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National Fuel Gas Distribution Corporation 
Summary of Cost of Capital and Fair Rate of Retum 

Actual al Januarv 31.2006 

Type of Capital 

Long-Term Debt 

Short-Term Debt 

Total Debt 

Common Equity 

Total 

Ratios (1) 

40.04 % 

8.46 

48.50 (3) 

51.50 

100.00 % 

Cost Rate Weighted Cost Rate 

6.64 % (2) 

4.35 (2) 

2.66 % 

0.37 

3.03 

12.00 % 12.25% (4) 6.18 % 6.31 % 

9.21 % — 9.34 % 

Notes: 

(1) A capilal structure consisting of 48.50% debt and 51.50% equity Is utilized for cost of capital purposes for the following reasons: 

(a) Distribution's actual capital structure at January 31,- 2006 (shown on Schedule 6, page 1 of this Exhibit) includes a 64.00% 
common equity ratio, which is inappropriate for ratemaking purposes; 

(b) If Distribution, viewed as a stand alone, had an 'A-' bond ratings and a business profile of "4" from S&P, it would be required to 
maintain total equity in the range of 48.0% to 55.0% (as can be determined from the data shown on Schedule 2. page 14 of this 
Exhibit). 

(c) Distribution's parent. National Fuel Gas Company (NFG) has an actual capital structure at January 31, 2006, which Includes a 
common equity ratio of 56.80% (shown on schedule 6, page 1 of this Exhibit), exceeds the range required of 48% -55% required 
by S&P for an "A" bond rating with a business profile of 4, consequently, Mr. Hanley adopts the mid-point of that range, ora 
51.50% equity ratio. 

(2) Company-provided. 

(3) The 48.5% total debt ratio has been allocated between long-term and short-term debt based upon the mid-point of the average 
long-term and short-term debt ratios of the proxy group of four gas distribution companies and the proxy group of nine Value Line 
gas distribulion companies for the five quarters ended December 31, 2005 as derived in note 5 on page 1 of Schedule 6 of this 
Exhibit. 

(4) Based upon informed judgment from the entire study, the principal results of which are summarized on page 3 of this Schedule. 
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National Fuel Qas Distribution Corporation 
Summary of Cost of Capital and Fair Rate of Retum 

EstimatPri at Januarv 31. 2007 

Type of Capital 

Long-Term Debt 

Short-Term Debt 

Total Debt 

Common Equity 

Total 

Ratios (1) 

40.04 % 

8.46 

48.50 (3) 

51.50 

100.00 % 

Cost Rate Weighted Cost Rate 

6.64 % (2) 

6.03 (2) 

2.66 % 

0.51 

3.17 

12.00 % 12.25 % (4) 6.18 % — 6.31 % 

9.35 % — 9.48 % 

Noles; 

(1) A capital structure consisting of 48.50% debt and 51.50% equity is utilized for cost of capital purposes for the following reasons: 

(a) Distribution's estimated capital structure at January 31, 2007 (shown on Schedule 6, page 2 of this Exhibit) includes a 59.51% 
common equity ratio, which is inappropriate for ratemaking purposes; 

(b) If Distribution, viewed as a stand alone, had an 'A-' bond ratings and a business profile of "4" from S8.P, it would be required to 
maintain total equity in the range of 48.0% to 55.0% (as can be determined from the data shown on Schedule 2, page 14 of this 
Exhibit). 

(c) Distribution's parent, National Fuel Gas Company (NFG) is estimated to have a January 31,2007 Capital Structure, which 
Includes a 54.16% common equity ratio (shown on schedule 6, page 2 of this Exhibit), while within the range required of 46% -55% 
by S&P for an "A* bond rating with a business profile of 4, Mr. Hanley adopts the mid-point of that range o ra 51.50% equity ratio. 

(2) Company-provided. 

(3) The 48.5% total debt ratio has been allocated between long-term and short-term debt based upon the mld-polnt of the average 
long-term and short-term debt ratios of the proxy group of four gas distribution companies and the proxy group of nine Value Line 
gas distribution companies for the five quarters ended December 31, 2005 as derived In note 5 on page 2 of Schedule 6 of this 
Exhibit. 

(4) Based upon informed judgment from the entire study, the principal results of which are summarized on page 3 of Ihis Schedule. 
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Line 
No. 

1. 

2. 

3. 

4. 

Principal Methods 

Discounted Cash Flow Model (1) 

Risk Premium Model (2) 

Capital Asset Pricing Model (3) 

Comparable Earnings Analysis (4) 

Proxy Group 
of Four Gas 
Distribution 
Companies 

10.76 % 

10.70 

10.37 

14.56 

Proxy Group 
of Nine 

Value Line Gas 
Distribution Companies 

10.30 % 

10.62 

10.19 

14.48 

7. 

Indicated Range Common Equity Cost Rate before 
A. Investment Risk Adjustments 

B. Practical Adjusted Discounted Cash Flow Results (DCF) (5) 

Indicated Common Equity Cost Rate Before 
Adjustments for Risk 

Adjustments for Unique Risk 
A. Due to small Size 

B. Due to lack of WNA 

Indicated After Common Equity Cost Rate Before 
Adjustments for Risk 

11.60 % 

12.05 

11.60 

30 -60 (6) 

0.13 (7) 

12.03%- 12.33% 

11.40 % 

11.98 

11.40 % 

30 -60 (6) 

0-17 (7) 

11.87%-12.17% 

Recommended Common Equity Cost Rate Range | 12.00%-12.25% | 

See pages 4. 5 and 6 for notes. 
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National Fuel Gas Distribution Corporation 
Notes to Brief Summary of Cost of Eauitv 

Notes: 
(1) The 10.76% (4 LDCs) and 10.30% (9 Value Line LDCs) adjusted DCF cost 

rates reflect the added financial risk attributable to the application of a market 
based cost of common equity to a book value common equity ratio as made 
by the Pennsylvania Public Utility Commission (PAPUC) In Orders re: 
Pennsylvania-American Water Company (R-00016339) entered January 25, 
2002, re: Pennsylvania-American Water Company (R-00038304) entered 
January 16, 2004, and re: Aqua Pennsylvania, Inc. (formerly Pennsylvania 
Suburban Water Company) (R-00038805) entered August 5,2004, in order to 
reflect understatement of DCF cost rates due to the divergence of market and 
book value common equity ratios, especially in a volatile stock market. The 
basis for this adjustment is shown below: 

The 9.69% and 9.42% DCF cost rates are relative to the average market 
value common equity of the proxy group of four gas distribution companies 
and the proxy group of nine value line gas distribution companies (LDCs), 
respectively. The cost of common equity for an LDC with 100% common 
equity must first be calculated as follows: 

t<u = k0-[{(ku-l)*(1-t)'(MD/ME)}-{(ku-ls)*(1-t)*( MS/ME)} 
-{(ku-d)'(MP/ME)}] 

For the Proxy Group of Four Gas Distribution Companies: 

8.41 % = 9.69% - [{(8,41 % - 5.79%) *(1 - 35%) *(31.11 %/59.85%)}-{ 
(8.41%-4.42%)'(1-35%)* (9.04%/59.85%)}-{(8.41%-6.12%) *( 
0.0%/59.85%)}) 

For the Proxy Group of Nine Value Line Gas Distribution Companies; 

8.27% = 9.42%-[{ (8.27% -5.79%)*(1-35%)*( 32.66% /60.60%))-{ 
( 8.27% - 4.42% )*(1-35%)* (6.58% / 60.60% ) } -{(8.27% - 6.12%) * ( 
0.16%/60.60%)}] 

Where: ku = cost of common equity for a firm with 100% common equity. 
Ke = market determined cost of common equity, i.e., DCF cost 
rate, 9.69% ( 4 LDCs.) / 9.42% (9 LDCs.). 
I = cost rale of long-term debt, i.e., 5.79%, the average of Ihe 
Jan. 2006 (5.75%) and Feb. 2006 (5.82%) yields on Moody's A 
rated public utility debt. 
Is = cost rate of short-term debt, i.e., 4.42%, the average of the 
Jan. 2006 (4.36%) and Feb. 2006 (4.47%) commercial paper 
rate, from Federal Reserve Statistical Release H.15. 
t = tax rate, i.e., 35%. 
MD = average long-term debt ratio based upon a market-value 
capital structure, using the fair value of long-term debt at April 
13, 2006 from pages 7 to 9 of this schedule. 
MS = average short-term debt ratio based upon a market-value 
capital structure, using the book value of short-term debt April 
13, 2006 from pages 7 to 9 of this schedule. 
ME = average common equity ratio based upon a market-value 
capital structure at April 13, 2006. 
d = cost rate of preferred stock, i.e., 6.12%, the average of the 
Jan. 2006 (6.14%) and Feb. 2006(6.10%) yields on Moody's A 
rated public utility preferred stocks. 
MP = average preferred stock ratio based upon a market-value 
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National Fuel Gas Distribution Corporation 
Notes to Brief Summary of Cost of Equity 

capital structure at April 13,2006, assuming preferred stock has 
a market-to-book ratio of 1.00, from pages 7 to 9 of this 
schedule. 

From these "unlevered" costs of common equity, 8.41 % (4 LDCs) and 8.27% 
(9 LDCs), the cost of common equity using the average book value capital 
structure ratios of the proxy groups can be derived as follows: 

ku = ke + [{(ku-l)*(1-t)*(BD/BE)} + {(K-ls)*(1-t)*(BS/BE)} 
+ {(K-d)*(BP/BE)}l 

For the Proxy Group of Four Gas Distribution Companies: 

10J6% = 8A1%+[{(8.41%~5J9%)*(1-35%)*(41.52%/45.00%)} + 
{(8.41%-4.42% )*(1-35%)* (13.48%/45.00% )} + ((8.47% - 6.12%) * 
(0.0%/45.00%)}] 

For the Proxy Group of Nine Value Line Gas Distribution Companies: 

10.30% = 8.27%+[{(8.27%-5.79% )*(1- 35% )*( 43.19% /46.69% ) } + 
{(8.27% - 4.42% ) *(1 - 35%) * (9.91%746.69% )} + {(8.27% - 6.12%) * 
( 0.21% /46.69%) } J 

Where: !<„ = cost of common equity for a firm with 100% common equity. 
k e = cost of common equity based upon book value capital 
structure ratios. 
I = cost rate of debt, i.e., 5.79%, the average of the Jan. 2006 
(5.75%) and Feb. 2006 (5.82%) yields on Moody's A rated public 
utility debt. 
L = cost rate of short-term debt, i.e., 4.42%, the average of the 
Jan. 2006 (4.36%) and Feb. 2006 (4.47%) commercial paper 
rate, from Federal Reserve Statistical Release H.15. 
t = tax rate, i.e., 35%. 
BD = average debt ratio based upon the carrying value of long-
term debt at April 13, 2006 from pages 7 to 9 of this schedule. 
BS = average short-term debt ratio based upon a book value 
capital structure, using the book value of short-term debt at April 
13,2006 from pages 7 to 9 of this schedule, 
d = cost rate of preferred stock, I.e., 6.12%, the average of the 
Jan. 2006 (6.14%) and Feb. 2006(6.10%) yields on Moody's A 
rated public utility preferred stocks. 
BP = average preferred stock ratio based upon a book-value 
capital structure at April 13, 2006, from pages 7 to 9 of this 
schedule. 

(2) From page 1 of Schedule 12. 

(3) From Page 1 of Schedule 14. 

(4) From Pages 1 and 2 of Schedule 15. 

(5) Using the formulas described above, the 10.72% and 10.78% practical DCF 
results from the proxy groups of 4 and 9 LDCs and 9 Value Line LDCs are 
12.05% and 11.98%, respectively. 

(6) From page 1 of Schedule 8, Column 5. Risk Adjustment due to NFGDC's 
greater relative business risk due to its small size vis-a-vis the two proxy 
groups, respectively, as summarized on page 10 of this Schedule and based 
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National Fuel Gas Distribution Corporation 
Notes to Brief Summary of Cost of Eauitv 

upon all of the information contained on pages 7 through 25 of this schedule. 
Schedule. NFGDC's smaller size based on its Pennsylvania rate base 
warrants an upward adjustment in common equity cost rate of 1.88%. 188 
basis points) vis-a-vis proxy groups of LDCs (see page 10 of this Schedule). 
However, Mr. Hanley's recommends a range of only 0.30% - 0.60% in order 
to be conservative while still recognizing the financial reality of size on cost 
rate. 

(7) As explained in Mr. Hanley's direct testimony, NFGDC does not enjoy 
protection from the vagaries of the weather. Since the majority of the 
companies in both proxy groups have such clauses (see page4 of Schedules 
4 and 5 of this Exhibit), NFGDC's PA jurisdiction has greater relative risk vis­
a-vis the companies in the proxy groups, due to the greater variability of its 
earnings attributable to the vagaries of weather. In Mr. Hanley's judgment the 
added risk attributable to the lack of protection from the vagaries of weather is 
approximately 25 basis points. As shown on Page 4 of Schedule 4, the 
equivalent of 2 companies in the proxy group of four LDCs, have WNCs in 
place. This equates to about 50% of the full impact or 13 basis points 

. ((0.25% * 50%) = 0.125%, rounded to 0.13%). It can be determined in similar 
fashion by reference to Page 4 of Schedule 5, that the equivalent of 6 
companies in.the proxy.group of nine Value Line LDCs enjoy protection from 

• weather, of the full impact or 17 basis points (( 0.25% * 66:7% ) = 0.167%, 
rounded to 0.17%)). 
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forthe Pnmy Group Ol Four Gas DbWbuBon Camparies 

ftl Seplpm&erZDQSn) 

ExhIWINo.W 
SMiefMe 1 
Pago 7 of 25 

fli ed Upon Book Vatue 

Cascade Natural Gas Cotpotatkw 
Long-Term DECI 
Shon-Temi Debt 

Total Debt 

Pralarrad Slack 
Common Equity 

Total Equity 

Total Capital 

NICOR inc. 
Long-Term Oebl 
snod-Tenn Debt 

Total DeM 

Pnlerred SMk 
Comrnon Eqiity 

Told Equity 

Total capital 

Amounl Ouutandmg 

—rrssn— 
S 17384 

12.50 

Northwwl Nalutal Gas Company 
Long-Tom Oebl 
Shofl-Tfrn Debt 

Total Debt 

Pfelonod Slot* 
Common EqiJty 

Total Equity 

Total Capital 

PlctWcnt Nalaal Gas Co.. Inc. 
Long-Term Debt 
Short-Term Debt 

Total Debt 

Prslanod Slock 
Common Equity 

Total Equity 

Total CaplM 

Proay Group of Four Gas Dlslrtbulkin 
ComoanlM 
LongWcrm Debt 
Short-Term Debt 

Total Debt 

Prolerrad Slock 
Common Equity 

Totaf Equity 

Tolal Capital 

53840 
586.00 

611,30 

529 50 
126.70 

660 00 
15B.50 

VD2.e9 

Based Upon Market Value of Common 

Equity at Sepiember 30.2005 

Amount 
CXm landing RBUOS 

( i m l d ) 

S 180 63 44 39 
4.10 12.50 £94 

61 10 201 13 47.33 

meo 223.81 52.67 

38.90 223.81 52.67 

100.00 % 1 424.94 100.00 % 

27 74 S 
30J0 

S 525 00 
56600 

17.72 % 
19.7B 

58 04 i.moo 37 50 

41.96 1.652.02 62.50 

41.96 1.BS2.02 62.50 

100.00 % s 2.9G3.02 100.00 % 

4260 % 
10.19 

I 5793S 
128.70 

3500 % 
7.68 

52 79 706 OB 42 68 

47.21 949.06 57.34 

47.21 94 SAG 57.34 

100.00 % I 1.6U.14 100.00 % 

38 76 % 
9.31 

s 753 27 
158.50 

2734 % 
5.76 

48 07 911 77 3310 

51.93 1.843.05 66.90 

51.93 1.B43.05 66.90 

100.00 % s 2.754.82 100,00 % 

4152 S 
1346 

31.11 % 
9,04 

55 00 40 IS 

45.00 59.85 

45.00 5S.85 

100.00 D. 100.00 % 

(1) Capiat Structunj Based upon Total Capilal ta of Scptomber 2005. except NICOR NorttwestNakml. wMeh Is December 2005. 
and lor Piedmont NOufBl Gas. which ts Odober 2005. 

Source of InformaUan: Company Annual Forms 10-K 
Source of IntormMOit DTN Trading Uytou' DTNID)lnten)uolB wm 
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Based Upon Booh Value 

Amount Qutalandtaq 
(tmkJ.) 

Bawd Upon Marliot Value ol Common 
Equity al September 30.2005 

Amour* 

( 5 m ! i l f 

A imp) Enemy Corporation os Enemy 
B-Term be Long-Term DeW 

Shon-Term Dobl 
2.18837 

144.81 
5558 % 
3.68 

S 2.078 30 
H4.B1 

48.03 % 
3.35 

Total Debt 2.331 18 5926 2.23311 51 38 

Preferred Slock 
Common Equity 1.602.42 40.74 2.103.88 48.62 

Tolal Eqiity 1.602.42 40.74 2.103.68 48.62 

Tolal Capilal S 3.933.60 100.00 % S 4,326.79 100.00 % 

Cascade Natural Gas Corporalion 
Long-Tefm Detil 
Short-Term Debt 

173 84 
12.50 

57 00 * 
4.10 

188 83 
1Z50 

44 21 % 
2.03 

Preferred Stock 
Common Equity 

Total Equity 

Total Capital 

225.52 

TheLndeteGiBVp. Inc. 
Long-1 e m uaoi 
Bhort-Teim Debt 

t 380 43 
70.61 

46.48 % 
8.62 

i 413.52 
70.61 

34 80 % 
5.94 

Told Debt 451 04 5510 484.13 40.74 

PrDfened Stodt 
Common Equity 

101 
366.G3 

0.12 
44.78 

1.01 
703.33 

0 08 
59.16 

Total Equity 387.63 44.90 704.34 59.26 

Total Capita) % 818.57 100.00 % s 1.188.47 100,00 % 

New Jersov Resources Corp. 
Long-lerm UBDI 
Short'Tean Debt 

S 264 80 (2) 
174.10 

3020 % 
19.85 

s 266 ffi) 
174,10 

1607 K 
10.49 

Total OeU 438 90 50 05 440 90 26 56 

Pralerrod StoA 
Common Equity 436.05 4995 1.218.91 73.44 

Total Equity 438 05 49.95 1,218.91 73.44 

Total Capilal S 876.95 100.00 % s 1.659.81 100.00 % 

NICOR inc. 
Long. 1 erm ucoi 
Short-Term DeW 

s 536 40 
m.00 

27.74 % 
30.30 

s 525 00 
565.00 

1855 % 
20.71 

Total Debt 1.122 40 5804 1.111 00 39 26 

Piclened Slock 
Comrnon Equity 811.30 41.96 1.718.04 80.74 

Tola) Equity 811.30 41.96 1.719.04 60.74 

Total Capilal s 1.933.70 100.00 % s 2.830.04 100.00 % 

Morttwest Natural Gaa Comoanv 
Long-Term Debt 
Short-Term Debt 

s 520 50 
126.70 

4260 K 
10.19 

s 579 38 
126.70 

3507 % 
7.07 

Tolal Debt 65620 52 79 70606 42 74 

Preferred SICK* 
Common Equity 586.93 47,21 946.02 5726 

Total Equity 586.93 47.21 946.02 5726 

Total Capilal I 1.243.13 100.00 % s 1,652.10 100.00 % 
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Based Upon Markd Value ol Common 

Long-Term Debt 
Short-Term Debt 

Total Debt 

Prelerrwl SloeK 
Common Equity 

Totai Equity 

Tolal Capilal 

Pledmonl Natural Gas Co., Inc. 

Long-Term Debt 

Shofl-Tonn DeM 

Total Debt 

PrelenM Stoclt 

Common Eqtity 

Total Eqiity 

Toiai Capital 

WGL Hoklooi. Inc. 
Long-Term Detu 
Short-Term Debl 

Tolal Debt 

Prelerrad Slock 
Common Equity 

Tolal Equity 

Total Capilal 

Proiy Group o l Nine Gas Distribulion 
Companies 
Long-Term Debt 
Snort-Tom Debt 

Total Debt 

Prolarred Siodi 
Common Equity 

Total Equity 

Tolal Capitol 

Based Upon Book Value Equity at September 30.2005 

Amount Outstanding Ratios 
Amount 

Outstamtng Ratios 

(SmlllJ (Smf l ) 

S 895 56 
8.15 

5258 % 
0.4B 

S 912 BO 
8.15 

4007 % 
0.36 

903 73 5304 920 95 40 43 

600.15 46.66 1,356.87 59.57 

600.15 46.96 1,336.87 59.57 

S 1,703.89 100.00 * 5 2,277.82 100.00 % 

i 660 00 
158.50 

3876 * 
9.31 

S 753 27 
158.50 

27 59 tt 
5.81 

81850 48 07 911 77 3340 

884.19 51.33 1.618.51 GG60 

884.19 51.93 1.B1S.51 6660 

i 1.702.69 100 00 % s 2.730.28 100 00 K 

S 58420 (2) 
40.88 

37.76 % 
2.B4 

s 62680 
40,88 

29 57 % 
1,93 

625 08 4040 687 68 31 50 

26 17 
893.99 

162 
57.78 

2820 
1,42163 

1 33 
67.17 

92ZI7 53.60 1.451.83 68.90 

S 1.64724 100.00 % s 2.119.51 100 00 % 

4319 % 
9.91 

3266 % 
668 

5310 3924 

021 
46.69 

0 16 
60.60 

46.90 60.76 

100.00 % 100.00 K 

(1) Coplol Structure Based upon Tolal Copinl as ol Scplcmtw 2005, except NCOR Northwest Naturcd, wtfch Is December 2005, 
and lor Ptcdmonl Natural Gas. which Is October 2005 

(2) Book VBfue Long-lerm irttK lor Now Jarwoy Kuourcos and WGL HoMfngs ore based'on tne carrying amount pubftshetr by tne 
companies in Ihdr Annual Form 10-Ki 

Source ol InfermaDon: Company Annual Forms 10-K 
Source of Information: DTN Trading KbrVets' OTNIQAnterquole oom 



Nalional Fuel Ras nistrihutinn Cnrpntation 
Derivation of investment Risk Adjustment Based upon 

Ibbolsnn Aficndalfts' Rrra Premla for Ihe Dedla Portfottos of lha NYSE/AM FX/NASDAQ 

Une No. 

1. National Fuel Gas Distribution Corporation 
Based upon the Proxy Group of Four Gas Distribulion 

B. Companies 

Total Capitalization {ind. Short-Term 
DebO for the Year 2005 

(millions) 

S 296.951 (31 

(times larger) 

Market Capitalization on April 13. 
2006 (1) 

(millions ) (times larger) 

5 300.966 

Applicable Decile 
of the 

NYSE/AMEX/ 
NASDAQ 

9 • 10 (4) 

Applicable Size 
Premium 

3.58% (5) 

Spread from 
Applicable Size 

Premium (2) 

Based upon the Proxy Group of Nine Value Line Gas 
A. Distribution Companies S 296.072 9-10(4) 3.58% (5) 

2. Proxy Group of Four Gas Distribution Companies S 1,296.120 (6) 4.4 S 1,216.986 4.0 6-7(7) 1.70% (8) 1.86% 

3. Proxy Group of Nine Value Une Gas DlslribuUon 
Companies S 1.574.495 (9) 5.3 x $ 1.315.987 4.4 x 6-7(10) 1.70% (ID 1.88% 

Decile 
Number of 
Companies 

Recent Total 
Market 

Capitalization 
(millions) 

Recent 
Average 
Market 

(millions) 

See page 10 for notes. 

1 - Largest . 169 $8,869,801,117 $52,484,030 
2 162 2.025.323.685 11.128.152 
3 195 1.074.448.763 5.509.994 
4 206 656.297.080 3.185.908 
5 207 452.329.097 2.185.165 
6 238 389.595.517 1.636.956 "O Cfl m 
7 299 319.642.175 1.069.037 

x
h
ib

it N
o
. 4

0
0

 

ch
e
d
u
le

 1
 

a
g
e

 
1
0

 o
f 2

5
 

8 • • 352 287,783.718 817.567 

x
h
ib

it N
o
. 4

0
0

 

ch
e
d
u
le

 1
 

a
g
e

 
1
0

 o
f 2

5
 

9 693 268.738.291 387.790 

x
h
ib

it N
o
. 4

0
0

 

ch
e
d
u
le

 1
 

a
g
e

 
1
0

 o
f 2

5
 

10 - Smallest 1746 216.334.858 123.903 

x
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it N
o
. 4

0
0
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1
0

 o
f 2
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National Fuel Gas Distribution Corporation 
Derivation of Investment Risk Adjustment Based upon 

Ibbotson Associates' Size Premia forthe Decile Portfolios ofthe NYSE 

Notes: 

(1) From page 12 of this Schedule. 

(2) Line No. 1 - Line No. 2 and Line No. 1 - Line No. 3 of Columns 3 and 4, respectively. For example, the 
1.88% in Columns, Line No.2 is derived as follows 1.88% - 3.58%-1.70%. 

(3) Company-provided rate base at January 31, 2007 presumed to equal total capitalization If It were a 
stand-alone entity rather than a subsidiary with al of its external capital provided by the parent, National 
Fuel Gas Company. 

(4) With an estimated market capitalization of $300,966 million (based upon the Proxy Group of Four Gas 
Distribution Companies) and $296,072 (based upon the proxy group of Nine Value Line Gas 
Distribution Companies), National Fuel falls between the ^ and IO"1 decile of the 
NYSE/AMEX/NASDAQ which has an average market capitalization of $255,847 as shown in the table 
on the bottom half of page 9 of this Schedule. 

(5) Size premium applicable to the g"1 and 10* decile of the NYS E/AM EX/NASDAQ as shown on page 24 
of this Schedule. 

(6) From page 1 of Schedule 4 

(7) With an estimated market capitalization of $1,216.986 million, the proxy group of Four Gas Distribution 
Companies falls between the 6 m and 7" deciles of the NYS E/AM EX/NASDAQ which has an average 
market capitalization of $1,352.997 as shown in the table on the bottom half of page 9 of this Schedule. 

(8) Average size premium applicable to the and T* deciles ofthe NYS E/AM EX/NASDAQ as can be 
gleaned from the information shown on page 24 of this schedule. 

(9) From page 1 of Schedule 4. 

(10) With an estimated market capitalization of $1,315.987 million, the proxy group of Nine Value Line Gas 
Distribution Companies falls between the and 7 l h deciles ofthe NYSE/AMEX/NASDAQ which has an 
average market capitalization of $1,352.997 as shown in the table on the bottom half of page 9 of this 
Schedule. 

(11) Average size premium applicable to the 6* and T" deciles of the NYSE/AMEX/NASDAQ as can be 
gleaned from the information shown on page 24 of this schedule. 

Source of Information: Ibbotson Associates, Stocks, Bonds. Bills and Inflation - Valuation Edition - 2006 
Yearbook. Chicago, IL, 2006 



Maiinrml Fiiri Ras Pstribullon Ci>fp{in''itin 
Market Capilallzallon of NaUonal Fuel Gss Otstributlon Coroorsiion 

for Uie Proxy Group of Four Gas Distribution Compsnies 
and Ihn Pm»y Group nf Ninp VWIIM I Ins dun, n!-;lribu1ton Companies 

Company 

NaUonal Fuel Gas Distribufion Corporation 
Based upon the Proxy Group of Four Gas Distribution 
Companies 

Based upon the Proxy Group of Nine Value Une Gss 
Distribution Companies 

Common Slock Shares 
Outstanding at 

September 30, 2005(1) 

&r) 
(mimons) 

N A M ) 

Book Value per 
Share al 

September 30, 
2005(11 M ' ) 

NA 

Total Common 
Equity al 

September 30. 
2005 0 
(minions} 

Casing Slock 
MarVet Price on 
April 13. 2006 

152.930 (4) 

Uarkel-to-Book 
Ratio at Aprl 13, 

2006 (2) 

Market 
Capilafealion on 
April 13.2006 p ) 

(mmions 1 

196.8 %(5) S 

193.6 %17) S 

300.966 (6) 

296.072 (6) 

Proxy Group ot Four Gas Disiribution Companies 

Cascade Natural Gas Corporalion 
NICOR Inc. 
Northwest Natural Gas Company 
Piedmont Natural Gas Co.. Inc. 

11.413 
44.160 
27.621 
76.698 

39.978 

10.393 
18.354 
21.249 
11.528 

15.384 

118.615 
611.300 
586.931 
884.192 

600.260 

19.610 
41.920 
34.360 
24.030 

29.980 

188.7 % 
22S.3 
161.7 
208.4 

196.8 % 

S 223.809 
1.852.024 
949.058 

1.843.053 

S 1.216.986 

Proxy Group of Nine Value Une Gas Distribution Companies 

Atmos Energy Corporation 60.539 S 19.896 
Cascade Natural Gas Corporalion 11.413 10.393 
The Lfldede Group. Inc. 21.172 17.312 
New Jersey Resources Corp. 27.546 15.903 
NICOR Inc. 44.180 18.364 
North wesl Natural Gas Company 27.621 21.249 
Peoples Energy Corporation 38.157 20.970 
Piedmonl Natural Gas Co., Inc. 76.698 11.528 
WGL Holdings. Inc. 48.704 18.355 

Averaqa 41.781 5 17.108 

1.602.422 
118.615 
366.525 
438.052 
811.300 
586.931 
800.154 
884.192 
893.992 

26.120 
19.610 
34.300 
44.510 
41.920 
34.360 
37.850 
24.030 
30.300 

131.3 « 
188.7 
198.1 
279.9 
228.3 
161.7 
180.5 
208.4 
165.1 

2.103.679 
223.809 
726.200 

1.226.072 
1,852.024 

949.058 
1.444.251 
1.843.053 
1.475742 

722.465 32.556 193.6 % 1.315.987 

NA = Not Available 

Noias: ( i) Column 3 / Column 1. 
[21 Column 4 / Column 2. 
(3) Column 5 * Column 3. 
(4) Based upon allocating NaUonal Fuel Gas Dislnbulion Corporation's rate base al January 31, 2007 of 5296,950,785 by Mr. Hanley's recommended 

common equity ratio 51.50%. 1152.930 = S296.950.765' 51.50%. 
(5) The market-la^jook ratio of National Fuel Gas Disiribulion Corporalion at April 13. 2006 Is assumed to be equal lo Ihe average markeMo-book rallo 

al April 13,2006 of the Proxy Group of Four Gas Distribution Companies. 
(6) National Fuel Gas Distribulion Corporation's common slock, if Uaded, would trade at a markeHo-book ratio equal to Ihe average matket-to-book ratio 

al April 13, 2006 of Ihe proxy group of Four Gas Distribution Compsnies. 196.8%, and NaUonal Fuefs maritet capiiallzeUon at April 13. 2006 would 
therefore have been S287.897 mUfion. (S287.897 ° Si 46.128 * 1963%). 

(7) The markel-lo^mok ratio of NaUonal Fuel Gas Distribution CorporaUon at April 13, 2006 Is assumed to be equal io Ihe average markei-lo-book ratio 
el April 13.2006 of the proxy group of hfine Value Une Natural Gas DistnbuUon Compsnies. 

(8) National Fuel Gas Distribution's common slock, IT traded, would trade al a market-lo-book rallo equal to the average market-to-book ratio at April 13, 
2006 of the proxy group of Nine Value Une Gas DlslribuUon Companies, 193.6%. and NaUonal Fuel's market capliaBzation al April 13,2006 would 
therefore have been $283,216 minion. (S283.216 » 5146.128 * 193.6%). 

O As ol September 2005, except NICOR end Northwest Natural, which are al December 2005, and for Pledmonl Natural Gss wtucfi is st October 2005. 

Source oflnformation: Company Annual Forms 10-K 
Source of Infomiation: DTN Trading Markets' DTNlQflnlerquote.com 
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Chapter 7 
Firm Size and Return 

The Firm Size Phenomenon 

One of the most remarkabJe discoveries of modern finance is that of a relationship between firm size 
and return. The relationship cuts across the entire size spectrum but is most evident among smaller 
companies, which have higher returns on average than larger ones. Many studies have looked at the 
effect of firm size on return.' In this chapter the returns across the entire range of firm size 
are examined. 

Construction of the Decile Portfolios 

The portfolios used in this chapter are those created by the Center for Research in Security Prices 
(CRSP)ar the University of Chicago's Graduate School.of Business..CRSP has refined the methodol­
ogy of creating size-based portfolios and has applied this methodology to the entire universe of 
NYSE/AMEX/NASDAQ-Iisted securities going back to 1926. 

The New "York Stock Exchange universe excludes closed-end mutual funds, preferred stocks, 
real estate investment trusts, foreign stocks, American Depository Receipts, unit investment trusts, 
and Americus Trusts. AU companies on the NYSE are ranked by the combined market capitalization 
of their eligible equity securities. The companies are then split into 10 equally populated groups, or 
deciles. Eligible companies traded on the American Stock Exchange (AMEX) and the Nasdaq 
National Market (NASDAQ) are then assigned to the appropriate deciles according to their capital­
ization in relation to the NYSE breakpoints. The portfolios are rebalanced, using closing prices for 
the last trading day of March, June, September, and December. Securities added during the quarter 
are assigned to the appropriate portfolio when two consecutive month-end prices are available. If the 
final NYSE price of a security that becomes delisted is a month-end price, then that month*s return 
is included in the quarterly return of the security's portfolio. When a month-end NYSE price is miss­
ing, the month-end value of the security is derived from merger terms, quotations on regional 
exchanges, and other sources. If a month-end value still is not determined, the last available daily 
price is used. 

Base security returns arc monthly holding period returns. Al] distributions are added to the 
month-end prices, and appropriate price adjustments are made to account for stock splits and divi­
dends. The return on a portfolio for one month is calculated as the weighted average of the returns 
for its individual stocks. Annual portfolio returns are calculated by compounding the monthly port­
folio returns. 

Size of the Deciles 

Table 7-1 reveals that the top three deciles of the NYSE/AMEX/NASDAQ account for most of the 

total market value of its stocks. Nearly two-thirds of the market value is represented by the first 

decile, which currently consists of 169 stocks, while the smallest decile accounts for just over 

1 Rolf W. Bam was the first to document this phenomenon. See Baaz, Rolf W. "The Relationship Between Returns and 
Market Value of Common Siocks," Journal of FinanciaJ Economicŝ  Vol. 9, 1981, pp. 3-18. 
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one percent of the market value. The data in the second column of Table 7-1 are averages across all 
80 years. Of course, the proportion of market value represented by the various deciles varies from 
year to year. 

Columns three and four give recent figures on the number of companies and their market cap­
italization, presenting a snapshot of the structure of the deciles near the end of 2005. 

Table 7-1 
SIze-Declle Portfolios of the NYSE/AWI EX/NASDAQ Size and Composition 
1926 through September 30, 2005 

Decile 

Historical Average 
Percentage of 

Total Capitalization 

Recent 
Numbor of 

CompanlBB 

Recent 
Decile Market 
Capitalization 
[fn thousands) 

Recent 
Percentage of 

Total Capltalfzntlon 

1-largest' 63.29% 169 $6,869,801,117 60.92% 

2 13.97% 1B2 2,025,323,685 13.91% 

3 7.57% 195 1,074.448,763 7.36% 

4 4.74% 206 656,297,080 4.51% 

5 3.24% 207 452,329,097 3.11% 

6 2.37% 238 389,595,517 2.68% 

7 1.73% 299 319,642.175 2.20% 

8 1.2B% 352 287.783,718 1.98% 

9 0.99% 693 268,738,291 1.85% 

lO-SmaBesI o.ei% 1,746 216,334,656 1.49% 

Mid-Cap 3-5 15.55% 606 2,163,074,940 14.99% 

Low-Cap B-B 5.39% 369 997,021,410 6.65% 

Micro-Cap 9-10 1.60% 2,439 485,073,149 3.33% 

Source: © 200603 CRSP* Centar for Research in Security Prices. Graduale School of Business, Tha Univarsity ol Chicago. Used 
with permission. Ail rfghls reserved, www.crsp.uchicago.edu. 

Historical average percentage ot total capitalization shows the average, over the last 80 years, ol tha decile market values as a 
percentage of the tolal NYSE/AMEX/NASDAQ calculated each month. Number of companies in deciles, recent marfcet 
capttallzatlon of dedles. and recent percentage ot total capitalization are as ol September 30. 2005. 

Table 7-2 gives the current breakpoints that define the composition of che NYSE/AMEX/NASDAQ 
size deciles. The largest company and its market capitalization are presented for each decile. Table 
7-3 shows the historical breakpoints for each of the three size groupings presented throughout this 
chapter. Mid-cap stocks are defined here as the aggregate of deciles 3-5. Based on the; most recent 
data (Table 7-2), companies within this mid-cap range have market capitalizations at or below 
$7,187,244,000 but greater than $1,728,888,000. Low-cap stocks include deciles 6-8 and currently 
include all companies in the NYSE/AMEX/NASDAQ with market capitalizations at or below 
$1,728,888,000 but greater than $586,393,000. Micro-cap stocks include deciles 9-10 and include 
companies with market capitalizations at or below $586,393,000. The market capitalization of the 
smallest company included in the micro-capitalization group is currently $1,079,000. 
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Table 7-2 
Size-Decile Portfolios o f the NYS EMM EX/NASDAQ, Largest Company 
and Its Market Capitalization by Decile 
September 30, 2005 

Decile 

Market Capitalization 
of Largest Company 

(In thousands) Company Name 

1-Largest $367,495,144 General Electric Co. 

2 16,016,450 Entergy Corp. 

3 7,187,244 Chesapeake Energy Corp, 

4 3,961,425 Ball Corp, 

5 2,519,280 Calenese Corp. 

5 1,726,886 AGCO Corp. 

7 • ' 1,280,966 ESCO'TechnologiBs Inc. 

a 872,103 West Pharmaceutical Sen/Ices Inc, 

g 586,393 General Cable Corp. 

10-SmaIlest 264,981 4Klds Entertainment Inc. 

Source: Center for Research In Securily Prices, Unlvarstty of Chicago. 

Presentation of the Decile Data 

Summary statistics of annual returns of the 10 deciles over 1926-2005 are presented in Table 7-4. 
Note from this exhibit that both the average return and the total risk, or standard deviation of annual 
returns, tend to increase as one moves from the largest decile to the smallest. Furthermore, the 
serial correlations of returns are near zero for all but the smallest two deciles. Serial correlations and 
their significance will be discussed in detail later in this chapter. 

Graph 7-1 depicts the growth of one dollar invested in each of three NYSE/AMEX/NASDAQ 
groups broken down into mid-cap, low-cap, and micro-cap stocks. The index value of the entire 
NYSE/AMEX/NASDAQ is also included. All returns presented are value-weighted based on the mar­
ket capitalizations of the deciles contained in each subgroup. The sheer magnitude of the size effect 
in some years is noteworthy. While the largest stocks actually decUned 9 percent in 1977, the 
smallest stocks rose more than 20 percent. A more extreme case occurred in the depression-recovery 
year of 1933, when the difference between the first and tenth decile returns was far more 
substantial, with the largest stocks rising 46 percent, and the smallest stocks rising 224 percent. This 
divergence in the performance of small and large company stocks is a common occurrence. 
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Table 7-3 
Size-Decile Portfolios of the NYSE/AMEX/NASDAQ 
Largest and Smallest Company by Size Group 

from 1926 to1965 
Capitalization of Largest Company 

(in thousands) 
Capitalization of Smallest Company 

(in thousands) 

Date Mid-Cap Low-Cap Micro-Cap Mid-Cap Low-Cap Micro-Cap 
(Sept 30) 3-5 6-8 9-10 3-5 6-8 9-10 

1926 561,490 $14,040 $4,305 $14,100 $4,325 $43 

1927 $65,281 $14,746 $4,450 $15,311 $4,496 $72 

192S $81,998 $18,975 $5,074 $19,050 $5,119 $135 

1929 $107,085 $24,328 $5,875 $24,460 $5,915 $126 

1930 $67,808 $13,050 $3,219 $13,068 $3,264 $30 

1931 $42,607 $8,142 $1,905 $8,222 $1,927 $15 

1932 $12,431 $2,170 $473 $2,196 $477 $19 

1933 $40,298 $7,210 $1,830 $7,280 $1,875 $100 

1934 $36,129 $6,669 $1.669 $6,734 $1,673 $68 

1935 $37,631 $6,519 $1,350 $6,549 $1,383 $38 

1936 $46,920 $11,505 $2,660 $11,526 $2,668 $98 

1937 $51,750 $13,601 $3,500 $13,635 $3,539 £68 

193B $36,102 $6,325 $2,125 $8,372 $2,145 £60 

1939 $35,784 $7,357 $1,697 $7,369 $1,800 $75 

1940 $31,050 $7,990 $1,861 $6,007 $1,872 $51 

1941 $31,744 $6,316 $2,086 $8,336 $2,067 $72 

1942 $26,135 $6,870 $1,779 $6,875 $1,786 $82 

1943 $43,218 $11,475 $3,847 $11,480 $3,903 $395 

1944 $46,621 $13,066 $4,800 $13,068 $4,812 $309 
1945 $55,268 $17,325 $6,413 $17,575 $6,426 $225 

1946 $79,158 $24,192 $10,013 $24,199 $10,051 $829 

1947 $57,830 $17,735 $6,373 $17,872 $6,360 $747 

1948 $67,238 $19,575 $7,313 $19,651 $7,328 $784 

1949 $55,506 $14,549 $5,037 $14,577 $5,108 $379 

1950 $65,861 $16,675 $6,176 $18,750 $5,201 $303 

1951 $62,517 $22,750 $7,567 $22,860 $7,598 $668 

1952 $97,936 $25,452 $6,426 $25,532 $8,480 $480 

1953 $98,595 $25,374 $8,156 $25,395 $8,168 $459 

1954 $125,834 $29,645 $6,484 $29,707 $6,488 $463 

1955 $170,829 $41,445 $12,353 $41,681 $12,366 $553 

1956 $183,434 $46,805 $13,461 $46,886 $13,524 $1,122 

1957 $192,861 $47,658 $13,844 $46,509 $13,846 $925 

1958 $195,083 $46,774 $13,789 $46,871 $13,816 $550 

1959 $253,644 $64,221 $19,500 $64,372 $19,548 $1,604 

1960 $246,202 $61,485 $19,344 $61,529 $19,365 $831 

1961 $296,261 $79,058 $23,562 $79,422 $23,613 $2,455 

1962 $250,433 $58,666 $16,952 $59,143 $18,968 $1,018 
1963 $308,438 $71,846 $23,819 $71,971 $23,822 $296 
1964 $344,033 $79,343 $25,594 $79,508 $25,595 $223 

1965 $363,759 $84,479 $28,365 $84,600 $28,375 $250 

Source: Center tor Research In Security Prices, University ol Chicago. 
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Table 7 -3 (continued) 

Size-Decile Portfolios of the NYSE/AMEX/NASDAQ 
Largest and Smallest Company by Size Group 

from 1966 to 2005 
Capitalization of Largest Company 

(In thousands) 
Capitalization of Smallest Company 

(in thousands) 

Date Mid-Cap Low-Cap Micro-Cap Mid-Cap Low-Cap Micro-Cap 
(Sept 30) 3-5 6-8 9-10 3-5 6-8 9-10 

1966 $399,455 $99,578 $34,884 £99,935 $34,966 $381 
1967 $459,170 $117,985 $42,267 $118,329 $42,313 $381 
1968 $528,326 $149,261 $60,351 $150,128 $60,397 £592 

1969 $517,452 $144,770 $54,273 $145,684 $54,280 $2,119 

1970 $360,246 $94,025 $29,910 $94,047 $29,916 $822 

1971 $542,517 $145,340 $45,571 $145,673 $45,589 $865 
1972 $545,211 $139,647 $46,728 $139,710 $46,757 $1,031 

1973 $424,564 $94,809 $29,601 $95,378 $29,606 $561 
1974 $344,013 £75,272 $22,475 £75,853 £22,481 $444 
1975 $465,763 .. $96,954 $28,140 $97,266 £28,144 $540 

1976 $551,071 $116,184 £31,987 $116,212 $32,002 $564 
1977 $573,084 $135,804 £39,192 $137,323 $39,254 $513 
1978 $572,967 $159,778 $46,621 $160,524 $46,629 $830 
1979 $661,336 $174,480 $49,088 $174,517 $49,172 $948 
1960 $754,562 $194,012 $48,671 $194,241 $48,953 $549 

1981 $954,665 £259.028 £71,276 $261,059 $71,289 $1,446 

1982 $762,028 $205,590 $54,675 $206,536 $54,883 $1,060 

1983 $1,200,680 $352,698 £103.443 $352,944 $103,530 $2,025 

1984 $1,068,972 $314,650 $90,419 $315,214 $90,659 $2,093 

1985 $1,432,342 $367,413 $93,810 $368,249 $94,000 $760 

1986 $1,657,621 $444,827 $109,956 $445,648 $109,975 $706 
1987 $2,059,143 $467,430 £112,035 $468,948 $112,125 $1,277 

1968 $1,957,926 $420,257 $94,268 £421,340 $94,302 £696 
1969 $2,147,608 $460,975 $100,285 $483,623 $100,384 $96 
1990 $2,164,185 $472,003 $93,627 £474,065 £93,750 £132 

1991 $2,129,863 $457,958 $87,586 $458,853 $87,733 £278 

1992 $2,428,671 $500,346 $103,352 $501,050 $103,500 $510 

1993 $2,711,068 $606,520 $137,945 $608,825 $137,987 $602 

1994 $2,497,073 $601,552 $149,435 $602,552 $149,532 £598 

1995 $2,793,761 $653,178 $158,011 $654,019 $158,063 $69 

1996 $3,150,685 $763,377 $195,188 $763,812 $195,326 $1,043 
1997 £3.511,132 £618.299 $230,472 $821,028 $230,554 $480 

1998 $4,216,707 $934,264 $253,329 $936,727 $253,336 $1,671 
1999 $4,251,741 $675,309 £218,336 $875,582 $218,366 $1,502 
2000 $4,143,902 $840,000 £192.598 $840,730 $192,721 $1,462 

2001 $5,252,063 $1,114,792 $269,275 $1,115,200 $270,391 $443 
2002 $5,012,705 $1,143,845 $314,042 $1,144,452 $314,174 $501 

2003 $4,794,027 $1,166,799 $330,608 $1,167,040 $330,797 £332 
2004 $6,241,953 $1,607,854 $505,437 $1,607,931 $506,410 $1,393 

2005 $7,187,244 $1,728,888 £586,393 $1,729,364 $587,243 $1,079 

Source: Center for Research In Security Prices, Univarsity of Chicago. 
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Table 7-4 
Size-Decile Portfolios of the NYSE/AMEX/NASDAQ, Summary Statistics of Annual Returns 
1926-2005 

Docile 
Geometric Arithmetic Standard Serial 

Mean Mean Deviation Correlation 

1- Largest 9.5 11.3 19.17 0.09 

2 10.9 13.2 21.66 0.03 

3 11.3 13.8 23.66 -O.02 

4 11.3 14.3 25.94 -0.02 

5 11.6 14.9 26.78 -0.02 

6 11.8 15.3 27.84 0.04 

7 11.6 15.6 29.99 0.01 

B 11.8 16.6 33.47 0.04 

g.. 12.0 • 17.5 36.55 0.05 

10-Smallesl 14.0 21.6 45.44 0.15 

Mid-Cap, 3-5 11.4 14.2 24.74 -0.02 

Low-Cap, 6-8 11.7 15.7 29.52 0.03 

Micro-Cap, 9-10 12.7 1B.B 39.16 0.08 

NYSE/AMEX/NASDAQ 
Total Value-Weighted Index 10.1 12.0 20.21 0.03 

Source: Center tor Research In Security Prices, University of Chicago. 

