58 70% 2002 68 42% 190 130 -1421%| 326% | 2037%
Calendar 2003 203 111 54 68% 2003 67 65% 170 115 -1917%| -1626% | 360%
Average Forecast Error 99-02 »|-2.14%| 8.65% |[11.57%
Average Forecast Error 99-03 — [-5.55%| 3.67% | 9.98%
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Comparison of Growth Rates:

ZACK's and Yahoo

Zaks
Growth
Rate
From Dr.
Morin's  |[*Yahoo
Company |Schedule |Growth
Symbol RAM-5 |Rates
ATO 6 30% 400%
GAS 4.60% 300%
KSE 5 60% 5 00%
LG 3.00% 400%
NJR 6 30% 6 00%
NWN 4.20% 450%
PGL 4 00% 5 00%
PNY 520% 450%
SWX 5 50% 500%
WGL 3.90% 400%
Average 486%| 450%
Grand Average 4 68%

* Yahoo Internet Path

http://finance yahoo com/q/ae?s=TickerS

Dacket No 04 00034

Exhibit CAPD SB____

Drirect Testimony_
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Page 1 of 1
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Docket No 04 00034

txhibit CAPD SB____
MARKET WIDE RATE OF RETU RN 1 925"2002 Direct Testimony___
! chedule 25
Index of Returns To S & P 500 Companies Pagelofl
Year-To-Year Year-To-Year
Percentage Percentage
S & P 500 Change In S & P 500| Change In
Company S & P 500 Company| S & P 500
Total Company Total Company
Return Total Return Total
Index Return Index Retumn
YEAR For Year Index YEAR For Year Index
&) B (3) @ (5) @)
1925 100 1964 47 14 16 48%
1926 112 11 60% 1965 53 01 12 45%
1927 154 37 54% 1966 47 67 -10 06%
1928 220 43 58% 1967 .59 10 23 98%
1929 202 -8 44% 1968 65 64 11 06%
1930 152 -24 88% 1969 60 06 -8 50%
1931 086 -43 34% 1970 62 47 4 01%
1932 079 -8 15% 1971 71 41 14 31%
1933 121 53 87% 1972 84 96 18 98%
1934 120 -1 40% 1973 72 50 -14 66%
1935 177 47 62% 1974 53 31 -26 47%
1936 237 33 96% 1975 7314 37 20%
1937 154 -35 02% 1976 90 58 23 84% !
1938 202 31 08% 1977 84 08 -7 18%
1939 201 -0 40% 1978 89 59 6 56%
1940 181 -976% 1979 106 11 18 44%
1941 160 -11 59% 1980 140 51 32 42%
1942 193 20 29% 1981 13362 -4 91%
1943 243 25 95% 1982 162 22 2141%
1944 291 18 74% 1983 198 74 22 51%
1945 397 36 44% 1984 21120 627%
1946 365 -8 07% 1985 279 11 32 16%
1947 385 571% 1986 330 67 18 47%
1948 407 5 50% 1987 347 97 523%
1949 483 18 79% 1988 406 46 16 81%
1950 6 36 31 70% 1989 534 46 3149%
1951 789 24 03% 1990 517 50 -317%
1952 934 18 36% 1991 675 59 30 55%
1953 924 -0 99% 1992 727 41 767%
1954 14 11 52 62% 1993 800 08 9 99%
1955 18 56 31 56% 1994 810 54 131%
1956 1978 6 56% 1995 1113 92 37 43%
1957 17 65 -10 78% 1996 1370 95 2307%
1958 25 30 43 36% 1997 1828 37 3337%
1959 28 32 11 95% 1998 2350 89 28 58%
1960 28 46 047% 1999 2845 63 21 04%
1961 36 11 26 89% 2000 2586 52 -9 11%
1962 32 96 -8 73% 2001 2279 13 -11 88%
1963 40 47 22 80% 2002 1775 34 -22 10%
*Source Ibbotson Associates 2003 Yearbook] ACTUAL 10 20% 12 20%
| RETURN A
Columns (2), {5) - From Table B-1 ARITHMETIC
Columns (3), (6) - From Table A-1 AVERAGE
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RISK FREE RATE OF RETURN: 1925-2002