Aspects of the Firm Size Effect 

The firm size phenomenon is remarkable in several ways. First, the greater risk of small stocks does 
not, in the context of the capital asset pricing model (CAPM), fully account for their higher returns 
over the long term. In the CAPM only systematic, or beta risk, is rewarded; small company stocks 
have had returns in excess of those impUed by their betas. 

Second, the calendar annual return differences between small and large companies are serially 
correlated. This suggests that past annual returns may be of some value in predicting future annual 
returns. Such serial conelationj or autocorrelation, is practically unknown in the market for large 
stocks and in most other equity markets but is evident in the size premia. 

Third, the firm size effect is seasonal. For example, small company stocks outperformed large 
company stocks in the month of January in a large majority of the years. Such predictabih'ty is sur­
prising and suspicious in light of modern capital market theory. These three aspects of the firm size 
effect—long-term returns in excess of systematic risk, serial correlation, and seasonality—will be 
analyzed thoroughly in the following sections. 
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Graph 7-1 
Size-Decile Portfolios of the NYSE/AMEX/NASDAQ: Wealth Indices of Investments in Mid-, Low-, Micro- and 
Total capitalization Stocks 
1925-2005 

Year-end 1925 » $1.00 

$14,124.09 

$7,213.36 
$5,576.53 

$2,143.23 

1925 1935 1945 1955 1965 1975 1985 1995 2005 

Year-end Source: Center for Research in Security Prices, University of Chicago. 
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Long-Term Returns in Excess of Systematic Risk 

The capital asset pricing model (CAPM) does not fully account for the higher returns of small com­
pany stocks. Table 7-5 shows the returns in excess of systematic risk over the past 80 years for each 
decile of the NYSE/AMEX/NASDAQ. Recall that the CAPM is expressed as follows: 

ks = r,+(P8xERP) 

Table 7-5 uses the CAPM to estimate the return in excess of the riskless rate and compares this esti­
mate to historical performance. According to the CAPM, the expected return on a security should 
consist of the riskless rate plus an additional return to compensate for the systematic risk of the secu­
rity. The return in excess of the riskless rate is estimated in the context of the CAPM by multiplying 
the equity risk premium by p (beta). The equity risk premium is the return that compensates investors 
for taking on risk equal to the risk of the market-as a whole (systematic risk).1 Beta measures the 
extent to which a security or portfolio is exposed to systematic risk.* The beta of each decile indi­
cates the degree to which the decile's return moves with that of the overall market. 

A beta greater than one indicates that the security or portfolio has greater systematic risk than 
the market; according to the CAPM equation, investors are compensated for taking on this additional 
risk. Yet, Table 7-5 illustrates that the smaller deciles have had returns that are not fully explained 
by their higher betas. This return in excess of that predicted by CAPM increases as one moves from 
the largest companies in decile 1 to the smallest in decile 10. The excess return is especially pro­
nounced for micro-cap stocks (deciles 9-10). This size-related phenomenon has prompted a revision 
to the CAPM, which includes a size premium. Chapter 4 presents this modified CAPM theory and 
its application in more detail. 

This phenomenon can also be viewed graphically, as depicted in the Graph 7-2. The security 
market line is based on the pure CAPM without adjustment for the size premium. Based on the risk 
(or beta) of a security, the expected return lies on the security market line. However, the actual his­
toric returns for the smaller deciles of the NYSE/AMEX/NASDAQ lie above the line, indicating that 
these deciles have had returns in excess of that which is appropriate for their systematic risk. 

2 The equity risk premium is estimated by the 80-year arithmetic mean return on large company stocks, 12.30 percent, less 
the 80-year arithmetic meao income-return component of 20-year government bonds as the historical riskless rate, in this 
case 5.22 percent. (It is appropriate, bowrvet, to match the maturity, or duration, of the riskless asset with the investment 
horizon.) See Chapter 5 for more detail on equity risk premium esdmadon. 

3 Historical betas were calmlatcd using a simple regrcsKOD of the monthly portfolio (decile) total returns in excess of the 
30-day U.S. Treasury bil) total remrns versus the S&P JO0 total returns in excess of the 30-day U.S. Treasury bill, 
January 1926-December 2005. See Chapter 6 for more detail on beta estimation. 
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Table 7-5 
Long-Term Returns In Excess of CAPM Estimation for Decile Portfolios ot the NYSE/AMEX/NASDAQ 
1926-2005 

DecllQ Beta* 

Arithmetic 
Mean 

Return 

Realized 
Return In 
Excess of 

Riskless Rate** 

Estimated 
Retum In 

Excess of 
Riskless Ratet 

Size Premium 
(Retum In 
Excess of 

CAPM) 

l-Largest 0.91 11.29% 6.07% 6.45% -0.37% 

2 1.04 13.22% 8.00% 7.33% 0.67% 

3 1.10 13.84% 8.62% 7.77% 0.85% 

4 1.13 14.31% 9.09% 7.98% 1.10% 

5 1.16 14.91% 9.69% 6.20% 1.49% 

6 1.18 15.33% 10.11% 8.36% 1.73% 

7 1.23 15.62% 10.40% 8.73% 1.67% 

B 1.26" 16.60% ' 11.38%' 9.05% 2.33% 

9 1.34 17.46% 12.26% 9.50% 2.76% 

10-Smallest 1.41 21.59% 16.37% 10.01% 6.36% 

Mid-Gap, 3-5 1.12 14.15% 8.94% 7.91% 1.02% 

Low-Cap, fi-s 1.22 15.66% 10.44% 3.63% 1.81% 

Micro-Cap, 9-10 1.36 18.77% 13.55% 9.61% 3.95 

'Betas are estimated from monthly portfolio total returns In excess of the 30-day U.S. Treasury bill total return versus the S&P 
500 total returns in excess of the 30-day U.S. Treasury bill, January 1926-December 2005. 

'•Historical riskless rale is measured by the 80-year arithmetic mean Income retum component of 20-year government bonds 
[5.22 percent). 

tCalculeted in the context of the CAPM by multiplying the equity risk premium by beta. The equity risk premium Is estimated by 
the arithmetic mean total relum of the S&P 500 (12.30 percent) minus the arithmetic mean income raiurn component of 20-year 
gov&mment bonds (5.22 percent) from 1926-2005. 

Graph 7-2 
Security Market Line versus Size-Docile Portfolios of the NYSE/AMEX/NASDAQ 
1926-2005 

25 _ 

1 1 1 • i 1 r 

0.0 0.2 0.4 0.6 0.8 1.0 1.2 1.4 1.6 

Beta Source: Center tor Research In Security Prices, Unlversily of Chicago (dedle data). 
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Further Analysis of the 10th Decile 

The size premia presented thus far do a great deal to explain the return due solely to size in publicly 
traded companies. However; by splitting the 10th decile into two size groupings we can get a closer 
look at the smallest companies. This magnification of the smallest companies will demonstrate 
whether the company size to size premia relationship continues to hold true. 

As previously discussed; the method for determining the size groupings for size premia analysis 
was to take the stocks traded on the NYSE and break them up into 10 deciles, after which stocks 
rraded on the AMEX and NASDAQ were allocated into the same size groupings. This same method­
ology was used to split the 10th decile into two parts: 10a and 10b, with 10b being the smaller of 
the two. This is equivalent to breaking the stocks down into 20 size groupings, with portfolios 19 
and 20 repiesenting 10a and 10b. 

Table 7-7 shows that the pattern continues; as companies get smaller their size premium increas­
es. There is a noticeable increase in size premium from 10a to 10b, which can also be demonstrated 
visually in Graph 7-3. This can be useful in valuing companies that are extremely small. Table 7-6 
presents the size, composition, and breakpoints of deciles 10a and 10b. First, the recent number of 
companies and total decile market capitalization are presented. Then the largest company and its 
market capitalization are presented. 

Breaking the smallest decile down lowers the significance of the results compared to results for 
the 10th decile taken as a whole, however, The same holds true for comparing the 10th decile with 
the Micro-Cap aggregation of the 9th and 10th deciles. The more stocks included in a sample the 
more significance can be placed on the results. While this is not as much of a factor with the recent 
years of data, these size premia are constructed with data back to 1926. By breaking the 10th decile 
down into smaller components we have cut the number of stocks included in each grouping. The 
change over time of the number of stocks included in the 10th decile for the NYSE/AMEX/NASDAQ 
is presented in Table 7-8. With fewer stocks included in the analysis early on, there is a strong pos­
sibility that just a few stocks can dominate the returns for those early years. 

"While the number of companies included in the 10th decile for the early years of our analysis 
is low, it is not too low to still draw meaningful results even when broken down into subdivisions 
10a and 10b. All things considered, size premia developed for deciles 10a and 10b are significant and 
can be used in cost of capital analysis. These size premia should greatly enhance the development of 
cost of capital analysis for very small companies. 

Table 7-6 
Size-Decile Portfolios 10a and 10b of the NYSE/AMEX/NASDAQ, 
Largest Company and Its Market Capttaltzation 
September 30, 2005 

Rocsnt Oocllo Market CapltellzaWon 
Recent Number Market Capitalization of Largest Company Company 

Decile of Companies On thousands) (in thousands) Name 

10a 483 $108,194,821 $264,981 4K)ds Entertalnl inc. 

10b 1.279 $102,157,012 $169,195 Quaker Chemical Corp. 

Note: These numbers may not aggregate to equal decile 10 figures. 
Source: Center for Research in Security Prices, University of Chicago. 
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Table 7-7 
Long-Term Returns In Excess of CAPM Estimation for Decile Portfolios of the 
NYSE/AMEX/NASDAQ, with 10th Decile Split 
1926-2005 

Beta' 

Arithmetic 
Mean 

Return 

Realized 
Retum In 

Excess of 
Riskless Rate" 

Estimated 
Retum In 

Excess of 
Riskless Ratef 

Size Premium 
(Return In 
Excess ot 

CAPM) 

1 -Largest 0.91 11.29% 6.07% 6.45% -0.37% 

2 1.04 13.22% 8.00% 7.33% 0.67% 

3 1.10 13.84% 8.62% 7.77% 0.85% 

4 1.13 14.31% 9.09% 7.98% 1.10% 

5 1.16 14.91% 9.69% 8.20% 1.49% 

6 1.16 15.33% 10.11% 8.38% 1.73% 

7 1:23 15.62% 10.40% 8.73% • i;67% 

e 1.28 16-60% 11.38% 9.05% 2.33% 

9 1.34 17.48% 12.26% 9.50% 2.76% 

10a 1.43 19.71% 14.49% 10.10% 4.39% 

i Ob-Smallest 1.39 24.87% 19.65% 9.82% 9.63% 

Mid-Cap, 3-5 1.12 14.15% 8.94% 7.91% 1.02% 

Low-Cap, 6-B 1.22 15.66% 10.44% 8.63% 1.81% 

Micro-Cap, 9-10 1.36 18.77% 13.55% 9.61% 3.95% 

'Betas are estimated from monthly portfolio total returns In excess ol the 30-day U.S. Treasury bill totel return versus the S&P 
500 total returns in excess ol the 30-day U.S. Treasury bill. January 1926-December 2005. 

"Historical riskless rate Is measured by the 80-year arithmetic mean Income retum component of 20-year government bonds 
(5.22 percent]. 

tCalculated In the context of the CAPM by multlplylno lha equity risk premium by beta The equity risk premium Is estimated by 
the arithmetic mean total return ol the S&P 500 (12.30 percent) minus the arithmetic mean Income retum component of 20-year 
government bonds (5.22 percent) from 1926-2005. 

Graph 7-3 
Security Market Line versus Size-Decile Portfolios of the NYSE/AMEX/NASDAQ, with 10th Decile Split 
1926-2005 

30 , 

25 _ 

20 _ 

15 . 

10 _ 

Beta 

0.6 0.8 1.0 1.2 1.4 1.6 

Source: Center for Research In Security Prices. Untversfty ot Chicago (decSe da!a). 
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Table 7-8 
Historical Number of Companies for NYSE/AMEX/NASDAQ Decile 10 

Sept Number of Companies 

1926 52* 

1930 72 

1940 78 

1950 100 

1960 109 

1970 865 

1960 665 

1990 1.814 

2000 1.927 

2005 1,746 

'The fewest number of companies was 49 In March, 1926 

Source: Center for Research In Security Prices, Unlverstty of Chicago. 

Alternative Methods of Calculating the Size Premia 

The size premia estimation method presented above makes several assumptions with respect to the 
market benchmark and the measurement of beta. The impact of these assumptions can best be exam­
ined by looking at some alternatives. In this section we will examine the impact on the size premia 
of using a different market benchmark for estimating the equity risk premia and beta. We will also 
examine the effect on the size premia study of using sum beta or an annual beta.* 

Changing the Market Benchmark 

In the original size premia study, the S&P 500 is used as the market benchmark in the calculation of 
the realized historical equity risk premium and of each size group's beta. The NYSE total value-
weighted index is a common alternative market benchmark used to calculate beta. Table 7-9 uses this 
market benchmark in the calculation of beta. In order to isolate the size effect, we require an equity 
risk premium based on a large company stock benchmark. The NYSE deciles 1-2 large company 
index offers a mutually exclusive set of portfolios for the analysis of the smaller company groups: 
mid-cap deciles 3-5, low-cap deciles 6-8, and micro-cap deciles 9-10. The size premia analyses using 
these benchmarks are summarized in Table 7-9 and depicted graphically in Graph 7-4. 

For the entire period analyzed, 1926-2005, the betas obtained using the NYSE total value-
weighted index are higher than those obtained using the S6cP 500. Since smaller companies had 
higher betas using the NYSE benchmark, one would expect the size premia to shrink. However, as 
was illustrated in Chapter 5, the equity risk premium calculated using the NYSE deciles 1-2 bench­
mark results in a value of 6.33, as opposed to 7.08 when using the S&P 500. The effect of the 
higher betas and lower equity risk premium cancel each other out, and the resulting size premia in 
Table 7-9 are slightly higher than those resulting from the original study. 

4 Sum beta is the method of beta esdmadon described in Chapter 6 that was developed to better account for the lagged 
reacdon of small stocks to market movements. The sum beta methodology was developed for the same reason that the 
size premia were developed; small company betas were too small to account for all of their excess returns. 

140 SBBI Valuation Edition 2006 Yearbook 



Exhibit No. 400 
Schedule 2 
Page 1 of 15 

Standard & Poor's 
CORPORATE 

RATINGS CRITERIA 



Exhibit No. 400 
Schedule 2 
Page 2 of 15 

CORPORATE RATINGS CRITERIA 

Dear Reader, 

This volume updates the 1994 edition of 
Corporate Finance Criteria. There are several 
new chapters, covering our recently introduced 
Bank Loan Ratings, criteria for "notching" junior 
obligations, and the role of cychcality in ratings. 
Naturally, the ratio medians have been brought 
up to date. 

Standard Sc Poor's criteria publications represent 
our endeavor to convey the thought processes and 
methodologies employed in determining Standard 
fic Poor's ratings. They describe both 
the quantitadve and qualitative aspects of the 
analysis. We believe that our rating product has 
the most value if users appreciate all that has 
gone into producing the letter symbols. 

Bear in mind, though, that a rating is, in the end, 
an opinion. The rating experience is as much an 
art as it is a science. 

Solomon B. Samson 
Chairman, Corporate Ratings Criteria Committee 
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The utilities rating methodology encompasses two basic 
components: business risk analysis and financial analysis. 
Evaluation of Industry characteristics, the utility's position 
within that Industry, Its regulation, and Its management 
provides the context for assessing a firm's financial condi­
tion. 

Historical analysis is a tool for identifying strengths and 
weaknesses, and provides a starting point for evaluating 
financial condlUon. Business position assessment is the 
qualitative measure of a utility's fundamental creditwor­
thiness. It focuses on the forces that will shape the utilities' 
future. 

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ -

The credit analysis of u till ties is quickly evolving, as 
utilities are treated less as regulated monopolies and more 
as entitles faced with a host of challengers in a competitive 
environment. Marketplace dynamics are supplanting the 
power of regulation, making It critically important to re­
duce costs and/or market new services In order to thwart 
competitors' inroads. 

Markets and service area economy 
Assessing service territory begins with the economic and 

demographic evaluation ofthe area in which the utility has 
Its franchise. Strength of long-term demand for the product 
is examined from a macroeconomlc perspective. This en­
ables Standard & Poor's to evaluate the affordabiiity of 
rates and the staying power of demand. 

Standard & Poor's tries to discern any secular consump­
tion trends and, more importantly, the reasons for them. 
Specific Items examined indude the size and growth rate 
of the market, strength of the franchise, historical and 
projected sales growth. Income levels and trends In popu­
lation, employment, and per capita Income. A utility with 
a healthy economy and customer base—as illustrated by 
diverse employment opportunities, average or above-av­
erage wealth and income statistics, and low unemploy­

ment—will have a greater capacity to support its opera­
tions. 

For electric and gas utilities, distribution by customer 
class Is scrutinized to assess the depth and diversity of the 
utility's customer mix. For example, heavy Industrial con­
centration is viewed cautiously, since a utility may have 
significant exposure to cyclical volatility. Alternatively, a 
large residential component yields a stable and more pre­
dictable revenue stream. The largest utility customers are 
Identified to determine their importance to the bottom Une 
and assess the risk of their loss and potential adverse effect 
on the utility's financial position. Credit concerns arise 
when Individual customers represent more than 5% of 
revenues. The company or Industry may play a significant 
role in the overall economic base of the service area. More­
over, large customers may turn to cogeneration or alterna­
tive power supplies to meet their energy needs, potentially 
leading to reduced cash flow for the utility (even In cases 
where a large customer pays discounted rates and Is not a 
profitable account for the utility). Customer concentration 
is less significant for water and telecommunication utili­
ties. 

Competitive position 
As competitive pressures have Intensified In the utilities 

industry. Standard & Poor's analysis has deepened to in­
clude a more thorough review of competitive position. 

Electric utility competition 
For electric utilities, competitive factors examined In­

clude: percentage of firm wholesale revenues that are most 
vulnerable to competition; industrial load concentration; 
exposure of key customers to alternative suppliers; com­
merdal concentrations; rates for various customer classes; 
rate design and flexibility; production costs, both marginal 
and fixed; the regional capacity situation: and transmission 
constraints. A regional focus Is evident, but high costs and 
rates relative to national averages are also of significant 
concern because of the potential for electridty substitutes 
over time. 

Mounting competition in the electric utility Industry 
derives from excess generating capadty, lower barriers to 
entering the electric generating business, and marginal 
costs that are below embedded costs. Standard & Poor's 
has already witnessed declining prices in wholesale mar­
kets, as de facto retail competition is already being seen in 
several parts of the country. Standard & Poor's believes 
that over the coming years more and more customers will 
want and demand lower prices. Initial concerns focus on 
the largest industrial loads, but other customer dasses will 
be increasingly vulnerable. Competition will not necessar-
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lly be driven by legislation. Other pressures will arise from 
global competition and improving technologies, whether 
It be the declining cost of Incremental generation or ad­
vances In transmission capacity or substitute energy 
sources like the fuel cell. It Is impossible to say precisely 
when wide-open retail competition will occur; this will be 
evolutionary. However, significantly greater competition 
In retail markets is Inevitable. 

Gas utility competition 

Similarly, gas utilities are analyzed with regard to their 
competitive standing in the three major areas of demand: 
residential, commercial, and industrial. Although regu­
lated as holders of monopoly power, natural gas utilities 
have for some time been actively competing for energy 
market share with fuel oil, electricity, coal, solar, wood, etc 
The long-term staying power of market demand for natu­
ral gas cannot be taken for granted. In fact, as the electric 
utility Industry restructures and reduces costs, electric 
power will become more cost competitive and threaten 
certain gas markets. In addition, Independent gas market­
ers have made greater inroads behind the city gate and are 
competing for large gas users. Moreover, the recent trend 
by state regulators to unbundle utility services Is creating 
opportunities for outsiders to market niche products. Dis­
tributors still have the upper hand, but those who do not 
reduce and control costs, and thus rates, could find com­
petition even more difflcult-

Natural gas pipelines are judged to cany a somewhat 
higher business risk than distribution companies because 
they face competition in every one of their markets. To the 
extent a pipeline serves utilities versus ind ustrial end users, 
its stability is greater. Over the next five years, pipeline 
competition will heat up since many service contracts with 
customers are expiring. Most distributor or end-use cus­
tomers are looking to reduce pipeline costs and are work­
ing to improve their load factor to do so. Thus, pipelines 
will likely find It difficult to recontract all capacity In 
coming years. Being the pipeline of choice is a function of 
attractive transportation rates, diversity and quality of 
services provided, and capadty available in each particular 
market In all cases though, periodic discounting of rates 
to retain customers will occur and put pressure on profit­
ability. 

Water utility competition 
As the last true utility monopoly, water utilities face very 

little competition and there is currently no challenge to the 
continuation of franchise areas. The only exceptions have 
been cases where Investor-owned water companies have 
been subject to condemnation and municipalization be­
cause of poor service or political motivations. In that re­
gard. Standard & Poor's pays dose attention to costs and 
rates In relation to neighboring utilities and national aver­
ages. (In contrast, the privatization of publicwater facilities 
has begun, albeit at a slower pace than anticipated. This Is 
occurring mostly In the form of operating contracts and 
public/private partnerships, and not In asset transfers. 
This trend should continue as cities look for ways to bal­

ance their tight budgets.) Also, water utilities are not fully 
immune to the forces of competition; in a few Instances 
wholesale customers can access more than one supplier. 

Telephone competition 
The Telecommunications Act of 199S accelerates the con­

tinuing challenge to the local exchange companies' (LECs) 
century-old monopoly in the local loop. Competitive ac­
cess providers (CAPs), both facilities-based and resellers, 
are aggressively pursuing customers, generally targeting 
metropolitan areas, and promising lower rates and better 
service. 

Most long-distance calls are still originated and termi­
nated on the local telephone company network. To com­
plete such a call, the long-distance provider (induding 
AT&T, MCI, Sprint and a host of smaller interexchange 
carriers or "IXCs") must pay the local telephone company 
a steep "access" fee to compensate the local phone com­
pany for the use of its local network. CAPs. Jn contrast, 
build or lease facilities that directly connect customers to 
their long-distance carrier, bypassing the local telephone 
company and avoiding access fees, and thereby can offer 
lower long-distance rates. But the LECs are not standing 
still; they are combating the loss of business to CAPs by 
lowering access fees, thereby reducing the economic incen­
tive for a high usage long-distance customer to use a CAP. 
LECs are attempting to make up for the loss of revenues 
from lower access fees by increasing basic local service 
rates (or at least not lowering them), since basic service Is 
far less subject to competition. LECs are improving oper­
ating efficiency and marketing high margin, value-added 
new services. Additionally, In the wake ofthe Telecommu­
nications Act. LECs will capture at least some of the inter­
LATA long-distance market. As a result of these Initiatives, 
LECs continue to rebuild themselves—from the traditional 
utility monopoly to leaner, more marketing oriented or­
ganizations. 

While LECs, and Indeed all segments of the telecommu­
nications sector, face Increasing competition, there are fa­
vorable industry factors that tend to offset heightened 
business risk and auger for overall ratings stability for most 
LECs. Importantly, telecommunications is a declining-cost 
business. With Increased deployment of fiber optics, the 
cost of transport has fallen dramatically and digital switch­
ing hardware and software have yielded more capable, 
trouble-free and cost-efficient networks. As a result, the 
cost of network maintenance has dropped sharply, as Illus­
trated by the ratio of employees per 10,000 access Unes, an 
oft dted measurement of effldency. Ratios as low as 25 
employees per 10.000 lines are being seen, down from the 
typical 40 or more employees per 10,000 ratio of only afew 
years ago. 

In addition, networks are far more capable. They are 
increasingly digitally switched and able to accommodate 
high-speed communications. The infrastructure needed to 
accommodate switched broadband services will be built 
Into telephone networks over the next few years. These 
advanced networks will enable telephone companies to 
look to a greater variety of high-margin, value-added serv-
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Ices. In addition to those current services such as call 
waiting or caller ID, the delivery of hundreds of broadcast 
and Interactive video channels wi l l be possible. While these 
services offer the potential of new revenue streams, they 
wi l l simultaneously present a formidable challenge. LECs 
wi l l be entering the new (to them) arena of multimedia 
.entertainment and wi l l have to develop expertise In mar­
keting and entertainment programming acumen; such 
skills stand in sharp contrast to LECs' traditional strengths 
In engineering and customer service. 

Operations 
Standard & Poor's focuses on the nature of operations 

from the perspective of cost, reliability, and quality of 
service. Here, emphasis is placed on those areas that re­
quire management attention in terms of time or money and 
which, i f unresolved, may lead to political regulatory, or 
competitive problems. 

Operations of electric utilities 
For electrics, the status of util ity plant Investment Is 

reviewed wi th regard to generating plant availability and 
utilization, and also for compliance with existing and con­
templated environmental and other regulatory standards. 
The record of plant outages, equivalent availability, load 
factors, heat rates, and capacity factors are examined. Also 
important Is effldency, as defined by total megawatt hour 
per employee and customers per employee. Transmission 
interconnections are evaluated In terms of the number of 
utilities to which the uti l i ty In question has access, the cost 
structures and available generating capacity of these other 
utilities, and the price paid for wholesale power. 

Because of mounting competition and the substantial 
escalation in decommissioning estimates, significant 
weight Is given to the operation of nuclear facilities. Nu­
clear plants are becoming more vulnerable to high produc­
tion costs that make their rates uneconomic Significant 
asset concentration may expose the util ity to poor perform­
ance, unscheduled outages or premature shutdowns, and 
large deferrals or regulatory assets that may need to be 
written off for the util ity to remain competitive. Also, 
nuclear facilities tend to represent significant portions of 
their operators' generating capability and assets. The loss 
of a productive nuclear unit from both power supply and 
rate base can interrupt the revenue stream and create sub­
stantial additional costs for repairs and improvements and 
replacement power. The ability to keep these stations run­
ning smoothly and economically directly Influences the 
ability to meet electric demand, the stability of revenues 
and costs, and, by extension, the ability to maintain ade­
quate creditworthiness. Thus, economic operation, safe 
operation, and long-term operation are examined in depth. 
SpedficaJJy, emphasis is placed on operation and mainte­
nance costs, busbar costs, fuel costs, refueling outages, 
forced outages, plant statistics, NRC evaluations, the po­
tential need for repairs, operating licenses, decommission­
ing estimates and amounts held In external trusts, spent 
fuel storage capacity, and management's nudear experi­

ence. In essence, favorable nudear operations offer signifi­
cant opportunities but. I f a nudear unit runs poorly or not 
at all, the attendant risks can be great 

Operations of gas utilities 

For gas pipeline and distribution companies, the degree 
of plant utilization, the physical condition of the mains and 
lines, adequacy of storage to meet seasonal needs, "lost and 
unaccounted for" gas levels, and per-unit nongas operat­
ing and construction costs are important factors. Efilciency 
statistics such as load factor, operating costs per customer, 
and operating income per employee are also evaluated In 
comparison to other utilities and the industry as a whole. 

Operations of water utilities 

As a group, water utilities are continually upgrading 
their physical plant to satisfy regulations and to develop 
additional supply. Over the next decade, water systems 
wi l l increasingly face the task of maintaining compliance, 
as drinking water regulations change and infrastructure 
ages. Given that the Safe Drinking Water Act was author­
ized in 1974. the first generation of treatment plants built 
to conform with these rules are almost 20 years old. Add i ­
tionally, because the focus during this period was on sat­
isfying environmental standards, deferred maintenance of 
distribution systems has been common, espedally In older 
urban areas. The increasing cost of supplying treated water 
argues against the high level of unaccounted for water 
witnessed in the industry. Consequently. Standard & 
Poor's antldpates capital plans for rebuilding distribution 
Unes and major renewal and replacement efforts aimed at 
treatment plants. 

Operations of telephone companies 
For telephone companies, cost-of-service analysis fo­

cuses on plant capability and measures of effldency and 
quality of service. Plant capability is ascertained by looking 
at such parameters as percentage of digitally switched 
Unes; fiber optic deployment in particular in those por­
tions of the plant key to network survival; and the degree 
of broadband capadty fiber and coaxial deployment and 
broadband switching capadty. Effldency measures In­
dude operating margins, the ratio of employees per 10,000 
access Unes, and the extent of network and operations 
consolidation. QuaUty of service encompasses examina­
tion of quantitative measures, such as trouble reports and 
repeat service calls, as wel l as an assessment of qualitative 
factors, that may indude service quality goals mandated 
by regulators. 

Regulation 
Regulatory rate-setting actions are reviewed on a case-

by-case basis wi th regard to the potential effect on credit­
worthiness. Regulators' authorizing high rates of return Is 
of little value unless the returns are earnable. Furthermore, 
allowing high returns based on noncash items does not 
benefit bondholders. Also, to be viewed positively, regula­
tory treatment should aUow consistent performance from 
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period to period, given the importance of financial stability 
as a rating consideration. 

The utility group meets frequently with commission and 
staff members, both at Standard & Poor's offices and at 
commission headquarters, demonstrating the importance 
Standard & Poor's places on the regulatory arena for credit 
quality evaluation. Input from these meetings and from 
review of rate orders and their Impact weigh heavily In 
Standard & Poor's analysis. 

Standard & Poor's does not "rate" regulatory commis­
sions. State commissions typically regulate a number of 
diverse Industries, and regulatory approaches to different 
types of companies often differ within a single regulatory 
Jurisdiction. This makes it all but Impossible to develop 
Inclusive "ratings" for regulators. 

Standard & Poor's evaluation of regulation also encom­
passes the administrative. Judicial, and legislative proc­
esses involved in state and federal regulation. These can 
affect rate-setting activities and other aspects of the busi­
ness, such as competitive entry, environmental and safety 
rules, facility siting, and securities sales. 

As the utility industiy faces an increasingly deregulated 
environment, alternatives to traditional rale-making are 
becoming more critical to the ability of utilities to effec­
tively compete, maintain earnings power, and sustain 
creditor protection. Thus. Standard & Poor's focuses on 
whether regulators, both state and federal, will help or 
hinder utilities as they are exposed to greater competition. 
There Is much that regulators can do, from allocating costs 
to more captive customers to allowing pricing flexibil­
ity—and sometimes Just stepping out of the way. 

Under traditional rate-making, rates and earnings are 
tied to the amount of invested capital and the cost of 
capital. This can sometimes reward companies more for 
justifying costs than for containing them. Moreover, most 
current regulatory policies do not permit utilities to be 
flexible when responding to competitive pressures of a 
deregulated market. Lack of flexible tariffs for electric utili­
ties may lure large customers to wheel cheaper power from 
other sources. 

In general, a regulatory Jurisdiction is viewed favorably 
if it permits earning a return based on the ability to sustain 
rates at competitive levels. In addition to performance-
based rewards or penalties, flexible plans could include 
market-based rates, price caps. Index-based prices, and 
rates premised on the value of customer service. Such rates 
more closely mirror the competitive environment that utili­
ties are confronting. 

Electric industry regulation 

The ability to enter into long-term arrangements at ne­
gotiated rates without having to seek regulatory approval 
for each contract Is also Important in the electric industiy. 
[While contracting at reduced rates constrains financial 
performance, it lessens the potential adverse impact In the 
event of retail wheeling. Since revenue losses associated 
with this strategy are not likely to be recovered from rate­
payers, utilities must control costs well enough to remain 

competitive if they are to sustain current levels of bond­
holder protection.) 

Natural gas industiy regulation 
In the gas industry, too, several state commission policies 

weigh heavily In the evaluation of regulatory support 
Examples include stabilization mechanisms to adjust reve­
nues for changes In weather or the economy, rate and 
service unbundling decisions, revenue and cost allocation 
between sales and transportation customers, flexible In­
dustrial rates, and the general supportiveness of construc­
tion costs and gas purchases. 

Water industry regulation 
In all water utility activities, federal and state environ­

mental regulations continue to play a critical role. The 
legislative timetable to effect the 1986 amendments to the 
Safe Drinking Water Act of 1974 was quite aggressive. But 
environmental standards-setting has actually slowed over 
the past couple of years due largely to increasing sentiment 
that the stringent costly standards have not been justified 
on the basis of public health. A moratorium on the prom­
ulgation of significant new environmental rules Is antici­
pated. 

Telecommunications industry regulation 
Despite the advances In telecommunications deregula­

tion, analysis of regulation of telephone operators will 
continue to be a key rating determinant for the foreseeable 
future. The method of regulation may be either classic 
rate-based rate of retum or some form of price cap mecha­
nism. The most important factor is to assess whether the 
regulatory framework—no matter which type—provides 
sufficient financial Incentive to encourage the rated com­
pany to maintain Its quality of service and to upgrade its 
plant to accommodate newservices while facing increasing 
competition from wireless'operators and cable television 
companies. 

Where regulators do still set tariffs based on an author­
ized return. Standard & Poor's strives to explore with 
regulators their view ofthe rate-of-retum components that 
can materially impact reported versus regulatory earnings. 
Specifically these include the allowable base upon which 
the authorized return can be earned, allowable expenses, 
and the authorized return. Since regulatory oversight runs 
the gamut from strict adversarial relationships with the 
regulated operating companies to highly supportive pos­
tures. Standard & Poor's probes beyond the apparent regu­
latory environment to ascertain the actual impact of 
regulation on the rated company. 

Management 
Evaluating the management of a utility is of paramount 

Importance to the analytical process since management's 
abilities and decisions affect all areas of a company's op­
erations. While regulation, the economy, and other outside 
factors can influence results, it is ultimately the quality of 
management that determines the success of a company. 
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With emerging competition, utility management wi l l be 
more closely scrutinized by Standard & Poor's and wi l l 
become an Increasingly critical component of the credit 
evaluation. Management strategies can be the key determi­
nant In dilTerentiating utilities and in establishing where 
companies lie on the business position spectrum It Is 
imperative that managements be adaptable, aggressive, 
and proactive i f their utiUti&s are to be viable in the future; 
this is especially important for utilities that are currently 
uncompetitive. 

The assessment of management is accomplished through 
meetings, conversations, and reviews of company plans. It 
is based on such factors as tenure. Industry experience, 
grasp of Industry Issues, knowledge of customers and their 
needs, knowledge of competitors, accounting and financ­
ing practices, and commitment to credit quality. Manage­
ment's abil i ty and wil l ingness to develop workable 
strategies to address their systems' needs, to deal with the 
competitive pressures of free market, to execute reasonable 
and effective long-term plans, and to be proactive in lead­
ing their utilities Into the future are assessed. Management 
quality is also indicated by thoughtful balancing of public 
and private priorities, a record of credibility, and effective 
communication with the public, regulatory bodies, and the 
financial community. Boards of directors wi l l receive ever 
more attention wi th respect to their role in setting appro­
priate management incentives. 

With competition the watchword. Standard & Poor's 
also focuses on management's efforts to enhance financial 
condition. Management can bolster bondholder protection 
by taking any number of discretionary actions, such as 
selling common equity, lowering the common dividend 
payout, and paying down debt Also important for the 
electric Industry wi l l be creativity in entering Into strategic 
alliances and working partnerships that improve effi­
ciency, such as central dispatching for a number of utilities 
or locking up at-risk customers through long-term con­
tracts or expanded flexible pricing agreements. Proactive 
management teams wi l l also seek alternatives to tradi­
tional rate-base, rate-of-retum rate-making, move to adopt 
higher depreciation rates for generating fadlities, segment 
customers by individual market preferences, and attempt 
to create superior service organizations. 

In general, management's ability to respond to mounting 
competition and changes In the utility Industry In a swift 
and appropriate manner wi l l be necessary to maintain 
credit health. 

Fuel, power, and water supply 
Assessment of present and prospective fuel and power 

supply is critical to every electric utility analysis, while 
gauging the long-term natural gas supply position for gas 
pipeline and distribution companies and the water re­
sources of a water utility is equally Important. There is no 
similar analytical category for telephone utilities. 

Electric util it ies 

For electric utilities emphasis Is placed on generating 

reserve margins, fuel mix. fuel contract terms, demand-
side management techniques, and purchased power ar­
rangements. The adequacy of generating margins Is 
examined nationally, regionally, and for each Individual 
company. However, the reserve margin picture Is mud­
died by the impredse nature of peak-load growth forecast­
ing, and also supply uncertainty relating to such things as 
Canadian capadty availability and potential plant shut­
downs due to age, new NRC rules, add rain remedies, fuel 
shortages, problems associated with nontraditlonal tech­
nologies, and so forth. Even apparently ample reserves 
may not be what they seem Moreover, the quality of 
capadty Is Just as Important as the size of reserves. Com­
panies' reserve requirements differ, depending upon indi­
vidual operating characteristics. 

Fuel diversity provides flexibility in a changing environ­
ment. Supply disruptions and price hikes can raise rates 
and Ignite political and regulatory pressures that ul t i ­
mately lead to erosion In flnandal perfonnance. Thus, the 
ability to alter generating sources and take advantage of 
lower cost fuels is viewed favorably. 

Dependence on any single fuel means exposure to that 
fuel's problems: electric utilities that rely on oil or gas face 
the potential for shortages and rapid price Increases; ut i l i ­
ties that own nudear generating faculties face escalating 
costs for decommissioning: and coal-fired capacity entails 
environmental problems stemming from concerns over 
add rain and the "greenhouse effect" 

Buying power from neighboring utilities, qualifying fa-
dUty projects, or independent power producers may be the 
best choice for a util ity that faces increasing electridty 
demand. There has been a growing reliance on purchased 
power arrangements as an alternative to new plant con­
struction. This can be an important advantage, since the 
purchasing utility avoids potential construction cost over­
runs as weU as risking substantial capital. Also, utUltles can 
avoid the flnandal risks typical of a multiy ear construction 
program that are caused by regulatory lag and prudence 
reviews. Furthermore, purchased power may enhance 
supply flexibility, fuel resource diversity, and maximize 
load factors. Utilities that plan to meet demand projections 
wi th a portfoUo of supply-side options also may be better 
able to adapt to future growth uncertainties. Notwith­
standing the benefits of purchasing, such a strategy has 
risks assodated wi th I t By entering Into a firm long-term 
purchased power contract that contains a fixed-cost com­
ponent utilities can Incur substantial market operating, 
regulatory, and financial risks. Moreover, regulatory treat­
ment of purchased power removes any upside potential 
that might help offset the risks. Utilities are not compen­
sated through incentive rate-making; rather, purchased 
power is recovered dollar-for-doUar as an operating ex­
pense. 

To analyze the flnandal Impact of purchased power. 
Standard & Poor's first calculates the net present value of 
future annual capadty payments (discounted at 10%). This 
represents a potential debt equivalent—the off-balance-
sheet obligation that a utUity incurs when it enters Into a 
long-term purchased power contract However, Standard 
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& Poor's adds to the utility's balance sheet only a portion 
of this amount, recognizing that such a contractual ar­
rangement is not entirely the equivalent of debt. What 
percentage is added is a function of Standard & Poor's 
qualitative analysis of the specific contract and the extent 
to which market, operating, and regulatory risks are borne 
by the utility (the risk factor). For unconditional, take-or-
pay contracts, the risk factor range is from 4096-80%, with 
the average hovering around 60%. A lower risk factor is 
typically assigned for system purchases from coal-fired 
utilities and a higher risk factor Is usually designated for 
unit-specific nuclear purchases. The range for take-and-
pay performance obligations Is between 10%-50%. 

Gaa utilities 

For gas distribution utilities, long-term supply adequacy 
obviously is critical, but the supply role has become even 
more Important In credit analysis since the Federal Energy 
Regulatory Commission's Order 636 eliminated the inter­
state pipeline merchant business. This thrust gas supply 
responsibilities squarely on local gas distributors. Stand­
ard & Poor's has always believed distributor management 
has the expertise and wherewithal to perform the job well, 
but the risks are significant since gas costs are such a large 
percentage of total utility costs. In that regard. It is Impor­
tant for utilities to get preapprovals of supply plans by state 
regulators or at least keep the staff and commissioners well 
Informed. To minimize risks, a weH-mn program would 
diversify gas sources among different producers or mar­
keters, different gas basins in the U.S. and Canada, and 
different pipeline routes. Also, purchase contracts should 
be firm, with minimal take-or-pay provisions, and have 
prices tied to an industry index. A modest percentage of 
fixed-price gas is not unreasonable. Contracts, whether of 
gas purchases or pipeline capacity, should be intermediate 
term. Staggering contract expirations (preferably annu­
ally) provides an opportunity to be an active market player. 
A modest degree of reliance on spot purchases provides 
flexibility, as does the use of market-based storage. Gas 
storage and on-property gas resources such as liquefied 
natural gas or propane air are effective peak-day and peak-
season supply management tools. 

Since pipeline companies no longer buy and sell natural 
gas and are just common carriers, connections with varied 
reserve basins and many wells within those basins are of 
great Importance. Diversity of sources helps offset the risks 
arising from the natural production declines eventually 
experienced by all reserve basins and individual wells. 
Moreover, such diversity can enhance a pipeline's attrac­
tiveness as a transporter of natural gas to distributors and 
end users seeking to buy the most economical gas available 
for their needs. 

Water utilities 

Nearly all water systems throughout the U.S. have ample 
long-term water supplies. Yet to gain comfort. Standard & 
Poor's assesses the production capability of treatment 
plants and the ability to pump water from underground 
aquifers in relation to the usage demands from consumers. 

Having adequate treated water storage facilities has be­
come Important in recent years and has helped many 
systems meet demands during peak summer periods. Of 
Interest Is whether the resources are owned by the utility 
or purchased from other utilities or local authorities. Own­
ing properties with water rights provides more supply 
security. This Is espedally so in stales like California where 
water allocations are being reduced, particularly since re­
cent droughts and environmental issues have created 
alarm. Since the primary cost for water companies is treat­
ment. It makes little difference whether raw water is owned 
or bought In fact compliance with federal and state water 
regulations is very high, and the overall cost to deliver 
treated water to consumers remains relatively affordable. 

Asset concentration in the electric 
utility industry 

In the electric Industry, Standard & Poor's follows the 
operations of major generating facilities to assess If they are 
well managed or troubled. Significant dependence on one 
generating facility or a large flnandal investment In a 
single asset suggests high risk. The size or magnitude of a 
particular asset relative to total generation, net plant in 
service, and common equity is evaluated. Where substan­
tial asset concentration exists, the flnandal profile of a 
company may experience wide swings depending on the 
asset's performance. Heavy asset concentration is most 
prevalent among utilities with costly nudear units. 

Earnings protection 
In this category, pretax cash Income coverage of all inter­

est charges Is the primary ratio. For this calculation, allow­
ance for funds used during construction (AFUDC) is 
removed from income and Interest expense. AFUDC and 
other such noncash Items do not provide any protectionfor 
bondholders. To identify total interest expense, the analyst 
redassifies certain operating expenses. The interest com­
ponent of various off-balance-sheet obligations, such as 
leases and some purchased-power contracts, is induded In 
interest expense. This provides the most direct indication 
of a utility's ability to service its debt burden. 

While considerable emphasis in assessing credit protec­
tion is placed on coverage ratios, this measure does not 
provide the entire earnings protection picture. Also impor­
tant are a company's earned returns on both equity and 
capital, measures that highlight a firm's earnings perform­
ance. Consideration Is given to the interaction of embed­
ded costs, financial leverage, and pretax return on capital. 

Capital structure 
Analyzing debt leverage goes beyond the balance sheet 

and covers quasi-debt Items and elements of hidden flnan­
dal leverage. Noncapitalized leases (induding sale/lease-
back obligations), debt guarantees, receivables financing, 
and purchased-power contracts are all considered debt 
equivalents and are reflected as debt in calculating capital 
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structure ratios. By making debt level adjustments, the 
analyst can compare the degree of leverage used by each 
util ity company. 

Furthermore, assets are examined to Identify underval­
ued or overvalued Items. Assets of questionable value are 
discounted to more accurately evaluate asset protection. 

Some firms use short-term debt as a permanent piece of 
their capital structure. Short-term debt also is considered 
part of permanent capital when It Is used as a bridge to 
pennanent financing. Seasonal, self-llquldating debt Is ex­
cluded from the permanent debt amount, but this situation 
is rare—with the exception of certain gas utilities. Given 
the long life of almost all util ity assets, short-term debt may 
expose these companies to interest-rate volatility, remar­
keting risk, bank line backup risk, and regulatory exposure 
that cannot be readily offset. The lower cost of shorter-term 
obligations (assuming a positively sloped yield curve) is a 
positive factor that partially mitigates the risk of interest-
rate variability. As a rule of thumb, a level of short-term 
debt that exceeds 10% of total capital is cause for concern. 

Similarly, I f floating-rate debt and preferred stock con­
stitute over one-third of total debt plus preferred stock, this 
level Is viewed as unusually high and may be cause for 
concern. It might also Indicate that management Is aggres­
sive in its financial policies. 

A layer of preferred stock in the capital structure Is 
usually viewed as equity—since dividends are discretion­
ary and the subordinated claim on assets provides a cush­
ion for providers of debt capital A preferred component 
of up to 10% is typically viewed as a permanent wedge in 
the capital structure of utilities. However, as rate-of-retum 
regulation Is phased out, preferred stock may be viewed 
by utilities—as many Industrial firms would—as a tempo­
rary option for companies that are not current taxpayers 
that do not benefit from the tax deductibility of interest 
Even now, floating-rate preferred and money market per­
petual preferred are problematic; a rise in the rate due to 
deteriorating credit quality tends to Induce a company to 
take out such preferred stock with debt Structures that 
convey tax deductibility to preferred stock have become 
very popular and do generally afford such financings with 
equity treatment 

Cash flow adequacy 
Cash flow adequacy relates to a company's ability to 

generate funds internally relative to Its needs. It Is a basic 
component of credit analysis because i t takes cash to pay 
expenses, fund capital spending, pay dividends, and make 
Interest and principal payments. Since both common and 
preferred dividend payments are important to maintain 
capital market access. Standard & Poor's looks at cash flow 
measures both before and after dividends are paid. 

To determine cash flow adequacy, several quantitative 
relationships are examined. Emphasis is placed on cash 
flow relative to debt debt service requirements, and capital 
spending. Cash flow adequacy Is evaluated w i th respect to 
a firm's ability to meet all fixed charges. Including capacity 
payments under purchased-power contracts. Despite the 
conditional nature of some contracts, the purchaser is ob­
ligated to pay a minimum capacity charge. The ratio used 
Is funds from operations plus interest and capacity pay­
ments divided by Interest plus capacity payments. 

Financial flexibility/capital attraction 
Financing flexibility incorporates a utility's financing 

needs, plans, and alternatives, as well as Its flexibility to 
accomplish its financing program under stress without 
damaging creditworthiness. External funding capability 
complements Internal cash flow. Especially since utilities 
are so capital Intensive, a firm's ability to tap capital mar­
kets on an ongoing basis must be considered. Debt capacity 
reflects all the earlier elements: earnings protection, debt 
leverage, and cash flow adequacy. Market access at reason­
able rates Is restricted If a reasonable capital structure Is not 
maintained and the company's flnandal prospects dim. 
The analyst also reviews indenture restrictions and the 
impact of additional debt on covenant tests. 

Standard & Poor's assesses a company's capadty and 
willingness to issue common equity. This is affected by 
various factors, induding the market-to-book ratio, divi­
dend policy, and any regulatory restrictions regarding the 
composition ofthe capital structure. 
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New Business Profile Scores Assigned for U.S. Utility and Power 
Companies; Financial Guidelines Revised 
Standard & Poor's Ratings Services has assigned new 

business profile scores to U.S. utility and power compa­
nies to better reflect the relative business risk among com­
panies in the sector. Standard & Poor's also has revised its 
published risk-adjusted financial guidelines. Die new busi­
ness scores and financial guidelines do not represent a 
change to Standard & Poor's ratings criteria or methodology, 
and no ratings changes are anticipated from the new busi­
ness profile scores or revised financial guidelines. 

New Business Profile Scores and Revised 
Financial Guidelines 
Standard & Poor's has always monitored changes in the 
industry and altered its business risk assessments accord­
ingly Tbis is the first time since the ID-point business pro­

file scale for U.S. investor-owned utilities was implemented 
that a comprehensive assessment of the benefits and the 
application ol the methodology has been made. The princi­
pal purpose was to determine if the methodology continues 
to provide meaningful differentiation of busmess risk. The 
review indicated that while business profile scoring contin­
ues to provide analytical benefits, the complete range of the 
10-point scale was not being utilized to the fullest extent. 

Standard & Poor's has also revised tiie key financial guide­
lines that it uses as an integral part of evaluating the credit 
quality of U.S. utility and power companies. These guidelines 
were last updated in June 1339. The financial guidelines for 
three principal ratios (funds from operations (FFO) interest cov­
erage, FFD to total debt, and total debt to total capital) have 
been broadened so as to be more flexible. Pretax interestcov-
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erage as a key credit ratio was eliminated. 
Finally, Standard & Poor's has segmented the utility and 

power industry into sub-sectors based on the dominant cor­
porate strategy that a company is pursuing. Standard & 
Poor's has published a new U.S. utility and power company 
ranking list that reflects these sub-sectors. 

There are numerous benefits to the reassessment, fijlter 
utilization of the entire 10-point scale provides a superior rela­
tive ranking of qualitative business risk. A revision of the 
financial guidelines supports the goal of not causing rating 
changes from the recalibration of the business profiles. 
Classification of companies by sub-sectors will ensure greater 
comparability and consistency in ratings. The use of industry 
segmentation will also allow more in-depth statistical analysis 
of ratings distributions and rating changes. 

The reassessment does not represent a change to 
Standard & Poor's criteria or methodology for determining 
ratings for utility and power companies. Each business pro­
file score should be considered as the assignment of a new 
score; these scores do not represent improvement or deteri­

oration in our assessment of an individual company's busi­
ness risk relative to the previously assigned score. The 
financial guidelines continue to be risk-adjusted based on 
historical utility and industrial medians. Segmentation into 
industry sub-sectors does not imply that specific company 
characteristics will not weigh heavily into the assignment of 
a cornpany's business profile score. 

Results 
Previously, 83% of U.S. utility and power business profile 
scores feff between '3' and '6', which clear/y does not 
reflect the risk differentiation that exists in the utility and 
power industry today. Since the 10-point scale was intro­
duced, the industry has transformed into a much less 
homogenous industry, where the divergence of business 
risk—particularly regarding management, strategy, and 
degree of competitive market exposure—has created a 
much wider spectrum of risk profiles. Yet over the same 
period, business profile scores actually converged more 
tightly around a median score of '4*. The new business pro-

Chan 3 
Transmission Only—Electric, Gas, and Other 

% ol companies 
« 

Business Pnlile Score 

Chan* 

Integraled Electric, Gas, and Combination Utilities 

1 avnparues 
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File scores, as of June 2, are shown in Chart 1. The overall 
median business profile score Is now '5'. 

Table 1 contains the revised financial guidelines. It is 
important to emphasize that these metrics are only guide­
lines associated with expectations for various rating lev­
els. Although credit ratio analysis is an important part of 
the ratings process, these three statistics are by no means 
the only critical financial measures that Standard & Poor's 
uses in its analytical process. We also analyze a wide 
array of financial ratios that do not have published guide­
lines for each rating category. 

Again, ratings analysis is not driven solely by these 
financial ratios, nor has it ever been. In fact, the new finan­
cial guidelines that Standard & Poor's is incorporating for 
the specified rating categories reinforce the analytical 
framework whereby other factors can outweigh the achieve­
ment of otherwise acceptable financial ratios. These factors 
include: 
• Effectiveness of liability and liquidity management; 
D Analysis of internal funding sources; 

• Return on invested capital; 
• The execution record of stated business strategies; 
• Accuracy of projected performance versus actual results, 

as well as the trend; 
• Assessment of management's financial policies and atti­

tude toward credit; and 
n Corporate governance practices. 

Charts 2 through 6 show business profile scores broken 
out by industry sub-sector. The five industry sub-sectors are: 
• Transmission and distribution—Water, gas, and electric; 
• Transmission only—Electric, gas, and other; 
• Integrated electric, gas, and combination utilities; 
• Diversified energy and diversified nonenergy; and 
a Energy merchant/power developer/trading and marketing 

companies. 
The average business profile scores for transmission and 

distribution companies and transmission-only companies are 
lower on the scale than the previous averages, while the aver­
age business profile scores for Integrated utilities, diversified 
energy, and energy merchants and developers are higher. 

ChartS 
Diversified Energy and Diversified Non-Energy 

% ot companies 
35 

S 6 

Business fro file Score 

Chan 6 
Energy Merchant/DevelopersfTrading and Marketing 

% ol companies 
40 

5 ' 6 

Business Profile Scores 
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Feature Article 

See pages 16 to 13 for the company ranking list of busi- file scores are assigned to all rated utility and power compa-
ness profile scores segmented by industry sub-sector and nies, whether they are holding companies, subsidiaries, or 
ranked in order of credit rating, outlook, business profile stand-alone corporations. For operating subsidiaries and 
score, and relative strength. stand-alone companies, the score is a bottom-up assess­

ment. Scores for families of companies are a composite of 
Business Profile Score Methodology the operating subsidiaries' scores. The actual credit rating of 
Standard & Poor's methodology of determining corporate a company is analyzed, in part, by comparing the business 
utility business risk is anchored in the assessment of certain profile score with the risk-adjusted financial guidelines, 
specific characteristics that define the sector. We assign For most companies, business profile scores are 
business profile scores to each of the rated companies in the assessed using five categories; specifically, regulation, mar-
utility and power sector on a 10-point scale, where '1 ' repre- kets, operations, competitiveness, and management The 
sents the lowest risk and '10' the highest risk. Business pro- emphasis placed on each category may be influenced by the 

Table 1 

Revised Financial Guidelines 

Funds from operations/interest coverage (x) 

Business Profile AA A BBB BB 

1 3 2.5 2.5 1.5 I S 1 

2 4 3 3 2 2 1 

3 4.5 3.5 3,5 2.5 2,5 1,5 1.5 1 

4 5 4.2 4.2 3.5 3.5 15 2.5 1.5 

5 5.5 4.5 4.5 3.8 3.8 2.B 2.8 1.8 

5 8 S2 5.2 4.2 42 3 3 2 

7 8 5.5 6.5 4.5 45 32 3.2 Z2 
8 10 7.5 7.5 5.5 5.5 3.5 3.5 15 

9 10 7 7 4 4 2.8 
10 11 8 8 5 5 3 

Funds from operation/tatal debt (%] 

Busiaees Proflla AA A BBB BB 

1 20 15 15 10 10 5 
2 25 20 20 12 12 S 
3 30 25 25 15 15 10 10 5 

4 35 28 28 20 20 12 12 8 
5 40 30 30 22 22 15 15 10 
6 45 35 35 28 28 18 18 12 
7 55 45 45 30 30 20 20 15 
8 70 55 55 40 40 25 25 15 
9 65 45 45 30 30 20 
10 70 55 55 40 40 25 

Total debt/total capital |%) 

Business Prattle AA A BBB BB 
1 48 55 55 60 60 70 
2 45 52 52 58 58 SS 
3 42 50 50 55 55 65 65 70 
4 38 45 45 52 52 62 62 68 
5 35 42 42 50 50 60 60 65 
6 32 40 40 48 48 58 58 62 
7 3D 38 38 45 45 55 55 60 
8 25 35 35 42 42 52 52 58 
9 32 40 40 50 50 55 
10 25 35 35 48 48 52 
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^ Table of Contents 

Netf Page ^ Page 5 June 7,2004 Standard & Poor's Utilities & Perspectives 



Feature Article 

Exhibit No. 400 
Schedule 2 
Page 15 of 15 

dominant strategy of the company or other factors. For 
example, for a regulated transmission and distribution com­
pany, regulation may account for 30% to 40% of the busi­
ness profile score because regulation can be the single-
most important credit driver for this type of company. 
Conversely, competition, which may not exist for a transmis­
sion and distribution company, would provide a much lower 
proportion (e.g., 5% to 15%) of the business profile score. 

For certafn types of companies, such as power genera­
tors, power developers, oil and gas exploration and produc­
tion companies, or nonenergy-reiated holdings, where these 
five components may not be appropriate, Standartj & Poor's 
will use other, more appropriate methodologies. Some ot 
these companies are assigned business profile scores that 
am useful only for relative ranking purposes. 

As noted above, the business profile score for a parent 
or holding company is a composite of the business profile 
scores of its individual subsidiary companies. Again, 
Standard & Poor's does not apply rigid guidelines for deter­

mining the proportion or weighting that each subsidiary rep­
resents in the overall business profile score. Instead, it Is 
determined based on a number of factors. Standard & Poor's 
will analyze each subsidiary's contribution to FFO, forecast 
capital expenditures, liquidity requirements, and other para­
meters, including the extent to which one subsidiary has 
higher growth. The weighting is determined case-by-case. • 

Ronald M. Barone 
NewVork {l|21Z-43ff-7ff6Z 
Richard W.Cortright. Jr. 
New York (1)212-438-7665 

Suzanne G. Smith 
New YorlcM 212-433-2106 

JohnW.Whitlock 
New York (1)212-438-7678 

Andrew Watt 
New York (1)212-438-7868 

Arthur F. Simonson 
NewYortc (1)212-438-2094 
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NATIONAL FUEL GAS COMPANY 
CAPITALIZATION AND FINANCIAL STATISTICS (1) 

2001 - 2005, INCLUSIVE 

CAPITAL]ZATION STATISTICS 

AMOUNT OF CAPITAL EMPLQVEO 
TOTAL PERMANENT CAPITAL 
SHORT-TERM DEBT 

TOTAL CAPITAL EMPLOYED 

INDICATED AVERAGE CAPITAL COST RATES [21 
TOTAL DEBT 

CAPITAL STRUCTURE RATIOS 
BASSO ON TOTAL PERMANENT CAPITAL 

LONG-TERM DEBT 
MINORITY INTEREST 
COMMON EQUITY 

TOTAL 

BASED ON TOTAL CAPITAL". 
TOTAL DEBT. INCLUDING SHORT-TERM 
MINORITY INTEREST 
COMMON EQUITY 

TOTAL 

2005 

i2.3S7.988 
soooo 

2291 2222 2922 
(MILLIONS OF DOLLAR St 

B.77 W 

47.85 % 
0.00 

52J5 

m m * 

<7.85 % 
O 00 

ioooo f . 

52.438.326 
H56.600 

M.MS-126 

e.44 % 

47.06 % 
1.52 

51.42 
100-00 % 

5056 % 
1.43 

S2.560.181 
sng.200 

S2.g76.3ai 

6.62 % 

54 27 * 
1.30 

44.43 
100-00 % 

56.29 % 
1.24 

42JZ 

S2.341.548 

6.57 % 

55.77 % 
1.23 

10000 

60.28 K 
1.10 

38,62 
100.00 % 

J11B1.108 

S2.670.781 

0.63 ft 

53.01 ft 
1.02 

100-00 « 

61.62 % 
0.84 

22id 

5 YEAR 
AVERAGE 

51.59 % 
1.01 

47.40 
100.00 % 

55.26 % 
0.S2 

4M2 

FINANCIAL STATISTICS 

FINANCIAL RATPS - MARKET BASED 
EARNINGS / PRICE RATIO 
MARKET / AVERAGE BOOK RATIO 
DIVIDEND YIELD 
DIVIDEND PAYOUT RATIO 

RATE OF RETURN ON AVERAGE BOOK COMMON EQUITY 

FUNDS FROM OPERATIONS / INTEREST COVERAGE (31 

FUNDS FROM QPgR^TTONS /TOTAL DEBT W 

TOTAL DEBT /TOTAL CAPfTAL 

Ses page 3 for notes. 

5.92 H 8.10 S 10.21 % 7.12 % 3.06 % 6.88 % 
209.54 172.48 171.48 164.12 215.29 186.58 

363 4.35 4.62 4.93 3.59 4.22 
62.14 5454 45.60 69.49 118.87 70.07 

12.36 K 13.93 % 17.52 % 11.71 % 8.58 % 1Z42 % 

5.90 X 5.50 X 5.90 X 4.70 X 4.50 X 5.30 X 

35.60 % 31.30 % 34.20 * 24.60 % 22.70 % 29.68 % 

47.85 % 5056 % 56.29 % 6058 % 61.82 H 55.26 H 

T3 O) 
01 o 
(a sr 
» 2 

. CL 
t -



NATIONAL FUEL GAS DISTRIBUTION CORPORATION 
CAPITALIZATION AND FINANCIAL STATISTICS (11 

2001 - 2005. INCLUSIVE 

CAPITAUZATION STATISTICS 

AMOUNT OF CAPITAL EMPLOYED 
TOTAL PERMANENT CAPITAL 
SHORT-TERM DEBT 
TOTAL-CAPITAL EMPLOYED 

INDICATED AVERAGE CAPITAL COST RATES (2) 
LONG TERM DEBT 

CAPITAL STRUCTURE RATIOS 
BASED ON TOTAL PERMANENT CAPITAL 
LONG-TERM DEBT 
PREFERRED STOCK 
COMMON EOUm' 
TOTAL 

BASED ON TOTAL CAPITAL 
TOTAL DEBT, INCLUDING SHORT-TERM 
PREFERRED STOCK 
COMMON EQUITY 
TOTAL 

2225 

5792.626 

S1.044.126 

200^ 
(MILLIONS OF DOLLARS) 

27.54 % 
0.00 

72.46 

45.00 ft 
0.00 

& ! £ 
100.00 % 

S7B8.513 
S172.900 
5961413 

27.69 % 
0.00 

™ t » ft 

40.69 ft 
0.00 

ioo oo % 

S775.391 
"07.400 

uszzai 

28.17 ft 
aoo 

71.83 
m m ft 

43.33 ft 
0.00 

1PQ.00 % 

2002 

S786.B16 
8158.600 
" 4 5 416 

31.66 ft 
0.00 
68.34 

ioo oo ft 

43.13 ft 
0.00 

100.00 ft 

2QS1 

$792,897 
S113.600 
Sfi&dSZ 

33.95 ft 
0.00 

10000 ft 

4253 ft 
0.00 

5LZZ 
iqo.oo ft 

5 YEAR 
AVERAGE 

29.80 ft 
0.00 

70.20 
100.00 ft 

42.88 ft 
0.00 

SZJ2 
ioo oo ft 

FINANCIAL SWISppS 

DIVIDEND PAYOUT RATIO 

RATE OF RETURN ON AVERAGE BOOK COMMON EQUITY 

FUNDS FROM OPERATIONS / INTEREST COVERAGE (31 

FUNDS FROM OPERATTONS / TOTAL DEBT 

TOTAL DEBT / TOTAL CAPITAL 

90.77 ft 

7.01 ft 

4.90 x 

19.90 ft 

45.00 ft 

73.38 % 

8.80 ft 

6.00 x 

25.70 ft 

40.69 ft 

64.36 ft 

10.11 % 

4.90 X 

26.20 % 

43.33 ft 

71.32 ft 

9.19 ft 

4.60 x 

28.40 ft 

43.13 ft 

57.56 ft 

11.83 ft 

3.90 X 

20.30 ft 

4253 ft 

71.48 ft 

9.39 ft 

4.90 x 

24.10 ft 

42.68 ft 

See page 3 for notes. 
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National Fuel Gas Company 
and National Fuel Gas Distribution Corporation 

Capitalization and Financial Statistics 
2001-2005. Inclusive 

(SHOWN FOR INFORMATIONAL PURPOSES ONLY1 

Notes: 

(1) All capitalization and financial statistics are based upon financiaJ statements as 
originally reported in each year. 

(2) Computed by relating actual long-term debt interest booked to average of 
beginning and ending long-term debt or reported to be outstanding. 

(3) Coverages - excluding all AFUDC represent the number of times available 
earnings, excluding all AFUDC, cover fixed charges. 

(4) Sinking Fund Requirements for National Fuel Gas Company were obtained 
from Company Annual 
Forms 10-K. 

Source of Information: Standard & Poor's Compustat Services, Inc., PC Plus / Research 
Insight Database 
Annual Reports to Shareholders and / or Forms 10-K 



PROXY GROUP OF FOUR G^S GAS DtSTRlBimON COMPANIES 
CAPITALIZATION AND FINANCIAL STATISTICS (1) 

?ooi-;rv>s INCI I IRIVF 

nAPTTAt 17ATION STATIRTtrR 

TOTAL PERMANENT CAPITAL 
SHORT-TERM DEBT 

TOTAL CAPITAL EMPLOYED 

INnif^ATFO AVFSARF T^PITAI mST BATES IV) 

TOTAL DEBT 
PREFERRED STOCK 

r-A^TAi STHUfmiRF PAT1n^ 
BASED ON TOTAL PERMANENT CAPITAL; 

LONG-TERM DEBT 
PREFERRED STOCK 
COMMON EQUTTY 

TOTAL 

BASED ON TOTAL CAPITAL; 
TOTAL DEBT, INCLUDING SHORT-TERM 
PREFERRED STOCK 
COMMON EQUITY 

TOTAL 

pNANfJAl. STATISTtpS 

B bJflEI Cl AL •RATIOS-^MABKEIJiftSE • 
EARNINGS / PRICE RATIO 
MARKET / AVERAGE BOOK RATIO 
DIVIDEND YIELD 
DIVIDEND PAYOUT RATIO 

flATF OF KgTUHNqM AVFRAfiE BOOK ^OMVON EQUITY 

Cl INDS FROM OPFBATinMS IIWTFRFST m V F R A f t g n t 

BWnfLEBQM.OPEB&IinMSiUQTAL DEfl lB] 

TOTAI DFHT/Tf lTAI r f P I T A I 

am jnr? 
(MILUONS OF DOLLARS) 

See Page 2 for notes. 

51.075.195 Si.022.514 5906.953 

SUORW) S1.?» 1.720 

5691.001 S34B.838 
5114 371 

5.60 % 
NMF 

5.77 % 
NMF 

5.92 % 
7.04 

6.79 ft 
7.30 

7.05 ft 
5.90 

SVFAR 

AVERAGE 

47.35 % 
0.00 

S M 
100.00 K 

4853 S 
0.00 

33JB 
100 00 % 

47.79 % 
0.00 

i w n 
100.00 % 

48.62 ft 
0.31 
SI 07 

100.00 ft 

4561 ft 
1.06 

mas 
100.02 ft 

47.12 ft 
057 

57R1 
100.00 ft 

55,00 % 
0.00 

45 m 
loam % 

53.86 % 
0.00 

4fi14. 
100,00 S 

58.51 % 
0.00 

41 49 
100,00 % 

£3.03 % 
057 

ino.no ft 

52.11 % 
0.63 

4fif>fi 
100.00 ft 

54.51 ft 
054 

moo ft 

5.62 H 
199.73 

4.23 
77J2 

5.64 % 
13137 

4.13 
81.50 

6.15 % 
180.22 

4.99 
8453 

637 % 
18059 

4.96 
80.64 

750 ft 
189.73 

4.75 
66.67 

654 S 
1B8.67 

4.61 
78.07 

11.75 % 10S3 % 11.06 S 11.63 % 13.50 % 11.77 S 

4.33 X 5.38 X 6.18 X 5.63 X 3.55 X 5.01 X 

17.88 % 24.83 % 23.98 % 27.95 ft 17.43 ft 22.41 ft 

55.00 % 53.06 ft 58.51 ft 53.06 ft 5Z11 ft 51.51 ft TJ w rn 

s s-s-
1 8.5 
a 5 f 
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Proxy Group of Four Gas Distribution Companies 
Capitalization and Financial Statistics 

2001-2005. Inclusive 
Notes: 

(1) All capitalization and financial statistics for the group are the arithmetic average of 
the achieved results for each individual company in the group, and are based 
upon financial statements as originally reported in each year. 

(2) Computed by relating actual long-term debt interest or preferred stock dividends 
booked to average of beginning and ending long-term debt or preferred stock 
reported to be outstanding. 

(3) Funds from operations (sum of net income, depreciation, amortization, net 
deferred income tax and investment tax credits, less total AFUDC) plus interest 
charges divided by interest charges. 

(4) Funds from operations (as defined in Note 3) as a percentage of total debt. 

(5) . Sinking Fund Requirements were obtained from Company Annual .. 
Forms 10-K. 

Selection Criteria: 

The basis of selection was to include those gas distribution companies: 1) which 
are assigned an SIC Code of 4924 (Natural Gas Distribution) by the Standard & 
Poor's Compustat/Research Insight; 2) which have common stock actively 
traded; 3) which are included in Value Line Investment Survey (Standard Edition) 
and ThomsonFN First Call; 4) which have not cut or omitted their cash common 
stock dividends during the five calendar years ending 2005 or through the time of 
the preparation of Mr. Hanley's accompanying direct testimony; 5) which had 
more than 80% of their 2005 operating revenues derived from gas distribution 
operations; 6) which at the time of the preparation of Mr. Hanley's direct 
testimony, were not expected to be acquired by or merged into another company; 
and 7) which are included in S&P's Compustat PC Plus/Research Insight Data 
Base. 

The following four companies met the above criteria: 
Cascade Natural Gas Corporation 
NICOR Inc. 
Northwest Natural Gas Company 
Piedmont Natural Gas Company, Inc. 

Source of Information: Standard & Poor's Compustat Services, Inc., PC Plus / Research 
Insight Database 
Annual Reports to Shareholders and / or Forms 10-K 



Malinnal Fiml Ras Dlslrthutton Corpflmllnn 
Capital Strudure Based upon Total Capilal for 

Ihe Proxy Group of Four Gas Disiribulion Companies 
Inr Ihn YBare ?Q01 Ihmugh 2D0S 
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2005 2KH 2SKQ zm am 

NICOR }nr 
Long-Term DeW 27.74 % 2863 % 2751 % 32.14 % 31.14 % 
Stwt-Term Dobt 30.30 28 22 31 48 20 40 19.32 
Preferred Slock 0.00 0 00 0 00 0 28 0 42 
Common Equity 41.1ffi 43.15 flJJl 47.18 iSJ2 

Total Capilal m O Q % m O Q % 10003 * m M % m Q Q % 

Northwesl Nahiml Ght Company 
Long-Term Debt 42.60 % 42.65 % 45 63 % 45.36 % 40.66 % 
Short-Temi Dobt 1019 8.76 7 80 8 80 10.53 
Prefefred Slock 0 00 0.00 0 00 0 81 3.31 
Common Equity 47.^1 4^53 4f iJ i I 47.03 45JiQ 

Total Capilal mO.QQ % m Q Q % 100,00 % IDCUJfl % JOCLQQ % 

PiRrimopf Natural fiai Cn tor. 
Long-Term Debt 38.76 % 40.63 % 28.05 % 44 45 % 4631 % 
Stwl-Twm Debt 931 6 74 33 69 4.06 2.90 
Preferred Slock 0 00 0 00 0 00 0.00 0 00 
Common Equity 5193 52£3L 3&2fi 51.49 50.79 

Total Capital m O Q % 10000 % lOOOQ % IfldOO % 10000 % 

5 YEAR 
AVFRAGF 

Cascadft Natural Gas r.nrpnratinn 
Long-Tcim Debt 57.00 % 48 45 % 58 63 % 59 09 % 43 61 % 53 36 % 
Short-Term Debt 4.10 11.36 1 35 0 00 13 96 6.15 
Preferred Stock 0 00 0.00 0 00 0.00 0.00 0.00 
Common Equity 3&30 3019 3002 4081 4043 

Total Capilal IOOOO % mQQ % 10000 % lOOOQ % mCQ % IOOOO % 

29 37 % 
25 94 
0.14 

10000% 

43.42 % 
882 
0 82 

46.94 

mM % 

3S64 % 
11.34 
000 

49J}2 
10OQ0 % 

Proxy Group ol Four Gas 
pfrlrtfajllnp Companies 
Long-Term Debt 
Short-Term Debt 
Preferred Slock 
Common Equity 

Tolal Capital 

41.52 % 
13.48 
000 

10O0Q % 

40 09 % 
13.77 
0.00 

46 14 
IOOOO % 

39 93 % 
18 58 
0 00 

H M 
IOOOO % 

45 26 % 
7.82 
0.27 

4065 

moo % 

40 43 % 
11.68 
0.93 

moo % 

41.45 % 
13.07 
024 

moo % 

Source of Information: Standard S, Poor's Compustat Services, Inc., PC Plus / Research Insight Data Base 
Company Annual Forms 10-K (Sinking Fund Requirements) 
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National Fuel Gas Distribution Corporation 
Weather Normalization Adjustment (WNA) Clauses 

for the Proxy Group of Four Gas Distribution Companies 

Wealher 
Normalization 

Clause 

Proxy Group of Four Value Line 
Gas Distribution Companies 

Cascade Natural Gas Corporation No 
NICOR Inc. No 
Northwest Natural Gas Company Yes (1) 
Piedmont Natural Gas Co., Inc. Yes 

Notes: (1) Northwesl Natural Gas Company operates in the states of 
Oregon and Washington as NW Natural. TTie company has 
a WNA in Oregon, but not in Washington. 

Source of information: Company Annual Reports to Shareholders and / or 
Forms 10-K 
Company Provided Information 
Regt/Jatory Research Associates, Inc., An SNL Energy Company 



PROXY BRn i lP OF NINE VALUE LINE OAS DISTRIBUTION COMPANIES 
CAPITALIZATION AND FINANCIAL STATISTICS (1) 

gnni-jons. I N M I I S W F 

2005 2004 2003 2002 2001 
(MILLIONS OF OOUARS1 

CAPITAl 17ATinN STATlKTinS 

AMDIIMT OF CAPITA! PUP1 OYFT) 
TOTAL PERMANENT CAPITAL $1,427^87 J1.21B.309 $1,081,157 51.012.671 5996.890 
SHORT-TERM DEBT SI 46.915 .was i 4 i 

TOTAL CAPITAL EMPLOYED SI 574.502 $1,353,625 ?1-316.298 SI. 143.693 SI. 163.879 

INDICATFn AVFRARF PJIPFTAI COST RAT FS (Jl 
TOTAL DEBT 5.9G % S.53 % 5.60 % 6.10 H 6.70 % 
PREFERRED STOCK 4.78 4.81 5.54 5.98 5.39 

5YF&B 
CAPTTAI STRl im iBF RATIOS AVEBAGE 

BASED ON TOTAL PERMANENT CAPITAL: 
LONG-TERM DEBT 48.20 % 46.33 % 46.71 % 49.21 "/. 47.64 % 47.62 % 
PREFERRED STOCK 0.22 0.22 0.23 0.37 0.72 0.35 
COMMON EQUITY 51.56 50.42 51.64 52.03 

TOTAL 100.00 % 100.00 % 100.00 % lOO.OC % 100,00 % 100,00 % 

BASED ON TOTAL CAPITAL: 
TOTAL DEBT. INCLUDING SHORT-TERM 53.63 V. 52.27 % 56.06 % 54.69 % 54.71 % 54.28 % 
PREFERRED STOCK 0.21 0.21 0.21 0.34 0.64 0.32 
COMMON EQUITY 46.16 47.52 43.71 44.97 44.65 4S,40 

TOTAL lOQ.W * mw % 100.00 % 100.00 % 100,00 % 100.00 * 

FINANClAi STATISTIC 

FINANCIAI RATIOS - MARKET RASFD 
EARNINGS / PRICE RATIO 5.97 % 6.01 % 7.02 % 6.16 % 6.96 % 6.42 'A 
MARKET 1 AVERAGE BOOK RATIO 195.67 187.36 176.74 171.34 183.89 163.00 
DIVIDEND YIELD 4.25 4.32 4.96 5.18 4.85 4.71 
DIVIDEND PAYOUT RATIO 74.64 76.96 73.37 90.44 70.35 77.15 

RATF OF RFT1IRN ON AVFRAfiF ROOK COMMON FOlirTY 11.79 "iii 11.18 % 12.30 V> 10.74 % 12.80 % 11.76 % 

RINHS FROM OPFRATinNfi / INTFRFST COVFRAGF m 4.49 X 5.29 X 5.69 X 4.74 X 3.80 X 4.84 X 

FHNTIR FROM OPFRATIONR/TOTAI OPHT M) 19.36 % 23.06 % 23.44 % 21.77 "A 17.21 ft 20.97 % 

TOTAt nFRT / TOTAI rAPITAI 53.63 W 52.27 % 56.08 % 54.69 % 54.71 % 54 JB % 

See Page 2 for notes. 
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Proxy Group of Nine Value Une Gas Distribution Companies 
< Capitalization and Financial Statistics 

2001-2005, Inclusive 

Notes: 

(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved 
results for each individual company in the group, and are based upon financial statements as 
originafly reported in each year. 

(2) Computed by relating actual long-term debt interest or preferred stock dividends booked to 
average of beginning and ending long-term debt or preferred stock reported to be outstanding. 

(3) Funds from operations (as defined in Note 3) plus interest charges divided by interest charges. 

(4) Funds from operations (sum of net income, depreciation, amortization, net deferred income tax 
and investment tax credits, less total AFUDC) as a percentage of total debt. 

(5) Sinking Fund Requirements were obtained from Company Annual Forms 10-K. 

Selection Criteria: 

The basis of selection was to include those gas distribution companies: 1) which are included in 
Value Line Investment Survey (Standard Edition^ - Natural Gas (Distribution) Industry; 2) which 
have common stock actively traded and are included in ThomsonFN First Call; 3) which have not 
cut or omitted their cash common stock dividends during the five calendar years ending 2005 or 
through the time of the preparation of Mr. Hanley's accompanying direct testimony; 4) which had 
more than 60% of their 2005 operating revenues derived from gas distribution operations; 5) 
which, at the time of the preparation of Mr. Hanley's direct testimony, were not expected to be 
acquired by or merged into another company; and 6) which are included in Standard & Poor's 
Compustat PC Plus/Research Insight Data Base. The following companies have been excluded 
from the proxy group:' Southwest Gas Corporation does not have Thorn son FN/First Call projected 
five-year growth Rate in EPS; SEMCO Energy had a dividend cut In 2002; AGL Resources, 
South Jersey Industries and UGI Corporation have been excluded because those companies had 
less than 60% of their 2005 operating revenues derived from gas distribution operations; KeySpan 
Corporation and Southern Union Company have been excluded because the companies are 
involved in merger and acquisition/divestiture activities. KeySpan Energy is in the process of 
being acquired by National Grid and Southern Union is in the process of divesting two of its main 
gas distribution subsidiaries. 

The following eight companies met the above criteria: 
Atmos Energy Corporation 
Cascade Natural Gas Corporation 
The Laclede Group, Inc. 
New Jersey Resources Corp. 
NICOR Inc. 
Northwest Natural Gas Company 
Peoples Energy Corporation 
Piedmont Natural Gas Company, Inc. 
WGL Holdings, Inc. 

Source of Information: Standard & Poor's Compustat Services, Inc., PC Plus / Research Insight Database 
Annual Reports to Shareholders and / or Forms 10-K 
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^llprw Energy Corporalinn 
Long-Tcnn Dcbl 
Sh o*1-Term Debl 
Prclened Slock 
Common Equity 

Total Capital 

2005 

55.53 % 
3 GB 
0.00 

40.7.4 

moo* 

2004 

43 3 5 % 
000 
0.00 

moo % 

2003 

47.22% 
641 
0 00 

46.37 

moo % 

2002 

49 06% 
10.33 
0 00 

miio% 

2001 

47.60 % 
13 43 
000 

10000% 

5 YEAR 
AVFRAfiE 

4856 % 
677 
OM 

10000% 

Long-Tern Debl 57.00 % 48 4 5 % 58 63 % 59.09 % 43.61% 53.36 % 
Short-Ten) Debl 4.10 11.36 1 35 0.00 13.96 615 
Prefenod Stock 000 0 00 0 00 0.00 000 0 00 
Common Equil) 3030 4019 4002 3091 4243 40 49 

Tolal Capital 10000 % 1D£LQ0 % UULOO % 10OD0 % IQODQ % IflOOO % 

Tlin LacledB Rmip. Inc. 
Long-Term DeW 45.46 It 48.62% 37.0f % 38 81 % 41.15% 4241 % 
Short-Tcim Debt 862 656 26 51 2205 16.93 1653 
Proformd Stock 0.12 0.15 0 15 0.17 024 017 
Common Equity $&J£ 42.67 3033 aOSZ 4.1.68 40,69 

Tolal Capital IQOIB % 100.00 % IOOOO % mQD % 10001) % 10O00 % 

New Jersey Resources Corn. 
Long-Tcnn Debt 34 36% 32 0 6 % 30.09 % 48.53 % 44.71% 37.95 % 
Short-Tom Debt 18.67 24.24 21.48 7.31 10 83 16 51 
Preferred Siodt 000 0.00 0-00 004 004 002 
Common Equity 4B.97 43.68 4EL43 44.12 44-42 4552 

Total Capital 10O00 % 100.00 % IOOOO % IOOOO % IOOOO % IOOOO % 

UtGQBlQt 
Long-Term Debl 27.74 % 28 63 % 27.21 % 32.14 % 31.14 % 29 37 % 
Short-Tern Debl 30 30 28 22 31.48 20 40 19.32 25 94 
Prefencd Slock 0.00 0 00 0 00 0.28 0.42 0.14 
Common Equity 41.95 i U 5 41-31 47.18 49.1? 4i&4 

Totoi copiiai moc % UXLDO % moo % moo % mao % moo % 
ModbraaHalutd.GaaCflflipflry 
Long-Torm Debl 42.60 % 42.65 % 45 83 % 45 36 % 40.66 % 43 42 % 
Short-Tern Debl 10.19 6.76 7.80 6.60 10.53 8.82 
Pfotoned Stock 0.00 0.00 0 00 0 81 331 0.82 
Common Equity $L21 4059 46.37 47.03 45^0 4024 

Total Capital JOOOD % IOOOO % IOOOO % IOOOO % IOOOO % IOOOO % 

pffppjns Eflflrgc Corpomlipn 
Long-Tcm Debt 52.56 % 49.22 % 41.35% 37.05 % 36.18% 4327 % 
Short-Tom Debt 0 46 3 05 11 55 16.56 24 67 1126 
Preferred Slock 0.00 0 00 O M 000 0.00 0 00 
Common Equity SOBfi 4LZ3 4L1D 4039 39J5 i5Al 

Total Capital lOOQD % 10OD0 % 10O00 % IOOOO % IOOOO % JOOOO % 

Piedmont Naturd Gas Co.. Inc. 
Long-Term Debt 38.76 % 40 63 % 28.05 % 44 45 % 46 31 % 39 64 % 
Short-lam Debl BJ1 6.74 33.69 4 06 290 11 34 
Prerened Stock 0 00 0 00 0 00 0 00 0.00 0 00 
Common Equity 5L&3 52^3 3026 51.49 5029 4O02 

Total Capital mOO % mOD % IOOOO % IOOOO * 10000 % IOOOO % 

Long-Term Debt 39.71% 39.96 % 39.04 % 44.51% 39.96 % 40.64 % 
Short-Teim Debl 256 5 87 10.03 5 69 B47 6 52 
Preferred Stock 1.76 1.73 1.70 1.77 1.78 1.75 
Common Equity 55£I 52A2 4023 3003 40ZB &LQ9 

Tolal Capital 10000% 10000% 10000% 10000% 10000% IOOOO V. 

Proxy Group of Nine Value Unt 
pns nislribiUfan ComDnriRS 
Long-Term Debt 4366% 4 1 5 1 % 39-36% 44 33 % 41.26% 4207 % 
Shorl-Teim Debl 9.77 10.76 16.70 10.36 13 45 1251 
Prefencd Stock 021 021 021 0 34 0.B4 032 
Common Equity 4fi.ifi 47.52 43.71 44,9? 44-65 45-40 

Total Capital ICOQQ % IOOOO % 1QO00 % 1QO00 % IOOOO % 10O00 % 

Source oflnformation: Standaid * Poort Compustat Services. Inc., PC Plus/ Research tislghlOata Base 
Compary Annual Forms 10-K (ShWng Fund Requiremonts) 
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National Fuel Gas Distribution Corporation 
Weather Normalization Adjustment (WNA) Clauses 

for the Proxy Group of Nine Value Une Gas Distribution Companies 

Weather 
Normalization 

Clause 

Proxy Group of Eight Value Une 
Gas Distribution Companies 

Atmos Energy Corporation Yes (1) 
Cascade Natural Gas Corporation No 
The Ladede Group, Inc. Yes (2) 
New Jersey Resources Corp. Yes 
NICOR Inc. No 
Northwest Natural Gas Company Yes (3) 
Peoples Energy Corporation No (4) 
Piedmont Natural Gas Co., Inc. Yes 
WGL Holdings, Inc. Yes (5) 

Notes: (1) Atmos Energy Corporation has WNA clauses in the following 
states: Georgia, Kansas, Kentucky, Mississippi, Tennessee, 
Texas and Virginia. 

(2) Laclede Group does not have a WNA. However, as part of 
the 2002 rate case settlement, the Utility initiated, effective 
November 9,2002, an Innovative weather mitigation rate 
design that lessens the impact of weather volatility on 
Laclede Gas customers during cold winters and is expected 
to stabilize the utility's earnings for the future. 

(3) Northwest Natural Gas Company operates in the states of 
Oregon and Washington as NW Natural. The company has 
a WNA in Oregon, but not in Washington. 

(4) Peoples Energy had risk-reducing weather stabilization 
products for fiscal years 2004 and 2005. However, the 
company did not purchase weather insurance for fiscal year 
2006. For fiscal year 2006, the company will manage 
weather risk only through the use of block rates in utility rate 
design. 

(5) In August 2005, WGL Holding's subsidiary in Maryland 
received approval from the PSC to implement a Revenue 
Normalization Adjustment (RNA). Furthermore, WGL 
Holdings Inc. has risk-reducing weather stabilization 
insurance products in place for Washington D.C. and the 
state of Virginia. However, the company is not recovering 
the insurance premiums in rates. 

Source of Information: Company Annual Reports to Shareholders and / or 
Forms 10-K 
Company Provided Information 
Regulatory Research Associates, Inc., An SNL Energy Company 
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NaHopHl.EuriGas.DlslribLriioo.Coroofallon 
Capital Slructure and Relatod Ratios for 

National Fuel Gas Company and Subsidiaries and 
National Fuel Gas •istrlbution Corporation 

AclualjUflnufla_3],_20M 

National Fuel Gas Company 
and Subsidiaries Nabonol Fuel Gas Distribulion Corporation 

Actual at January 31, 2006 

Type ol Caoital 
Amounl 

Outstanding (1) 

Ratios Based on 
Totol Investor 

Provided Capilal 
Amounl 

Oulstandlnq f l ) 

Ratios Based on Total 
Investor Provided 

Capilal 
(SOOOs) ( S 000s) 

Long-Term Debt 
Short-Term Debl 

S 1,096,181 
42,753 

41 57 % 
1.63 

S 218.310 
110.506 

23 90 % 
12.10 

Tolal Debt t 1.136.934 43 20 s 328.816 3600 

Common Equity 1.497.778 56.80 584.502 64.00 

Total Capilal i 2.636,712 100.00 % s 913.316 100.00 % 

Based upon the Ulilized Capital Structure 
Ratios 

Baaed upon the Utilized Capital Slruclum Ratios 

Type of Capita] 
Amount 

Outslandinq 

Ratios Based on 
Total Investor 

Provided Capital 
Amounl 

Oulstandinq 

Rail os Based on Tolal 
Investor Provided 

Capital 

Long-Term Debt 
Short-Term Debt 

s 
(SOOOs) 

1,230.817 (2) 
47.966 (2) 

46.66 % 
1.82 

S 
(SOOOs) 

365.693 (4) 
77.267 (4) 

40.04 % 
8.46 

Total Dobt s 1.278.605 (3) 48.50 S 442,959 (3) 48 50 (5) 

Common Equity 1.357.907 (3) 51.50 470.359 (3) 51.50 

Total Capilal s 2.636.712 (1) 100.00 V. s 913,318 [1] 100.00 % 

Noles: 
(1) Company-provided. 
(2) Derived by elloceling total utilized debt outstanding of 51.278,805 derived in Note 3 below by tho proportions ot long-term and short-term debt to tolal 

debt outsianding al January 31.2006 es derived below: 

Natonat Fuel Gas Company 
and Subsidiaries 

Long-Term Debl 
Short-Term Debt 

Total Debt 

1,096.161 
42.753 

96.25 % 
3.75 

1.138.934 100.00 % 

(3) Derived by mulllplylng total capital outstanding at January 31,2006 by a hypothetical debt ratio 0(48.50% and a hypothetical common equity ratio 
of 51.50%. 

(4) Derived by oJlocating total utilized debl ous landing of 1442,959 by tho proportions of long-term and shofl-tcmn debt to tolal debt outstanding at 
January 31. 2006 as derived In nole 5 below. 

(5) The 48.50% tolal debl ratio has been allocated between long-lerm and short-term debt based upon the mid-point of the average long-term and 
short-term debt ratios of the proxy group of four gas disiribution companies and Ihe proxy group of nine Value Une gas distribulion companies for 
the live quarters ended December 31, 2005 as shown on pages 3 and 4 this Schedule. The a P oca tion Is derived as follows: 

Average lor the Five Quarters Ended December 31,2005 

Proxy Group of Four Gas Distribulion 
Companies 

Ratios 

Long-Term Debl 
Short-Term Debt 

Total Debt 

42.36 % 
8.76 

51.12 % 

% to Total 

82.66 % 
17.14 

100.00 % 

Proxy Group of Nine Value Line Gas Distribution 
Companies 

Ratios % to Total 

42.92 % 
9.27 

82 24 % 
17.76 

52.19 % 100.00 % 

Midpoint of Ihe Proxy Group of Four Gas 
Dislnbulion Companies and Ihe Proxy Group of 

Nine Value Une Gas Distribution Companies 

Ratios % to Total 

Long-Term Debl 
Short-Term Debt 

Total Debt 

42 64 % 

9.02 

51.66 % 

B2 55 % 
17.45 

100.00 % 

Tticrcforo, the ulillied long-term debt rotloof 40 04% Is derived as 82 55% '4850% and the ehort-term debl ratio of 8 46% Is derived as 17 45% ' 
48.50%. 
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National Funl fias DIsMhulInn f-Ofpomtinn 
Capita) Stmcture and Related Ratios for 

National Fuel Gas Company and Subsidiaries and 
National Fuel Gas OisMbulion Corporation 

F*timatpri nt .lamiary 31, 7007 

National Fuel Gas Company 
and Subsidiaries National Fuel Gas Distribution Corporation 

Eslimoted al Januarv 31.2007 Estimated at Januarv 31, 2007 
Ratios Based on Ratios Based on 

Amount Total Investor Amount Tolal Investor 
Type ot Capilal Outstanding (1) Provided Capital Outstanding (1) Provided Capital 

(SOOOs) (SOOOs) 

Long-Term Debt S 1,096,031 42 87 % S 258,310 28 91 % 
Short-Term Debt 75,B40 2.97 103,493 11.56 

Total Debt S 1.171,871 45.34 S 361,803 4049 

Common Eqiity 1.384,760 54.16 531.715 59.51 

Total Capital S 2,556.621 100.00 % s 893,518 100.00 % 

Type ol Capitol 

Long-Term Debt 
Short-Term Debt 

Total Debl 

Common Equity 

Totat Capital 

Based upon the Utilized Capital Structure 
Ratios 

Ratios Based on 
Tolal Investor 

Provided Capital 
Amount 

Outstanding 
(S 000s) 

S 1.159,683 (2) 
80,276 (2) 

S 1.239,961 (3) 

1.316,660 (3) 

S 2.556,621 (1) 

45 36 % 
3.14 

4850 

51.50 

100.00 % 

Based upon the Utilized Capital Structure 
Ratios 

Ratios Based on 
Total Investor 

Providod Capital 
Amounl 

- Outstanding 
($ 000s) 

$ 357.765 (4) 
75,592 (4) 

$ 433,356 (3) 
460,162 (3) 

893,518 (1) 

40 04 % 
6.46 

48.60 (5) 

51.50 

100.00 % 

Notes: 
(1) Company-providGd. 
(2) Derived by allocating tolal hypothetical debl outstanding ot (1,239.961 derived In Note 3 below by the proportions ot long-term and short-term 

debt to total debt expected to be outstanding at January 31.2007 as derived below: 

Natonal Fuel Gas Company 
and Subsidiaries 

Long-Term Debt 
Short-Term Debt 

Total Debt 

1.098,031 
75.640 

93 53 % 
6.47 

1.171.871 100.00 % 

(3) Derived by multiplying total capital expected to be outstanding at January 31. 2007 by a hypothetical debt ratio of 48.50% and o hypothetical 
comrnon equity ratio of 51.50%. 