Index of Returns To Three-Month Treasury Bills

Docket No 04 00034
Extubit CAPD SB____
Direct Testimony___
Schedule 26

Page 1 of 1

Year-To-Year Year-To-Year
Percentage Percentage
T-Bill Change In T-Bil Change In |
Total T-Bill Total T-Bill
Return Total Return Total
Index Return Index Return
YEAR For Year Index YEAR For Year Index
() 2) 3 4 5) (6)
1925 1 00000 1964 176000 353%
1926 103300 330% 1965 182900 392%
1927 106500 310% 1966 191600 4 76%
1928 110300 357% 1967 199700 4 23%
1929 1 15500 471% 1968 2 10100 521%
1930 118300 242% 1969 2 23900 6 57%
1931 119600 110% 1970 2 38500 6 52%
1932 120700 092% 1971 2 49000 4 40%
1933 121100 033% 1972 2 58500 3 82%
1934 121300 017% 1973 2 76400 6 92%
1935 121500 016% 1974 2 98600 8 03%
1936 121700 016% 1975 315900 5 79%
1937 122100 033% 1976 331900 5 06%
1938 122100 0 00% 1977 348900 512%
1939 122100 0 00% 1978 3 74000 7 19%
1940 122100 0 00% 1979 4 12800 10 37%
1941 122200 0 08% 1980 4 59200 11 24%
1942 122500 0 25% 1981 5 26700 14 70%
1943 122900 0 33% 1982 5 82200 10 54%
1944 123300 033% 1983 6 33500 881%
1945 123700 032% 1984 6 95900 9 85%
1946 124200 0 40% 1985 7 49600 772%
1947 124800 0 48% 1986 7 95800 6 16%
1948 125800 0 80% 1987 8 39300 547%
1949 127200 111% 1988 8 92600 6 35%
1950 128700 118% 1989 967300 8 37%
1951 1 30600 148% 1990 10 42900 7 82%
1952 132800 168% 1991 1101200 5 59%
1953 1 35200 181% 1992 11 39800 351%
1954 1 36400 089% 1993 11 72800 2 90%
1955 1 38500 1 54% 1994 12 18600 391%
1956 141900 245% 1995 12 86800 5 60%
1957 146400 317% 1996 13 53800 521%
1958 1 48600 150% 1997 14 25000 5 26%
1959 1 53000 2 96% 1998 14 94200 4 86%
1960 157100 2 68% 1999 15 64100 4 68%
1961 1 60400 210% 2000 16 56300 5 89%
1962 1 64800 2 74% 2001 17 19700 383%
1963 1 70000 3 16% 2002 17 48000 165%
*Source {bbotson Associates 2002 Yearbook Actual Return | 3 79% 383%
Column (2) - From Table B-9 A
Column (3) - From Table A-14
Column (5) - From Table B-9

Column (6) - From Tabie A-14

Anthmetic "Average” Return

1 l
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CAPM RETURN Extvbe CAPO-8B___
Direct Tegtimony__
t ScrasbaZ?
Page 10f 1,
Risk Premium Suggested Rate Of Return
Market
Risk Company Company
Debt Beta Premium = | Risk | Equily
Average Apnl2003-
Yield Mar2004 10 20% - 3 79% Premwum Cost
Company (Stock Exchange SYMBOL) (a) (®) € (d)=(b)X(c) (e)=(aj*+(d)
AGL Resources (NYSE ATG) 8 74% 0253 641% 162% 8 36%
Comparable Compames
Atmos Energy Cp (NYSE ATO) 6 74% 0019 641% 012% 6 B6%
Nicor Inc (NYSE GAS) 6 74% 0349 641% 224% 8 98%
KEYSPAN CORP (NYSE KSE) 6 74% 0234 641% 1 50% B 24%
LaClede Group (NYSE LG) 6 74% 0 068 641% 044% 7 18%
N J Resources (NYSE NJR) 8 74% 0 056 6 41% 0 36% 710%
Northwest Natural (NYSE NWN) 6 74% 0141 641% -0 90% 584%
Peoples Energy (NYSE PGL) 6 74% 0034 641% -0 22% 6 52%
Piedmont Nat Gas (NYSE PNY) 8 74% 0021 641% 014% 6 88%
SOUTHWEST GAS (NYSE SWX) 8 74% 0 309 641% 198% 872%
WGL Holdings Inc (NYSE WGL) 6 74% 0127 641% 081% 7 55%
** Av of Comparable Cos (Exc AGL) 6 74% 0101 641% 065% 7 39%
H
Risk Premium Suggested Rate Of Return
Using Value Line's Beta 6 74% 0770 641% 4 94% 11 68%
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Company (Stock Exchange: SYMBOL)