(4) Derived by allocating total hypothetical debt oustanding ol 5433,356 by Ihe proportions of long-term and short-term debl lo total debt expected lo 
be owtstanding at January 31,2007 as derived in nole 5 below. 

(5) The 46.50% total debt ratio has been allocated between long-lerm and short-term debt based upon the mid-polnl ol the avorago long-term and 
short-term debt ratios of Ihe proxy group of lour gas distribulion companies and the proxy group of nine Value Line gas distribution companies (or 
the five quarters ended December 31.2005 as shown on pages 3 and 4 this Schedule. The allocation Is derived as follows: 

Average for ihe Five Quarters Ended December 31, 2005 

Long-Term Debt 
Short-Term Dobt 

Total Debt 

Proxy Group ol Four Gas Distribulion 
Companies 

Ratios % to Total 

42.36 % 
8.76 

62 86 % 
17.14 

51.12 % 100.00 % 

Proxy Group of Nino Value Line Oas 
Distribulion Companies 

Ratios % to Total 

42 92 % 
9,27 

62 24 % 

17.76 

52.19 % 100.00 % 

LongTerm Debt 
Short-Term Debt 

Total Debt 

Midpoint ol the Proxy Group of Four Gas 
Distribulion Companies and the Proxy Group of 

Nino Value Une Gas Distribution Companies 

Ratios % to Totat 

42 64 % 
9.02 

82.55 % 
17.45 

51.66 % 100.00 % 

Therefore, the utilized long-term debt ratio of 40 04% Is derived as 82.55% * 48 50% and me short-term debt ratio of 8 46% is derived as 17 45% ' 
48.50%. 
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National Fuel Gas Distribution CorpotaUon 
Capital Staictura Based upon Total Capital for 

the Proxy Group of Pour Gas Distribution Companies 
for thn Fhw; Qunrtnrs Ended nenember ?QpS 

Castade Natural Gas Corpnnilion 
Long-Term Debt 
Short-Term Dobt 
Preferred Stock 
Common Equity 

Total Capilal 

NIPOR Inc 
Long-Term Debl 
Short-Term Debl 
Preferred Slock 
Common Equity 

Total Capital 

Quarter 
Ended 
12/05 

54 .79 % 
5.96 
0.00 

3325 

mm % 

27.74 % 
30.30 

0.00 

moo % 
Hnr thwos t Na tu ra l G a s C n m p a n y 

Long-Term Debt 42.60 % 
Short-Term Debl 10.19 
Preferred Stock 0.00 
Common Equity 47.21 

Total Capital mOQ % 

Etedroont Natural Gaa.Ca...lnc. 
Long-Term Debt 33.65 % 
Short-Term Debt 17.95 
Preforrcd Stock 0.00 
Common Equity 4iL2Q 

Total Capital IQQJOQ % 

Quarter 
Ended 
2/05 

57.00 % 
4.10 
0.00 

2&8G 

moo % 

34.92 % 
1013 
0.00 

MAS 

moo % 

45.16 % 
6.16 
0.00 

nam 
moo % 

38.76 % 
9.31 
0.00 

,100.00 % 

Quarter 
Ended 
B/Q5 

53.56 % 
5 55 
000 

moo % 

36 61 % 
0 00 
0.00 

moo % 

48.11 % 
ooo 
ooo 

sua 
moo % 

40 02 % 
5 09 
000 

54.BB 
i0Q.no % 

Quarter 
Ended 
3/05 

53.60 % 
4.42 
000 

iii.as 
mm v. 

36.00 % 
2.64 
0.00 

moo % 

44 .99 % 
0 95 
0.00 

5iQfi 

moo % 

41.46 % 
0 00 
0.00 

M S ? 

Quarter 
Ended 
12m. 

45.27 % 
14.66 
0.00 

45101 

mm.% 

26.63 % 
28.22 
0.00 

43,15 

moo% 

42.65 % 
6 76 
0 00 

4&59 

37.51 % 
10.77 
0.00 

am 
mm % 

5 QUARTERS 
AVERAGE 

52.64 % 
6.04 
0.00 

moo % 

33.58 % 
1426 
0 00 

52dfi 

moo V. 

44.70 % 
5.22 
0 00 

sim 
moo % 

36.32 % 
8 62 
0.00 

S3.05 

moo % 

Proxy Group 4 Gas 
Dlftlrihiitlnn Cnmpan'as 
Long-Term Debt 
Short-Torm Debt 
Preferred Stock 
Common Equity 

Total Capital 

39.74 % 
16.10 
0.00 

moo % 

43.96 % 
7.43 
0.00 

moo % 

4508 % 
2 66 
0.00 

moo % 

44.52 % 
2.00 
0.00 

S3 46 

moo % 

38.52 % 
15.60 
0.00 

SSM. 

mm % 

42.36 % 
8.76 
0.00 

moo % 

(1)The data for all companies are effective March, June, September and December. However, Piedmont Natural Gas data ore for 
Ihe quarters onded January, April, July and October. 

Source of Inlormallon: Standard & Poor's Compustat Services, Inc.. PC Plus / RoGoarch Insight Data Base 
Company Annual Forms 10K and 10Q 
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Quarter 
Ended 

ma 
Atmm trnfirpy pnfpmnHon 
Long-Term Dobl 
Ghort-Tonn Debt 
Proforred Stock 
Common Equity 

Total Capilal 

rns t - j r i n Mnlnrnl fim finrnnratlnn 
Long-Term Dobl 
Short-Term Dobt 
Proferrod Slock 
Common Equity 

Total CBpiioJ 

ThntnclinmGmMPi'"c. 
Long-Term Debt 
Short-Term Dobt 
Prefenod Slock 
Common Equity 

Total Capital 

Nnw .Iprany RnTiO'T 1 " T.nrp, 
Long-Tom) Dobl 
Short-Torm Debl 
Proferrod Stock 
Common Equity 

Totat Capital 

N'ft"R 
Long-Torm Dobl 
Short-Tom Debl 
Pioforrod Stock 
Common Equity 

Total Capital 

50.85 % 
11 03 
0.00 

moo % 

54,79 % 
596 
000 

mm % 

3847 % 
25 B2 
009 

2Z£2 

moo % 

27.93 % 
28.70 
000 

lOO.flO % 

27.74 % 
3030 
0.00 

iL95 

moo % 

Ouartor 
Ended 
9/05 

55 58 % 
368 
0 00 

iOJA 
mm % 

57.00 % 
4.10 
0.00 

30^0 
moo % 

46 48 % 
8.62 
0.12 

44.7fl 

moa % 

34 36 % 
18 67 
DOO 

4fi'l7 

moo % 

34.92 V. 
1013 
0.00 

moo % 

Quarter 
Ended 
6015 

57 51 % 
0.00 
0 00 

mm % 

53 56 % 
5 55 
0 00 

am 
mm % 

46 80 % 
5 03 
0 12 

1125 

moo % 

31.11 % 
18.74 
ODD 

5QJ5 

mop % 

38 61 % 
0.00 
0.00 

B1.39 

moo % 

Quartof 
Ended 
3/05 

58.07 % 
0.00 
0.00 

41.S3 

moo % 

53 60 I t 
4 42 
0.00 

4i .sa 
moo % 

44.75 % 
10.14 
011 

4finn 
moo % 

34.39 % 
10.39 
0 00 

5&22 

moo % 

38 00 % 
2.64 
0.00 

aajfi 
moa % 

Quarter 
Ended 
17/14 

59 05 % 
0.75 
000 

am 
mm % 

4527 I t 
14*6 
0.00 

4007 

moo % 

4103 % 
19.12 
0.12 

2SJ2 

mm % 

28.92 I t 
25 96 
000 

45J2 

moo % 

28 .63 % 
2822 

0.00 
£U5 

moo % 

5 QUARTERS 
flVEBAQE 

56.21 % 
309 
000 

moa % 

52 84 % 
6.94 
0.00 

4" V 

moo % 

4311 % 
1391 
0.11 

4?Bfl 

moo % 

31.34 % 
2049 
ODD 

49.17 

moo % 

33 58 S 
14.26 
0.00 

52J6 

moo % 

42.60 % 
10 19 
000 

4121 

moo % 

45.18 % 
G.18 
000 

m o i l % 

Pooplns Ennrgy nnrporallon 
Long-Term Debl 47.75 % 52 56 % 
Short-Tom Debt 9.46 0 48 
Pretonod Stock 0.00 0 00 
Common Equity {12.73 -IB 96 

Total Capilal lOQUQ % m O Q % 

Piprimnnl N ^ r a l t i m Co . Inr M l 
Long-Term Dobt 33 85 % 38.76 % 
Short-Term Debt 17.95 931 
Proferrod Slock 000 0.00 
Common Equity 48,20 5L33 

Total CapJlaJ 100.00 % m Q Q » 

Lw^TefrnDflbf 1 1 1 ' 33.51 % 39.71 % 
Short-Torm Dobt 16.39 2 56 
Proforred Slock 1.49 1.76 
Common Equity 9Sj i l SS.sr 

Tolal Capilal 10040 % 100X0 % 

48.11 % 
0.00 
0.00 

SI .Ml 

moo % 

50.06 % 
085 
0.00 

49J19 
moa % 

40.02 % 
509 
ooo 

sua 
moo % 

36.99 % 
1.72 
1.82 

594Z 

moo % 

44.99 % 
0 95 
0.00 

moo % 

50.50 % 
0.00 
0.00 

4&5Q 

moo % 

41 48 % 
000 
000 

•SB Fi? 

moo K 

36.76 % 
4.96 
1.69 

moo % 

4265 % 
8 76 
000 

4L59 

moo % 

4594 % 
6.81 
0.00 

4i25 

moo % 

37.51 % 
10.77 
0.00 

5 U 2 

moo « 

37.22 % 
9.42 
1.65 

sm 
moo % 

44.70 » 
522 
000 

SOflfl 

moo % 

49.36 % 
3.82 
000 

46.72 

moo % 

3832 % 
662 
000 

5105 

moo % 

3644 % 
7.01 
1.68 

&UZ 

Proxy Group Nino Gas Value Une 
GniPistriiai lion-Companies 
Long-Term Debt 3950% 44.95 % 44.75 % 44.73 % 40 69 % 42.92 % 
Short-Term Dobl 17 31 7 08 4 20 3.72 14 05 9 27 
Proferrod Stock 0.18 021 0.22 0 20 020 020 
Common Equity 4101 47.7.6 SO.H4 s i .35 i s A f i 4LfiQ 

Total Capital m O O % m O O % 1QQ-QD % iQDXO % IQILOO % lOOJJO % 

(1) Tho dau lor all companies are eflodive March. June. September end December. However. Piedmont Natural Gas data are for 
the quarters ended January, April, July and October. 

Source of Informallon: Stondard & Poofs Compustat Services. Inc. PC Plus / Roseorch Insight Data Baso 
Company Annual Forms lOKand 10Q 



Natinnal Fuel Ras Distribution Corpprallon 

Hypothetical Example of the Inadequacy of 

A DCF Retum Rate Related to Book Value 

When Market Valua Is Graatar / Less than Bonk V^luft 

Exhibit No. 400 
Schedule 7 
Page 1 of 1 

Book Value with 
Market to Book 

Book Value with 
Market to Book 

Line No. Market Value Ratio of 180% Ratio of 80% 

1. Per Share $ 24.000 $ 13.33 $ 30.00 

2. DCF Cost Rate(1) 10.00% 10.00% 10.00% 

3. Retum in Dollars $ 2.400 $ 1.333 $ 3.000 

4. Dividends (2) $ 0.960 $ 0.960 $ 0.960 

5. Growth in Dollars $ 1.440 $ 0.373 $ 2.040 

6. Return on Market Value 10.00% 5.55% (3) 12.50% (4) 

7. Rate of Growth on Market Value' 6.00% (5) 1.55% (6) 8.50% (7) 

Notes: {1) Comprised of 4.0% dividend yield and 6.0%% growth. 

(2) $24.00 * 4.0% yield = $0,960. 

(3) $1.333 / $24.00 market value = 5.55%. 

(4) $3,000 / $24.00 market value = 12.50%. 

(5) Expected rate of growth per market based DCF model. 

(6) Actual rate of growth when DCF cost rate is applied to book value ($1,333 possible earnings - $0,960 
dividends = $0,373 for growth / $24.00 market value = 1.55%). 

(7} Actual rate of growth when DCF cost rate Is applied to book value ($3,000 possible earnings - $0,960 
dividends = $2,040 for growth / $24.00 market value = 8.50%). 
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National Fnal Ras Distribution Cprporflllnn 
Indicated Common Equity Cost Rate through the uso 

ol the Discounted Cash Flow Model for the Proxy Group of Four Gas distribution Companies 
and thn Proxy Groun pf Nlnn Vnlun Une Gas Dlstrihirtlnp Cnmprmlfls 

Proxy Group of Four 
Gas Pis tributton Companies 

Cascade Natural Gas Corporation 
NICOR Inc. 
Northwest Natural Gas Company 
Piedmont Natural Gas Co., Inc. 

Average 

DCF Results Adjusted for Financial 
Leveraae 

Dividend Yield 

4.86 
4.61 
4.03 
3.95 

4.3? % 

2 
Dividend 
Growth 

Component 
[2 

0.15 
0.08 
0.12 
0.10 

Adjusted 
Dividend Yield 

(31 

5.03 
4.69 
4.15 
4.05 

4.48 % 

Growth Rate 
(A) 

625 
3.50 
6.00 
5.10 

5.21 % 

Indicated DCF 
Retum Rale 

tsj 

11.28 
8.19 

10.15 
9.15 
9.69 % 

Practical DCF 
Results f61 

11.28 

10.15 

10.72 % 

10.76 % (7) 12.05 % (7) 

Proxy Group of Nine Value Line 
Gas Distribution Companies 

Atmos Energy Corporation 4.78 0.15 4.93 6.40 11.33 11.33 
Cascade Natural Gas Corporation 4.88 0.15 5.03 625 11.28 11.28 
Tho Laclede Group, Inc. 4.23 0.13 4.36 6.00 10.36 10.36 
New Jersey Resources Corp. 3.25 0.08 3.33 5.00 8.33 — 
NICOR Inc. 4.61 0.08 4.69 3.50 8.19 ... 
Northwest Natural Gas Company 4.03 0.12 4.15 6.00 10:15 • • "10.15 
Peoples Energy Corporation 6.01 • 0.09 " 6.10 2.90 9.00 — 
Piedmont Natural Gas Co., Inc. 3.95 0.10 4.05 5.10 9.15 — 
WGL Holdings, Inc. 4.45 0.06 4.51 2.50 7.01 

Average 4.47 % 0.11 % 4,57 % 4.85 % 9.42 % 10.78 

DCF Results Adjusted for Financial 
Leveraae 10.30 % (7) 11.98 V. (7) 

Notes: (1) From page 1 of Schedule 9 of this Exhibit. 
(2) This reflects a growth rate component equal to one-half the average projected five-year 

growth rate In EPS (from page 1 of Schedule 12 of this Exhibit x Line No. 1 to reflect the 
periodic payment of dividends (Gordon Model) as opposed to the continuous payment 
Thus, for Cascade Natural Gas 4.88% x (1/2 x 6.25%) = 0.15%. 

(3) Column 1 + Column 2. 
(4) From page 1 of Schedule 11 of mis Exhibit. 
(5) Column 3 + Column 4. 
(6) Includes only those Indicated common equity cost rates which are greater than 9.45% (the 

lowest rate awarded to a gas distribution utility between January 1, 2004 and March 31, 
2006, from Schedule 16 of this Exhibit) as fully explained in Mr. Hanley's accompanying 
direct testimony. 

(7) Based upon the adjustment described In note 1 on pages 3 and 4 of Schedule 1 of this Exhibit. 
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Dividend Yield 

Spot 
(4/13/06) (1) 

Average Based Upon Average High / Low 
Market Prices (2) 

March 2006 

Proxy Group of Four 
Gas Distribulion Companies 

Feb. 2006 

Average 
Dividend 
Yield (3) 

Cascade Natural Gas Corporation 4.86 % 4.95 % 4.84 % 4.88 % 
NICOR Inc. 4.78 4.53 4.51 4.61 
Northwest Natural Gas Company 4.03 4.03 4.02 4.03 
Piedmont Natural Gas Co.. Inc. 4.05 4.01 3.80 3.95 

Average 4.43 % 4.38 % 4.29 % 4.37 % 

Proxy Group of Nine Value Line 
Gas Distribution Companies 

Atmos Energy Corporation 4.82 % 4.76 % 4.76 % 4.78 % 
Cascade Natural Gas Corporation 4.86 4.95 4.84 4.88 
The Laclede Group, Inc 4.27 4.21 4.22 4.23 
New Jersey Resources Corp. 3.25 3.27 3.24 3.25 
NICOR Inc. 4.78 4.53 4.51 4.61 
Northwest Natural Gas Company 4.03 4.03 4.02 4.03 
Peoples Energy Corporation 6.13 5.95 5.96 6.01 
Piedmont Natural Gas Co.. Inc. 4.05 4.01 3.80 3.95 
WGL Holdings, inc. 4.62 4.38 4.35 4.45 

Average 4.53 % 4.45 % 4.41 % 4.47 % 

Notes: (1) The spot dividend yield is the current annualized dividend per share 
divided by the spot market price on 4/13/06. The dividend yield was 
calculated by using finance.yahoo.com and interquote.com and DTN 
Trading Market's DTNIQ'Interquote.com 

(2) The average 3-month dividend yield was computed by relating the 
indicated annualized dividend rate and market price on the last trading 
day of each of the two months ended March 2006. 

(3) Equal weight has been given to the spot, February 2006 and March 
2006 dividend yield. 

Source of Information: Standard & Poor's Compustat Services. Inc., PC Plus/Research Insight 
Data Base 
DTN Trading Markets' DTNIQ/lnterquote.com 
httpV/finance.yahoo .com 



Exhibit No. 400 
Schedule 10 
Page 1 of 1 

National Fuel Gas Distribution Corporation 
Current Institutional Holdings (1) and Individual Holdings (2) 

for the Proxy Group of Four Gas Distribution Companies 
and the Proxy Group of Nine Value Line Gas Distribution Companies 

Proxy Group of Four 
Gas Distribution Companies 

Cascade Natural Gas Corporation 
NICOR Inc. 
Northwest Natural Gas Company 
Piedmont Natural Gas Co., Inc. 

Average 

Proxy Group of Nine Value Line 
Gas Distribution Companies 

Atmos Energy Corporation 
Cascade Natural Gas Corporation 
The Ladede Group, Inc. 
New Jersey Resources Corp. 
NICOR Inc. 
Northwest Natural Gas Company 
Peoples Energy Corporation 
Piedmont Natural Gas Co., inc. 
WGL Holdings, Inc. 

April 2006 
Percentage of 

Institutional 

April 2006 
Percentage of 

Individual 

Average 

Holdings Holdings 

41.3 % 58.7 % 
70.8 29.2 
47.5 52.5 
40.3 59.7 

50.0 % 50.0 % 

54.0 % 46.0 % 
41.3 % 58.7 % 
41.1 58.9 
50.2 49.8 
70.8 29.2 
47.5 52.5 
60.1 39.9 
40.3 59.7 
59.5 40.5 

51.6 % 48.4 % 

(1) (1 - column 1). 

Source of Information: reuters.com - updated April 13,2006 
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National Fuel Gas Distrihutinn Corpnratinn 

Development of Projected Growth for Use in the Dismunled Cash Flow Mnrlel 

Proxy Group of Four 
Gas Distribution Companies 

Value Line 
Projected 
2008-10 

Growth Rate 
in EPS (1) 

Thomson FN / First Call 
Projected Median 

Flve-Year 
Growth Rate 

EPS 
No. of 

Estimates 

Average Projected 
Five-Year 

Growth Rate 
in EPS (2) 

Cascade Natural Gas Corporation 8.50 % 4.00 % [2] 6.25 % 
NICOR Inc. 4.00 3.00 [4] 3.50 
Northwest Natural Gas Company 7.00 5.00 w 6.00 
Piedmont Natural Gas Co., Inc. 6.00 4.20 [1] 5.10 

Average 6.38 % 4.05 % 5.21 % 

Proxy Group of Nine Value Line 
Gas Distribution Companies 

Atmos Energy Corporation 7.00 % 5.80 % K] 6.40 % 
Cascade Natural Gas Corporation 8.50 % 4.00 % [2] 6.25 % 
The Ladede Group, Inc. 7.00 5.00 f i ] 6.00 
New Jersey Resources Corp. 4.50 5.50 [4] 5.00 
NICOR Inc. 4.00 3.00 HI 3.50 
Northwest Natural Gas Company 7.00 5.00 [4] 6.00 
Peoples Energy Corporation 0.50 5.30 [2] 2.90 
Piedmont Natural Gas Co., Inc. 6.00 4.20 [1] 5.10 
WGL Holdings, Inc. 2.00 3.00 [4] 2.50 

Average 5.17 % 4.53 % 4.85 % 

Notes: (1) From pages 2 through 10 of this Schedule. 
(2) Average of Columns 1 and 2. 

Source of Information: Value Line Investment Survey, (Standard Edition), March 17. 2006 
ThomsonFN First Call Earnings, thomsonfn.com, updated April 13, 2006 
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BUSINESS: Almos Enemy Corporation is engaged primariy In tho 
distribution and sale of natural gai to 3-2 mlon cuitonwt via 
cevan regulaled nalmd s u utity opoiaUoni: Loultlana DMilon. 
Mij-Stelw Coition, Wett Tout Divhkxi. Mid-Tax OirfsJon. Mub-
aippl DWsbn, ColoTBdo-Kaniu Drvislon, and Kentudy Dinilon. 
Comblmd 2005 gas vobenea: 206 MMd Broatatown: 55%, nal-

dentil; 31%, conunetdal; 1 0 \ WuEtriat; and 4% otter. 2005 
depiKiallon rate 3.7% Has en»nd 4,330 Ofnptoyws. Offleen and 
dimclon nvn apprtuhnatety 2.6% d common stock {IMS Proxy). 
Chainnan and Chief EXBCUIKQ Officen Robert W. BesL In-
corporated: Tnxaa. Addrau: P.O Box 65(005, Ddba, Tons 
7526S. Tetepbone: 972-934-9227. Internet wwvr t̂motonaigy.com. 

A t m o s E n e r g y C o r p o r a t i o n ' s share n e t 
for t h e first q u a r t e r o f fiscal 2006, 
ends September 30th , was 11% b e t t e r 
t h a n the year-ago t a l l y . The bread-and 
butter u t i l i ty operation was aided largely 
by temperatures that were 7% colder, ad­
justed for Jurisdictions w i t h weather-
normalized rates. B u t results here contin­
ued to suffer from the impact of Hurricane 
Katr ina , leading us to believe that this 
year's earnings w i l l be reduced by roughly 
S0.10 a share as a result. (Atmos lost some 
40,000 customers Indefinitely due to the 
storm.) Wi t h i n the nonuti l l ty segment, the 
pipeline and storage uni t enjoyed i n ­
creased throughput on the Atmos 
Pipeline—Texas system, plus expanded 
margins for transportation and related 
services. B u t profits for the natural gas 
marketing business were squeezed by a 
sharp rise i n operating expenses, reflect­
ing greater headcount and higher regu­
latory compliance costs. 
T h a t sa id , the b o t t o m l i n e m a y ad­
vance I n t h e uppe r - s ing le -d ig i t r ange , 
t o a r o u n d $1.85 a share , i n f i s c a l Z006. 
Additional improvement in operating mar­
gins may enable earnings per share to 

reach $2.00 next year. 
We are constructive about the compa­
ny's 3- to 5-year prospects. With the 
utility division now serving some 3.2 mil­
lion customers across 12 states, Atmos is 
not dependent on the economy or rate com­
missions in any one region of the country. 
Moreover, the non-utility operations (con­
tributing between 15% and 35% of net in­
come historically), possess decent growth 
potential, overall. Lastly, management 
will undoubtedly stick to its successful 
strategy of purchasing less-efficient utili­
ties and shoring up their prontability 
through cost-cut ting efforts, rate relief, 
and aggressive marketing initiatives. 
(Many uncertainties prevent us from In­
cluding future acquisitions, however.) In 
the company's present configuration, share 
net may rise around 8% annually over the 
2009-201J timefranie. 
The stock o f f e r s a high yield, a well-
covered payout, and modest dividend 
growth. But performance-wise, these 
shares are presently hovering near our 3-
to 5-year Target Price Range, and are 
ranked only 3 (Average) for Timeliness. 
Frederick L Harris, III March 17. 2006 
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CAPITAL STRUCTURE » of 12/31(05 

Total0ata$t82.6ml. Dirt l( iSr«C0.SmJ. 
LT Debt S165.7 mO. LTIntareat 110.0 mil 
(LT Intanat earned: 23x; total htoruit 
coverage: 2.3x) 

Ponalon Aaiota4J05I5B£ mil. Obllg. 671.7 m l 

Pfd Stock Nona 

Common Stock 11,442.516 stis 
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655% 
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57JX 
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Accts Peyablo 
Debt Due 
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~m 
12.9 
47.5 
36.6 

"TED 
269% 

1.1 
141.0 

17J 
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111.9 

225% 250% 

23 
163.6 

E3.1 
26.9 
77.1 

ANNUAL RATES tot 
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"Caah Flow" 2.0% 
Earnings l j % 
Oividonda 
Booh Vatuo £% 

Pm EityOJ-'OS 
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7^% T5.5K 
^ % 1O.0K 

•3̂ % 6511 
-- IOM 
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Tear 
Ends 
2063 
2004 
2005 
2008 
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2003 
2004 
2005 
2006 
2007 

Cat-
emfar 
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2005 
?fH)E 

QUARTERLY REVENUES (t ni l) 
DecJI MarJI JunJO SepJO 
1005 10BJ 531 392^ 
1W5 11B.4 5 i 1 41,7 
104.6 117.7 56.3 475 
158.8 167 fDO 69.4 
)70 T77 116 lOt 

EARNINGS PER SHARE AO 
DeUI MarJI JunJO SapJO 

.72 

.70 
75 

.67 d-IB 

.79 (1.05 

.65 d.10 

.70 11.12 dZ8 

.73 tt12 0.21 

0.72 
d2B 
d.32 
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Har^1 JJIL30 Sep.30 Dec31 

3A 24 24 24 
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FuD 
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3181 
326.5 
51J 
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Fiscal 
Year 

£1 
1.19 
.82 

1.00 
t.t5 
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Yoor 

56 

217.8 
255.7 

2394 
2652 

2285 
276.6 

2 « T 
2623 

2442 
284.6 

2466 
2942 

2791 
299.6 

2566 
3123 

2474 
334.6 

2926 
3425 

365 
365 

Long-Tim Drtt Ratio 
Common Equity Ratio 

il.OS 
49.0% 

3.4% 
36% 
35% 

62% 
9.0% 
9.1% 

6.1% 
B3% 
6̂ % 

75% 
11.7% 
120% 

81% 
125% 
12.9% 

6.6% 
13.3% 
13^% 

6.4% 
105% 
105% 

6.0% 
8.6% 
6.6% 

7.7% 
112% 
112% 

50% 
76% 
7.6% 

m 
m 

5.5X 
6.0S 
S.0% 

Totsl Coital (JmlP) 
Hat Plant (tmm} 

NMF 
NMF 

.7% 
93% 

NMF 
108% 

27% 
76% 

4.0% 
69% 

4.6% 
65% 

1.7% 
65% 

NMF 
110% 

21% 
61% 

NMF 
116% sex iss 

Rahim on Total Cap'l 
Retum on Shr. Equity 
Retum on Com Equity 

5.5% 
15% 
8.5% 

RafatnedtoCsmEq 
AUDIVdttoNitProf m 

63% 
BUSINESS: Castsds Natural Gaa Corporation dUtftutoa nBhind 
gas to mughly 227/100 cutbmere bi Waahlngton and Oregon. In 
2005, total tuoughput was 1082 bXon cu. tL Cora customere: 
rastienUal, commeidal. tinn industrtal, IntemiplUa (71% of oper. 
margin. 24% of gas ddivariea): non-cora: Industrial, tmnsponation 
cervlca (26%, 76%). Serves pulp & paper, plywood, chem. foriiti-

ere, ol refining, & food procoss. Ind*. Main connecting plpoSno: 
Northwesl Plpeine Corp. TB deproc rate: 29% Est'd ptant age: 12 
yrs Has mound 375 emptoyoes. Offlcois and directors own 1.8% at 
com. (12/05 proxy). PrBsSdent and Ctilof Executive Officer: David 
W. Stavons. Inc: WA Address 222 FoWtow Ave. North, Seattle, 
WA 96109 Tel.: 206424-3900. Irrtemat: wmwxngccom. 

Share ne t f o r Cascade N a t u r a l Gas 
bounced b a c k s h a r p l y f o r t h e first 
q u a r t e r o f f i sca ) 2005 (ends Sep t ember 
30th) ve r sus the year-ago t a l l y . Con­
sumption for the core residential and com­
mercial business was boosted by cooler 
weather (especially dur ing December), 
plus an expanded customer case. Further­
more, the perfonnance o f the electric gen­
eration segment, a key component of the 
Industrial uni t , also benefited f rom lower 
temperatures, as well as a settlement i n ­
volving an inactive power p l a n t FinalJy, 
there was a decline i n the company's labor 
expenses (attributable part ly to better 
management of overtime) and employee 
benefits costs (reflecting the outsourcing of 
retiree medical obligations to an insurance 
firm). 

A t t h i s j u n c t u r e . I n d i c a t i o n s p o i n t t o a 
j u m p i n t h e b o t t o m l i n e o f abou t 22%, 
t o $1.00 a share , t h i s year . Assuming a 
continuation of positive business trends, 
share net stands to c l imb another 15%, to 
$1.15, i n 2007. 

A reques t For a gene ra l r a t e h i k e w a s 
filed w i t h the W a s h i n g t o n U t i l i t i e s 
a n d T r a n s p o r t a t i o n C o m m i s s i o n . (The 

last t ime Cascade had such a M i n g was i n 
1995.) The proposed new rates would gen­
erate additional annual revenues o f $11.7 
mi l l ion . We note tha t our presentation w i l l 
reflect this measure once approval Is 
granted, which is hard to determine at 
this Juncture. 

S o l i d r e su l t s a p p e a r t o be i n s t o r e f o r 
t h e c o m p a n y o v e r t h e n e x t t h r e e t o 
five years . A generally favorable econom­
ic environment i n the Pacific Northwest 
enabled the pace of new home and com­
merdal construction to be steady i n the 
past. We expect more of the same, which 
augurs wel l for Cascade's account 
hookups. Other positives indude an auto­
mated meter reading system and a consoli­
dated call center for customers. That said, 
share earnings may expand roughly 10% 
annually out to 2009-2011. 
T h e e q u i t y o f f e r s a h e a l t h y d i v i d e n d 
y i e l d . Bu t fu r the r increases in the dis t r i ­
bution may be moderate, given fu ture cap­
i ta l expenditures for the company's ex­
panding customer base. Meanwhile, these 
shares are ranked 4 (Below Average) for 
Timeliness. 

Frederick L. Harris. I l l March 17. 2006 

(A) Cal. yr. thru. IMS. Changed to a/30 Fiscal 
yr. in '96. (B) Primary e n thru. '07, then 
dhrtad. Exd nonrec gains (loaset): '91,19i; 
•93. 3#; W. (11« 198, (2tt (1*); "Ol, 9*; 

t>2,116tt "03, (5f). -04 ega donl add lo total 
dua to rounding. Next ogs. mt due late Ac 
(Cl Dlvidonda hid oricaK paid h tha middle of 
Feb, May, Aug, Nov. •ffl/d relnvaal. plan 

SI Ind deferred charaes. In US: 168 0 mil. 
.96bh (E) In mil., odt for dk itfit 

° KM, IMie UM PittbJftn. Inc. Al i)Bit> totntt. fictii) BBfnW b tftihml tan MUTO btflnetf ID te nOUt v t b prnMw •VuKit wttjidES j » kM. 
THE PUBUSHER S NOT RESPONSIBLE tOR ANV ERRORS OR OUSSONS HEREIN, TWs piUrtlon It ttricOY to subKdwt am nwi-ctmrooftlJl Hwiulim. No port 
d I moj be nproduad. moU m t « HammBtd ti any jam. rtctmk tt Mtw tan, a nwd te gnoHhg or rafelM} nq prtul or tWnnit pttaUm wirin a podua. I 

Compan/s Financtal Strength B+ 
Stock's PrtM Stability 65 
Price OrowUi Perelatanca 55 
Earnings PradldBbllty 70 

To subscribe call 1-800-833-0D1&. 
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35% 
70% 

1.6% 
83% 

1.0% 
69% 

2% 
98% 

15% 
83% 

NMF 
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Rabrn on Totat Cap'l 
Raton on Shr. Equity 
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110% 
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Accts Payable 
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FIK. Chfl. Cov-

68.4 13B.4 2273 
965 110.7 3093 
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"SEB 
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BUSINESS: Lacktdo Group, Inc, It a holding company for Ladeda 
Gaa, wtifch dlslributsa nabral Q U In aastem Mbsourt, induding ha 
dly ol St Lous, SL Louis County, and paitt of 8 othor count Sea. 
Haa mora than 630.000 cuatomara. Punjiaaad SM&P for S43 ml-
tbn (1ft2). Tho fro sold ond tningpoitod in focal '05:1.12 ml . Rav­
anue mix tor ngubtsd operations: raaUanSal, 60%; commeidal 

and industrial, 23%; transportalbn. 2%; other, 15%. Haa about 
3,615 omptojew; 6,270 common stodMdatB. Oflicari and dlreo-
tora own about 6.0% of common shares (1/06 Proxy]. Chakman, 
Chief Enculin Oflieer, and Presided: Douglas H. Yaoger. In-
corpoistad: Miaaouri. Address: 720 Cfiva Sttaot, St. Louis, Mbsouri 
63101. Tetophono: 314-342-0500. Intamet www.bdodogas.com. 
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Cal­
endar 

QUARTERLY DMDENOS PAIS c " 
lter.31 Jun50 SOD30 0BC31 
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Year 
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2003 
2004 
2005 

tm 

•335 435 .335 .335 
335 435 .335 .335 
.335 44 .34 .34 
34 445 .345 .345 
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134 
1.34 
1.36 
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Lac l ede Group ' s sha re ne t rose con­
s i d e r a b l y f o r t h e first q u a r t e r o f f i s c a l 
2006 (year ends Sep tember 30th) . 
Laclede Gas Company, the core subsidiary, 
was aided by higher sales to entities that 
were outside the service territory, a gener­
al rate increase (effective since last Octo­
ber), and colder temperatures w i t h i n the 
system. But the advance was l imited, to a 
certain degree, by heightened operation 
and maintenance expenses. Meanwhile, 
margins for the non-regulated gas market­
ing segment, Ladede Energy Resources, 
widened nicely because of regional sup­
ply/demand imbalances caused by the 
recent hurricanes, plus a healthy flow of 
interstate pipeline wholesale transactions. 
Lastly, SM&P U t i l i t y Resources, an un­
derground fac i l i ty locating firm, benefited 
f rom the attainment o f business i n both 
new and existing markets, as wel l as 
profit-enhancement init iatives (which in ­
cluded new t r a in ing methods and quality 
assurance programs). 

A t t h i s j u n c t u r e , t h e b o t t o m l i n e ap­
pears set t o j u m p n e a r l y 24%, t o $2.35 
a share , i n n s c a l 2006. Share net may 
flatten out next year, though, due to the 

dif f icul t comparison. 
S t i l l , w e d o n o t e n v i s i o n a n y spec­
t a c u l a r p e r f o r m a n c e s f o r t h e compa­
n y o u t t o 2009-2011. I t appears that in ­
ternal growth for Laclede Gas w i l l remain 
modest, at best, since the customer base in 
the greater St. Louis area has been ex­
panding less than 1% annually. As such, 
any substantia] gains w i l l have to come 
f rom the unregulated units or f r o m major 
acquisitions, scenarios we don't see hap­
pening anytime soon. Consequently, an­
nual bottom-line Increases could only be i n 
the mid-single-digit range over the 3- to 5-
year period. 

T h e s tock o f f e r s a n a p p e a l i n g d i v i ­
dend , which is amply secured by earnings. 
But hikes i n the payout w i l l l ike ly be m i n i ­
mal, given tha t Laclede's gas service area 
is In a mature stage. 
L o n g - t e r m t o t o l - r c t u m p o t e n t i a l i s 
u n e x c i t i n g . That's because these shares 
are currently t rading w i t h i n our 2009-
2011 Target Price Range, and we are as­
suming moderate dividend growth. Mean­
while, the equity is neutrally ranked for 
Timeliness. 
Frederick L. Harris. IU March 17. 2006 

At Fiscal year ends Sept 30th 
B Besod on averaga shams outstanding thro. 
Si then dJulad. Hen eamftat report due lata 
April 

(C) DMdondi hlttoftajy paid bi eaity Januaiy, 
Aprl, July, and October. • Dlvidsnd rekivDsl-
manf pten evsZabfs. 
(D) Inct defenod charges tn tffi: $203.8 rraX, 

$9.em 
[El In rrdEons Adjusted lor stock aptl 
/FJ Qfy. «gt may not aim ttott to change ia 
shoret outstandlng-

e nos. 1M» UW PutfeNn, Inc. Al M b rcencd. ractutf ntalabl tt c*ub« t m m a t btfmt lo In rabttt vri b wnlM wttxn nmnfes m khs. | 
THE PUBUSHEfi IS HOI RESPOHSIBLE TOR AW BtHOBS OR 0MSS1OHS HERtW. Thb attatea k giiajy tor Bteoftert awn. m-uimmiX tona aa Ho pin 
ell ray rqwdixttl, rt^eM.mndannsnbBl n wtjprtod. tkcttrica rttci too.nistij bgm±igarotatajnyfr t ts l nr tttamk jil&aiion. ttniaapiodun.I 

Company's Ftnanclat Stranoth B+ 
Stock's Price Stability 95 
Price Qmwtb PonltUtnai 45 
Earrings Predictability 65 

To subscribe call 1-800-833-0046. 
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CAPITAL STRUCTURE as of 12/31105 
Toy DaW SWT. 1 mi. D IM In 5 Yra 1500.0 ml. 
LT Dabt S335.4 m l LT Internet S25.0 mil. 
Ind. 56.9 IRB, tsptaTiaMj leaBae. 
(LT Intoraat earned: Six; 
total (ntoiost coveiaga 4.5*) 
Panalon Aatots4/D5 S8i.6 mil 

Obllg. SOSAmft 
Md Stock Nona 

Common Stock 27,616.779 aha. 
a i o f i m m 
MARKET CAP: $12 billion (Hid Cap) 

5(6.5 
30.7 

686.5 
414 

7103 
433 

904J 
44.9 

•mi 
47^ 

2048.4 
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Cwnmon Equity Ratio 615% 
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13.9% 
144% 
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14.4% 

9.0% 
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144% 

94% 
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144% 
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144% 
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6.7% 
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15.7% 

10.7% 
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154% 
154% 
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174% 
174% 

I I M 
16.5X 
fC4X 

ft.0% 
115% 
155% 

Ritum on Total Cap'l 
ttatam on Shr. Equity 
RafaanonComEquHy 

lO.JS 
14.5% 
115% 

CURRBiTPOBmON 2004 2005 12131/05 

CsihAaaota 6.0 25.0 8.2 
Other 661.0 927J 1046.0 
Currort Assets "BBE!5 "?S£H 15532 

14% 
76% 

4.0% 
73% 

4.4% 
71% 

50% 
67% 

6.4% 
63% 

ai% 
69% 

64% 
66% 

7.7% 
51% 

74% 
49% 

64% 
50% 

m 
six 

&0% 
51% 

RotalMtftoComEq 
AmftrtttoNttPro! 

7.JX 
4B% 
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Dobt Duo 
Other 
Currant Uab. 
Fbc. Chp. Cw. 

42.fi 
267.4 
357.4 

626% 

64.7 35.4 
177.4 351.7 
744.2 59U 

-B753 "BTK? 
660% 700% 

BUSINESS; Now Jeney Reeouicsa Corp. b the hdding company 
for Now Jonay Natural Gas Co., a natural gas utEty (about 463,000 
aiatoman ot 9/30/05) in MonmouUi, Ocoan, and parts ol othor NJ. 
counties. Fiscal 2005 vdume: 124.7 b l cu. ft. (50% fttn. 6% Inter-
cupllUe industrial and etsrtfc utity. 42% ofl-eyatam end capacty 
rektaso) New Jersey Natural Eneigy aubsld. provtdos unragubtBd 

ratal nnd wtictoab natural gas and reiatod energy aeivlcaa to oa-
tomera ki 17 ttstoa. 2005 deprec. rate: 24%. Est'd plant ago: 8 
yeara. Haa 551 utlHy emptoywis, 16,300 stckhUia 06. 8 dir. own 
about 3% ot common stock (12/05 Proxy). Chairman and CEO; 
Laurence H. Downos. Inc^ N J. Addrsas: 1415 WyckoH Road, Wal, 
NJ 07719. Tot: 906-936-1460 Internet wwwji|Mng coni. 

ANNUAL RATES 
otetangtfprih) 
Revenuos 
"Caeh Flcwf' 
Eomlnga 
OivMands 
BookVakio 

Paat 
Min. 

164% 
54% 
74% 
24% 
6.0% 

Paat Ett'dDJ-'OS 
SYn. to'D-'lt 
23.5% 5.5% 
6.0% 5.5% 
8.5% 4.6% 
3.0% 4.6% 
7.0% 8.0% 

Fiscal 
Yaer 
Enda 
2003 
2004 
2005 
2006 
2007 

6649 M5Z.7 359.7 353.1 
643.0 1037.7 4384 414.4 
654.0 1065.1 5444 684S 
1164.6 965 550 5f0.4 
1000 1150 610 555 

FI.MI 

2003 
2004 
2005 
2006 
2067 
Cal­
endar 

2002 
2003 
2004 
2005 
2006 

QUAKTHLY REVENUES \ i raBL) 
DaUl Mar41 JunJO SopJO 

EARNINGS PER SHARE A e e 

D K J I M8t41 JunJO Sep40 

47 
51 

1^3 
t.f3 

140 
142 
1.64 
177 
144 

.16 d.13 
«6 6 23 
OT 6.17 
.04 0,24 
.10 d.17 

QUARTERIY HVDENDS PAD c. 
Hat.31 Jun.30 San JO Dec31 

.30 30 .30 

.31 .31 .31 

.325 325 .325 

.34 .34 .34 

Fun 
meat 
Year 

rZ544.4 
2533.6 
314S3 
3220 
33(5 

Ful 
Fiscal 
Year 

"ST 
155 
265 
2.80 
2.M 

FuO 
Year 

120 
124 
1,30 
1.36 

N e w Je r sey Resources began f i s c a l 
2006 (ends Sep tember 30th) o n a 
s t r o n g no te . The company reported earn­
ings of $1.23 a share, a 35% increase Trom 
the year-ago period. Almost all of these 
gains can be attributed to the performance 
of the Wholesale energy-marketing seg­
ment, where earnings rose nearly 130%, to 
SIS mi l l ion . This was due to market vola­
t i l i t y and higher natural gas prices that 
ensued as a result of the damage f rom 
hurricanes Kat r ina and Rita. This allowed 
NJR, through its energy operations, to 
benefit f r o m its storage and pipeline ca-

[ladty. Moreover, storage capacity typical-
y becomes more valuable during times 

when prices are fluctuating, though, the 
company is also protected through the use 
of financial hedges. 
T h e c o m p a n y s p r i m a r y subs id ia ry . 
N e w Je r sey N a t u r a l Gas ( N J N G ) . 
r e p o r t e d decent resul t s . The u t i l i t y con­
tinues to benefit f rom strong customer 

growth, which has been offset somewhat 
y reduced customer usage f rom higher 

natural gas prices. Dur ing the December 
period. NJNG added 3,424 customers to Its 
service territory, and management 

anticipates a growth rate of about 2.3% in 
2006. Also, in December, NJNG filed a 
Conservation and Usage Adjustment 
clause with the New Jersey Board of Pub­
lic Utilities. The plan, which is currently 
under review, would allow NJNG to cap­
ture changes related to weather and cus­
tomer usage, and would be measured 
against a benchmark on an annual basis. 
In addition, NJNG received approval to 
Implement a 23% increase in prices as a 
result of higher gas prices. Even so. this 
will have no impact on its reported gross 
margins sinco these costs were necessary 
to recover the higher costs of gas in Its 
supply and were passed onto customers. 
These shares are good quality, and 
the company's consistent results are 
re flee tea In the stock price. Recently, 
the board Increased its share-repurchase 
program, and coupled with strong custom­
er growth and contributions from the com­
pany's wholesale business, this should 
support steady earnings advances. How­
ever, the yield doesn't stand out from the 
group. The stock is also not favorably 
ranked for year-ahead perfonnance. 
Evan I. Blatter March J 7, 2006 

Aprl, July, nnd Odobor. • Dhridand rehwisi-
mont plan ovalablo. 
(DJ In mloRt, odju&sd lor tptt 

(E) Earnings may not aum due lo dianges In 
shares outstanding. 

A) Fiscal year ends SopL 30th. 
B) DDuteaeamlngB. Neid eamlnga report duo 
its Aprl. 

(C) DMdendt htstoricafly paid in oarly January, 
o nos. vabt Une Puttshn. IK. M rtgnts tames, Ftuua rat obi b oCtofntd torn uurm txflevei to bt itUUi tat b nortUd wttnat wnantn M m tod. 
THE PUBLISHER IS WOT BESPOHSIBII TOR ANY ERRORS OR QMCSIOWS HEMPt Thb piifcalten k OMj to atWoltgî  am. cwn wnwcm Wtnul UM. So pan 
tl t triBf te npfalutcd mafcL flois] cf ttanndied ftij friAcd, deevtm v tffcf ttnv v iQaa Iv yuitfiixQ n nurtfllng tiff pdatd n cStcinvk ptftekft wkv oi jnnuO 

Company^ Rrtancbl Strength B++ 
StocW Prk* Stability 100 
Price Growth Perefffence SS 
Earnings PradictebOlty 100 

To subscribe call 1-800-833-0046. 
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CURRENT POSITION 2003 
(WIL) 

Cash A S M ta 
Other 
Currant Assets 
Accts Pavobte 
Debt Due 
Other 
Current Uab. 
Fix. Chfl. Cov. 
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~m 
365.4 
575.0 
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437% 

B3.2 
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T32ti3 
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4902 
17B.3 

mu 
420% 

126.9 
12164 
T525T 
656.2 
636.0 
32B.7 

NMF 
ANNUAL RATES Psat 
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Rovonuos 6.0% 
"Cosh Flow" 34% 
Enmlngs 2.0% 
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Book Valuo 2.6K 
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1.5% 0.0% 
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2007 
Cal-
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2003 
2004 
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EARKNGS PER SHARE * 
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1.11 
X 
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.95 

1J0S 

.01 .78 
626 1.08 

2̂  
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.40 d.OS 1.1$ 

QUARTERLY DIYDENDS PAD 0 " 
ltor.31 Jun.30 SapJO Dec31 

.48 
AS 
.465 .465 
.465 ASS 
.465 

.46 .46 
AGS 4B5 

.46 

.465 
465 .465 
.465 .485 

Full 
Year 

2662.7 
?739.7 
3357.6 
3150 
3050 

Full 
Year 
2.11 
252 
227 
240 
Z55 

Full 
Year 

1.84 

m 
146 
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BUSINESS: Nicor Inc. is e holding company wRh gat dldrlbutlon aa 
Ra primary buslneu. Servea over 2.1 mlEon cuEtomara in northom 
and vrostnm lEnois. 2004 gaa delivsrad: 4732 bd, Ind 217.7 bcf 
from iransportation. 2004 gai Bales (2554 bd): residentiBl, 60%: 
commerclii], 17%; industrial, 3%. Principal nupplying f^elinos: Nat­
ural Gas Plpaftne, IMrostom Gaa, end Northen) Natural. Current 

ope ratio ne Indude Tropical Shipping Kubsldiaty and aevara) energy 
related ventures. Divested inland barging, 7J86: conlract drillng, 
9/66; ol end gas ESP, 683. Has about 3,600 ompbyaes, A700 
slhHrin OfUGr. own about 14% of emmn stk. (4/05 proxy). Chair­
men and CEO: Russ StrobeL Inc/ IL Addr̂  1644 Feny Road, 
Napcrvta. IL 60563. T«L- 630-305-95M. Intamet vyww.nioor.com. 

Our near-term earnings estimates for 
Nicor are somewhat tentative. In late 
2005, the company had received approval 
from the Illinofs Commerce Commission 
(ICC) for a base rate increase of S54.2 mil­
lion. But certain matters with respect to 
the rate case are currently under rehear­
ing by the ICC. Depending on the outcome, 
expected soon, Nicor's level of rate relief 
may be subject to change. In the worst-
case scenario, there would be a $7.1 mil­
lion reduction In additional annual reve­
nues. On the upside, the company may be 
awarded another $0.9 million annually. In 
light of the uncertainty regarding the final 
decision, our top- and bottom-line es­
timates may be subject to revision. How­
ever, we think that the ICC will strongly 
consider the original base rate Increase, 
given the latest setbacks at the core natu­
ral gas distribution business. 
Unseasonably warm weather condi­
tions should weigh on profits i n 2006. 
There has been a significant deviation 
from normal weather conditions within 
Nicor's service region through the first two 
months of the year. As of February 20, 

2006, weather was estimated to be 330 de­

gree days warmer than normal. Manage­
ment indicated that a 100-<fegree day vari­
ance from normal weather would impact 
earnings by approximately $1.5 milllon-$2 
million, (dur earnings estimates for 2007 
are partly based on a return to more-
seasonable temperatures.) To make mat­
ters worse, operating and maintenance ex­
penses are likely to climb, offsetting in­
cremental revenues from the aforemen­
tioned rate case. 
We do not expect to see a meaningful 
increase in dividends anytime soon. It 
ought to be challenging for Nicer to raise 
the dividend In the near term, based on 
our cash flow projections. Other considera­
tions include working capital require­
ments, as well as the planned capital ex­
penditure budget of $198 million in 2006. 
Nicor stock is ranked 4 (Below Aver­
age) for the year ahead. Operational 
hurdles, such as mounting wages and ben­
efits costs, coupled with the negative Im­
pact of warmer weather in the early 
months of 2006, are reasons for concern. 
The stock's high yield, from a well-covered 
dividend, is the main appeal here. 
Charles W Noh March 17, 2006 

(A) Based on primary oomlnqa thru. % than 
dlutod. Exd, nonrecurring BanWitoss): 119.7ft 
*97, 6#: "BB, 11(; "99, StC&. (S146); Dl. 16*; 
D3. (27*); "04, (52#); D5, BOf. Exd Itmna from 

d'sconBnvBd ops.: 93, i f , "96.30*. Ouartedy 
earnings may not aum to total duo b rounding. 
Next earnings ropori duo krto Apt! 
(B) Oindenai hlstoricaly paid early Febmary, 

May, Augusl, Novembat. • Dlridsnd reiwes!-
ment plan avalabta.(C) In mToni, adiuGtsd tor 
ttocfctpU 

B 2 COS. Va»i« Une PiftbNra. Inc. M Ikfib reamed. Ficfijol mlatt h oburitd keen wttcs Mimed to bt lA t t i vri h aowtted tactool w a i t a al m Una. I 
IHE PUBUSHEfi S NOT RESPONSIBLE TOR ANT ERRORS OR OMSSOHS HEREIN. Tte putfcUon k tutm lor BJtHnOErt mm, noacommtt. tUerml mi. fto pal 
eli rny tewpmfarf retttt mrrfa tamnSoJ b ti j fr i iml dgmmc or ttfw brnt tr icej bt gtngetigartotgti)pittrt m tktmtt pottattan. m i x a frtitid I 

Comaan/s Financial Strtnjih A 
Stock's Pffca Stability 60 
Price Growth Pen! itence 45 
Eamlnos PndlctabDtty 75 

To subscribe call 1-800-833-0046. 
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CURRENT POSITION 1003 

Cash Assets 
Other 
Currant Assets 
Accts Payable 
Debt Due 
Other 
Currant Llab. 
Ft. Chg. Cm. 

4.7 
194.8 

65.0 

43.2 

52 7.1 
231.9 316.6 

-3537 
135.3 
134.7 
56.6 

"5573 ~32EB 
260% 316% 340% 

10Z5 
117J 
47.3 

ANNUAL RATES Past 
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"Cash Flew" 1-0% 
Eamlnas 2-5% 
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Booh Vatua 4.0% 
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Har.31 Jun.30 SepJO DecJI 
206^ 117.5 69.5 217^ 
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375 200 150 375 
400 215 160 400 
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1.43 
IM 
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.02 dJJ 

.05 dJO 

.63 
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53 
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1.10 

QUARTERLY DIVDENDS PAD 
MarJI JunjO Sep^O DecJI 
.315 .315 .315 .315 
.315 .315 .315 .325 
.325 .325 .325 .325 
.325 .325 .325 -345 
.345 

Full 
Year 

61U 
707.6 
»m 

1100 
im 

Full 
Year 
1.76 
ISS 
2.11 
125 
140 

Full 
Year 
1.26 
127 
1.30 
1^2 

BUSINESS: NcrihMd Natural Gas Co. (dohg business as NW 
Natural) distribulcs natural gas ot ratal lo 90 comnunltea, 617,000 
aistonters, In Oiegon (90% of custs) end h southmsl Washington 
etata. Prindpd dties eotvod: Portland and Eugene, OR; Vancouver, 
WA Servico araa poputfllfen: 24 m l (77% In OR). Company buys 
gaa supply from Canadian and U.S producers; has transportation 

rights on Northwost Pipeline aystsm to bring gas to mafkel Owns 
b o l underground etorage. Rev. breakdown: rosidentl & commi, 
60%; ind., 6%; transport, and other. 12%. Employs 1^050. Has abl 
9^00 com. GhrhUra- Insidors own about 1% of com. (405 pnny). 
CEO Marie S Oodson Inc.: OR. Addr.: 220 NW 2nd Ave, Portland, 
OR 07209. Tetcpbone: 503-226-4211. Wet www.nwnaturalcom 

N o r t h w e s t N a t u r a l e n d e d a fine 2005 
o n a decent n o t e . Exdud ing the costs of 
settling a dispute w i t h some industrial 
customers, fourth-quarter 2005 earnings 
per share would have risen a few percent. 
The larger-than-normal earnings gain for 
all of 2005 resulted mostly f rom hlgher-
than'average rate increases, profits from 
gas cost hedging, and earnings f rom 
storage operatJons. That said, customer 
growth also made a major contribution to 
the strong 2005 results as Northwest 
raised its customer count by over 3% for 
the 19th year i n a row. 
We l o o k f o r a m o r e n o r m a l e a r n i n g s 
g a i n t h i s year . Customer growth w i l l 
l ikely continue at a healthy rate, very like­
ly at the 3% plus recent rate as Oregon 
gains population. W i t h weather normaliza­
tion and conservation clauses In its 
Oregon residential rates, Northwest is 
largely protected f rom (and can also 
benefit li t t le) f r o m changes In consumption 
due to warmer- or colder-than-average 
temperatures and conservation, should 
high gas costs persist. Industr ial gas sales 
should rise, as gas currently has a price 
advantage relative to oi l . Finally, opera­

tion and maintenance costs will probably 
Increase by less than the 11% rate in 2005 
as the company begins to read about a 
third of its meters automatically. 
Earnings will probably continue to 
benefit From above-average customer 
growth. Local use of gas in residences is 
relatively low, at 53%, giving Northwest 
good potential to profit from converting 
nouses from other fuels. The company es­
timates that total prospects of around 
480,000 include about 320,000 with a gas 
main either in their street or a few blocks 
away. And Northwest targets its market­
ing on the profitable prospects — those 
more likely to convert at modest cost to 
the utility. With OPEC apparently in firm 
control of oil prices, industrial customers 
will likely continue to use gas for fuel. Fi­
nally, acquisitions could help, given 
NWN's relatively low debt-to-capital ratio. 
These untimely shares have some ap­
peal for conservative investors. While 
their dividend yield Is below the Industry 
average, the payout ratio Is on the low 
side, and Northwest has better growth 
prospects than most gas utilities. 
SigoumeyB. Romalne March 17. 2006 

(A) OAitod oamhgs per share. Etdudas non-
rscuring gain: "BB, $0.15: W. $0.11. Next 
e ambus report duo early May. 
(B) Dlvldenda hiatortcaUy paid In mld-Febiuaiy, 
» 2006. VM* Lha PubbNn. mc Al rioMt nstntA. FiOrf ratoU tt otitifccd Iran u u m Mined le be rttntte in! b piwttcd •Onii wmota of ny kfcd 

mU-May, mfct-August, and mtd-November. 
• O'rv'd rainvestmont plan avalabla. 
(C) In millions, adjusted far stock Bplil 

IE PUBLISHER IS NOT RESPOHSIBtETOR Mff ERRORS OR OUSSONS HEREH.Ihb puUtatM b flricty fc* sutncjitef-S OKI. ROKannenU itsml uso. rtopul 
I eoi be repMkxtd. icteU. sural a munltrf h u j pted. tkontk tr efter hm, a iscJ hi genrnftg a ruAci' i njAttng t r j prttcd »tkaniic puijtaiti. vara a produa 

Company's Financial Strength A 
Stock's Price Stability 100 
Price Growth Persists nca 50 
Eomlngs Prwflctabltty 70 

To subscribe call 1-806-833-0M6. 
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TIMELINESS 4 Maeiim 
SAFETY 2 immdsniw 
TECHNICAL 3 biBdinue 

BETA JU riM-MatEO 

" m-W PftOJECTfOM 
Annl Total 

Price Gain Rehxn 

Hd Stock None 

Common Slock 38,347,603 aha. 
a» of 10 WW 
MARKET CAP: »1 A billon (Hid Cap) 
CURRENT POSmON 2004 

C^shAasU 21.1 43^ 46^ 
Otter 531.3 855.1 1079.9 
Currart Assets SSX S m TT20 

Aocts Payable 
CtabtDue 
CMher 
Current Uab. 
f ix. Chfl. Cov. 

144.7 
55.6 

335.6 

304% 

236.2 410.0 
8.1 177.3 

657̂  460̂  
TRfTT "TCBJS 
332% 100% 

ANNUAL RATES 
otdwngiffsrsh} 
^avenues 
"Cash Flow" 
^enungs 
CHvldendB 
Book Value 

Past 
10 Yn. 

4J% 
4.0% 
2S>% 
15% 
2£% 

Past Est'd'0^04 
SYrs. lotB-'fl 

56% 
0.5% 
0.6% 
1.0% 

•1.5% 

95% 
35% 
1.0% 

hsosl 

iODS 
1004 

ioos 
1006 
1007 
hscal 

1003 
1004 
HOS 
»06 
«H)7 
Cal. 

ondar 

1003 
1004 
1005 

QUARTERLY REVENUES (I m i l ) 1 

DecJI MarJI Junio Sep.30 
5492 803.6 398.1 287.3 
604.9 027.0 401.1 3272 
737.4 102a9 455.8 379.4 
1052.4 /OM m zm 
m 1105 470 380 

EARNINGS PER SHARE** 
Dec31 MarJI JunJO SipJO 

SI 
.85 
.77 
.93 
.95 

1.77 
1.46 
U7 
120 
120 

22 .04 
.15 d.27 
.16 ti.06 
22 MO 
20 d.OS 

QUARTERLY UVDEKDS PAD c. 
Hat.31 Jua30 SepJO Dec31 
.5J 
.53 
.54 
.54 

X 52 
^3 .53 
.54 .54 
.545 .545 

.52 

.53 

.54 

.545 

Fun 
Flacal 
Year 

2136.4 
23602 
2599.6 
MM 
3025 

FuD 
Fiscal 
Year 

'237 
'2.1B 

226 
225 
2.40 
Full 
Year 

2S7 
2.12 
2.16 
2.18 

BUSINESS: Peoptas Eneigy Corporation disMbutes natural gas via 
its uffiy eubsldiadds, Pooptos Gas L^ht 4 Coke COL (apprttc 
614,000 distomeis at 8/30/05) and North Shore Gas Co (155,000). 
in Chicago end northeasteni IGnorc Fiscal 2004 gas distribulion 
rsvanues: S1.T bBon; rssidantlBl, 79%; commercial. 15%; industri-
nl, 3%; othor, 3% Main suppOor b Natural Gas Rpdne Co. of 

America. Purchased gas costs end revenue taxes accounted for 
76% of gas reranoes In fecaf 535. Oepretiation rate,' £5%. Etfd 
ptant ege: 11 yean. Has 2,162 empb. 19^36 ahareholden Off. 
and Dir. own 15% of common (1/06 Pray). Chrm and CEO: 
Thomas Patrick. Inc: IL Address: 130 E. Randolph Dr., Chicago, IL 
60601. TcL: 312-240-4730. Werort vww.pooptesenoioy^om. 

Share earnings at Peoples Energy 
should be relatively Oat i n 2006, as 
margins narrow. Partially as a result of 
warmer weather in January, management 
is anticipating EPS at the low end of its 
projected guidance of S2.25-S2.45. From 
2007 to the end of the decade, we expect 
earnings growth to resume, albeit at a 
moderate pace. 
On March 6th, the I l l inois Commerce 
Commission (ICC) approved an 
amended settlement w i t h Peoples En­
ergy. The agreement, between the compa­
ny s Subsidiaries and the Illinois attorney 
general, the city of Chicago, and the 
Citizens Utility Board, was related to nat­
ural gas charges for 2000-2004. As part of 
the settlement, POL will pay SI00 million 
in customer refunds, spend up to S30 mil­
lion funding conservation programs, and 
cease collections on roughly S207 million 
In customer bad debt. The settlement was 
a tough pill to swallow, but it clears the 
way to focus on normal operations. 
The company recently acquired oi l 
and gas properties by way of subsidi­
ary Peoples Energy Production. The 
deal involved the purchase of property in 

east Texas, north Louisiana, and Missis­
sippi for about $139 million. This remains 
consistent with the company's strategy of 
acquiring property with proven reserves 
and upside potential, as management ex­
pects the company to enjoy an abundance 
of low-risk drilling opportunities in the 
coming years. Also, the company appears 
poiseoto exit the power generation busi­
ness, as PGL is currently looking to sell its 
power assets. 
Peoples Energy faces a period of 
transit ion i n 2006, as CEO Thomas M. 
Patrick recently announced his intention 
to retire within a year. The board is cur­
rently in the process of screening for suc­
cessor candidates. 
Despite the high dividend yield, 
shares of PGL are not particularly at­
tractive. Although we believe manage­
ment intends to maintain the current divi­
dend, a payout ratio of 95% reduces the 
company's flnandal flexibility. Some 
much-needed rate relief is in the 
preliminary stages. There's a chance this 
may become effective early in fiscal 2007. 
For now. the stock is untimely. 
Michael F. NapoU March J 7, 2006 

(A Fiscal year ends Sept 30lh. 
(B Diulad earnings per share. Exdudos non-
raturring patofitossas): '05, ($021); IQ, '06, 
(Si.44) NBJI oaminga report due late Aprl. 

(C) DMdendi hlstoricaly paid mid January, 
April, Julv, Odobor. • Dividend relnveEtment 
ptan avalabla. 
(0) Indudat deferred charges. Al 900/05: 

S47JnA ,S imh . 
EJInmSbnt. 
F] Eamlnga donl eum duo lo change In 

shares outstanding, 
c 2 DOG, MUe Una PiAhNra. inc. Ai rigm mowtf. Ficfcitf nutrUJ b obnlnd torn wurea Mimed u bt itfeUe mS b pnrMca •DIDUI H in nte el «nj tad, 
THE PUBLISHER B NOT KESPONSIILE FOR AW ERRORS OR 0MSSONS HEREIN. Tto aiblcatttn b JOiOy te Mbwitort mm, nuHxrmnrdU Mcnul uie. No fan 
tt^majbt npaduced. tocH sued or vtnsvSstA h tnf pntti. tkook a pffia tari a used ter geaaHieg a ffUfknig wt) pftiti a eltamnic pUdctfov tttva a pntua I 

Company"! Flnandal Strength 6+* 
Stock's Price Stability 100 
Price Oniwlh Persist enca 4 5 
Eamlnga Predtetabllty SO 

To subscribe call 1-B0D-833-O046. 
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CURRENT POSITION 2003 
OWLL) 

Cosh Assets 
Other 
Current Assets 
Accts Payable 
Debt Due 
Other 
Currant Uab. 
Fix. Chg. Gov. 

11.2 
206.4 

im 
90.9 

557.1 
TTJi 

im 
356% 

5.7 
329.5 

"5352 
99J 

1095 
87.1 

'3065 
370% 

7.1 
497.B 

T 0 ? 5 
1823 
193.5 
t52.3 
528.6 
400% 

ANNUAL RATES Past Past Est'd'OS-'OS 
cittomtsmty tOYn. SYn. to'lfrll 
Rovonuea 7^% 11.0% 7,0% 
Caah Row" 7.0% 5.5% 55% 
Earnings 5.5% 5.0% 6.0% 
Dividends 6JS% 5.0% 5.5% 
Book Voluo 6£% 6.5% 35% 
Fiscal 

2003 
2004 
2005 
2006 
2007 
Fiscal 

2003 
2004 
2009 
ZOOS 
2007 

Cal-
endar 
2002 
2003 
2004 
2005 
200S 

QUARTERLY REVENUES (Sinfli)* 
Jan31 Apr.10 JoI31 OcUl 
4935 4tj/i 146.1 179.4 
618.8 432.4 214.7 ZM 
660.6 5060 2325 339.6 
921.4 470 240 2515 
SfO 560 3(5 340 

EARKHGS PER SURE * B F 

JanJI Apr40 M31 0t±31 
" d.is IOS 

d.11 d.21 
d06 d.OT 

M d.0T dfl 
ST d.D6 iOI 

SI 
1.03 

M 

AT 
.54 
52 

QUARTERLY OiVDEHDS PAID c. 
WaUl JutUO SepJO Doc31 

.m 

.215 

.23 
24 

.20 

.208 

.215 515 

.23 

.20 .20 

.206 508 
.215 
.23 .235 

Full 
Fiscal 
Tear 

ms 
1529.7 
1761.1 
1900 
2025 

Yeer 
TTT 
157 
132 
1J0 
IM 

Full 
Yev 

BUSINESS: Pbdmont Natural Gas Company b primarily a regu-
tatcd natural gas distributor, serving over 990,000 custormis In 
North CoroGna, South Carolina, and Tennessee. 2005 revenue mk 
resdantlaJ (38%), commerdal (24%), bidustrial (13%), other (24%). 
Principa) aupplien: Trensco and Tennessee Pipeline G u costs: 
71.6% of revenues. "05 depreciation rate: 13% EEtanatad plant 

ogo: 07 years. Non-mgulatQd operations sab of gas-powered 
healing oqulpmant; natural gas brokering; propane aaloG. Has 
about 2,124 ompoyeet, 10,606 GharohoUars of record CEO ft 
Pres'dent Thomas E Skaha, Incoiporalad: North Carolina. Ad­
dress: 1915 RoidonJ Road, P.O. Box 33066 Charlotte, NC 28233. 
Tdophone: 704-364-3120. Irrtomet www^Hadmontngcom. 

Piedmont Natural Gas* first-quarter 
earnings were basically Bat versus 
the p r i o r year at $0.94 a share. As a re­
sult of increased customer conservation 
due to higher natural gas prices and 
temperatures that were 10% warmer than 
normal, system throughput for the most 
recent period decreased about 8% year 
over year, to 66.2 dekatherms. However, 
high natural gas prices are not always 
good for distribution companies, since ris­
ing gas prices result in higher levels of 
bad-debt expense and service costs. In 
ZOOS, the company's utility customer base 
rose slightly over 3%. well above the na­
tional average, which should continue this 
year based on new housing startups 
throughout Piedmont's service territoiy. 
Moreover, 2006 utility results should be 
enhanced from two rate case outcomes last 
year. In North Carolina, the company 
received a margin Increase of $20.1 mil­
lion, while it received a $2.6 million in­
crease in South Carolina. 
The company continues to expand Its 
presence i n nonregulated activities. 
This has allowed Piedmont to diversify its 
earnings stream into activities such as 

SouthStar Energy, Pine Needle LNG, Car­
dinal Pipeline, and its newest venture. 
Hardy Storage Company. These activities 
contributed $3.2 million to net Income dur­
ing the first quarter, slightly below the 
year-ago period. Hardy Storage, a Joint 
venture with Columbia Gas TVansmission, 
involves an underground natural gas 
storage faculty in West Virginia. The field 
would have a capacity to store over 12 bil­
lion cubic feet of natural gas and be 
capable of delivering up to 176 million 
cubic feet of gas per day to markets in the 
eastern United States. The company 
received FERC approval to proceed in No­
vember of 2005. and has set a target date 
of completion for April. Moreover, the 
project is fully contracted under long-term 
f i rm contracts. 
This equity remains untimely. The pri­
mary purpose for investing in Piedmont 
would be for its yield, which stands at 4%, 
near the industry norm, and Its Safety 
rank of 2 (Above Average). Furthermore, 
total return potential over the 3- to 5-year 
pull is above the average stock covered in 
The \falue tine Investment Survey. 
Evan I. Blatter March 17. 2006 

A Fiscal year ends October Slat. 
B Dihrtad earnings. Exd extraanflnniy flarrr 

w , B#. Exd. nonrecurring charae: D7,2f. 
Ntcd oamlnga report due eariy May. 

(C) Dividends hltforicaly paid mld-Jamiaty, 
Aprl. July, October. 
• Dlv'd reinvest, ptan ovalublo; S% dlscouni 
(O) Indudff* deterad chaigoa Al 10/3VDS: 

$4.0 mKon, 5#/ehara. 
(Et In mUbos, adjusted for stock sofils-
(F) Quarters may not add lo total due to 
ctiango ki etisroa ovUtunding-

• IWK. Va>Je Lhe pubfaWno, Inc Al rights ramd. Ficfeitf ool obi k obttted ton uurm bdaved la be ttfaUa inf b aoMu wBttul tamMles tsy Wnd. 
: PUBLISHER S NOT RESWJNSIBlf FOR AW ERRORS OR OMSSONS HtHEW. Ihh aMafcn It orfcSj la wMntafl (Nn. nm-anrnnbl htaial Mt So pon I 

tf I mq be Rpcnted, rescU. ami a totsrntitd bi any pbitd (Staorr si K M Ism.« usa la gnnhg a oorttUnj taj piict a dtanric pUdcaioi), unfet a psdwi I 
THE I 

Company'! Financial Strength Bt* 
Stock's Prtai Stability 100 
Price Growth Perelstence 65 
Esmfofis PredlctebBHy 90 

To subscribe call 1-800-833-0016. 
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WGL HOLDINGS 
TIMELMESS 5 i m m i t m 

SAFETY 1 Rthcdtasi 

TECHNICAL 4 LMmdWffi 
BETA M {U»-Ms)id) 

im-il PftOJKTMNS 
Prica 

Mdt 35 
Low 30 

Gain 
(+15* 

Annl Tolal 

Insider Doclslons 
A U J J A S O N O 

Mb) 0 0 0 0 0 0 0 0 0 
cpm 0 1 0 0 1 0 0 0 0 
b M 0 1 0 0 1 0 0 0 0 
Institutional Decisions 

loms m m ums 
taBn » or sa 
bS« 63 65 BT 
K t i m 2T7SB 2T1B9 27B59 

NYSE-WGL 
High: 
Low: 

22.4 25.0 
16.1 19.1 

RECENT 29.98 
LEQEHOB 

UJ I OMdtndl p ih 
dhUM M nxnsllug 

. . • • Rttisfve h in StaigTi 
Z-tar-lu* »S 
OpSou: M> 
SAMtf WBI latalrs iretsta 

Percent 6 
shares * 
Imded 2 

30.6 
23.1 

H 

29.4 
2t.O 

1 

PJE 
RATIO 16.2(KSi; 

31.5 
2 1 ^ 

30J 29.5 
19.3 

2BM 
23.2 

31.4 
26.7 

34.B 
26.0 

RELATIVE n QQ KVD A CO/ 

RERAWU.OO mi 4.0/0 
VALUE 

LINE 
31^ 
29.6 

Target Price Range 
2009 2010 20f1 

* TOT. RETURN MS 
IKS 

sroai 
P 4T 
yr 401 
yr, 41.7 

vLMtrm. 
tnx 
1S2 

ICAB 
73,3 

10 
US 

1930 1991 1992 1993 1994 1995 199E 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 0 VALUE UNE PUB, BtC 09-11 
18.75 
2.17 
126 
1,01 

~m 
10.17 

17i0 
204 
1.14 
1.05 

~m 
9 S3 

1637 
2.17 
127 
1.07 

"Ti7 
10£6 

21.55 
225 
U l 
1.09 

2169 
243 
1.42 
1.11 

19.30 
251 
1.45 
1.12 

1156 

0.19 
2S3 
IAS 
1.14 

1279 

24,16 
302 
1*5 
1.17 

1346 

2174 
2.79 
154 

I S 
13.6S 

2092 
274 
1.47 
122 

"14? 
14.72 

22.19 
320 
1.79 
124 

29.60 

m 

126 

1624 

32.63 
263 
1.14 
127 

15.7S 
ISM 

4245 
4i» 
230 
126 

" i f f 
162 

4293 
367 
198 
IJO 

44.M 
1B7 
211 
1.32 

51.15 
ns 
m 
)J5 

53.35 
100 
1.95 
f.Ji 

Rsvanutsperah * 
"Cash Flow" par th 
Earrdngspsrsh D 

dy-dtDicTdpefth^ 
Cap'l Spending ptrsh 
Book Valut per ih 0 

51*5 
UO 
240 
1.45 

"TJT 
JIM 

243 
11.04 

~?tsr 

164 
1151 

2X7 
15J1 

"TTT 
,75 

4.6% 

233 
15S5 

W 

232 
17.60 

110 
17AS 

im 

4.05 
11.60 

UTS Common Sfts Outsffl < 
Avg M l be Ratio 
RiUhaPfE Ratio 
AvflAnnWd Yield 

.» 
ISS 

"TTT 
.67 

6.9% 

~m5 

.62 
72* 

£2 
62% 6,1% 

"337? 

.72 
54% 

"TJT 
.73 ^9 

4,5% 

its 
.66 

4.6% 

-ar 
126 

4.8% 
S2 

6,3% 

140 
32 

5.6% 

17J 
J9 

4 i% 

U2 
J5 

4̂ % 

147 
.76 

42% 

CAPITAL STRUCTURE u ot 12/31(05 
Total Dobt $946.2 m l Due InSYrt 1530.0 m t 
LT Dobt S560.4 mi- LT Irttenut 5400 m l . 
(LT interest eamod; 5. Ix; total inlerefit coverage: 
4.ex) 
Pension As*etB4/05SeS1,TrriL 

Obllg.S6912ml 
Preferred Stock 128.2ml. PMOhr'dSI.Sml. 

Common Stock 46,762,228 she. 
aaeMftUOG 

MARKET CAP: $1 £ billion (Mid Cap) 

me 
61.6 

10558 
620 

1040.6 
EJJ.6 

3721 
68.8 

1031.1 
64.6 

14465 
m 

3?J% 
6.4% 

36.6% 
7M. 

3M% 360% 
7.1% 

36.1% 
82% 62% 

1564.6 
65.7 

$5% 

20642 
1123 

20896 
98.0 

21663 
104.6 

24» 
MO 

KOO 
95.0 

355% 
6.4% 

Rrrcm*s(tmBI]' 
Net Profit (hnni) 

352% 
4.7% 

37.4% 
4J% 

3s.e% 
3L6% 

JtOK 
X7% 

376% 
59.4% 

41.1% 
56.2% 

40.3% 
57.1% 

415% 
56.1% 

43.1% 
54.6% 

41J% 
563% 

45.7% 
52.4% 

435% 
545% 

40M 
572% 

395% 
56.6% 

39.0X 
5SCX SS.0S 

IneomsTkiRata 
HrtPrgBtltoHln 

I»0 
tM 

4.1% 

941.1 
11306 

loaa 
1217.1 

1064i 
13195 

12185 
14027 

12992 
14605 

14005 
1519.7 

14626 
1606.6 

14545 
16745 

14436 
19155 

147B.1 
1969.7 

151S 
2120 

1575 
2Z70 

Long-Term OibtRatb 
Cwisnon EquftyRate 

3SL0% 
59.0% 

Totol CapMlbrtll) 
MPbrdffmgt) 

1790 
2SS0 

10.1% 
135% 
14.4% 

9L3% 

135% 
13.7% 

m 
105% 
11.1% 

7.1% 
0.7% 
95% 

75% 
114% 
11.7% 

75% 
115% 
112% 

55% 
75% 
72% 

9.1% 
117% 
145% 

62% 
115% 
11.7% 

65% 
11.7% 
120% 

S.0% 
10.0% 
IOM 

LOU 
10.0% 
10.0% 

CURRENT POSITION 2004 

Cosh Assets 6.6 
Other 426.3 
Curront Assets 432.6 
Accts Payable 179.0 
Debt Due 156.3 
Othor 77.6 
Current Lbb. "7T53 
Fh. Chg. Cov. 448% 

2tH15 12^1/05 
5.6% 
62% 

51% 
63% 

25% 
76% 

15% 
82% 

3.7% 
69% 

35% 
67% 

NMF 
112% 

62% 
56% 

4.1% 
65% 

45% 
62% 

25% 
74X 

U K 
70X 

Hitn) cn Total C^TI 
RetrnonShr.Eifilty 
RatrnonCom Equity 

65% 
im 
11.0% 

RetalntdbCemEq 
ARDhT'ditoNatPrel 

15% 
m 

4.6 
4762 

204.9 
91.0 

1155 
"m* 
460K 

25.6 
936.6 

351.4 
365.8 
255.1 

•"5553 
450% 

BUSINESS: WGL Holdings. Inc. b the paront of Washington Gas 
Ught, a natural gu dfctributor In Waihington, DC and adfacont 
aroai of VA and MD. lo mldentl and commi users (1,029,430 
meters) Hampshire Gas, a tederaly regulaled sub., oporales an 
underground gmtorage feclity in W . Non-reguJatod subs: 
Wash. Gas Energy Svts. sets and detiver? natural gas and pro­

vides enatgy rctatad products In tho D.C. metro aim; Wash. Gas 
Energy Sys. deslgns/instals cnmml heating, ventlating, and air 
cond. aystems. American Century Inv. own 9.3% of common stock; 
Oft/dir. less than 1% (1/06 proxy). Chrm & CEO: J H DeGrafien-
midL Inc: D.& andVA. Addr.: 1100 HSt, NW, Washington, D.C. 
20080. TeL: 202-6246410. Internet www.wglraktingB.cam. 

ANNUAL RATES Put 
otftanplpstth) I I Vn. 
Rovonues 75% 145% 
"Cash Flow" 5.0% 63% 
Enmings 4 j % 6.0% 
Dividonds \S% 1.5% 
Book Value 4.0% 3.0% 

Past Ert'd-OVOS 
SYn. toWlf 

5.5% 
25% 
2.0% 
ZO% 
4.0% 

Fiacel 
Year 
Ends 
2D03 
2CU 
2005 
2006 
2007 
Fiscal 
Year 
ends 
2003 
2004 
2005 
200G 
2007 
Cat-

endar 

2002 
2002 
2003 
2004 
2005 

QUARTERLY REVENUES {) crBL) * 
DR51 Mar51 Junid Sep^O 
560,0 651.1 373.2 2795 
5B5J 862,2 356.S 285.2 
623.4 829.8 349 0 284.1 
9095 S20 350 300.7 
920 940 390 350 

EAKMNGS PER SHARE A D 

DaUl WafJI J tmM SepJO 
1,10 
51 
58 
Jl 
M 

151 d.05 d.36 
1J57 1.62 d08 

153 d.17 
145 (U0 
156 1120 £35 

023 
&31 

QUARTERLY HVOENDS PAD c • 
Bar51 Jun.30 SBP30 DOCJI 

.315 .318 .318 .318 
-318 .32 .32 
.33 .325 .325 
.325 .333 
.333 

.32 

.325 
333 .333 

FuD 

2064.2 
2089.6 
2166.3 
2490 
2500 
Fun 

Fiscal 
Yaer 
230 
1.9B 
211 
1.65 
1.B5 
Full 

Year 

127 
128 
1.30 
152 

W G L H o l d i n g s Is o f f t o a decent s t a r t 
i n fiscal 2006 (ends Sep tember 30 th ) . 
The mainstay u t i l i t y segment, where earn­
ings arc largely dependent on the rates I t 
is able to charge customers, reported earn­
ings of $0.92 a share In the most recent 

Sarter, a 14% increase over a year ago. 
nt r lbut ing to these results was weather 

that was 10% colder than normal. Also, 
dur ing the quarter, the company pur­
chased a three-year weather insurance 
policy covering Washington D . C . and a 
heating degree-day derivative contract to 
cover the winter season i n Its Vi rg in ia 
service area. Both of these policies are 
designed to ftiUy protect against warmer-
than-normal temperatures, which should 
help second-quarter results somewhat due 
to the above-average temperatures experi­
enced i n Januaiy. Elsewhere. W G L contin­
ues to add meters at a nice pace, and is on 
track to gain an additional 30,500 custom­
ers for the year. However. 
W G L H o l d i n g s ' n o n r e g u l a t e d segmen t 
r e p o r t e d a loss o f $0.01 a share f o r t h e 
December p e r i o d . This is wel l below the 
S0.07 gain last year, and was pr imar i ly 
due to poor results f rom the retai l eneigy 

marketing segment. The un i t struggled 
owing to lower margins on natural gas, 
which can be at t r ibuted to larger mark-to-
market losses. Moreover, the heating 
ventilating, and alr-condltloning segment 
posted a Toss of 5431,000, s imilar to the 
prior year. As a result of the lackluster 
performance f r o m WGL's nonregulated ac­
tivities, we have lowered our 2006 earn­
ings forecast by a nickel, to £1.85, which is 
wi th in management's guided range. Mod­
est progress is possible i n 2007. 
T h e P r i n c e George's C o u n t y r e p a i r ef­
f o r t s c o n t i n u e t o progress . So far, 
Washington Gas has completed about 23% 
of the main replacements and 2 1 % of the 
service work. I t w i l l evaluate the effects of 
these capita] expenditures on i ts abi l i ty to 
earn its al lowed rate o f return, before tak­
ing appropriate action. 

This stock may interest income-
oriented investors. The yield Is very re­
spectable among WGL's utility competitors 
and these shares carry our Highest ratings 
for Safety (1) and Price Stability (100). 
This Issue is not well ranked for perform­
ance, though (Timeliness: S). 
Evan I. Blatter March 17, 2006 

A) Fiscal years end Sdpt 301 h 
B) Based on dhted shares. Exdudes non-

recuning losses: T>1, (134); "02. (34*) 
Next eamlnga report due eto Aprl 
» ZDOS. tolu th* PUUSNIB. Inc. Al rWiB 

(C) Dividends hbtoricaly paid early February, 
May, AuguGL and Novembor. • Dividend refc-
vestmontpbn avnlaWo. 
(D) Indudos dofarred charges end InlangMea. 

TS: J150.0 mEon, t3.0&sh. 
(E) In rrdDons, ndjuctod for stock sfft 

_ _ . _, . . . _._ „ fueui mtfoU b otjUlncd torn tutes bttnol ID be (rfsHg t i t b ptoridri MhM —rnafa cl ny fcnd 
THE PUBLISHER S HOI RESPONSiaU FOR ANY ERRORS OR OMSSOHS HEREIN, lha nftiafai b aricS} Iv sutnatoa'j am. nafrcermatbl tnerol UW. RD pan , 
ttknajbt rcpndtst fesski asm] a tr»EviCrtl fc tn; paiBl, duBodc a ctholcrEt. gi tscd la gaem/q ar nartain] in) pnltd a tletfrttje pubkekiv v m tt pcibtL I 

Company's Flnancbl Strength A 
Stock's Price Stability I M 
Price Qrewth Persistence 60 
Euninga Predidabnity 60 

To subsc r ibe cal l 1-800-833-0D46. 



National Fuel Gas Distribulion Corporation 
Indicated Common Equity Cost Rate 

Through Use of a Risk Premium Model 
Using an Acjjusted Total Market Approach 
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Line 

Proxy Group 
of Four Gas 
Distribution 
Companies 

Proxy Group 
of Nine 

Value Line Gas 
Distribulion Companies 

Prospective Yield on Aaa Rated 
Corporate Bonds (1) 

Adjustment to Reflect Yield Spread 
Between Aaa Rated Corporate 
Bonds and A Rated Public 
Utility Bonds 

5.93 % 

0.47 (2) 

5.93 % 

0.47 (2) 

3. Adjusted Prospective Yield on A Rated 
Public Utility Bonds 

4. Adjustment to Reflect Bond 

Rating Difference 

5. Adjusted Prospective Bond Yield 

6. Equity Risk Premium (4) 

6.40 % 

0.00 (3) 

6.40 

4.30 

6.40 % 

0.00 (3) 

6.40 

4.22 

7. Risk Premium Derived Common 
Equity Cost Rate 1070 % (5) 10.62 %(5) 

Notes: (1) Derived in Note (4) on page 6 of this schedule. 

(2) The average yield spread of A rated public utility bonds over Aaa rated 
corporate bonds of 0.47% from page 4 of this schedule. 

(3) No adjustment necessary as the average Mood/s bond rating for the proxy 
group Is A2. 

(4) From page 5 of this schedule. 

(5) Using equity risk premiums of 4.13% and 4.07%, based upon the years 1979-
2005 and 1979-2003, inclusive, (derived in Note 5 on page 5 of this Schedule) 
results in risk premium derived common equity cost rates of 10.53% (4 LDCS) 
and 10.47% (9 LDCS). 



National Fuel Gas Distribution Corporation 
Comparison of Bond Ratings and Business profile 

for the Proxy Group of Four Gas Distribution Companies 
grid the Proxy QrPUO of Eight Value Line Ga*; Distribution Companies 
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March 2006 
Moody's 

Bond Rating 

March 2006 
Standard & Poor's 

Bond Rating 
Standard & Poor's 

Business Profile (2) 

Bond Numerical Bond Numerical 
Bating Weighting (1) Rating Weighting (1) 

Proxy Group of Four 
Gas Distribution Companies 

Cascade Natural Gas Corporation Baal 8.0 BBB+ 8.0 2.0 
NICOR Inc. (3) Aa3 4.0 AA 3.0 2.0 
Northwest Natural Gas Company A2 6.0 AA- 4.0 1.0 
Piedmont Natural Gas Co., Inc. A3 7.0 A 6.0 2.0 

Average A2 6.3 A+ 5.3 1.8 

Proxy Group of Nine Value 
Line Gas Distribution Companies 

Atmos Energy Corporation (4) Baa3 10.0 BBB 9.0 4.0 
Cascade Natural Gas Corporation Baal 8.0 BBB+ 8.0 2.0 
The Laclede Group, Inc. (5) A3 7.0 A 6.0 3.0 
New Jersey Resources Corp. (6) Aa3 4.0 AA- 4.0 2.0 
NICOR Inc. (3) Aa3 4.0 AA 3.0 2.0 
Northwest Natural Gas Company A2 6.0 AA- 4.0 1.0 
Peoples Energy Corporation (7) Aa3 4.0 A- 7.0 3.0 
Piedmont Natural Gas Co., Inc. A3 7.0 A 6.0 2.0 
WGL Holdings, Inc. (8) A2 6.0 AA- 4.0 2.0 

Average A2 6.2 A 5.7 2.3 

National Fuel Gas Company Baal 8.0 BBB+ 8.0 7.0 

Notes: (1) From page 3 of this schedule. 
(2) From Standard & Poor's U.S. Utility And Power Ranking List, April 12, 2006 
(3) Ratings and business profile are those of NICOR Gas Company. 
f4) Moody's Ratings and business profile are those of Atmos Energy Corporation. S&P ratings are 

those of Atmos Energy Corporation and Unitied Cities Gas Company dba Atmos Energy 
Corporation. 

(5) Ratings and business profile are those of Laclede Gas Co. 
(6) Ratings and business profile are those of New Jersey Natural Gas. 
(7) Ratings and business profile are a composite of those of North Shore Gas Company and Peoples 

Gas Ught & Coke Company. 

(8) Ratings and business profile are those of Washington Gas Light Company 

Source of Information: Moody's Investors Service 
Standard & Poor's Global Utilities Rating Service 
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National Fuel Gas Distribution Corporation 
Numerical Assignment for 

Moody's and Standard & Poor's Bond Ratings 

Moody's Numerical Standard & Poor's 
Bond Rating Bond Weighting Bond Rating 

Aaa 1 AAA 

Aa1 2 AA+ 
Aa2 3 AA 
Aa3 4 AA-

A1 5 A+ 
A2 6 A 
A3 7 A-

Baal 8 BBB+ 
Baa2 9 BBB 
Baa3 10 BBB-

Bal 11 BB+ 
Ba2 12 BB 
BaS 13 BB-



Mrxxly's 
Comparison of Interest Rate Trends 

far the Two Months Ending February 2006 (1) 

Years 

Corporate 
Bonds 

Aaa Rated 
Public Utility Bonds 

Aa Rated A Rated Baa Rated 

Spread - Corporate v. Public Utilitv Bonds 
Aa(Pub. 
Util.) over 

Aaa (Corp.) 

A (Pub. Util.) 
over Aaa 
(Corp.) 

Baa (Pub. 
Utii.) over 

Aaa (Corp.) 

Spread - Public Utilitv Bonds 

A over Aa Baa over A 

January-OS 
February-06 

5.29 % 
5.35 

5.50 % 
5.55 

5.75 % 
5.82 

6.06 % 
6.11 

0.21 % 
0.20 % 

0.46 % 
0.47 % 

0.77 % 
0.76 % 

0.25 % 
0.27 % 

0.31 % 
0.29 % 

Average Spread (2) 0.21 % 0.47 % 0.77 % 0.26 % 0.30 % 

Notes: (1) All yields are distributed yields. 
(2) Equal weight has been given to the January and February 2006 spread. 

Source of Information: Mergent Bond Record Monthly Update. March 26. Vol. 73, No. 3 
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National Fuel Gas Distribution Corporation 
Judgment of Equity Risk Premium for 

for the Proxy Group of Four Gas Distribution Companies 
and the Proxy Group Pf Nine Value Line Gas Distribution Cpropanieq 

Line 
No. 

Proxy Group 
of Four Gas 
Distribution 
Companies 

Proxy Group 
of Nine 

Value Une Gas 
Distribution Companies 

1. Calculated equity risk 
premium based on the 
total market using 
the beta approach (1) 

2. Mean equity risk premium 
based on a study 
using the holding period 
returns of public utilities with: 

A rated bonds (2) 

3. Average equity risk premluni 

4.45 % (3) 

4.14 (4) 

4.29 % (3) 

4.14 (4) 

4.30 % (5) 4.22 % (5) 

Notes: (1) From page 6 of this schedule. 
(2) From page 8 of this schedule. 
(3) The equity risk premium based on the total market using the 

beta approach and an historical equity risk premium for the 
years 1979 - 2005, inclusive, are 3.52% (4 LDCS) and 3.39% (9 
LDCS), as derived in Note 9 on page 6 of this Schedule. 

(4) The mean equity risk premium based on a study using the 
holding period returns of public utilities with A rated bonds for 
the years 1979 - 2003, Inclusive, Is 4.74%. as derived in Note 4 
on page 8 of this Schedule. 

(5) The average equity risk premiums based upon the years 1979 -
2005 /1979 - 2003, as indicated In Notes 3 and 4 above is 
4.13% (4 LDCS - 4.13% = (3.52% + 4.74%)/2) and 4.07% (9 
LDCS - 4.07% = (3.39% + 4.74%) / 2). 
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National F),IR1 Oas Oistrihiilinri Cnrpnntlnn 
Derlvallon of Equity Risk Premium Based on the Total Market Approach 

for the Proxy Group of Four Gas Distribution Companies 
and lha Projty Group pj Mry> Valijw l ine Gas Distrihuiinn Compantes 

Proxy Group Proxy Group 
of Four Gas of Nine 
Dislnbulion Value Line Gas 

Une Companies Distribution Companies 
Ha. 

1. Arithmetic mean tolal retum rale on 
the Standard & Poor's 500 Composite 
Index- 1926-2005(1) 12-30 % 12.30 % 

2. Arithmetic mean yield on 
Aaa and Aa Corporate Bonds 

1926-2005 (2) f6.)0) (6.10) 

3. Histofical Equity Risk Premium 6.20 % (7) 6.20 % (7) 

4. Forecasted 3-5 yaar Total Annual 
Mflrtsl Relum (3) 10.15 % 10.18 % 

5. Prospective Yield an Aoo Ratod 
Corporate Bonds (4) (5.93) (5.93) 

6. Forecasted Equity Risk Premium 4.25 % 4.25 % 

7. Average of Hislorical and Forecasted 
Equity Risk Premium (5) 5.23 %(8) 5.23 %(8) 

8. Adjusted Value Lino Seta (6) 0.S5 0.62 

9. Beta Adjusted Equity Risk Premium 4.45 %(9) 4.29 % (9) 

Notes: (1) From Stocks, Bonds, Bills and Inflation - 2006 Yearbook Valuation Edition, Ibbotson Associates, Inc., 
Chicago, IL. 2006. 