AGL Resources (NYSE:ATG)

Comparable Companies:

Atmos Energy Cp (NYSE:ATO)
Nicor Inc (NYSE:GAS)

KEYSPAN CORP (NYSE:KSE)
LaClede Group (NYSE:LG)

N J Resources (NYSE:NJR)
Northwest Natural (NYSE:NWN)
Peoples Energy (NYSE:PGL)
Piedmont Nat Gas (NYSE:PNY)
SOUTHWEST GAS (NYSE:SWX)

WGL Holdings Inc (NYSE:WGL)

Sources on the Internet

Docket No 04-00034

Exlubit CAPD-SB_~

Direct lestimony
Schedule 28
Page L of |

AOL OnLine

Yahoo (ComStock)

(1)
0.24

0.05
0.35
0.40
0.02
0.05
-0.15
-0.05
0.03
0.18

0.15

(2)
27

-.05
0.37
0.33
0.05
0.05
NA
-.05
0.02
0.19
0.16

Lycos

(3)
0.27

-0.04
0.37
NA
0.05
0.05
-0.11
-0.03
0.02
0.19

0.17

CAPD
Calulati
on Value Line
(4) (5)
0.27 0.75
-0.02 0.65
0.41 1.00
0.29 0.75
0.09 0.70
0.05 0.70
-0.12 0.60
-0.04 0.75
0.02 0.70
0.21 0.75
0.17 0.70
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Calculated Values
'‘Masked' by Value
Line Procedures

T

Value Line Beta Is

.35 + Two-Thirds of Calculated Beta

Calculated

Value Line
Beta
0.35
0.42
0.48
0.55
0.62
0.68
0.75
0.82
0.88
0.95
1.02
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History Of Value Line Beta For AGL Resources

Date of Value Line Publication Beta
Yr Mo Day
1994 4 1 060
1994 7 1 0.60
1994 9 30 0.65
1994 12 30 0.65
1995 3 31 0.65
1995 6 30 0.65
1995 9 29 0.60
1995 12 29 0.70
1996 3 29 075
1996 6 28 0.75
1996 9 27 075
1996 12 27 0.75
1997 3 28 070
1997 6 27 070
1997 9 26 070
1997 12 26 075
1998 3 27 0.70
1998 6 26 0.70
1998 9 25 0.70
1998 12 25 0.65
1999 3 26 065
1999 6 25 0.65
1999 9 24 065
1999 12 24 0.65
2000 3 24 0.65
2000 6 23 0.60
2000 9 22 060
2000 12 22 060
2001 3 23 0 60
2001 6 22 055
2001 9 21 0.55
2001 12 21 0.60
2002 3 22 060
2002 6 21 060
2002 9 20 0.70
2002 12 20 075
2003 3 21 0.75
2003 6 20 0.75
2003 9 23 0.75
2003 12 19 075
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AGL Resources Calculated Beta Vs.
Value Line's Beta: Jan. 1998 - Jan. 2004
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Companies' Betas Change: Since Jan. 1998
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Comparison of AGL Stock Price: docket No 0400034
Relative to SP500 Index | Dwect Testmony__
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