(2) From Moody's Industrial Manual and Morgcnl Bond Record Monlhly Update, 

(3) From page 4 of Schedule 14. 

(4) Average forecast based upon six quarterly estimates ol Aaa rated corporate bonds per 
the consensus of nearly 50 economists reported In Blue Chip Financial Forecasts dated 
April 1, 2006 (see page 7 of this schedule). The estimates are detailed below. 

Second Quarter 2006 5.7 % 
Third Quarter 2006 5.9 
Fourth Quarter 2006 6.0 
First Quarter 2007 6.0 
Second Quarter 2007 6.0 
Third Quarter 2007 6.0 

Average 5.93 % 

(5) Average of the Hislorical Equity Risk Premium of 6.20% from Line No. 3 and the 
Forecasted Equity Risk Premium of 4.25% from Line No. 6 ((6.20% + 4.25%) / 2 = 
5.23%). 

(6) From page 9 of this schedule. 

(7) The Historical Equity Risk Premium (or the yeara 1979 - 2005, Inclusive, is the 
difference between the arithmetic mean lolal relum rale on the S&P 500 Composite 
Index of 14.50% and the arithmelic mean tolal return rate ofthe Salomon Brothers 
Long-Term High-Grade Corporate Bond Index of 10.47% or 4.03%. (4.03% = 14.50% -
10.47%). 

(8) Average of Ihe Historical Equity Risk Premium for the years 1979 - 2005 of 4.03% 
(derived in Note 7 above) and the Forecasted Equity Risk Premium of 4.25% from Line 
No. 6 is 4.14%. {(4.03% + 4.25%) / 2 = 4.14%). 

(9) Applying tho average adjusted Valun l Irw beta of the proxy groups. 0.85 (4 LDCS) and 
0.62 (9 LDCS), to Ihe average equity risk premium of 4.14% (derived in Nole 8 above) 
yieWs Bete Adjusted Equity Risk Premiums of 3.52% (4 LDCS) and 3.39% (9 LDCS). 
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2 B BLUE CHIP FINANCIAL FORECASTS H APRIL 1, 2006 

Consensus Forecasts Of U.S. Interest Rates And Key Assumptions1 

-Average For Week Ending—— —Average For Month— Latest Q* 

Interest Rates Mar. 17 Mar. 10 Mar. 3 Feb.24 Feb. Jan. 

Federal Funds Rate 4.51 4.51 4.50 4.49 4.49 4.29 

Prime Rate 7.50 7.50 7.50 7.50 7.50 7.26 

LIBOR, 3-IIIO. 4.92 4.88 4.83 4.79 4.76 4.60 

Commercial Paper, l-mo. 4.62 4.53 4.47 4.50 4.47 4.36 

Treasury bill, 3-mo. 4,62 4.60 4.62 4.58 4.54 4.34 

Treasury bill, 6-mo. 4.80 4.77 4.75 4.72 4.69 4.47 

Treasury bill, 1 yr. 4.76 4.77 4.74 4.72 4.68 4.45 

Treasury note, 2 yr. 4.67 4.74 4.72 4.71 4.67 4.40 

Treasury note, 5 yr. 4.67 4.76 4.66 4.61 4.57 4.35 

Treasury note, 10 yr. 4,71 4.74 4.6] 4.56 4.57 4.42 

Treasury note, 30 yr. 4.73 4.72 4.58 4.51 4.54 na 

Corporate Aaa bond 5.53 5.53 5.38 5.32 5.35 5.30 

Corporate Baa bond 6.4] 6.41 6.27 6.23 6.27 6.24 

State & Local bonds 4.40 4.45 4.39 4.36 4.41 4.37 

Home mortgage rate 6.34 6.37 6.24 6.26 6.25 6.15 

T-Iictnrv 
—"11 la i\Ji j 

2Q JQ 4Q iQ 2Q 3Q 

Kev Assumotions 2QP4 2004 2004 2005 2005 2m 
Major Currency Index 88.0 86.5 81.9 81.3 83.5 84.7 

Real GDP 3.5 4.0 3.3 3.8 3.3 4.1 

GDP Price Index 3.9 1.5 2.7 3.1 2.6 3.3 

Consumer Price Index 3.9 2.1 3.6 2.3 3.8 5.5 

Dec. 

4.16 

7.15 

4.49 

4.23 

3.97 

4.33 

4.35 

4.40 

4.39 

4.47 

na 

5.37 

6.32 

4.46 

6.27 

10 2006 

4.43 

7.42 

4.75 

4.46 

4.50 

4.64 

4.63 

4.59 

4.54 

4.56 

na 

5.38 

6.29 

4.40 

6.24 

4Q 

2005 

85.8 

1.6 

3.3 

3.3 

im 
84.9 

4.8 

2.5 

2.4 

Consensus Forecasts-Quarterly Avg. 

2Q 3Q 4Q IQ 2Q 3Q 

2006 2006 2006 2007 2007 2007 

4.8 5.0 5.0 4.9 4.8 4.7 

7.8 8.0 8.0 7.9 7.8 7.7 

5.1 5.2 5.2 5.1 5.0 5.0 

4.9 5.1 5.1 5.0 4.9 4.9 

4.S 4.9 4.9 4.8 4.7 4.7 

4.9 5.0 5.0 5.0 4.9 4.8 

4.9 5.1 5.0 5.0 4.9 4.9 

4.9 5.0 5.0 4.9 4.9 4.9 

4.8 5.0 5.0 5.0 4.9 4.9 

4.8 5.0 5.0 5.0 5.0 5.0 

4.9 5.0 5.1 5.1 5.1 5.1 

5.7 5.9 6.0 6.0 6.0 6.0 

6.7 6.8 6.9 7.0 6.9 6.9 

4.7 4.8 4.8 4.9 4.9 4.9 

6.5 6.6 6.7 6.7 6.7 6.7 

Consensus Forecasts-Quarterly Avg. 

2Q 3Q 4Q IQ 2Q 3Q 

2006 2006 2006 2007 2007 2007 

84.7 84.1 83.3 82.6 82.0 81.4 
3J 3.0 2.9 3.0 3.0 3.0 

2.4 2.3 2.3 2.3 2.2 2.2 

2.5 2.5 2.5 2.5 2.4 2.4 

'individual panel members' forccosts are on pages 4 through 9. Historical data for interest rates except LIBOR is Trom Federal Reserve Release (FRSR) H.1S. LIBOR quotes 
available from Ttic Wall Street Journal. Definitions reported here are same aa those in FRSR H.1S. Treasury yields are reported on a constant maturity basis Hislorical data for the 
U.S. Federal Reserve Board's Major Currency Index is from FRSR H.10 and G.S. Historical data for Real GDP and4.64 GDP Chained Price Index are from the Bureau of Eco­
nomic Analysis (BEA). Consumer Price Index (CPI) history is from the Department of Labor's Bureau of Labor Statistics (BLS). *Infcrcst rate data for IQ 2006 baied on his­
torical daia througti the ivcck ended March 17th. .Data for 1Q2006 Major Currencj' Index aha Is based on data through week ended March 17tlt. Figures for IQ 2006 Real 
GDP, GDP Chained Price Index and Consumer Price Index arc consensus forecasts based on a special question survey this month of the panel members. 

U.S. Treasury Yield Curve 
W o o k ondod Morch 17. 2006 PIWJ Yon r AflO v » . 

2 0 2006 and 3 a 2007 Consofraus torocosts 
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National.EueLGas Distribution Corporation 
Derivation of Mean Equity Risk Premium Based on a Study 

Using Holding Period Returps of Public Utilities 

Une 
No. 

Over A Rated 
Public Utility Bonds 
AUS Consultants -

Utility Services 
Studv (1) 

Time Period 
1. 

1928-2003 
Arithmetic Mean Holding Period 
Returns (2): 
Standard & Poor's Public 

Utility Index 

Arithmetic Mean yield on: 
A-rated Public Utility Bonds 

Equity Risk Premium 

(3) 

10.77 % 

(6.63) 

4.14 % 

Notes: (1) S&P Public Utility Index and Moody's Public Utility Bond Average Annual 
Yields, 1928-2003 (AUS Consultants - Utility Services, 2004). 

(2) Holding period returns are calculated based upon income received (dividends 
and Interest) plus the relative change in the market value of a security over a 
one-year holding period. 

(3) 2003 information is the latest available at the time of preparation. 

(4) An adjusted equity risk premium based upon holding period returns for the 
years 1979-2003. inclusive, can be derived as follows: 

1979-2003 
Arithmetic Mean Holding Period 
Returns (2): 
Standard & Poor's Public 

Utility Index 

Arithmetic Mean yield on: 
A-rated Public Utility Bonds 

Equity Risk Premium 

14.64 % 

4.74 % 
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National Fuel Gas Distribution Corporation 
Value Line Adjusted Betas 

for the Proxy Group of Four Gas Distribution Companies 
and the Proxy Group of Nine Value Line Gas Distribution Companies 

Value Line 
Adjusted 

Beta 

Proxy Group of Four Gas Distribution 
Companies 

Cascade Natural Gas Corporation 0.80 
NICOR Inc. 1-15 
Northwest Natural Gas Company 0.70 
Piedmont Natural Gas Co., Inc. 0-75 

Average 0-65 

..Proxy.Grbup of Nine Value Line Gas 
Distribution Companies 

Atmos Energy Corporation 0.70 
Cascade Natural Gas Corporation 0.80 
The Laclede Group, Inc. 0.80 
New Jersey Resources Corp. 0.80 
NICOR Inc. 1.15 
Northwest Natural Gas Company 0.70 
Peoples Energy Corporation 0.85 
Piedmont Natural Gas Co., Inc. 0.75 
WGL Holdings, Inc. 0-80 

Average 0-82 

Source of Information: Value Line Investment Survey. ^Standard Edition) 
March 17, 2006 
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For example, if bond yields rise unexpectedly, investors can receive a higher coupon payment from a 
newly issued bond than from the purchase of an outstanding bond with the former lower-coupon 
payment. The outstanding lower-coupon bond will thus fail to attract buyers, and its price will 
decrease, causing its yield to increase correspondingly, as its coupon payment remains the same. The 
newly priced outstanding bond will subsequently attract purchasers who will benefit from the shift in 
price and yield; however, those investors who already held the bond will suffer a capital loss due to 
the fall in price. 

Anticipated changes in yields are assessed by the market and figured into the price of a bond. 
Future changes in yields that are not anticipated will cause the price of the bond to adjust accord­
ingly. Price changes in bonds due to unanticipated changes in yields introduce price risk into the total 
return. Therefore, the total return on the bond series does not represent the riskless rate of return. 
The income return better represents the unbiased estimate of the purely riskless rate of return, since 
an investor can hold a bond to maturity and be entitled to the income return with no capital loss. 

Arithmetic versus Geometric Means 

The equity risk premium data presented in this book are arithmetic average risk premia as opposed 
to geometric average risk premia. The arithmetic average equity risk premium can be demonstrated 
to be most appropriate when discounting future cash flows. For use as the expected equity risk 
premium in either the CAPM or the building block approach, the arithmetic mean or the simple 
difference of the arithmetic means of stock market returns and riskless rates is the relevant number. 
This is because both the CAPM and the building block approach are additive models, in which the 
cost of capital is the sum of its parts. The geometric average is more appropriate for reporting past 
performance, since it represents the compound average return. 

The argument for using the arithmetic average is quite straightforward. In looking at projected 
cash flows, the equity risk premium that should be employed is the equity risk premium that is 
expected to actually be incurred over the future time periods. Graph 5-3 shows the realized equity 
risk premium for each year based on the returns ofthe SBcP 500 and the income return on long-term 
government bonds. (The actual, observed difference between the return on the stock market and the 
riskless rate is known as the realized equity risk premium.) There is considerable volatility in the 
year-by-year statistics. At times the realized equity risk premium is even negative. 
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Graph 5-3 
Realized Equity Risk Premium Per Year 
1926-2005 

60 

50_ 

40 _ 

§ 3 0 -

% 20 _ 

10_ 

o j 
" -10 _ tr 

-20 _ 

-30 _ 

-40 _ 

-50 

ll 

i i i 11 ; i i T'Tri-n i i r r iT i 11 11 i u i 11 i ri [ i 111 111 i i | 
1925 1935 

Year-end 

1945 1955 1965 1975 1985 1995 2005 

To illustrate how the arithmetic mean is more appropriate than the geometric mean in discounting 
cash flows, suppose the expected return on a stock is 10 percent per year with a standard deviation 
of 20 percent. Also assume that only two outcomes are possible each year— +30 percent and -10 
percent (i.e., the mean plus or minus one standard deviation). The probability of occurrence for 
each outcome is equal. The growth of wealth over a two-year period is illustrated in Graph 5-4. 
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Graph 5-4 
Growth of Wealth Example 

$1.70 _ 
$1.69 

$1.00 

$0.70 

Years 

The most common outcome of $1.17 is given by the geometric mean of 8.2 percent. Compounding 

the possible outcomes as follows derives the geometric mean: 

{1 + 0.30)x (1 - 0.10)p2 -1 = 0.082 

However, the expected value is predicted by compounding the arithmetic, not the geometric, mean. 
To illustrate this, we need to look at the probability-weighted average of all possible outcomes: 

(0.25 X $1.69) = $0.4225 

+ (0.50 X $1.17) = $0.5850 

+ (0.25 x $0.81) = $0.2025 

Total $1.2100 

Therefore, $1.21 is the probability-weighted expected value. The rate that must be compounded to 

achieve the terminal value of $1.21 after 2 years is 10 percent, the arithmetic mean: 

Slxfl + O . IO^S I^ I 

The geometric mean, when compounded, results in the median of the distribution: 

S l x f l + O ^ ^ S l . l ? 

The arithmetic mean equates the expected future value with the present value; it is therefore the 
appropriate discount rate. 
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Appropriate Historical Time Period 

The equity risk premium can be estimated using any historical time period. For the U.S., market data 
exists at least as far back as the late 1800s. Therefore, it is possible to estimate the equity risk premium 
using data that covers roughly the past 100 years. 

The Ibbotson Associates equity risk premium covers the time period from 1926 to the present. 
The original data source for the time series comprising the equity risk premium is the Center for 
Research in Security Prices. CRSP chose to begin their analysis of market returns with 1926 for two 
main reasons. CRSP determined that the time period around 1926 was approximately when quality 
financiaJ data became available. They also made a conscious effort to include the period of extreme 
market volatility from the late twenties and early thirties; 1926 was chosen because it includes one 
full business cycle of data before the market crash of 1929. These are the most basic reasons why 
Ibbotson Associates' equity risk premium calculation window starts in 1926. 

Implicit in using history to forecast the future is the assumption that investors' expectations for 
future outcomes conform to past results. This method assumes that the price of taking on risk changes 
only slowly, if at all, over time. This "future equals the past" assumption is most applicable to a 
random time-series variable. A time-series variable is random if its value in one period is independent 
of its value in other periods. 

Does the Equity Risk Premium Revert to Its Mean over Time? 

Some have argued that the estimate of the equity risk premium is upwardly biased since the stock 
market is currently priced high. In other words, since there have been several years with 
extraordinarily high market returns and realized equity risk premia, the expectation is that returns 
and realized equity risk premia will be lower in the future, bringing the average back to a normalized 
level. This argument relies on several studies that have tried to determine whether reversion to the 
mean exists in stock market prices and the equity risk premium.1 Several academics contradict each 
other on this topic; moreover, the evidence supporting this argument is neither conclusive nor 
compelling enough to make such a strong assumption. 

Our own empirical evidence suggests that the yearly difference between the stock market total 
return and the U.S. Treasury bond income return in any particular year is random. Graph 5-3, 
presented earlier, illustrates the randomness of the realized equity risk premium. 

3 Fama, Eugene R, and Kenneth R. French. "Permanent and Temporary Components of Stock Prices," Journal of Political 
Economy, April 1988, pp. 246-273. Poterbs, James M., and Lawrence H. Summers. "Mean Reversion in Stock Prices," 
Joumslof Fimncia!EtonomicSi October 1988, pp. 27-55. Lo, Andrew W., aod A. Craig MacKinlay. "Stock Marker 
Prices Do Not Follow Random Walks: Evideoce from a Simple SpedBcadon Test," The Review ofFinancial Studies, Spring 
1988, pp. 41-66. Finnerty, John D., and Dean Leiidkow. "The Behavior of Equity and Debt Risk Premiums: Are They 
Mean Reverting and Downward-Trending?" The Journal of Portfolio Management, Summer 1993, pp. 73-84. Ibbotson, 
Roger G., and Scott L. Luimner. "The Behavior of Equity and Debr Risk Premiums: Comment," The Journal of Portfolio 
Management, Summer 1994, pp. 98-100. Finnerty, John D., and Dean Leistikow. "The Behavior of Equity and Debt Risk 
Premiums: Reply io Comment," The Journal of Portfolio Management, Summer 1994, pp. 101-102. 

80 SBBI Valuation Edition 2006 Yearbook 



Exhibit No. 400 
Schedule 13 
Page 6 of 8 

The Equity Risk Premium 

A statistical measure of the randomness of a return series is its serial correlation. Serial 
correlation (or autocorrelation) is defined as the degree to which the return of a given series is related 
from period to period. A serial correlation near positive one indicates that returns are predictable 
from one period to the next period and are positively related. That is, the returns of one period are a 
good predictor of the returns in the next period. Conversely, a serial correlation near negative one 
indicates that the returns in one period are inversely related to those of the next period. A serial 
correlation near zero indicates that the returns are random or unpredictable from one period to the 
next. Table 5-3 contains the serial correlation of the market total returns, the realized long-horizon 
equity risk premium, and inflation. 

Table 5-3 
Interpretation o l Annual Serial Correlations 
1926-2005 

Series Serial Correlation Interpretation 

Large Company Stock Total Returns 0.03 Random 

Equity Risk Premium 0.04 Random 

Inflation Rates 0.65 Trend 

The significance of this evidence is that the realized equity risk premium next year will not be 
dependent on the realized equity risk premium from this year. That is, there is no discernable pattern 
in the realized equity risk premium—it is virtually impossible to forecast next year's realized risk 
premium based on the premium of the previous year. For example, if this year's difference between 
the riskless rate and the return on the stock market is higher than last year's, that does not imply that 
next year's will be higher than this year's. It is as likely to be higher as it is lower. The best estimate of 
the expected value of a variable that has behaved randomly in the past is the average (or arithmetic 
mean) of its past values. 

Table 5-4 also indicates that the equity risk premium varies considerably by decade, from a 
high of 17.9 percent in the 1950s to a low of 0.3 percent in the 1970s. This look at the historical 
equity risk premium reveals no observable pattern. 

Table 5-4 
Long-Horizon Equity Risk Premium by Decade 
1926-2005 

1920s* 1930s 1940s 1950s 1960s 19708 1980s 1990s 2000s" 1996-2005 

17.6% 2.3% 8.0% 17.9% 4.2% 0.3% 7.9% 12.1% -5.1% 5.1% 

'Based on the period 1926-1929. 

"Based on the period 2000-2005. 
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Finnerty and Letstikow perform more econometrically sophisticated tests of mean reversion in the 
equity risk premium. Their tests demonstrate that—as we suspected from our simpler tests—the equity 
risk premium that was realized over 1926 to the present was almost perfectly free of mean reversion 
and had no statistically identifiable time trends.* Lo and MacKinlay conclude, "the rejection of the 
random walk for weekly returns does not support a mean-reverting model of asset prices." 

Choosing an Appropriate Historical Period 

The estimate of the equity risk premium depends on the length of the data series studied. A proper 
estimate of the equity risk premium requires a data series long enough to give a reliable average without 
being unduly influenced by very good and very poor short-term returns. When calculated using a long 
data series, the historical equity risk premium is relatively stable.1 Furthermore, because an average of 
the realized equity risk premium is quite volatile when calculated using a short history, using a long 
series makes it less likely that the analyst can justify any number he or she wants. The magnitude of 
how shorter periods can affect the result will be explored later in this chapter. 

Some analysts estimate the expected equity risk premium using a shorter, more recent time 
period on the basis that recent events are more likely to be repeated in the near future; furthermore, 
they believe that the 1920s, 1930s, and 1940s contain too many unusual events. This view is suspect 
because all periods contain "unusual" events. Some ofthe most unusual events of this century took 
place quite recently, including the inflation of the late 1970s and early 1980s, the October 1987 
stock market crash, the collapse of the high-yield bond market, the major contraction and consolida­
tion of the thrift industry, the collapse of the Soviet Union, and the development of the European 
Economic Community—all of these happened approximately in the last 30 years. 

It is even difficult for economists to predict the economic environment of the future. For 
example, if one were analyzing the stock market in 1987 before the crash, it would be statistically 
improbable to predict the impending short-term volatility without considering the stock market 
crash and market volatility of the 1929-1931 period. 

Without an appreciation of the 1920s and 1930s, no one would believe that such events could 
happen. The 80-year period starting with 1926 is representative of what can happen: it includes high 
and low returns, volatile and quiet markets, war and peace, inflation and deflation, and prosperity 
and depression. Restricting attention to a shorter historical period underestimates the amount of 
change that could occur in a long future period. FinalJy, because historical event-types (not specific 

4 Though the smdy performed by Finnerty and Leistikow demonstrates that the traditional equity risk premium exhibits no 
mean reversion or drift, they conclude that, "the processes generating these risk premiums are generally mean -reverting." 
This conclusion is completely unrelated to their statistical findings and has received some criticism. In addition to 
examining the traditional equity risk premia, Finnerty and Leistikow include analyses on "real" risk premia as well as 
separate risk premia for income and capital gains. In their comments on the study, Ibbotson and Lummer show that these 
"real" risk premia adjust for inflation twice, "creating variables with no economic content." In addition, separating 
income and capital gains does not shed light on the behavior of the risk premia as a whole. 

5 This assertion ic further corroborated by data presented in Global Investing: The Professional's Guide to the World of 
Capital Markets (by Roger G. Ibbotson and Gary P. Brinson and published by McGraw-Hill, New York). Ibbotson and 
Brinson constructed a stock market total return secies back to 1790. Even with some uncertainty about the accuracy of the 
data before the mid-nineteenth century, the results are remarkable. The real (adjusted for inflation) returns that investors 
received during the three JO-year periods and one 51-year period between 1790 and 1990 did not differ greatly from one 
another (that is, in a statistically significant amount). Nor did the real returns differ greatly from the overall 201-year 
average. This finding implies that because real stock-market returns have been reasonably consistent over time, investors 
can use these past returns as reasonable bases for forming their expectations of future returns. 
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events) tend to repeat themselves, long-run capita] market return studies can reveal a great deal 
about the future. Investors probably expect "unusual" events to occur from time to time, and their 
return expectations reflect this. 

A Look at the Histortcal Results 

It is interesting to take a look at the realized returns and realized equity risk premium in the context 
of the above discussion. Table 5-5 shows the average stock market return and the average (arithmetic 
mean) realized long-horizon equity risk premium over various historical time periods. Similarly, 
Graph 5-5 shows the average (arithmetic mean) realized equity risk premium calculated through 
2005 for different starting dates. The table and the graph both show that using a longer historical 
period provides a more stable estimate of the equity risk premium. The reason is that any unique 
period will not be weighted heavily in an average covering a longer historical period. It better 
represents the probability of these unique events occurring over a long period of time. 

Table 5-5 
Stock Market Retum and Equity Risk Premium Over Time 
1926-2005 

Period Period Large Company Stock Arithmetic Long-Horizon Equity 
Length Dates Mean Total Return Risk Premium 

80 years 1926-2005 12.3% 7.1% 

70 years 1936-2005 12.5% 7.0% 

60 years 1946-2005 12.8% 6.8% 

50 years 1956-2005 11.7% 5.0% 

40 years 1966-2005 11.6% 4.2% 

30 years 1976-2005 13.8% 6.0% 

20 years 1986-2005 13.2% 6.4% 

15 years 1991-2005 13.0% 6.7% 

10 years 1996-2005 10.7% 5.1% 

S years 2001-2005 2.1% -3.0% 

Looking carefully at Graph 5-5 will clarify this point. The graph shows the realized equity risk 
premium for a series of time periods through 2005, starting with 1926- In other words, the first 
value on the graph represents the average realized equity risk premium over the period 1926-2005. 
The next value on the graph represents the average realized equity risk premium over the period 
1927-2005, and so on, with the last value representing the average over the most recent five years, 
2001-2005. Concentrating on the left side of Graph 5-5, one notices that the reaUzed equity risk 
premium, when measured over long periods of time, is relatively stable. In viewing the graph from 
left to right, moving from longer to shorter historical periods, one sees that the value of the realized 
equity risk premium begins to decline significantly. Why does rhis occur? The reason is that the 
severe bear market of 1973-1974 is receiving proportionately more weight in the shorter, more 
recent average. If you continue to follow the line to the right, however, you will also notice that when 
1973 and 1974 fall out of the recent average, the realized equity risk premium jumps up by nearly 
J.3 percent. 
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National Fuel Gas Distribminn Corporatirm 
Indicated Common Equity Cost Rate Through Use of the 

Capital Asset Pricing Model for the Proxy Group of Four Gas Distribution Companies 
and the Proxy firnnp nf Nine Value Line Gas Distribution Companies 

Line 

Proxy Group 
of Four Gas 
Distribution 
Companies 

Proxy Group 
of Nine Value Line 
Gas Distribution 

Companies 

Traditional Capital Asset Pricing Model 
Derived Company Equity 
Cost Rates (1) 

Practical CAPM Cost Rates (1) 

10,25 % 

11152% 

Empirical Capital Asset Pricing Model 
Derived Company Equity 
Cost Rate (2) 

Practical ECAPM Cost Rates (2) 

10,48 % 

lMfi% 

10.33 % 

10.33 

3. (a) CAPM Results 

(b) Practical CAPM Results 

l&aZ % 0) 

^52 % (4) 

ma % (3) 
10.29 % (4) 

Notes: (1) Developed on page 2 of this schedule. 

(2) Developed on page 3 of this schedule. 

(3) Average Ibbotson Associates historical market premium for the years 1979-2005, inclusive, of 6.48% 
(from Note 6 on page 4 of this Schedule) with the 5.13% Value Linfi market risk premium (from Note 
1, page 3 of this Schedule) results in a 5.81% market premium. Applying the traditional and 
empirical CAPM, using this 5.81% market premium, the average Value Line adjusted betas of the 
proxy groups of 0.85 (4 LDCS) and 0.82 (9 LDCS) and risk-free rate of 5.05% (from Note 2, page 4 
of this Schedule), results in traditional CAPM cost rates of 9.99% (4 LDCS) and 9.81 % (9 LDCS) and 
empirical CAPMs of 10.21 % (4 LDCS) and 10.07% (9 LDCS), for average CAPM cost rates of 
10.08% (4 LDCS) and 9.94% (9 LDCS). 

(4) Includes only those indicated common equity cost rates which are greater than 9.45% (the lowest 
rate awarded to a gas distribution utility between January 1, 2004 and March 31, 2006, from 
Schedule 16 of this Exhibit) as fully explained In Mr. Hanley's accompanying direct testimony. 
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Company-Sped fie CAPM Result 
Value Line Risk Premium Induding 
Adjusted Based on Martial Risk-Free 

Beta Premium of 6.12% (1) Rate of 5.05% (2) 

TradlHnnnl Cnnltnl AB<;ct Prldrwi MftrinI (41 

Proxy Group ol Four Gas 
Distribution Companies 

Cascade Nalural Gas Corporation 0.60 4.90 % 9.95 % 
NICOR Inc. 1.15 7 04 12 09 
NorUiwost Natural Gas Company 0.70 4.28 9 33 
Piedmont Natural Gas Co. Inc. 0.75 4 59 964 

Average 0.85 5,20 % 10.25 % 

Proxy Group of Nine Value Line 
Gas Disiribulion Companies 

Atmos Energy Corporation 0.70 4.28 % 9.33 % 
Cascade Natural Gss Corporation 0.80 4.90 % 9.95 % 
The Lad ode Group. Inc 0.80 490 9.95 
New Jersey Resources Corp. 0.80 4.90 9 95 
NICOR Inc 1.15 7.04 12 09 
Northwest Nalural Gas Company 0.70 4.28 9.33 
Peoples Energy Corporation 085 5.20 10 25 
Pledmonl Natural Gas Co, Inc. 0.75 4 59 964 
WGL Holdings, Inc. 080 4.90 995 

Average 0.82 5.00 % 10.05 % 

Sec page 4 for noles. 

Practical CAPM 
Results (3) 

9.95 % 
12 09 

964 
10.56 % 

-- % 
9.95 % 
995 
9.95 

12 09 

10.25 • 
964 
9 95 

10.25 % 
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pf Ifrf; Capital Asset Prfdng ModRl 

Value Line 
Adjusted 

Beta 

Company-Sped Ac 
Risk Premium 

Based on Market 
Premium ol6.12% I 

CAPM Result 
Including 
Risk-Free 

Rale ol 5.05% [2) 
Practical CAPM 

Results (3) 

Proxy Group ol Four Gas 
Disiribulion Companies 

Cascade Natural Gas Corporation 
NICOR Inc 
Northwest Natural Ges Company 
Piedmont Natural Gas Co.. Inc. 

Average 

080 
1.15 
0.70 
0.75 

0.85 

Fmpirlcal Capitnl Asset Prlclnn MfldBUS) 

5.20 % 1055 % 
6 81 11.86 
4.74 9.79 
4.97 10.02 
5.43 % 10.48 % 

10.25 % 
11.86 
979 

10 02 

10.48 % 

Proxy Group of Nino Value Une 
Gas Distribution Companies 
Atmos Energy Corporalion 
Cascade Natural Gas Corporation 
The Ladede Group. Inc 
New Jersey Resources Corp 
NICOR Inc. 
Northwest Natural Gas Company 
Peoples Energy Corporation 
Piedmont Natural Gas Co.. Inc 
WGL Holdings. Inc. 

Average 

070 
0.80 
Q&0 
0.80 
1.15 
0.70 
OBS 
075 
OfiO 

0.82 

4.74 % 
5.20 
5.20 
5.20 
661 
4.74 
543 
4.97 
5.20 
5.28 % 

9.79 % 
10 25 
1055 
10.25 
11.B6 
9.79 

10.48 
10 02 
10.25 

9.79 % 
10.25 % 
10.25 
10.25 
11 86 
9.79 

10 48 
10 02 
10.25 

10.33 % 10.33 % 

See page 4 for noles. 
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National Fuel Gas Distribution Corporation 
Development of the Market-Required Rate of Retum on Common Equity Using the 

Capital Asset Pricing Model for the Proxy Group of Four Gas Distribution Companies 
and the Proxy Group of Nine Value Line Gas Distribution Companies 
Adjusted to Reflect a Forecasted Risk-Free Rate and Market Retum 

(1) From the two previous month-end (January '06 - February '06), as welt as a recently available (March 3,2006), 
Value Line Summary & Index, a forecasted 3-5 year total annual market return of 10.18% can be derived by 
averaging the January 2006, February 2006, and spot forecasted total 3-5 year total appreciation, converting it 
into an annual market appreciation and adding the Value Line average forecasted annual dividend yield. 

The 3-5 year average total market appreciation of 39%, produces a four-year average annual retum of 
8.58% (((1.39" s) -1)*100). When the average annual forecasted dividend yield of 1.60% is added, a total 
average market retum of 10.18% (1.60% + 8.58%) is derived. 

January 2006, February 2006 and spot forecasted total market retum of 10.18% minus the risk-free rate 
of 5.05% (developed in Note 2) is 5.13% (10.18% - 5.05%). The Ibbotson Associates calculated market 
premium of 7.10% for the period 1926-2005 results from a total market return of 12.30% less the average 
Income return on long-lerm U.S. Government Securities of 5.20% (12.30% - 5.20% = 7.10%). This Is then 
averaged with the 5.13% Value Line market premium resulting in a 6.09% market premium. The 6.12% market 
premium is then multiplied by the beta In column 1 of pages 2 and 3 of this schedule. 

(2) Average forecast based upon six quarterly estimates of 30-year Treasury Note yields per the consensus of 
nearly 50 economists reported in the Blue Chip Financial Forecasts dated April 1,2006 (see page 7 of Schedule 
12 of this exhibit). The estimates are detailed below: 

30-Year 
Treasury Note Yield 

Second Quarter 2006 4.90% 
Third Quarter 2006 5.00 
Fourth Quarter 2006 5.10 
Firet Quarter 2007 5.10 
Second Quarter 2007 5.10 
Third Quarter 2007 5J0 
Average 5.05% 

(3) Includes only those indicated common equity cost rates which are greater than 9.45% for reasons fully 
explained in Mr. Hanley's accompanying direct testimony. 

(4) The traditional Capital Asset Pricing Model (CAPM) is applied using the following formula: 

R s = RF + p (RM - Rp) 

Where R s = Return rate of common stock 
RF = Risk Free Rate 
p = Value Line Adjusted Beta 
RM = Return on the market as a whole 

(5) The empirical CAPM is applied using the following formula: 

RS = RF + .25(RH - R F ) + .75P(R U - RF ) 

Where R3 = Retum rate of common stock 
RF = Risk-Free Rate 
{3 = Value Line Adjusted Beta 
RM = Retum on the market as a whole 

(6) The Ibbotson Associates calculated market premium of 6.48% for the period 1979-2005 results from a total 
market retum of 14.50% less the average income retum on long-term U.S. Government Securities of 8.02% 
(14.50%-8.02% = 6.48%) 

Source of Information: Value Line Summary & Index (Standard Edition) 
Blue Chip Financial Forecasts. April 1,2006 
Value Line Investment Survey. March 17,2006 
Stocks. Bonds. Bills and Inflation - Valuation Edition -2006 Yearbook Market 

Results for 1926-2005 Ibbotson Associates, Inc., Chicago, IL 
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Alexander ft BakMn 
ADsUtoCorp 
AplarGnup 
Aslorta Financial 
Automatic Data Proc 
Avery DenrtJOfi 
BOK Financial 
Bator EtectrK 
Banln Corp 
Bart ( C R ) 
Becton DlcWnson 
Bucfcoye Parlnen L P 
Burt ng ton Nwlhem 
CLARCOR inc 
ComtxiPfiMlps 
Cretcant Real EH 
CuHen/Fnul Btinfcen 
Ddphl Flnl 'A' 
DIJ IB Realty Corp. 
Dun ft Brvdstrcel 
FonrMMM 
Fcdcml FUJy Inv Trusl 
Federated Inveslon 
FUtn TWnJ Bancorp 
First Honmn NollonBl 
Freddie Use 

GlaioSmllhKEne AO R 
Golden Wesl Flnl 
Gracolnc 
HCC ImurancB HMgt 
MNlCorp. 
HOcnorand IncB. 
Hospitality Properties 
Hudson CHy Bancorp 
ITT IrtOmtrtes 
LencuterCobny 
LUCUdbome 
MarMICorp 
M c G n w ^ n 
Media General 'A' 
Minerals Trthn. 
New Plan Excel Rlly 
Ocddenuu Pel/oleum 
Packaging Corp 
Perm R E I T . 
PeoplBt Bank 
Pfccerlnc. 
Plum Creek Tlmlwr 
Progreolvo (Ohio) 
ndnsurnnce Group 
SAFECO Corp 
Sigma-AJdrtch 
Simon Property Group 
Sysco Corp 
TCF Flnandal 
TD BanVrorUi Inc. 
TfltXfwCo 

Trizcc Properties 
Unhwml Corp. 
VF.Corp 
VaUpvCorp 
Walgreen Co 
Washington R E I T 
Weii Muriels 

Average (or We Non-UHIty Group 

Average lor Ihe Proxy Group of Four Gaa 
•Istnbullon CommnUa 

S-Vcar Projected RalBof Relum on 
SUndard Net WorVi. Eqiily or Partners' 

Enw Capilal 12) 
A4 Unad]. of Ihe StutfenTi 
Bala Beta Regression Percent T-Tesl 

OSS oas 26403 12 50 S W 45J 
090 on 25832 13 00 (0 39) 
005 0B7 2 6760 12 00 10 51) 
095 0B7 2 8307 22 00 067 
093 0BB 2 7879 17 00 OOS 
OOS 088 2.6977 21 50 061 

oas 071 2.5B4B 1300 (0 39) 
095 0 87 2 6795 16 00 (0 04) 
OS) 062 2 6361 1350 (0 33) 
0 79 OSS 2 9625 21 50 0 61 
080 0 62 2B442 19 50 038 
OTS 058 2 59B7 19 50 038 
030 0 M 2 6715 14 50 (0-21) 
DBS OBS 2 8944 13.00 (039) 
080 079 27574 700 (1.09) 
OBS 0 76 2 7749 1150 (056) 
0B0 077 2 8993 16 50 002 
OSS 0B7 2 5566 11.50 (0 56) 
OTS 060 2 51B6 9.00 (0 68) 
0BO 06B 2 7582 31.00 173 
0 65 0 73 2 9445 1300 (0 39) 
0 75 060 2 6073 17 00 008 
090 OBS 2 5541 31.00 173 
090 0 64 2 6110 1550 (0 09) 
005 074 25449 1600 (0 04) 
0.85 076 2 7285 1150 (0 56) 
OBS 071 2 6596 55 00 (3) 455 
OSO 077 2 9482 17 00 008 
OBO 084 2S370 41 00 (3) 2 91 
095 086 2B467 12 00 (0 51) 
OBO 069 2B273 IB 00 020 
0 73 057 2 8672 IS 00 032 
OSO 083 2B265 7.00 (1 09) 
OBS 072 2 6544 6 50 (0 92) 
090 0 TB 2 7228 16 50 0 26 
080 0B3 2B70B 14 00 (027) 
090 084 28650 13 00 (0 39) 
0 75 063 2 5107 13 50 (0 33) 
0 80 064 2 5824 2150 0 61 
000 081 2 6158 7.50 (104) 
095 087 2B472 8 50 (0 92) 
0 76 0 59 2B161 1050 (0 SB) 
090 0B3 29420 17.50 014 
OBS 0 76 2 6087 19 50 038 
0 75 062 27436 750 11 04) 
080 0 67 2 9669 12 SO (045) 
OfiO 0 79 2 9314 23 00 079 
080 066 2 5565 15 50 (0 09) 
090 0 81 2 6849 12 00 (0 51) 
005 088 2.9531 11 00 10 62) 
OBS 071 27353 11 00 (0 G2) 
080 0 67 2.7902 1950 0 38 
0 75 061 2 5468 10 00 (0 74) 
OBO 063 2 8148 40 50(3) 285 

oes 089 28117 25 00 1 02 
090 0 81 2.5970 700 (109) 
OSO 083 2B34B 10 00 (0 74) 
OBS 075 29757 BOO (0 98) 
0 75 058 2SC61 13 00 (0 39) 
095 OBS 2.7480 1600 (0 04) 
OBS 0 7S 2 6469 14 00 (0 27) 
OBO 065 29638 18 00 0 20 
OBO 065 2 6275 19 50 038 
0 7S 061 2 7357 10 00 (0 74) 

U.bfi 07T 

0.85 0.73 (4) 2.7367 (51 

Mean (3) 

Conclusion (6) 

See pages 5 and 6 (or noles 



Proxy Group of Thirty-six Non-Ulility 
Companies Comparable to Ihe Proxy Group of 
Eight Valua Une Gas Distribution Companies (7) 
Allstate Corp. 
BOK Financial 
BRE Properties 
Bank of Hawaii 
Cedar Fair LP. 
Chevron Corp. 
City National Corp. 
Duke Really Corp. 
Ecolab Inc. 
Equity Office P'plys 
Equity Residential 
Exxon Mobil Corp. 
First Horizon National 
Gannett Co-
Genuine Paris 
Harte-Hanks 
Klmco Realty 
Liberty Property 
Marke! Corp. 
McClalchy Co. 
McGraw-Hill 
Mercury General 
Moody's Corp. 
New York Times 
Pitney Bowes 
Plum Creek Timber 
Protective Life 
Simon Property Group 
St. Joe Corp. 
Transatlantic Hldgs. 
Union Pacific 
Unlled Dominion R'lty 
Universal Corp. 
Waf-Mart Stores 
Washington Federal 
Webster Fln'l 

Average for the Non-Utility Group 

Average for the Proxy Group of Nine Value Line 
Gas Distribution Companies 
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Nalinnal Fuel Gas Distribulion Corporation 
Comparable Earnings Analysis 

for a Proxy Group of Thirty-Six Non-Ulllity Companies Comparable lo 
Ihe.proxy.Group of Nine Valun Line Gas Distribulion Companies f7) 

5-Year Projected Rate of Retum on 
Standard 

Error 
ofthe 

Net Worth, Equity or Partners* 
Capital (2) 

Adj. Unadj. 
Beta Bets Regression Percent 

0.90 0.77 2.5832 13.00 % 
0.85 0.71 2.5848 13.00 
0.75 0.60 2.4042 9.00 
0.90 0.61 2.2667 21.00 
0.70 0.54 2.3394 37.50 (8) 
0.85 0.73 2.2628 17.50 
0.80 0.67 2.3911 16.50 
0.75 0.60 2.5186 9.00 
0.85 0.76 2.3784 24.50 
0.75 0.55 2.4039 7.50 
0.80 0.64 2.4498 6.00 
0.85 0.75 2.2324 16.50 
0 65 0.74 2.5449 16.00 
0.90 0.77 2.2191 13.00 
0.90 0.78 2.1745 14.50 
0.90 0.79 2.3850 18.50 
0.75 0.57 2.3201 18.00 
0.75 0.60 2.4684 14.00 
0.75 0.62 2.5107 13.50 
0.75 0.54 2.3070 10.00 
0.80 0.64 2.5824 21.50 
0.85 0.71 2.4919 15,50 
0.75 0.58 2.4653 35.00 (8) 
0.85 0.76 2.4422 16.00 
0.90 0.78 2.2537 32.50 (8) 
0.80 0.66 2.5585 15.50 
0.90 0.80 2.3361 11.50 
0.75 0.61 2.5468 10.00 
0.85 0.73 2.4750 19.00 
0.80 0.65 2.3995 12.00 
0.85 0.73 2.4196 9.00 
0.75 0.55 2.2699 8.00 
0.75 0.58 2.5B61 13.00 
0.60 0.66 2.4482 21.50 
0.85 0.70 2.2850 14.50 
0.90 0.80 2.3711 10.00 

(1.02 0.68 2.407T 

0.82 0.68 (9) 2.3821 (10) 

Student's 
T-Test 

(0-41) 
(0.41) 
(0.96) 
0.69 
2.95 
0.21 
0.07 
(0.96) 
1.17 

(1.16) 
(1.37) 
0.35 
0.00 

(0.41) 
(0.20) 
0.35 
0.28 

(0.27) 
(0.34) 
(0.82) 
0.76 

(0.06) 
2.61 
0.00 
2.27 

(0.06) 
(0.61) 
(0.82) 
0.42 

(0.54) 
(0.96) 
(1.09) 
(0.41) 
0.76 

(0.20) 
(0.82) 

Mean (8) 

Conclusion (6) 

14.24 % 

14.48 % 

See pages 5 and 6 for noles. 
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Notes: 

National Fuel Gas Distribution Corporation 
Comparable Earnings Analvsis 

(1) The criteria for selection of the proxy group of sixty-four non-utility companies was 
that the non-utility companies be domestic and have a meaningful projected 2008 -
2010 rate of return on net worth or partners' capital as reported in Value Line 
Investment Survey (Standard Edition). The proxy group of sixty-four non-utility 
companies was selected based upon the proxy group of four gas distribution 
companies' unadjusted beta range of 0.57 - 0.89 and standard error of the 
regression range of 2.4963 - 2.9771. These ranges are based upon plus or minus 
two standard deviations ofthe unadjusted beta and standard error of the regression 
as detailed in Mr. Hanley's accompanying direct testimony. Plus or minus two 
standard deviations captures 95.5% of the distribution of unadjusted betas and 
standard errors of the regression. 

(2) 2008-2010. 

(3) The Student's T-statistic associated with this projected return exceeds 1.960 at the 
95% level of confidence. Therefore, it has been excluded, as an outlier, to anive at a 
proper mean projected retum as fully explained in the accompanying direct 
testimony. 

(4) The standard deviation of the proxy group of four gas distribution companies' 
unadjusted beta is 0.0777. 

(5) The standard deviation of the proxy group of four gas distribution companies' 
standard error of the regression is 0.1202. The standard deviation ofthe standard 
error of the regression is calculated as follows: 

Standard Deviation of the Standard Error of the Regression = 

Standard Error of the Regression 
/2N 

Where: N = number of observations. Since Value Line betas are derived from 
weekly price change observations over a period of five years, N = 259 

Thus. 0.1202= 2.7367 = 2.7367 
/518 22.7596 

(6) Average of 5-year projected rates of return excluding those above 20% and below 
9.45% for reasons fully explained in Mr. Hanley's testimony. 

(7) The criteria for selection of the proxy group of thirty-six non-utility companies was 
that the non-utility companies be domestic and have a meaningful projected 2008 -
2010 rate of return on net worth or partners' capital as reported in Value Line 
Investment Survey (Standard Edition). The proxy group of twenty-three non-utility 
companies was selected based upon the proxy group of nine Value Line gas 
distribution companies' unadjusted beta range of 0.54-0.82 and standard error of 
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National Fuel Gas Distribution Corporation 
Comparable Earnings Analvsis 

the regression range of 2.1727 - 2.5915. These ranges are based upon plus or 
minus two standard deviations of the unadjusted beta and standa rd error of the 
regression as detailed in Mr. Hanley's accompanying direct testimony. Plus or minus 
two standard deviations captures 95.5% of the distribution of unadjusted betas and 
standard errors ofthe regression 

(8) The Student's T-statistic associated with this projected return exceeds 1.960 at the 
95% level of confidence. Therefore, it has been excluded, as an outlier, to arrive at a 
proper mean projected return as fully explained in the accompanying direct 
testimony. 

(9) The standard deviation of the proxy group of nine Value Line gas distribution 
companies' unadjusted beta is 0.0676. 

(10) The standard deviation of the proxy group of nine Value Line gas distribution 
companies' standard error of the regression is 0.1047= (2.3821 / 22.7596). 

Source of Information: Value Line, Inc., Proprietary database, March 16, 2006 
Value Line Investment Survey (Standard Edition) 
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hlalinpal F""! GHS Dlstribmjpn Cprpomllon 
Aijlhori7Bri RnlLims on Common Eouily and 

ComrnPO.EquHy Rallos for Ras Distribution CompanieB 
far thn pPrinri .lannairv 2004 through March 2QQB 

Authorized Relum on Authorized Common 
Company Date Jurisdiction Common Equity Equity Rallo 

Madison Gas and Electric 01/13/04 WI 12.00 % 55.91 % 
Public Service Co of New Mexico 01/13/04 NM 1025 (D 47.77 

City Gas Co. of Florida 02/09/04 FL 11.25 36.77 (2, 3) 
Southwest Gas Corpora Won 03/16/04 CA 10.90 42.00 

Interstate Power & Llghl 04/05/04 MN 11.00 47.15 

TXU-Gas 05/25/04 TX 10 00 49.80 

Southern Indiana Gas & Electric 06/30/04 IN 10.50 (D 44.00 (2) 

South Jersey Gas 07/08/04 NJ 10.00 (D 46 00 

Centerpoint Energy Arida 07/22/04 LA 10.25 (1) 45.80 <4> 
Southwest Gas, Southern Division 08/26/04 NV 10 50 40.00 
Southern Gas. Northern Division 08/26/04 NV 1050 40.00 

Avista Corporation 09/08/04 ID 10.40 42.59 

Missouri Gas Energy 09/21/04 MO 10 50 29.99 

Consolidated Edison of New York 09/27/04 NY 10.30 (1) 4800 

Washington Gas 09/27/04 VA 10.50 (D 50.96 

Chattanooga Gas 10/20/04 TN 10.20 35 50 

Indiana Gas 11/30/04 IN 10.60 (1) 5006 

Yankee Gas Service 12/08/04 CT 9.90 (D 47.90 

Wisconsin Public Service 12/21/04 WI 11.50 57.35 

Madison Gas and Electric 12/22/04 WI 11.50 57.64 

Centerpoint Energy Arkla 12/26/04 OK 10.25 (D 49.86 

Puget Sound Energy 02/16/05 WA 10.30 43.00 

SEMCO Energy Gas 03/29/05 Ml 11.00 ID 

•-
Vectren Energy Delivery of Ohio 04/13/05 OH 10.60 48.10 (5) 

Michigan Consolidated Gas 04/28/05 Ml 11.00 39 31 (2,3) 

AmerenlP • Formoriy Illinois Power 05/17/05 IL 1000 ( i ) 53 09 

CenterPolnt Energy Mlnnegasco 06/06/05 MN 10.16 50.27 

Atlanta Gas Light 06/10/05 GA ' -10.90 (D 

-• 
(6) 

Enlergy Gulf Stales - 07/06/05 LA 10.50 (D 47,52 

Wisconsin Power and Light 07/19/05 WI 11.50 81.75 

Northern Stales Power 08/11/05 MN 10.40 (D 50.24 (3) 
Centerpoint Energy Arkansas Gas 09/19/05 AR 9.45 31.80 (2) 

Northern Illinois Gas - Now Nicor Gas 09/30/05 IL 10.51 56.37 
Oklahoma Nalural Gas 10/04/05 OK 9.90 (D 46.76 

Inierstale Power & Ught 10/14/05 IA 10.40 (D 49.35 (3) 
South Caroline Electric S Gas 10/31/05 SC 10.26 (D 50.75 

(2) Arkansas Western Gas 11/02/05 AR 9.70 33.03 (2) 

Bay Stale Gas 11/30/05 MA 10.00 53.95 
(2, 5) Arkansas Oklahoma Gas 12/09/05 AR 9.70 41.04 (2, 5) 

Madison Gas and Electric 12/12/05 WI 11.00 56 65 

Pacific Gas and Electric 12/16/05 CA 11.35 52 00 

San Diego Gas & Eleclrlc 12/16/05 CA 10.70 49 00 

Baltimore Gas & Electric 12/21/05 MD 11.00 48 40 

Avista Corporation 12/21/05 WA 10.40 (D 40 00 

Wisconsin Public Service 12/22/05 WI 11.00 59 73 

Union Light, Heat & Power 12/22/05 KY 10.20 54.45 

Southern Connecticut Gas 12/28/05 CT 10 00 (D 51.28 

Northern Stales Power 01/05/06 WI 1100 53.66 

Wisconsin Electric Power 01/25/06 WI 11 20 56.34 

Wisconsin Gas 01/25/06 WI 11 20 50.20 

Public Service Co. of Colorado 02/03/06 CO 10 50 (D 55 49 

Southwest Gas 02/23/06 AZ 9 50 40 00 (D 
Aquila 03/01/06 IA 10 40 (1) 51 39 (5) 

Average 10.54 % 47.64 % 

Average of Litigated Cases 10.67 % 47.30 % 

Noles: (1) Order followed stipulation or setllemenl by Ihe parties Decision 
particulars nol necessarily precedent-setting or specifically adopted 
by Ihe regulatory body. 

(2) Capital strudure Includes cost-free Herns or lax credit balances al 
the overall rate of retum 

(3) Interim rates Implemented prior to issuance of final order. 

(4) Hypothellcal capital structure utilized. 

(5) Estimated 

(6) Revised 

Source oflnformation: Major Rale Case Decisions - January 2004 - December 2005 
Regulatory Focus • Supplemental Studies, January 12,2006 

Major Rale Case Decisions • January 2006 - March 31,2006 
Regulatory Focus - Supplemental Studies, April 5, 2006 
Published by Regulatory Research Associates, Inc , An SNL Energy Company 
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NATIONAL FUEL GAS DISTRIBUTION CORPORATION 
PENNSYLVANIA RATE JURISDICTION 

53.53 II. RATE OF RETURN 
A. ALL UTILITIES 

1. Provide capitalization and capitalization ratios for the last five-year period 
and projected through the next two years. (With short-term debt and without 
short-term debt.) (Company, Parent and System [consolidated].) 

a. Provide year-end interest coverage before and after taxes for the last 
three years and at latest date. (Indenture and SEC Basis.) (Company, 
Parent and System [consolidated].) 

b. Provide year-end preferred stock dividend coverage for the last three 
years and at latest date (Charter and SEC Basis). 

1. Capitalization and capitalization ratios for 2001 through 2005 can be found in 
Exhibit No. 400, Schedule 3, pages 1 and 2. Capitalization and capitalization 
ratios projected at September 30, 2006 and 2007 are as follows: 

(in millions) NFG Consolidated NFG Consolidated Distribution Corp. Distribution Corp. (in millions) 
September 30, 2006 September 30, 2007 September 30, 2006 September 30, 2007 
Amount Ratio Amount Ratio Amount Ratio Amount Ratio 

Long-Term Debt $ 1,119 44.6% $ 1,110 41.8% $ 258 28.5% $ 258 28.1% 

Short-Term Debt 163 6.5% 124 4.7% 123 13.6% 162 17.6% 

Total Debt 1,282 51.1% 1,234 46.5% 381 42.1% 420 45.7% 
Common Equity 1,226 48.9% 1,424 53.5% 524 57.9% 498 54.3% 

Total Capital $ 2,508 100.0% $ 2,658 100.0% $ 905 100.0% $ 918 100.0% 

a. 

Indenture 
SEC 

December 31, 
2005 
5.36 
4.22 

Twelve Months Ended 
September 30, 

2005 
September 30, 

2004 
5.19 
3.92 

4.75 
3.67 

September 30, 
2003 
4.52 
3.91 

b. Not applicable. 
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NATIONAL FUEL GAS DISTRIBUTION CORPORATION 
PENNSYLVANIA RATE JURISDICTION 

53.53 II. RATE OF RETURN 
A. ALL UTILITIES 

2. Provide latest quarterly financial report (Company and Parent) 

National Fuel Gas Distribution Corporation does not publish quarterly financial 
reports. 

Attached is National Fuel Gas Company's December 31, 2005 Form 10-Q. 
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UNITED STATES ^ 
SECURITIES AND EXCHANGE COMMISSION 

Washington. D.C. 20549 

FORM 10-Q 
[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) 

OF THE SECURITIES EXCHANGE ACT OF 1934 

For the quarterly period ended December 31. 2005 

OR 

[ ] TRANSITION R E P O R T P U R S U A N T T O S E C T I O N 13 O R 15(d) 
O F T H E S E C U R I T I E S E X C H A N G E A C T O F 1934 

For the transition period from to 

C o m m i s s i o n File Number 1-3880 

NATIONAL FUEL GAS COMPANY 
(Exact name of registrant as specified in its charter) 

New J e r s e y 13-1086010 
(State or other jurisdiction of (I.R.S. Employer 
incorporation or organization) Identification No.) 

6363 Main Street 
Will iamsville, New York 14221 

(Address of principal executive offices) (Zip Code) 

(716) 857-7000 
(Registrant's telephone number, including area code) 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months and (2) has been subject to 
such filing requirements for the past 90 days. YES X NO 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non­
accelerated filer. See definition of "accelerated filer and large accelerated filer" in Rule 12b-2 of the 
Exchange Act. (Check one): Large Accelerated Filer X Accelerated Filer Non-Accelerated 
Filer 

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the 
Exchange Act). YES NO X 

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the 
latest practicable date: 

Common stock, $1 par value, outstanding at January 31, 2006: 84,509,054 shares. 
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Frequently used abbreviations or acronyms used in this report: 
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National Fuel Gas Companies 
Data-Track 
Distribution Corporation 
Empire 
ESNE 
Highland 
Horizon 
Horizon LFG 
Horizon Power 
Leidy Hub 
Model City 
National Fuel 
NFR 
Registrant 
Seneca 
Seneca Energy 
Supply Corporation 
The Company 

U.E. 

Regulatory Agencies 
FASB 
FERC 
NYPSC 
PaPUC 
SEC 

Other 
2005 Form lO-K 

APB 20 
APB 25 

Bbl 
Bcf 

Board foot 

Capital expenditure 

Cashout revenues 

Degree day 

Derivative 

Data-Track Account Services, Inc. 
National Fuel Gas Distribution Corporation 
Empire State Pipeline 
Energy Systems North East, LLC 
Highland Forest Resources, Inc. 
Horizon Energy Development, Inc. 
Horizon LFG, Inc. 
Horizon Power, Inc. 
Leidy Hub, Inc. 
Model City Energy, LLC 
National Fuel Gas Company 
National Fuel Resources, Inc. 
National Fuel Gas Company 
Seneca Resources Corporation 
Seneca Energy II, LLC 
National Fuel Gas Supply Corporation 
The Registrant, the Registrant and its subsidiaries or the Registrant's 

subsidiaries as appropriate in the context of the disclosure 
United Energy, a.s. 

Financial Accounting Standards Board 
Federal Energy Regulatory Commission 
State of New York Public Service Commission 
Pennsylvania Public Utility Commission 
Securities and Exchange Commission 

The Company's Annual Report on Form 10-K for the year ended 
September 30, 2005 

Accounting Principles Board Opinion No. 20, Accounting Changes 
Accounting Principles Board Opinion No. 25, Accounting for 

Stock Issued to Employees 
Barrel (of oil) 
Billion cubic feet (of natural gas) 
A measure of lumber and/or timber equal to 12 inches in length by 12 

inches in width by one inch in thickness. 
Represents additions to property, plant, and equipment, or the amount of 

money a company spends to buy capital assets or upgrade its existing 
capital assets. 

A cash resolution of a gas imbalance whereby a customer pays Supply 
Corporation for gas the customer receives in excess of amounts 
delivered into Supply Corporation's system by the customer's shipper. 

A measure of the coldness of the weather experienced, based on the 
extent to which the daily average temperature falls below a reference 
temperature, usually 65 degrees Fahrenheit. 

A financial instrument or other contract, the terms of which include an 
underlying (a price, interest rate, index rate, exchange rate, or other 
variable) and notional amount (number of units, barrels, cubic feet, 
etc.). 
The terms also permit for the instrument or contract to be settled net 
and no initial net investment is required to enter into the financial 
instrument or contract. Examples include futures contracts, options, 
no cost collars and swaps. 

-2-
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GLOSSARY OF TERMS (Cont. 

Dth 

Energy Policy Act 
Exchange Act 
Expenditures for 
long-lived assets 

FIN 47 

Firm transportation 
and/or storage 

GAAP 
Goodwill 

Hedging 

Hub 

Interruptible transportation 
and/or storage 

LIFO 
Mbbl 
Mcf 
MD&A 

MDth 
MMcf 
Order 667 

Order 2004 

Precedent Agreement 

Proved developed reserves 

Proved undeveloped 
reserves 

PUHCA 1935 
PUHCA 2005 
Reserves 

Restructuring 

SFAS 

) Exhibit No. 402 
Witness: Bauer 

Dekatherm; one Dth of natural gas has a heating value of 1,000,000 Page 4 
British thermal units, approximately equal to the heating value of 1 Mcf 
of natural gas. 

Energy Policy Act of 2005 
Securities Exchange Act of 1934, as amended 

Includes capital expenditures, stock acquisitions and/or investments in 
partnerships. 

FASB Interpretation No. 47, Accounting for Conditional Asset Retirement 
Obligations - an interpretation of SFAS 143 

The transportation and/or storage service that a supplier of such service 
is obligated by contract to provide and for which the customer is 
obligated to pay whether or not the service is utilized. 

Accounting principles generally accepted in the United States of America 
An intangible asset representing the difference between the fair value of 

a company and the price at which a company is purchased. 
A method of minimizing the impact of price, interest rate, and/or foreign 

currency exchange rate changes, often times through the use of 
derivative financial instruments. 

Location where pipelines intersect enabling the trading, transportation, 
storage, exchange, lending and borrowing of natural gas. 

The transportation and/or storage service that, in accordance with 
contractual arrangements, can be interrupted by the supplier of such 
service, and for which the customer does not pay unless utilized. 

Last-in, first-out 
Thousand barrels {of oil) 
Thousand cubic feet (of natural gas) 
Management's Discussion and Analysis of Financial Condition and 

Results of Operations 
Thousand dekatherms (of natural gas) 
Million cubic feet (of natural gas) 
An order issued by FERC entitled "Repeal of the Public Utility Holding 

Company Act of 1935 and Enactment of the Public Utility Holding 
Company Act of 2005" 

An order issued by FERC entitled "Standards of Conduct for 
Transmission Providers" 

An agreement between a pipeline company and a potential customer to 
sign a service agreement after specified events (called 
"conditions precedent") happen, usually within a specified time. 

Reserves that can be expected to be recovered through existing wells 
with existing equipment and operating methods. 

Reserves that are expected to be recovered from new wells on undrilled 
acreage, or from existing wells where a relatively major expenditure is 
required to make these reserves productive. 

Public Utility Holding Company Act of 1935, as amended 
Public Utility Holding Company Act of 2005 
The unproduced but recoverable oil and/or gas in place in a formation 

which has been proven by production. 
Generally referring to partial "deregulation" of the utility industry by 

statutory or regulatory process. Restructuring of federally regulated 
pipelines separate (or "unbundled") gas commodity service from 
transportation service for wholesale and large-volume retail markets. 
State restructuring programs attempt to extend the same process to 
retail mass markets. 

Statement of Financial Accounting Standards 

-3-



GLOSSARY OF TERMS (Concl.) 
Exhibit No. 402 

Statement of Financial Accounting Standards No. 3, Reporting Witness: Bauer 
Accounting Changes in Interim Financial Statements Page 5 

Statement of Financial Accounting Standards No. 123, Accounting 
for Stock-Based Compensation 

Statement of Financial Accounting Standards No. 123R, 
Share-Based Payment 

Statement of Financial Accounting Standards No. 143, Accounting for 
Asset Retirement Obligations 

Statement of Financial Accounting Standards No. 154, Accounting 
Changes and Error Corrections 

Investments in corporations. 
A service that has been separated from other services, with rates 

charged that reflect the cost of only the separated service. 
Weather normalization clause; a clause in utility rates which adjusts 

customer rates to allow a utility to recover its normal operating costs 
calculated at normal temperatures. If temperatures during the 
measured period are warmer than normal, customers are assessed 
a surcharge. If temperatures during the measured period are colder 
than normal, customers receive a credit. 

SFAS 3 

SFAS 123 

SFAS 123R 

SFAS 143 

SFAS 154 

Stock acquisitions 
Unbundled service 

WNC 
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a. Consolidated Statements of Income and Earnings Reinvested in the 
Business - Three Months Ended December 31, 2005 and 2004 6 
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and September 30, 2005 7 - 8 
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Months Ended December 31, 2005 and 2004 10 

e. Notes to Consolidated Financial Statements 11 - 21 

Item 2. Management's Discussion and Analysis of Financial 

Condition and Results of Operations 22 - 36 

Item 3. Quantitative and Qualitative Disclosures About Market Risk 36 

Item 4. Controls and Procedures 36 

Part II. Other Information 

Item 1. Legal Proceedings 36 - 38 

Item 1 A. Risk Factors 38 

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 38 

Item 3. Defaults Upon Senior Securities 

Item 4. Submission of Matters to a Vote of Security Holders 

Item 5. Other Information 

Item 6. Exhibits 38-39 

Signatures 40 

• The Company has nothing to report under this item. 

Reference to "the Company" in this report means the Registrant or the Registrant and its 
subsidiaries collectively, as appropriate in the context of the disclosure. All references to a certain year in 
this report are to the Company's fiscal year ended September 30 of that year, unless otherwise noted. 

This Form 10-Q contains "forward-looking statements" within the meaning of Section 21E of the 
Securities Exchange Act of 1934. Forward-looking statements should be read with the cautionary 
statements and important factors included in this Form 10-Q at Item 2 - MD&A, under the heading "Safe 
Harbor for Forward-Looking Statements." Forward-looking statements are all statements other than 
statements of historical fact, including, without limitation, those statements that are designated with an 
asterisk {"*") following the statement, as well as those statements that are identified by the use of the 
words "anticipates," "estimates," "expects," "intends," "plans," "predicts," "projects," and similar 
expressions. 
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Three Months Ended 
December 31, 

(Thousands of Dollars, Except Per Common Share Amounts) 2005 2004 
INCOME 
Operating Revenues $710,756 $500,283 
Operating Expenses 

Purchased Gas 436,778 256,156 
Operation and Maintenance 103,628 92,623 
Property, Franchise and Other Taxes 17,181 17,056 
Depreciation, Depletion and Amortization 43,046 42,709 

600,633 408,544 
Operating Income 110,123 91,739 
Other Income (Expense): 

Income from Unconsolidated Subsidiaries 1,264 785 
Interest Income 1,134 272 
Other Income 741 552 
Interest Expense on Long-Term Debt (18,218) (18,376) 
Other Interest Expense (1.775) (2.417) 

Income from Continuing Operations Before 
Income Taxes 93,269 72,555 
Income Tax Expense 35,850 27,725 

Income from Continuing Operations 57,419 44,830 

Income from Discontinued Operations, Net of Tax 5,608 

Net Income Available for Common Stock 57,419 50,438 

EARNINGS REINVESTED IN THE BUSINESS 
Balance at October 1 813,020 718,926 

870,439 769,364 
Dividends on Common Stock 
(2005 - $0.29; 2004 - $0.28) 24,488 23,274 
Balance at December 31 $845,951 $746,090 

Earnings Per Common Share: 
Basic: 

Income from Continuing Operations $0.68 $0.54 
Income from Discontinued Operations - 0.07 
Net Income Available for Common Stock $0.68 $0:61 

Diluted: 
Income from Continuing Operations $0.67 $0.53 
Income from Discontinued Operations - 0.07 
Net Income Available for Common Stock $0.67 $0.60 

Weighted Average Common Shares Outstanding: 
Used in Basic Calculation 84,422,717 83,150,086 
Used in Diluted Calculation 86,256,862 84,638,106 

See Notes to Condensed Consolidated Financial Statements 
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Consolidated Balance Sheets _ ft 

(Unaudited) K a g e 0 

December 31, September 30, 
2005 2005 

(Thousands of Dollars) 

ASSETS 
Property, Plant and Equipment $4,471,581 $4,423,255 

Less - Accumulated Depreciation, Depletion 
and Amortization 1,602,254 1,583,955 

2,869,327 2,839,300 
Current Assets 

Cash and Temporary Cash Investments 64,464 57,607 
Hedging Collateral Deposits 38,691 77,784 
Receivables - Net of Allowance for Uncollectible Accounts of 
$33,279 and $26,940, Respectively 289,229 155,064 

Unbilled Utility Revenue 97,932 20,465 
Gas Stored Underground 60,040 64,529 
Materials and Supplies - at average cost 32,063 33,267 
Unrecovered Purchased Gas Costs 28,552 14,817 
Prepayments and Other Current Assets 53,697 65,469 
Deferred Income Taxes 47,635 83,774 
Fair Value of Derivative Financial Instruments 797 -

713,100 572,776 

Other Assets 
Recoverable Future Taxes 85,000 85,000 
Unamortized Debt Expense 17,025 17,567 
Other Regulatory Assets 50,790 47,028 
Deferred Charges 3,864 4,474 
Other Investments 82,336 80,394 
Investments in Unconsolidated Subsidiaries 10,771 12,658 
Goodwill 5,476 5,476 
Intangible Assets 41,637 42,302 
Other 10,609 15,677 

307,508 310,576 

Total Assets $3,889,935 $3,722,652 

See Notes to Condensed Consolidated Financial Statements 
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(Thousands of Dollars) 

CAPITALIZATION AND LIABILITIES 
Capitalization: 
Comprehensive Shareholders' Equity 

Common Stock, $1 Par Value 
Authorized - 200,000,000 Shares; 

December 31, 
2005 

September 30, 
2005 

Issued And Outstanding - 84,498,511 Shares 
And 84,356,748 Shares, Respectively $ 84,499 $ 84,357 
Paid in Capital 538,907 529,834 
Earnings Reinvested in the Business 845,951 813,020 
Total Common Shareholder Equity Before 

Items of Other Comprehensive Loss 1,469,357 1,427,211 
Accumulated Other Comprehensive Loss (148,064) (197,628) 

Total Comprehensive Shareholders' Equity 1,321,293 1,229,583 
Long-Term Debt,.Net of Current Portion 1,116.779 1,119,012 
Total Capitalization 2,438,072 2,348,595 

Current and Accrued Liabilities 
Notes Payable to Banks and 
Commercial Paper 74,800 -
Current Portion of Long-Term Debt 9,516 9,393 
Accounts Payable 212,067 155,485 
Amounts Payable to Customers 1,031 1,158 
Dividends Payable 24,488 24,445 
Other Accruals and Current Liabilities 58,788 60,404 
Fair Value of Derivative Financial Instruments 127,428 209,072 

508,118 459,957 

Deferred Credits 
Deferred Income Taxes 500,982 489,720 
Taxes Refundable to Customers 11,066 11,009 
Unamortized Investment Tax Credit 6,621 6,796 
Cost of Removal Regulatory Liability 91,724 90,396 
Other Regulatory Liabilities 64,360 66,339 
Pension and Other Post-Retirement Benefit Liabilities 153,242 143,687 
Asset Retirement Obligation 41,647 41,411 
Other Deferred Credits 74,103 64,742 

943,745 914,100 
Commitments and Contingencies - -

Total Capitalization and Liabilities $3,889,935 $3,722,652 

See Notes to Condensed Consolidated Financial Statements 
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(Thousands of Dollars) 

OPERATING ACTIVITIES 

Three Months Ended 
December 31, 

2005 2004 

Net Income Available for Common Stock $57,419 $50,438 
Adjustments to Reconcile Net Income to Net Cash 
Provided by Operating Activities: 

Depreciation, Depletion and Amortization 43,046 46,940 
Deferred Income Taxes 16,653 (1,864) 
Income from Unconsolidated Subsidiaries, Net of 

Cash Distributions 1,887 715 
Minority Interest in Foreign Subsidiaries - 937 
Excess Tax Benefits Associated with Stock-Based 

Compensation Awards (6,439) -
Other 3,159 2,684 
Change in: 

Hedging Collateral Deposits 39,093 973 
Receivables and Unbilled Utility Revenue (211,491) (132,963) 
Gas Stored Underground and Materials and 
Supplies 5,692 12,824 
Unrecovered Purchased Gas Costs (13,735) 636 
Prepayments and Other Current Assets 17,075 6,946 
Accounts Payable 56,580 43,950 
Amounts Payable to Customers (127) 7,640 
Other Accruals and Current Liabilities (554) 14,605 
Other Assets (3,083) (13,894) 
Other Liabilities 15,394 18,560 

Net Cash Provided by Operating Activities 20,569 59,127 

INVESTING ACTIVITIES 
Capital Expenditures (70,368) (40,022) 
Other (745) (1,046) 

Net Cash Used in Investing Activities (71,113) (41,068) 

FINANCING ACTIVITIES 
Change in Notes Payable to Banks and Commercial Paper 74,800 13,300 
Excess Tax Benefits Associated with Stock-Based 

Compensation Awards 6,439 -
Reduction of Long-Term Debt (2,110) (3,509) 
Dividends Paid on Common Stock (24,445) (23,210) 
Net Proceeds from Issuance of Common Stock 2,570 3,452 

Net Cash Provided by (Used in) Financing Activities 57,254 (9,967) 

Effect of Exchange Rates on Cash 147 5,339 
Net Increase in Cash and Temporary Cash Investments 

Cash and Temporary Cash Investments at October 1 

6,857 

57,607 

13,431 

57,541 

Cash and Temporary Cash Investments at December 31 $64,464 $70,972 

See Notes to Condensed Consolidated Financial Statements 
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Consolidated Statements of Comprehensive Income 
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(Thousands of Dollars) 

Net Income Available for Common Stock 
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Three Months Ended 
December 31, 

2005 

$57,419 

2004 

$50,438 
Other Comprehensive Income, Before Tax: 

Foreign Currency Translation Adjustment 255 30,984 
Unrealized Gain on Securities Available for Sale 
Arising During the Period 1,142 1,129 

Unrealized Gain on Derivative Financial Instruments 
Arising During the Period 40,997 20,102 

Reclassification Adjustment for Realized Losses on 
Derivative Financial Instruments in Net Income 37,931 18,196 

Other Comprehensive Income, Before Tax 80,325 70,411 
Income Tax Expense Related to Unrealized Gain 

on Securities Available for Sale Arising During the Period 400 395 
Income Tax Expense Related to Unrealized Gain on Derivative 

Financial Instruments Arising During the Period 15,776 7,727 
Reclassification Adjustment for Income Tax Benefit on 

Realized Losses from Derivative Financial Instruments 
In Net Income 14,585 6,911 

Income Taxes - Net 30,761 15,033 
Other Comprehensive Income 49,564 55,378 
Comprehensive Income $106,983 $105,816 

See Notes to Condensed Consolidated Financial Statements 
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National Fuei Gas Company 

Notes to Condensed Consolidated Financial Statements 
(Unaudited) 

Note 1 - Summary of Significant Accounting Policies 

Principles of Consolidation. The Company consolidates its majority owned entities. The equity 
method is used to account for minority owned entities. All significant intercompany balances and 
transactions are eliminated. 

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

Reclassification. Certain prior years amounts have been reclassified to conform with current year 
presentation. 

Earnings for Interim Periods. The Company, in its opinion, has included all adjustments that are 
necessary for a fair statement of the results of operations for the reported periods. The consolidated 
financial statements and notes thereto, included herein, should be read in conjunction with the financial 
statements and notes for the years ended September 30, 2005, 2004 and 2003 that are included in the 
Company's 2005 Form 10-K. The 2006 consolidated financial statements will be examined by the 
Company's independent accountants after the end of the fiscal year. 

The earnings for the three months ended December 31, 2005 should not be taken as a 
prediction of earnings for the entire fiscal year ending September 30, 2006. Most of the business of the 
Utility and Energy Marketing segments is seasonal in nature and is influenced by weather conditions. 
Due to the seasonal nature of the heating business in the Utility and Energy Marketing segments, 
earnings during the winter months normally represent a substantial part of the earnings in those 
segments for the entire fiscal year. 

Consolidated Statement of Cash Flows. For purposes of the Consolidated Statement of Cash Flows, 
the Company considers all highly liquid debt instruments purchased with a maturity of generally three 
months or less to be cash equivalents. 

Hedging Collateral Deposits. Cash held in margin accounts serve as collateral for open positions on 
exchange-traded futures contracts, exchange-traded options and over-the-counter swaps and collars. 

Gas Stored Underground - Current. In the Utility segment, gas stored underground - current is carried 
at lower of cost or market, on a LIFO method. Gas stored underground - current normally declines 
during the first and second quarters of the year and is replenished during the third and fourth quarters. In 
the Utility segment, the current cost of replacing gas withdrawn from storage is recorded in the 
Consolidated Statements of Income and a reserve for gas replacement is recorded in the Consolidated 
Balance Sheets under the caption "Other Accruals and Current Liabilities." Such reserve, which 
amounted to $18.4 million at December 31, 2005, is reduced to zero by September 30 of each year as 
the inventory is replenished. 

Accumulated Other Comprehensive income (Loss). The components of Accumulated Other 
Comprehensive Income (Loss), net of related tax effect, are as follows (in thousands): 
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Minimum Pension Liability Adjustment 
Cumulative Foreign Currency 

Translation Adjustment 
Net Unrealized Loss on Derivative 

Financial Instruments 
Net Unrealized Gain on Securities 

Available for Sale 
Accumulated Other Comprehensive Loss 

At December 31. 2005 

$(107,844) 

28,264 

(74,772) 

6.288 
SM 48.064) 

Exhibit No. 402 
Witness: Bauer 
Page 13 

At September 30. 2005 

$(107,844) 

28,009 

(123,339) 

5.546 
£M 97.628) 

Earnings Per Common Share. Basic earnings per common share is computed by dividing income 
available for common stock by the weighted average number of common shares outstanding for the 
period. Diluted earnings per common share reflect the potential dilution that could occur if securities or 
other contracts to issue common stock were exercised or converted into common stock. For purposes of 
determining diluted earnings per common share, the only potentially dilutive securities the Company has 
outstanding are stock options. The diluted weighted average shares outstanding shown on the 
Consolidated Statement of Income reflects the potential dilution as a result of these stock options as 
determined using the Treasury Stock Method. Stock options that are antidilutive are excluded from the 
calculation of diluted earnings per common share. For the quarters ended December 31, 2005 and 
December 31, 2004, there were no stock options excluded as being antidilutive. 

Stock-Based Compensation. The Company has various stock option and stock award plans which 
provide or provided for the issuance' of one or more of the following to key employees: incentive stock 
options, nonqualified stock options, restricted stock, performance units or performance shares. Stock 
options under all plans have exercise prices equal to the average market price of Company common 
stock on the date of grant, and generally no option is exercisable less than one year or more than ten 
years after the date of each grant. Restricted stock is subject to restrictions on vesting and 
transferability. Restricted stock awards entitle the participants to full dividend and voting rights. 
Certificates for shares of restricted stock awarded under the Company's stock option and stock award 
plans are held by the Company during the periods in which the restrictions on vesting are effective. 
Restricted stock awards generally lapse ratably over a period of not more than ten years after the date of 
each grant. 

Prior to October 1, 2005, the Company accounted for its stock-based compensation under the 
recognition and measurement principles of APB 25 and related interpretations. Under that method, no 
compensation expense was recognized for options granted under the Company's stock option and stock 
award plans. The Company did record, in accordance with APB 25, compensation expense for the 
market value of restricted stock on the date of the award over the periods during which the vesting 
restrictions existed. 

Effective October 1, 2005, the Company adopted SFAS 123R, which requires the measurement 
and recognition of compensation cost at fair value for all share-based payments, including stock options. 
The Company has chosen to use the modified version of prospective application, as allowed by SFAS 
123R. Using the modified prospective application, the Company is recording compensation cost for the 
portion of awards granted prior to October 1, 2005 for which the requisite service had not been rendered 
and is recognizing such compensation cost as the requisite service is rendered on or after October 1, 
2005. Such compensation expense is based on the grant-date fair value of the awards as calculated for 
the Company's disclosure using a Binomial option-pricing model under SFAS 123. Any new awards, 
modifications to awards, repurchases of awards, or cancellations of awards subsequent to September 
30, 2005 will follow the provisions of SFAS 123R, with compensation expense being calculated using the 
Black-Scholes-Merton closed form model. The Company has chosen the Black-Scholes-Merton closed 
form model since it is easier to administer than the Binomial option-pricing model. Furthermore, since 
the Company does not have complex stock-based compensation awards, it does not believe that 
compensation expense would be materially different under either model. There were no stock-based 
compensation awards during the quarters ended December 31, 2005 and December 31, 2004. Stock-
based compensation expense for the quarters ended December 31, 2005 and December 31, 2004 
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totaled approximately $149,000 and $164,000, respectively, and is included in operation and 
maintenance expenses in the consolidated statement of income. The total income tax benefit related 
to stock-based compensation expense during the quarters ended December 31, 2005 and December 
31, 2004 was approximately $59,000 and $65,000, respectively. There were no capitalized stock based 
compensation costs during the quarters ended December 31, 2005 and December 31, 2004. 

The following table illustrates the effect on net income and earnings per share of the Company 
had the Company applied the fair value recognition provisions of SFAS 123 relating to stock-based 
employee compensation for the quarter ended December 31, 2004: 

Three Months Ended 
December 31, 2004 

(In thousands, except per common share amounts) 

Net Income, Available for Common Stock, As Reported j 

Add: Stock-Based Employee Compensation Expense Included in 
Reported Net Income, Net of Tax 1 Qg 

Deduct: Total Stock-Based Employee Compensation Expense 
Determined Under Fair Value Based Method for all Awards, Net 
of Related Tax Effects 

Pro Forma Net Income Available for Common Stock 

(362) 

50,182 

Earnings Per Common Share: 

Basic-As Reported j Q g 1 

Basic-Pro Forma 0.60 

Diluted-As Reported $ Q gg 

Diluted-Pro Forma « Q 5 g 

Stock Options 

Transactions during the quarter ended December 31, 2005 were as follows (in thousands, except 
option prices and years): 
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• 

Number 
of Options 

Options Outstanding at September 30, 2005 

Granted 

Exercised 

Forfeited 

Weighted 
Average 
Exercise 

Price 

10,997 $ 

(178) 

23.78 

21.24 

Weighted 
Average 

Remaining 
Contractual 
Life (Years) 
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Aggregate 
Intrinsic 
Value 

Options Outstanding at December 31, 2005 

Options Exercisable at December 31, 2005 

10,819 $ 23.82 4.38 $ 79,699 

10,669 $ 23.82 4.38 $ 78,595 

The total intrinsic value of stock options exercised during the quarters ended December 31, 2005 
and December 31, 2004 totaled approximately $1.9 million and $2.9 million, respectively. The amount of 
cash received by the Company from the exercise of such stock options was approximately $2.7 million 
during the quarter ended December 31, 2005 and approximately $3.7 million during the quarter ended 
December 31, 2004. The tax benefit realized by the Company from the exercise of such stock options 
during the quarters ended December 31, 2005 and December 31, 2004 was $0.9 million and $1.1 million, 
respectively. No stock options were granted or became fully vested during the quarters ended 
December 31, 2005 and December 31, 2004. As of December 31, 2005, unrecognized compensation 
expense related to stock options totaled approximately $0.2 million, which will be recognized over a 
weighted average period of 1.3 years. 

For options granted prior to October 1, 2005, the fair value of options at date of grant was 
estimated using a Binomial option-pricing model with the following weighted average assumptions: 

Three Months Ended 
December 31, 

2005 2004 

• 

Risk Free Interest Rate 

Expected Life (years) 

Expected Volatility 

Expected Dividend Yield (Quarteriy) 

4.04% 

6.6 

21.2% 

1.10% 

4.81% 

5.7 

21.9% 

1.06% 

The risk-free interest rate is based on the yield of a Treasury Note with a remaining term 
commensurate with the expected term of the option. The expected life and expected volatility are based 
on historical experience. 

The Company used a forfeiture rate of 13.6% for calculating stock-based compensation expense 
related to stock options and this rate is based on historical experience of the Company's currently 
unvested stock option grants. 
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Restricted Share Awards 

Transactions during the quarter ended December 31, 2005 were as follows (in thousands, except 
fair values): 

Number of 
Restricted Weighted Average 

Share Fair Value per 
Awards Award 

Restricted Share Awards Outstanding at September 
30,2005 6 5 $ 2 4 4 6 

Granted 

Vested ^ 23.75 

Forfeited 

Restricted Share Awards Outstanding at December 
3 1 1 2 0 0 5 57 $ 24.56 

As of December 31, 2005, unrecognized compensation expense related to restricted share 
awards totaled approximately $0.2 million, which will be recognized over a weighted average period of 
1.1 years. 

New Accounting Pronouncements. In March 2005, the FASB issued FIN 47, an interpretation of SFAS 
143. FIN 47 provides clarification of the term "conditional asset retirement obligation" as used in SFAS 
143, defined as a legal obligation to perform an asset retirement activity in which the timing and/or 
method of settlement are conditional on a future event that may or may not be within the control of the 
Company. Under this standard, a company must record a liability for a conditional asset retirement 
obligation if the fair value of the obligation can be reasonably estimated. FIN 47 also serves to clarify 
when a company would have sufficient information to reasonably estimate the fair value of a conditional 
asset retirement obligation. FIN 47 becomes effective no later than the end of fiscal 2006. The 
Company is currently evaluating the impact of FIN 47, if any, on its consolidated financial statements. 

In May 2005, the FASB issued SFAS 154. SFAS 154 replaces APB 20 and SFAS 3 and 
changes the requirements for the accounting for and reporting of a change in accounting principle. The 
Company is required to adopt SFAS 154 for accounting changes and corrections of errors that occur in 
fiscal 2007. Early adoption is permitted. The Company's financial condition and results of operations will 
only be impacted by SFAS 154 if there are any accounting changes or corrections of errors in the future. 

Note 2 - Income Taxes 

The components of federal, state and foreign income taxes included in the Consolidated 
Statement of Income are as follows (in thousands): 
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Three Months Ended 

December 31, 

Operating Expenses: 
Current Income Taxes 

Federal 
State 
Foreign 

Deferred Income Taxes 
Federal 
State 
Foreign 

Other Income: 
Deferred Investment Tax Credit 

Discontinued Operations 

2005 2004 

$14,311 $23,742 
4,814 6,525 

72 68 

10,870 (2,182) 
1,695 (960) 
4,088 532 
35,850 27,725 

(174) (174) 

- 1,968 

Total Income Taxes $35,676 $29,519 

The U.S. and foreign components of income before income taxes are as follows (in thousands): 

Three Months Ended 
December 31, 

2005 2004 

U.S. $79,630 $68,582 
Foreign 13,465 11,375 

$93,095 $79,957 

Total income taxes as reported differ from the amounts that were computed by applying the 
federal income tax rate to income before income taxes. The following is a reconciliation of this difference 
(in thousands): 

Three Months Ended 
December 31, 

2005 2004 

Income Tax Expense, Computed at 

Statutory Rate of 35% $32,583 $27,985 

Increase (Reduction) in Taxes Resulting From: 
State Income Taxes 4,231 3,617 
Foreign Tax Differential (557) (1,399) 
Miscellaneous (581) (684) 
Total Income Taxes $35,676 $29,519 

Significant components of the Company's deferred tax liabilities (assets) were as follows (in 
thousands): 
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Defened Tax Liabilities: 
Property, Plant and Equipment 
Other 

Total Deferred Tax Liabilities 

Deferred Tax Assets: 
Minimum Pension Liability Adjustment 
Capital Loss Carryover 
Unrealized Hedging Losses 
Other 

Valuation Allowance 
Total Deferred Tax Assets 
Total Net Deferred Income Taxes 

Presented as Follows: 
Net Deferred Tax Asset - Current 
Net Deferred Tax Liability - Non-Current 
Total Net Deferred Income Taxes 
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At December 31, 2005 
1 : 

$577,306 

•— . — • —__ 
$567,850 

54,509 52,436 
631,815 620,286 

(58,070) (58,069) 
(8,459) (9,145) 
(44,897) (75,657) 
(69,919) (74,346) 
(181,345) (217,217) 

2,877 2,877 
(178,468) (214,340) 
$453,347 $405,946 

(47,635) (83,774) 
500,982 489,720 
$453,347 $405,946 

Regulatory liabilities representing the reduction of previously recorded deferred income taxes 
with rate-regulated activities that are expected to be refundable to customers amounted to $11.1 million 
and $11.0 million at December 31, 2005 and September 30, 2005, respectively. Also, regulatory assets 
representing future amounts collectible from customers, corresponding to additional deferred income 
taxes not previously recorded because of prior ratemaking practices, amounted to $85.0 million at 
December 31, 2005 and September 30, 2005. 

The American Jobs Creation Act of 2004 was signed into law on October 22, 2004. This 
legislation included a provision which provided a substantially reduced tax rate of 5.25% on certain 
dividends received from foreign affiliates. In the quarter ended June 30, 2005, the Company received a 
dividend of $72.8 million from a foreign affiliate and recorded a tax of $3.8 million on such dividend. 

A capital loss carryover of $24.2 million existed at December 31, 2005, which expires if not 
utilized by September 30, 2008. Although realization is not assured, management estimates that a 
portion of the deferred tax asset associated with this carryover will be realized during the carryover 
period, and a valuation allowance is recorded for the remaining portion. Adjustments to the valuation 
allowance may be necessary in the future if estimates of capital gain income are revised. 

Note 3 - Capitalization 

Common Stock. During the three months ended December 31, 2005, the Company issued 141,763 
shares of common stock under the Company's stock option and director compensation plans. 

Note 4 - Commitments and Contingencies 

Environmental Matters. The Company is subject to various federal, state and local laws and 
regulations relating to the protection of the environment. The Company has established procedures for 
the ongoing evaluation of its operations to identify potential environmental exposures and comply with 
regulatory policies and procedures. It is the Company's policy to accrue estimated environmental clean­
up costs (investigation and remediation) when such amounts can reasonably be estimated and it is 
probable that the Company will be required to incur such costs. At December 31, 2005, the Company 
has estimated its remaining clean-up costs related to former manufactured gas plant sites and third party 
waste disposal sites will be $3.7 million. This liability has been recorded on the Consolidated Balance 
Sheet at December 31, 2005. The Company expects to recover its environmental clean-up costs from a 
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combination of insurance proceeds and rate recovery. Other than as discussed in Note G of the 
Company's 2005 Form 10-K, the Company is currently not aware of any material additional exposure to 
environmental liabilities. However, adverse changes in environmental regulations or other factors could 
impact the Company. 

Other. The Company is involved in litigation arising in the normal course of business. Also in the normal 
course of business, the Company is involved in tax, regulatory and other governmental audits, 
inspections, investigations and other proceedings that involve state and federal taxes, safety, compliance 
with regulations, rate base, cost of service and purchased gas cost issues, among other things. While 
the resolution of such litigation or regulatory matters could have a material effect on earnings and cash 
flows in the quarterly and annual period of resolution, none of this litigation, and none of these regulatory 
matters, are expected to change materially the Company's present liquidity position, nor have a material 
adverse effect on the financial condition of the Company. 

Note 5 - Discontinued Operations 

On July 18, 2005, the Company completed the sale of its entire 85.16% interest in U.E., a district 
heating and electric generation business in the Bohemia region of the Czech Republic, to Czech Energy 
Holdings, a.s. for sales proceeds of approximately $116.3 million. The sale resulted in the recognition of 
a gain of approximately $25.8 million, net of tax, at September 30, 2005. Market conditions during 2005, 
including the increasing value of the Czech currency as compared to the U.S. dollar, caused the value of 
the assets of U.E. to increase, providing an opportunity to sell the U.E. operations at a profit for the 
Company. As a result of the decision to sell its majority interest in U,E., the Company began presenting 
the Czech Republic operations, which are primarily comprised of U.E., as discontinued operations in 
June 2005. U.E. was the major component ofthe Company's International segment. With this change in 
presentation, the Company discontinued all reporting for an International segment. 

The following is selected financial information of the discontinued operations for U.E.: 

Three Months Ended 
December 31, 

(Thousands) 2004 

Operating Revenues $43,975 
Operating Expenses 35,777 

Operating Income 8,198 
Other Income 826 
Interest Expense • (169) 

Income before Income Taxes and Minority Interest 8,855 
Income Tax Expense 2,310 
Minority Interest, Net of Taxes 937 

Income from Discontinued Operations $5,608 

Note 6 - Business Segment Information 

The Company has five reportable segments: Utility, Pipeline and Storage, Exploration and 
Production, Energy Marketing, and Timber. The breakdown of the Company's reportable segments is 
based upon a combination of factors including differences in products and services, regulatory 
environment and geographic factors. 

The data presented in the tables below reflect the reportable segments and reconciliations to 
consolidated amounts. As stated in the 2005 Form 10-K, the Company evaluates segment performance 
based on income before discontinued operations, extraordinary items and cumulative effects of changes 
in accounting (when applicable). When these items are not applicable, the Company evaluates 
performance based on net income. There have been no changes in the basis of segmentation nor in the 
basis of measuring segment profit or loss from those used in the 2005 Form 10-K. There have been no 
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material changes in the amount of assets for any operating segment from the amounts disclosed in the 
2005 Form 10-K. 

Quarter Ended December 31,200S (Thousands) 
Exploration Total Corporate and 

Pipeline and and Energy Reportable Intcreegment Total 
Utility Storage Production Marketing Timber Segments All Other Eliminations Consolidated 

Revenue from External 

Customers $431,479 534,738 $82,087' $145,560 $16,908 $710,772 $(16) $ - $710,756 

Intereegmem Revenues $4,121 $21,296 $ - $ - $23 $25,440 $4,527 $(29,967) $ -

Segment Profit (Loss): 

Net Income (Loss) $21,753 $15,850 $17,435 $987 $1,464 $57,489 $570 $(640) $57,419 

Quarter Ended December 31, 2004 (Thousands) 

Exploration Total Corporate and 
Pipeline and and Energy Reportable. Intersegment Total 

Ulility Storage Production Marketing Timber Segments All Other Eliminations Consolidated 

ue from External 
bmers $316,829 $32,445 $71,838 $63,494 $12,995 $497,601 $2,682 $ - $500,283 

Intcreegment Revenues $4,305 $20,599 $ - $ - $ - $24,904 $1,080 $(25,984) $ -

Segment Profit (Loss): 
Income (Loss) from 
Continuing Chelations $18,072 $12,277 $13,923 $750 $753 $45,775 $600 $(1,545) $44,830 
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At December 31, 2005 
At September 30, 

2005 
Gross Net Net 

Carrying Accumulated Carrying Carrying 
Amount Amortization Amount Amount 

Intangible Assets Subject to Amortization 
Long-Term Transportation Contracts $8,580 $(3,118) $5,462 $5,729 
Long-Term Gas Purchase Contracts 31,864 (3,831) 28,033 28,431 

Intangible Assets Not Subject to 
Amortization 

Retirement Plan Intangible Asset 8,142 - 8,142 8,142 Retirement Plan Intangible Asset 
$48,586 $(6,949) $41,637 $42,302 

Aggregate Amortization Expense 
(Thousands) 

Three Months Ended December 31, 2005 
Three Months Ended December 31, 2004 

$666 
$666 

Amortization expense for the transportation contracts is estimated to be $0.8 million for the 
remainder of 2006 and $1.1 million annually for 2007 and 2008. Amortization expense is estimated to be 
$0.5 million and $0.4 million for 2009 and 2010, respectively. 

Amortization expense for the long-term gas purchase contracts is estimated to be $1.2 million for 
the remainder of 2006 and $1.6 million annually for 2007, 2008, 2009 and 2010. 

Note 8 - Retirement Plan and Other Post-Retirement Benefits 

Components of Net Periodic Benefit Cost (in thousands): 

Three months ended December 31, 
Retirement Plan Other Post-Retirement Benefits 

Service Cost 
Interest Cost 
Expected Return on Plan Assets 
Amortization of Prior Service Cost 
Amortization of Transition Amount 
Amortization of Losses 
Net Amortization and Deferral 

For Regulatory Purposes (Including 
Volumetric Adjustments) (1) 

Net Periodic Benefit Cost 

2005 

$4,104 
10,049 
(12,486) 

239 

5,777 

(1,528) 

2004 

$3,429 
10,520 
(12,386) 

257 

2,618 

883 

2005 2004 

$2,007 
6,701 

(5,576) 
1 

1,782 
5,850 

(2,684) 

$1,538 
6,446 

(4,715) 
1 

1,782 
3,116 

$6,155 $5,321 $8,081 $7,455 

( 1 ) The Company's policy is to record retirement plan and other post-retirement benefit costs in the Utility 
segment on a volumetric basis to reflect the fact that the Utility segment experiences higher throughput of 
natural gas in the winter months and lower throughput of natural gas in the summer months. 
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Employer Contributions. During the three months ended December 31, 2005, the Company 
contributed $1.8 million to its retirement plan and $7.8 million to its post-retirement benefit plan. In the 
remainder of 2006, the Company expects to contribute in the range of $13.0 million to $18.0 million to its 
retirement plan and to contribute in the range of $25.0 million to $32.0 million to its post-retirement 
benefit plan. 
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CRITICAL ACCOUNTING POLICIES 

For a complete discussion of critical accounting policies, refer to "Critical Accounting Policies" in 
Item 7 of the Company's 2005 Form 10-K. There have been no subsequent changes to that disclosure. 

RESULTS OF OPERATIONS 

Earnings 

The Company's earnings were $57.4 million for the quarter ended December 31, 2005 compared 
to earnings of $50.4 million for the quarter ended December 31, 2004. As previously discussed, the 
Company began presenting its Czech Republic operations as discontinued operations in June 2005. 
Prior year amounts have been reclassified to reflect this change in presentation. The Company's 
earnings from continuing operations were $57.4 million for the quarter ended December 31, 2005 
compared to earnings from continuing operations of $44.8 million for the quarter ended December 31, 
2004. The increase in earnings from continuing operations of $12.6 million is primarily the result of 
higher earnings in the Utility, Pipeline and Storage, and Exploration and Production segments. Additional 
discussion of earnings in each of the business segments can be found in the business segment 
information that follows. Note that all amounts used in the earnings discussions are after-tax amounts. 

Earnings (Loss) by Segment 

Three Months Ended December 31 (Thousands) 2005 2004 
Increase 

(Decrease) 
Utility $21,753 $18,072 $3,681 
Pipeline and Storage 15,850 12,277 ' 3,573 
Exploration and Production 17,435 13,923 3,512 
Energy Marketing 987 750 237 
Timber 1,464 753 711 

Total Reportable Segments 57,489 45,775 11,714 
All Other 570 600 (30) 
Corporate t 1> (640) (1,545) 905 

Total Earnings from Continuing Operations 57,419 44,830 12,589 
Earnings from Discontinued Operations - 5,608 (5,608) 

Total Consolidated $57,419 $ 50,438 $6,981 

^ Includes earnings from the former International segment's activity other than the activity from the 
Czech Republic operations included in Earnings from Discontinued Operations. 

Utility 

Increase 
Three Months Ended December 31 (Thousands) 2005 2004 (Decrease) 

Retail Sales Revenues: 
Residential $344,873 $255,066 $89,807 
Commercial 56,890 41,783 15,107 
Industrial 4,452 2,143 2,309 

406,215 298,992 107,223 
Transportation 26,916 20,960 5,956 
Other 2,469 1,182 1,287 

$435,600 $321,134 $ 114,466 
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Utility Throughput 

Three Months Ended December 31 (MMcf) 2005 2004 
Increase 

(Decrease) 
Retail Sales: 
Residential 19,524 19,869 (345) 
Commercial 3,443 3,454 (11) 
Industrial 327 176 151 

23,294 23,499 (205) 
Transportation 14,342 14,103 239 

37,636 37,602 34 

Degree Days 
Percent 

Three Months Ended Colder (Warmer) Than 
December 31 Normal 2005 2004 Normal Prior Year 
Buffalo 2,260 2,210 2,172 (2.2) 1.7 
Erie 2,081 2,048 1,997 (1.6) 2.6 

2005 Compared with 2004 

Operating revenues for the Utility segment increased $114.5 million for the quarter ended 
December 31, 2005 as compared with the quarter ended December 31, 2004. The $107.2 million 
increase in retail gas sales was primarily the result of the recovery of higher gas costs (gas costs are 
recovered dollar for dollar in revenues). The increase in transportation revenues was primarily due to an 
out-of-period adjustment of $3.9 million to correct the New York jurisdiction's calculation of the 
symmetrical sharing component of the Gas Adjustment rate. The adjustment resulted when it was 
determined that certain credits that had been included in the calculation should have been removed 
during the implementation of a previous rate case settlement. The symmetrical sharing component is a 
mechanism included in Distribution's New York rate settlement that shares with customers 90% of the 
difference between actual revenues received from large volume customers and the level of revenues that 
were projected to be received during the rate year. The adjustment related to fiscal years 2002 through 
2005. The impact of the New York rate case settlement, which became effective in August 2005, was to 
increase operating revenues by $7.4 million. This increase consisted of a base rate increase, the 
implementation of a merchant function charge, the elimination of certain bill credits, and the elimination of 
the gross receipts tax surcharge. In the Pennsylvania jurisdiction, the impact of a base rate increase, 
which became effective in April 2005, was to increase operating revenues by $2.7 million. 

The Utility segment's earnings for the quarter ended December 31, 2005 were $21.7 million, an 
increase of $3.7 million when compared with the quarter ended December 31, 2004. In the New York 
jurisdiction, earnings increased $1.8 million. The increased earnings in the New York jurisdiction largely 
related to the symmetrical sharing adjustment discussed above ($2.6 million). The positive impact to 
revenues of the New York rate case settlement ($4.8 million) was mostly offset by lower usage per 
customer account ($1.9 million), higher bad debt expense ($2.1 million), higher pension expense ($0.6 
mil(ion), and higher interest expense ($0.6 million). In the Pennsylvania jurisdiction, earnings increased 
$1.9 million. Increased earnings in the Pennsylvania jurisdiction resulted primarily from a base rate 
increase first implemented in April 2005 ($1.8 million). This increase more than offset slightly higher bad 
debt expense ($0.6 million). 

The impact of weather variations on earnings in the New York jurisdiction is mitigated by that 
jurisdiction's weather normalization clause (WNC). The WNC in New York, which covers the eight-month 
period from October through May, has had a stabilizing effect on earnings for the New York rate 
jurisdiction. For the quarters ended December 31, 2005 and December 31, 2004, the WNC preserved 
$0.5 million and $1.3 million of earnings, respectively, since it was warmer than normal. In periods of 
colder than normal weather, the WNC benefits Distribution Corporation's New York customers. 
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Pipeline and Storage 

Pipeline and Storage Operating Revenues 

Three Months Ended December 31 (Thousands) 2005 2004 
Increase 

(Decrease) 
Firm Transportation 
Interruptible Transportation 

$31,086 
1,323 

$29,531 
926 

$1,555 
397 

32,409 30,457 1,952 
Firm Storage Service 
Other 

16,248 
7,377 

16,094 
6,493 

154 
884 

$56,034 $53,044 $ 2,990 

Pipeline and Storage Throughput 

Three Months Ended December 31 (MMcf) 2005 2004 
Increase 

(Decrease) 
Firm Transportation 
Interruptible Transportation 

102,822 
3,723 

83,742 
1,662 

19,080 
2,061 

106,545 85,404 21,141 

2005 Compared with 2004 

Operating revenues for the Pipeline and Storage segment increased $3.0 million for the quarter 
ended December 31, 2005 as compared with the quarter ended December 31, 2004. The $2.0 million 
increase in transportation revenues was primarily due to additional contracts with customers and the 
renewal of contracts at higher rates, both of which reflect the increased demand for transportation 
services due to market conditions resulting from the effects of last fall's hurricane damage to production 
and pipeline infrastructure in the Gulf of Mexico. The $0.9 million increase in other operating revenues 
was primarily due to higher revenues from unbundled pipeline sales due to higher natural gas prices 
($1.4 million), offset by a decrease in cashout revenues ($0.7 million). Cashout revenues are completely 
offset by purchased gas expense and consequently have no impact on earnings. 

Earnings in the Pipeline and Storage segment increased $3.6 million from $12.3 million for the 
quarter ended December 31, 2004 to $15.9 million for the quarter ended December 31, 2005. The major 
factors contributing to the increase were higher transportation revenues ($1.3 million) and higher 
revenues from unbundled pipeline sales ($0.9 miiiion), both noted above, as well as lower operating 
expenses ($1.1 miiiion). Operating expenses decreased primarily due to a lower reserve for preliminary 
project costs associated with the Empire State Pipeline Expansion project ($0.7 million) and the impact of 
lower pension expense ($0.2 million). 

Exploration and Production 

Exploration and Production Operating Revenues 

Three Months Ended December 31 (Thousands) 2005 2004 
Increase 
(Decrease) 

Gas (after Hedging) $49,341 $42,744 $6,597 
Oil (after Hedging) 29,395 26,896 2,499 
Gas Processing Plant 13,419 8,704 4,715 
Other 1,524 753 771 
Intraseqment Elimination (1 ) (11,592) (7,259) (4,333) 

$82,087 $71,838 $ 10,249 

( 1 ) Represents the elimination of certain West Coast gas production included in "Gas (after Hedging)" in 
the table above that was sold to the gas processing plant shown in the table above. An elimination for 
the same dollar amount was made to reduce the gas processing plant's Purchased Gas expense. 
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Production Volumes 
Increase 

Three Months Ended December 31 2005 2004 (Decrease) 
Gas Production (MMcf) 
Gulf Coast 1,667 3,225 (1,558) 
West Coast 1,018 1,039 (21) 
Appalachia 1,253 1,206 47 
Canada 1,911 1,665 246 

5.849 7,135 (1.286) 
Oil Production (Mbbl) 
Gulf Coast 107 289 (182) 
West Coast 685 653 32 
Appalachia 10 3 7 
Canada 87 76 11 

889 1,021 (132) 

Average Prices 
Increase 

Three Months Ended December 31 2005 2004 (Decrease) 
Average Gas Price/Mcf 

Gulf Coast $10.74 $6.50 $4.24 
West Coast $11.08 $6.55 $4.53 
Appalachia $13.62 $7.73 $5.89 
Canada $10.76 $5.45 $5.31 
Weighted Average $11.42 $6.47 $4.95 
Weighted Average After Hedging $8.44 $5.99 $2.45 

Average Oil Price/Bbl 
Gulf Coast $57.90 $47.08 $10.82 
West Coast $51.34 $37.14 $14.20 
Appalachia $61.53 $44.33 $17.20 
Canada $43.18 $38.43 $4.75 
Weighted Average $51.45 $40.08 $11.37 
Weighted Average After Hedging $33.07 $26.35 $6.72 

2005 Compared with 2004 

Operating revenues for the Exploration and Production segment increased $10.2 million for the 
quarter ended December 31, 2005 as compared with the quarter ended December 31, 2004. Gas 
production revenue after hedging increased $6.6 million. An increase in the weighted average price of 
gas after hedging ($2.45 per Mcf) more than offset an overall decrease in gas production. Oil production 
revenue after hedging increased $2.5 million. An increase in the weighted average price of oil after 
hedging ($6.72 per bbl) more than offset an overall decrease in oil production of 132,000 barrels. Most of 
the decrease in gas and oil production occurred in the Gulf Coast (a 1,558 MMcf decline in gas 
production and a 182,000 bbl decline in oil production), which is consistent with this region's expected 
delays in production volumes due largely to the impact of last fall's hurricane damage to pipeline 
infrastructure in the Gulf of Mexico. Currently, Seneca has approximately 87% of its pre hurricane Gulf of 
Mexico production back on line. The remaining 13% continues to wait on pipeline and facilities repair. 
These repairs may be completed within the next six months.* 

The Exploration and Production segment's earnings for the quarter ended December 31, 2005 
were $17.4 million compared with earnings of $13.9 million for the quarter ended December 31, 2004. 
The increase is attributable to the positive impact of higher natural gas and crude oil revenues, as 
discussed above ($5.9 million positive contribution to earnings). Partially offsetting this increase, the 
Exploration and Production segment experienced higher lease operating costs ($2.0 million), primarily in 
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the West Coast region due to higher steaming costs associated with heavy crude oil production in the 
California Midway-Sunset field. 

Energy Marketing 

Three Months Ended December 31 (Thousands) 2005 2004 
Increase 

(Decrease) 

Natural Gas (after Hedging) 
Other 

$145,523 
37 

$63,489 
5 

$82,034 
32 

$145,560 $63,494 $ 82,066 

Energy Marketing Volumes 

Three Months Ended December 31 2005 2004 
Increase 

(Decrease) 

Natural Gas - (MMcf) 9,975 8,007 1,968 

2005 Compared with 2004 

Operating revenues for the Energy Marketing segment increased $82.1 million for the quarter 
ended December 31, 2005 as compared with the quarter ended December 31, 2004. This increase 
primarily reflects higher gas sales revenue due to an increase in the price of natural gas and, to a lesser 
extent, an increase in throughput. 

The Energy Marketing segment's earnings increased $0.2 million from $0.8 million for the quarter 
ended December 31, 2004 to $1.0 million for the quarter ended December 31, 2005. The major factors 
contributing to the increase were higher gross margin ($0.5 million) resulting from higher throughput 
offset by an increase in operating expenses ($0.3 million). 

Timber 

Timber Operating Revenues 

Three Months Ended December 31 (Thousands) 2005 2004 
Increase 

(Decrease) 

Log Sales 
Green Lumber Sales 
Kiln Dry Lumber Sales 
Other 

$6,256 
1,462 
8,500 

713 

$4,876 
1,446 
6,274 

399 

$1,380 
16 

2,226 
314 

Operating Revenues $16,931 $12,995 $3,936 

Timber Board Feet 

Three Months Ended December 31 (Thousands) 2005 2004 
Increase 

(Decrease) 

Log Sales 
Green Lumber Sales 
Kiln Dry Lumber Sales 

2,491 
1,974 
4,486 

1,745 
2,164 
3,366 

746 
(190) 

1,120 
8,951 7,275 1,676 
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2005 Compared with 2004 

Operating revenues for the Timber segment increased $3.9 million for the quarter ended 
December 31, 2005 as compared with the quarter ended December 31, 2004. Higher revenues from kiln 
dry lumber sales ($2.2 miiiion and 1.1 million board feet) are partially responsible for the increase due to 
an increase in processing capacity for kiln dry lumber. The increase in capacity resulted from the 
addition of two new kilns in February 2005. Higher log sales of $1.4 million also contributed to the 
increase in revenues. Favorable weather conditions allowed for the harvesting of greater volumes of 
timber and the accompanying cherry veneer logs, which have the highest price in the harvested timber 
mix. 

The Timber segment's earnings for the quarter ended December 31, 2005 were $1.5 million, an 
increase of $0.7 million when compared with earnings of $0.8 million for the quarter ended December 31, 
2004. The increase was principally due to higher margins from lumber and log sales ($1.2 million). This 
was partially offset by higher depletion expense ($0.3 million). 

Corporate and All Other 

2005 Compared with 2004 

Corporate and All Other recorded a loss of $0.1 million for the quarter ended December 31, 2005 
compared with a loss of $0.9 million for the quarter ended December 31, 2004. This improvement was 
principally due to an increase in interest income resulting from the investment of proceeds received from 
the sale of U.E. in July 2005. 

CAPITAL RESOURCES AND LIQUIDITY 

The Company's primary source of cash during the three-month period ended December 31, 
2005 consisted of short-term borrowings and cash provided by operating activities. This source of cash 
was supplemented by issuances of common stock under the Company's stock plans. During the three 
months ended December 31, 2005, the common stock used to fulfill the requirements of the Company's 
401 (k) plans and Direct Stock Purchase and Dividend Reinvestment Plan was obtained via open market 
purchases. 

Operating Cash Flow 

Internally generated cash from operating activities consists of net income available for common 
stock, adjusted for noncash expenses, noncash income and changes in operating assets and liabilities. 
Noncash items include depreciation, depletion and amortization, deferred income taxes, income or loss 
from unconsolidated subsidiaries net of cash distributions, and minority interest in foreign subsidiaries. 

Cash provided by operating activities in the Utility and the Pipeline and Storage segments may 
vary from period to period because of the impact of rate cases. In the Utility segment, supplier refunds, 
over- or under-recovered purchased gas costs and weather may also significantly impact cash flow. The 
impact of weather on cash flow is tempered in the Utility segment's New York rate jurisdiction by its WNC 
and in the Pipeline and Storage segment by Supply Corporation's straight fixed-variable rate design. 

Because of the seasonal nature of the heating business in the Utility and Energy Marketing 
segments, revenues in these segments are relatively high during the heating season, primarily the first 
and second quarters of the fiscal year, and receivable balances historically increase during these periods 
from the balances receivable at September 30. 

The storage gas inventory normally declines during the first and second quarters of the year and 
is replenished during the third and fourth quarters. For storage gas inventory accounted for under the 
LIFO method, the current cost of replacing gas withdrawn from storage is recorded in the Consolidated 
Statements of Income and a reserve for gas replacement is recorded in the Consolidated Balance 
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Sheets under the caption "Other Accruals and Current Liabilities." Such reserve is reduced as the 
inventory is replenished. 

Cash provided by operating activities in the Exploration and Production segment may vary from 
period to period as a result of changes in the commodity prices of natural gas and crude oil. The 
Company uses various derivative financial instruments, including price swap agreements and no cost 
collars in an attempt to manage this energy commodity price risk. 

Net cash provided by operating activities totaled $20.6 million for the three months ended 
December 31, 2005, a decrease of $38.5 million compared with the $59.1 million provided by operating 
activities for the three months ended December 31, 2004. This decrease can be attributed to the timing 
of gas cost recovery in the Utility segment. It also can be attributed to the timing of federal tax payments 
and reflects the fact that the Company no longer has positive cash flow from its former Czech Republic 
operations, which were sold in July 2005. These decreases were partially offset by higher oil and gas 
revenues in the Exploration and Production segment and a decrease in hedging collateral deposits for 
the quarter ended December 31, 2005 in the Exploration and Production and Energy Marketing 
segments. Hedging collateral deposits serve as collateral for open positions on exchange-traded futures 
contracts, exchange-traded options and over-the-counter swaps and collars. 

Investing Cash Flow 

Expenditures for Long-Lived Assets 

The Company's expenditures for long-lived assets totaled $70.4 million during the three months 
ended December 31, 2005. The table below presents these expenditures: 

Three Months Ended December 31, 2005 
(in millions of dollars) 

Total 
Expenditures for 

Long-Lived Assets 

Utility $12.4 
Pipeline and Storage 6.2 
Exploration and Production 50.9 
Timber 0.5 
Corporate and All Other 0.4 

$70.4 

Utilitv 

The majority of the Utility capital expenditures for the three months ended December 31, 2005 
were made for replacement of mains and main extensions, as well as for the replacement of service 
lines. 

Pipeline and Storage 

The majority of the Pipeline and Storage capital expenditures for the three months ended 
December 31, 2005 were made for additions, improvements, and replacements to this segment's 
transmission and gas storage systems. 

The Company continues to explore various opportunities to expand its capabilities to transport 
gas to the East Coast, either through the Supply Corporation or Empire systems or in partnership with 
others. In October 2005, Empire filed an application with the FERC for the authority to build and operate 
the Empire Connector project to expand its natural gas pipeline operations to serve new markets in New 
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York and elsewhere in the Northeast by extending the Empire Pipeline.* Assuming the proposed 
Millennium Pipeline is constructed, the Empire Connector will provide an upstream supply link for Phase I 
of the Millennium Pipeline and will transport Canadian and other natural gas supplies to downstream 
customers, including KeySpan Gas East Corporation, which has entered into precedent agreements to 
subscribe for at least 150 MDth per day of natural gas transportation service through the Empire State 
Pipeline and the Millennium Pipeline systems.* The Empire Connector will be designed to move up to 
approximately 250 MDth of natural gas per day.* Empire anticipates that FERC will provide a 
determination on this application by November 2006.* The targeted in-service date is November 2007* 
The Company anticipates financing this project with cash on hand and/or through the use of the 
Company's bi-lateral lines of credit* As of December 31, 2005, the Company had incurred 
approximately $4.7 million in costs (all of which have been reserved) related to this project. Of this 
amount, $0.7 million and $1.7 million were incurred during the quarters ended December 31, 2005 and 
December 31, 2004, respectively. 

The Company also plans to extend Supply Corporation's pipeline system from the Tuscarora 
storage field to the intersection of the proposed Millennium and Empire Connector pipelines (the 
Tuscarora Extension).* The Tuscarora Extension will be designed initially to move up to approximately 
130 MDth of natural gas per day.* The targeted in-service date is late in calendar 2007 or early in 
calendar 2008.* The Company anticipates financing this project with cash on hand and/or through the 
use of the Company's bi-lateral lines of credit.* The Tuscarora Extension is contingent on market 
developments, and the Company has not yet filed an application with the FERC for the authority to build 
and operate it. There have been no costs incurred by the Company related to this project as of 
December 31, 2005. 

Exploration and Production 

The Exploration and Production segment capital expenditures for the three months ended 
December 31, 2005 included approximately $12.1 million for Canada, $24.0 million for the Gulf Coast 
region ($24.0 million for the off-shore program in the Gulf of Mexico), $9.4 million for the West Coast 
region and $5.4 million for the Appalachian region. The significant amount spent in the Gulf Coast region 
is related to high commodity prices, which has improved the economics of investment in the area. These 
amounts included approximately $8.0 million spent to develop proved undeveloped reserves. 

Timber 

The majority of the Timber segment capital expenditures for the three months ended December 
31, 2005 were made for purchases of equipment for Highland's sawmill and kiln operations. 

Corporate and All Other 

The majority of the Corporate and All Other capital expenditures for the three months ended 
December 31, 2005 were for the construction of a distributed generation facility at the Company's 
corporate headquarters. 

The Company continuously evaluates capital expenditures and investments in corporations, 
partnerships, and other business entities. The amounts are subject to modification for opportunities such 
as the acquisition of attractive oil and gas properties, timber or natural gas storage facilities and the 
expansion of natural gas transmission line capacities. While the majority of capital expenditures in the 
Utility segment are necessitated by the continued need for replacement and upgrading of mains and 
service lines, the magnitude of future capital expenditures or other investments in the Company's other 
business segments depends, to a large degree, upon market conditions.* 

Financing Cash Flow 

Consolidated short-term debt increased $74.8 million during the three months ended December 
31, 2005. The Company continues to consider short-term debt (consisting of short-term notes payable to 
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banks and commercial paper) an important source of cash for temporarily financing capital expenditures 
and investments in corporations and/or partnerships, gas-in-storage inventory, unrecovered purchased 
gas costs, margin calls on derivative financial instruments, exploration and development expenditures 
and other working capital needs. Fluctuations in these items can have a significant impact on the 
amount and timing of short-term debt. At December 31, 2005, the Company had outstanding short-term 
notes payable to banks of $74.8 million. There was no outstanding commercial paper at December 31, 
2005. The Company had SEC authorization under PUHCA 1935 to borrow and have outstanding as 
much as $750.0 million of short-term debt at any time through February 8, 2006. PUHCA 1935 was 
repealed effective February 8, 2006, and as of that date the Company no longer needs authorization from 
the SEC under that act to issue short-term debt. As for bank loans, the Company maintains a number of 
individual (bi-lateral) uncommitted or discretionary lines of credit with certain financial institutions for 
general corporate purposes. Borrowings under these lines of credit are made at competitive market 
rates. Each of these credit lines, which aggregate to $420.0 million, are revocable at the option of the 
financial institutions and are reviewed on an annual basis. The Company anticipates that these lines of 
credit will continue to be renewed* The total amount available to be issued under the Company's 
commercial paper program is $200.0 miiiion. The commercial paper program is backed by a 
syndicated committed credit facility which totals $300.0 million and extends through September 30, 2010. 
The Company plans to increase the size of its commercial paper program from $200.0 million to $300.0 
million.* 

Under the Company's committed credit facility, the Company has agreed that its debt to 
capitalization ratio will not exceed .65 at the last day of any fiscal quarter from September 30, 2005 
through September 30, 2010. At December 31, 2005, the Company's debt to capitalization ratio (as 
calculated under the facility) was .48. The constraints specified in the committed credit facility would 
permit an additional $1.25 billion in short-term and/or long-term debt to be outstanding (further limited by 
the indenture covenants discussed below) before the Company's debt to capitalization ratio would exceed 
.65. If a downgrade in any of the Company's credit ratings were to occur, access to the commercial 
paper markets might not be possible.* However, the Company expects that it could borrow under its 
uncommitted bank lines of credit or rely upon other liquidity sources, including cash provided by 
operations* 

Under the Company's existing indenture covenants, at December 31, 2005, the Company would 
have been permitted to issue up to a maximum of $837.0 million in additional long-term unsecured 
indebtedness at then-current market interest rates in addition to being able to issue new indebtedness to 
replace maturing debt. The Company's present liquidity position is believed to be adequate to satisfy 
known demands.* 

The Company's 1974 indenture, pursuant to which $399.0 million (or 35%) of the Company's 
long-term debt (as of December 31, 2005) was issued, contains a cross-default provision whereby the 
failure by the Company to perform certain obligations under other borrowing arrangements could trigger 
an obligation to repay the debt outstanding under the indenture. In particular, a repayment obligation 
could be triggered if the Company fails (i) to pay any scheduled principal or interest on any debt under 
any other indenture or agreement or (ii) to perform any other term in any other such indenture or 
agreement, and the effect of the failure causes, or would permit the holders of the debt to cause, the debt 
under such indenture or agreement to become due prior to its stated maturity, unless cured or waived. 

The Company's $300.0 million committed credit facility also contains a cross-default provision 
whereby the failure by the Company or its significant subsidiaries to make payments under other 
borrowing arrangements, or the occurrence of certain events affecting those other borrowing 
arrangements, could trigger an obligation to repay any amounts outstanding under the committed credit 
facility. In particular, a repayment obligation could be triggered if (i) the Company or any of its significant 
subsidiaries fails to make a payment when due of any principal or interest on any other indebtedness 
aggregating $20,0 million or more or (ii) an event occurs that causes, or would permit the holders of any 
Other indebtedness aggregating $20.0 million or more to cause, such indebtedness to become due prior 
to its stated maturity. As of December 31, 2005, the Company had no debt outstanding under the 
committed credit facility. 
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The Company also had authorization from the SEC, under PUHCA 1935 to issue long-term debt 
securities and equity securities in an aggregate amount of up to $1.5 billion during the period from 
November 2002 through February 8, 2006. As a result of the repeal of PUHCA 1935 (effective February 
8, 2006), the Company no longer needs authorization under that act to issue long-term debt securities 
and equity securities. The Company has an effective registration statement on file with the SEC under 
which it has available capacity to issue an additional $550.0 million of debt and equity securities under 
the Securities Act of 1933. The Company may sell all or a portion of the remaining registered securities if 
warranted by market conditions and the Company's capital requirements. Any offer and sale of the 
above mentioned $550.0 million of debt and equity securities will be made only by means of a prospectus 
meeting the requirements of the Securities Act of 1933 and the rules and regulations thereunder. 

- The amounts and timing of the issuance and sale of debt or equity securities will depend on 
market conditions, indenture requirements, regulatory authorizations and the capital requirements of the 
Company. 

On December 8, 2005, the Company's board of directors authorized the Company to implement 
a share repurchase program, whereby the Company may repurchase outstanding shares of common 
stock, up to an aggregate amount of 8 million shares in the open market or through privately negotiated 
transactions. It is expected that this share repurchase program will be funded with cash provided by 
operating activities and/or through the use of the Company's bi-lateral lines of credit* Currently, no 
shares have been repurchased under this program, but it is expected that open market repurchases will 
begin in February 2006 and continue from time to time depending on market conditions.* 

OFF-BALANCE SHEET ARRANGEMENTS 

The Company has entered into certain off-balance sheet financing arrangements. These 
financing arrangements are primarily operating and capital leases. The Company's consolidated 
subsidiaries have operating leases, the majority of which are with the Utility and the Pipeline and Storage 
segments, having a remaining lease commitment of approximately $49.8 million. These leases have 
been entered into for the use of buildings, vehicles, construction tools, meters, computer equipment and 
other items and are accounted for as operating leases. The Company's unconsolidated subsidiaries, 
which are accounted for under the equity method, have capital leases of electric generating equipment 
having a remaining lease commitment of approximately $8.4 million. The Company has guaranteed 50% 
or $4.2 million of these capital lease commitments. 

OTHER MATTERS 

The Company is involved in litigation arising in the normal course of business. Also in the normal 
course of business, the Company is involved in tax, regulatory and other governmental audits, 
inspections, investigations and other proceedings that involve state and federal taxes, safety, compliance 
with regulations, rate base, cost of service and purchased gas cost issues, among other things. While 
the resolution of such litigation or regulatory matters could have a material effect on earnings and cash 
flows in the quarterly and annual period of resolution, none of this litigation, and none of these regulatory 
matters, are expected to change materially the Company's present liquidity position, nor have a material 
adverse effect on the financial condition of the Company.* 

Market Risk Sensitive Instruments 

For a complete discussion of market risk sensitive instruments, refer to "Market Risk Sensitive 
Instruments" in Item 7 of the Company's 2005 Form 10-K. There have been no subsequent material 
changes to the Company's exposure to market risk sensitive instruments. 

Rate and Regulatory Matters 

Energy Policy Act 
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On August 8, 2005, President Bush signed into law the Energy Policy Act, which, among other 
things, repealed PUHCA 1935 effective February 8, 2006. With repeal of PUHCA 1935, the 
Company is no longer subject to that act's broad regulatory provisions, including provisions relating to 
the issuance of securities, sales and acquisitions of securities and utility assets, intra-company 
transactions and limitations on diversification. The Energy Policy Act includes PUHCA 2005, which, 
among other things, grants the FERC and state public utility regulatory commissions access to certain 
books and records of companies in holding company systems, provides (upon request of a state 
commission or holding company system) for FERC review of allocations of costs of non-power goods 
and administrative services in electric utility holding company systems, and modifies the jurisdiction of 
FERC over certain mergers and acquisitions involving public utilities or holding companies. On 
December 8, 2005, pursuant to PUHCA 2005, the FERC issued Order 667. As required by Order 667, 
the Company will file a "Notification of Holding Company Status" with the FERC by March 10, 2006. 
Certain subsidiaries of the Company may be eligible for exemption from the requirements of PUHCA 
2005 and Order 667. The Company is in the process of evaluating that matter and may file appropriate 
exemption notifications with the FERC. The Company is unable to predict at this time what the ultimate 
outcome of these or future legislative or regulatory changes will be. The Company is still in the process • 
of analyzing the effect of the Energy Policy Act on the Company, including the effects of any related 
proceeding at the state level and new regulations at the federal level. 

Utility Operation 

Base rate adjustments in both the New York and Pennsylvania jurisdictions do not reflect the 
recovery of purchased gas costs. Such costs are recovered through operation of the purchased gas 
adjustment clauses of the appropriate regulatory authorities. 

New York Jurisdiction 

On August 27, 2004, Distribution Corporation filed proposed tariff amendments and supporting 
testimony designed to increase its annual revenues by $41.3 million beginning October 1, 2004. Parties, 
including the NYPSC Staff, the New York State Consumer Protection Board, Multiple Interveners (an 
advocate for large commercial and industrial customers), natural gas marketers and others, filed 
responsive testimony recommending a base rate decrease, among other things. Thereafter, the Parties 
and other interests commenced settlement negotiations. On April 15, 2005, Distribution Corporation, the 
Parties and others executed an agreement settling all outstanding issues. In an order issued July 22, 
2005, the NYPSC, approved the April 15, 2005 settlement agreement, substantially as filed, for an 
effective date of August 1, 2005. The settlement agreement provides for a rate increase of $21 million by 
means of the elimination of bill credits ($5.8 million) and an increase in base rates ($15.2 million). For 
the two-year term of the agreement and thereafter, the return on equity level above which earnings must 
be shared with rate payers will be 11.5%. 

Pennsylvania Jurisdiction 

On September 15, 2004, Distribution Corporation filed proposed tariff amendments with PaPUC 
to increase annual revenues by $22.8 million to cover increases in the cost of service to be effective 
November 14, 2004. The rate request was filed to address throughput reductions and increased 
operating costs such as uncollectibles and personnel expenses. Applying standard procedure, the 
PaPUC suspended Distribution Corporation's tariff filing to perform an investigation and hold hearings. 
On February 16, 2005, the parties reached a settlement of all issues. The settlement was submitted to 
the Administrative Law Judge, who, on March 2, 2005 issued a decision recommending adoption of the' 
settlement. The settlement provides for a base rate increase of $12.0 million and terminates the tracking 
of pension expenses versus the rate allowance. The settlement was approved by PaPUC on March 23, 
2005, and the new rates went into effect on April 15, 2005. 
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Pipeline and Storage 

Supply Corporation currently does not have a rate case on file with the FERC. Management will 
continue to monitor Supply Corporation's financial position to determine the necessity of filing a rate case 
in the future. 

On November 25, 2003, the FERC issued Order 2004. Order 2004 was clarified in Order 2004-A 
on April 16, 2004 and Order 2004-B on August 2, 2004. Order 2004, which went into effect September 
22, 2004, regulates the conduct of transmission providers (such as Supply Corporation) with their "energy 
affiliates." The FERC broadened the definition of "energy affiliates" to include any affiliate of a 
transmission provider if that affiliate engages in or is involved in transmission (gas or electric) 
transactions, or manages or controls transmission capacity, or buys, sells, trades or administers natural 
gas or electric energy or engages in financial transactions relating to the sale or transmission of natural 
gas or electricity. Supply Corporation's principal energy affiliates are Seneca, NFR and, possibly. 
Distribution Corporation* Order 2004 provides that companies may request waivers, which the 
Company has done with respect to Distribution Corporation and is awaiting rulings. Order 2004 also 
provides an exemption for local distribution companies that are affiliated with interstate pipelines (such as 
Distribution Corporation), but'the exemption is limited, with very minor exceptions, to local distribution 
corporations that do not make any off-system sales. Distribution Corporation stopped making such 
off-system sales effective September 22, 2004, although it continues to make certain sales permitted 
by a prior FERC order; FERC has required Supply Corporation to provide arguments justifying the 
continued effectiveness of that order. Supply Corporation and Distribution Corporation would like to 
continue operating as they do, whether by waiver, amendment or further clarification of the new rules, or 
by complying with the requirements applicable if Distribution Corporation were an energy affiliate. 
Treating Distribution Corporation as an energy affiliate, without any waivers, would require changes in the 
way Supply Corporation and Distribution Corporation operate which would decrease efficiency, but 
probably would not increase capital or operating expenses to an extent that would be material to the 
financial condition of the Company.* Until there is further clarification from the FERC on the scope of 
these exemptions and rulings on the Company's waiver requests, the Company is unable to predict the 
impact Order 2004 will have on the Company. As previously mentioned, Distribution Corporation stopped 
making off-system sales, effective September 22, 2004. The Company does not expect that change to 
have a material effect on the Company's results of operations, as margins resulting from off-system sales 
are minimal as a result of profit sharing with retail customers.* 

Empire currently does not have a rate case on file with the NYPSC. Management will continue to 
monitor its financial position in the New York jurisdiction to determine the necessity of filing a rate case in 
the future. Among the issues that will be resolved in connection with Empire's FERC application to build 
the Empire Connector are the rates and terms of service that would become applicable to all of Empire's 
business, effective upon Empire accepting the FERC certificate and placing its new facilities into service 
(currently targeted for November 2007), when Empire would become an interstate pipeline subject to 
FERC regulation.* 

Environmental Matters 

The Company is subject to various federal, state and local laws and regulations relating to the 
protection of the environment. The Company has established procedures for the ongoing evaluation of 
its operations to identify potential environmental exposures and comply with regulatory policies and 
procedures. It is the Company's policy to accrue estimated environmental clean-up costs (investigation 
and remediation) when such amounts can reasonably be estimated and it is probable that the Company 
will be required to incur such costs. The Company has estimated its remaining clean-up costs related to 
former manufactured gas plant sites and third party waste disposal site will be $3.7 million.* This liability 
has been recorded on the Consolidated Balance Sheet at December 31, 2005. The Company expects to 
recover its environmental clean-up costs from a combination of rate recovery and insurance proceeds.* 
Other than as discussed in Note G of the 2005 Form 10-K (referred to below), the Company is currently 
not aware of any material additional exposure to environmental liabilities. However, adverse changes in 
environmental regulations or other factors could impact the Company.* 
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For further discussion refer to Note G - Commitments and Contingencies under the heading 
"Environmental Matters" in Item 8 of the 2005 Form 10-K, and to Part II, Item 1, "Legal Proceedings." 

New Accounting Pronouncements 

In March 2005, the FASB issued FIN 47, an interpretation of SFAS 143. FIN 47 provides 
additional guidance on the term "conditional asset retirement obligation" as used in SFAS 143, and in 
particular the standard clarifies when a Company must record a liability for a conditional asset retirement 
obligation. The Company is currently evaluating the impact of FIN 47, if any, on its consolidated financial 
statements. For further discussion of FIN 47 and its impact on the Company, refer to Item 1 at Note 1 -
Summary of Significant Accounting Policies. 

In May 2005, the FASB issued SFAS 154. SFAS 154 replaces APB 20 and SFAS 3 and 
changes the requirements for the accounting for and reporting of a change in accounting principle. The 
Company's financial condition and results of operations will only be impacted by SFAS 154 if there are 
any accounting changes or corrections of errors in the future. For further discussion of SFAS 154 and its 
impact on the Company, refer to Item 1 at Note 1 - Summary of Significant Accounting Policies. 

Safe Harbor for Forward-Looking Statements 

The Company is including the following cautionary statement in this Form 10-Q to make 
applicable and take advantage of the safe harbor provisions of the Private Securities Litigation Reform 
Act of 1995 for any forward-looking statements made by, or on behalf of, the Company. Forward-looking 
statements include statements concerning plans, objectives, goals, projections, strategies, future events 
or performance, and underlying assumptions and other statements which are other than statements of 
historical facts. From time to time, the Company may publish or otherwise make available forward-
looking statements of this nature. All such subsequent fonward-looking statements, whether written or 
oral and whether made by or on behalf of the Company, are also expressly qualified by these cautionary 
statements. Certain statements contained in this report, including, without limitation, those which are 
designated with an asterisk ("*") and those which are identified by the use of the words "anticipates," 
"estimates," "expects," "intends," "plans," "predicts," "projects," and similar expressions, are "forward-
looking" statements as defined in the Private Securities Litigation Reform Act of 1995 and accordingly 
involve risks and uncertainties which could cause actual results or outcomes to differ materially from 
those expressed in the forward-looking statements. The forward-looking statements contained herein 
are based on various assumptions, many of which are based, in turn, upon further assumptions. The 
Company's expectations, beliefs and projections are expressed in good faith and are believed by the 
Company to have a reasonable basis, including, without limitation, management's examination of 
historical operating trends, data contained in the Company's records and other data available from third 
parties, but there can be no assurance that management's expectations, beliefs or projections will result 
or be achieved or accomplished. In addition to other factors and matters discussed elsewhere herein, 
the following are important factors that, in the view of the Company, could cause actual results to differ 
materially from those discussed in the forward-looking statements: 

1. Changes in laws and regulations to which the Company is subject, including changes in tax, 
environmental, safety and employment laws and regulations, and changes in laws and regulations 
relating to repeal of the Holding Company Act; 

2. Changes in economic conditions, including economic disruptions caused by terrorist activities, acts 
of war or major accidents; 

3. Changes in demographic patterns and weather conditions, including the occurrence of severe 
weather, such as hurricanes; 

4. Changes in the availability and/or price of natural gas or oil and the effect of such changes on the 
accounting treatment or valuation of derivative financial instruments or the Company's natural gas 
and oil reserves; 
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5. Impairments under the SEC's full cost ceiling test for natural gas and oil reserves; 

6. Changes in the availability and/or price of derivative financial instruments; 

7. Changes in the price differentials between various types of oil; 

8. Failure of the price differential between heavy sour crude oil and light sweet crude oil to return to 
its historical norm; 

9. Inability to obtain new customers or retain existing ones; 

10. Significant changes in competitive factors affecting the Company; 

11. Governmental/regulatory actions, initiatives and proceedings, including those involving 
acquisitions, financings, rate cases (which address, among other things, allowed rates of return, 
rate design and retained gas), affiliate relationships, industry structure, franchise renewal, and 
environmental/safety requirements; 

12. Unanticipated impacts of restructuring initiatives in the natural gas and electric industries; 

13. Significant changes from expectations in actual capital expenditures and operating expenses and 
unanticipated project delays or changes in project costs or plans, including changes in the plans of 
the sponsors of the proposed Millennium Pipeline with respect to that project; 

14. The nature and projected profitability of pending and potential projects and other investments; 

15. Occurrences affecting the Company's ability to obtain funds from operations, debt or equity to 
finance needed capital expenditures and other investments, including any downgrades in the 
Company's credit ratings; 

16. Uncertainty of oil and gas reserve estimates; 

17. Ability to successfully identify and finance acquisitions or other investments and ability to operate 
and integrate existing and any subsequently acquired business or properties; 

18. Ability to successfully identify, drill for and produce economically viable natural gas and oil 
reserves; 

19. Significant changes from expectations in the Company's actual production levels for natural gas or 
oil; 

20. Regarding foreign operations, changes in trade and monetary policies, inflation and exchange 
rates, taxes, operating conditions, laws and regulations related to foreign operations, and political 
and governmental changes; 

21. Significant changes in tax rates or policies or in rates of inflation or interest; 

22. Significant changes in the Company's relationship with its employees or contractors and the 
potential adverse effects if labor disputes, grievances or shortages were to occur; 

23. Changes in accounting principles or the application of such principles to the Company; 

24. The cost and effects of legal and administrative claims against the Company; 

25. Changes in actuarial assumptions and the return on assets with respect to the Company's 
retirement plan and post-retirement benefit plans; 
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26. Increasing health care costs and the resulting effect on health insurance premiums and on the 
obligation to provide post-retirement benefits; or 

27. Increasing costs of insurance, changes in coverage and the ability to obtain insurance. 

The Company disclaims any obligation to update any fonward-looking statements to reflect 
events or circumstances after the date hereof. 

Item 3. Quantitative and Qualitative Disclosures About Market Risk 

Refer to the "Market Risk Sensitive Instruments" section in Item 2 - MD&A. 

Item 4. Controls and Procedures 

Evaluation of Disclosure Controls and Procedures 

The term "disclosure controls and procedures" is defined in Rules 13a-15(e) and 15d-15(e) 
under the Exchange Act. These rules refer to the controls and other procedures of a company that are 
designed to ensure that information required to be disclosed by a company in the reports that it files or 
submits under the Exchange Act is recorded, processed, summarized and reported within the time 
periods specified in the SEC's rules and forms. Disclosure controls and procedures include, without 
limitation, controls and procedures designed to ensure that information required to be disclosed is 
accumulated and communicated to the company's management, including its principal executive and 
principal financial officers, as appropriate to allow timely decisions regarding required disclosure. The 
Company's management, including the Chief Executive Officer and Principal Financial Officer, evaluated 
the effectiveness of the Company's disclosure controls and procedures as of the end of the period 
covered by this report. Based upon that evaluation, the Company's Chief Executive Officer and Principal 
Financial Officer concluded that the Company's disclosure controls and procedures were effective as of 
the end of the period covered by this report. 

Changes in Internal Controls Over Financial Reporting 

The management of the Company maintains a system of internal control over financial reporting 
that is designed to provide reasonable assurance regarding the reliability of financial reporting and 
preparation of financial statements for external purposes in accordance with GAAP. There were no 
changes in the Company's internal control over financial reporting that occurred during the quarter ended 
December 31, 2005 that have materially affected, or are reasonably likely to materially affect, the 
Company's internal control over financial reporting. 

Part II. Other Information 

Item 1. Legal Proceedings 

In an action instituted in the New York State Supreme Court, Chautauqua County on January 31, 
2000 against Seneca, NFR and "National Fuel Gas Corporation," Donald J. and Margaret Ortel and Brian 
and Judith Rapp, "individually and on behalf of all those similarly situated," allege, in an amended 
complaint which adds National Fuel Gas Company as a party defendant that (a) Seneca underpaid 
royalties due under leases operated by it, and (b) Seneca's co-defendants (i) fraudulently participated in 
and concealed such alleged underpayment, and (ii) induced Seneca's alleged breach of such leases. 
Plaintiffs seek an accounting, declaratory and related injunctive relief, and compensatory and exemplary 
damages. Defendants have denied each of plaintiffs' material substantive allegations and set up twenty-
five affirmative defenses in separate verified answers. 

A motion was made by plaintiffs on July 15, 2002 to certify a class comprising all persons 
presently and formerly entitled to receive royalties on the sale of natural gas produced and sold from 
wells operated in New York by Seneca (and its predecessor Empire Exploration, Inc). On December 23, 
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2002, the court granted certification of the proposed class, as modified to exclude those leaseholders 
whose leases provide for calculation of royalties based upon a flat fee, or flat fee per cubic foot of gas 
produced. The court's order states that there are approximately 749 potential class members. Discovery 
closed on July 31, 2005, and the plaintiffs thereafter filed a formal demand for a jury trial and a "Note of 
Issue and Statement of Readiness" to proceed to trial. A trial date has not been set. 

On October 13, 2005, the Company and the attorneys for the class entered into a Stipulation of 
Settlement, under which (i) the class would be expanded for purposes of settlement to include similarly 
situated persons entitled to royalties on natural gas production in Pennsylvania, (ii) the Company would 
pay $2.25 million to the plaintiffs to settle all damages, interest, legal fees and costs, and (iii) the 
Company would comply with various procedures set out in the Stipulation regarding the marketing of 
natural gas produced and the calculation of royalties. A fairness hearing was held on December 19, 
2005, at which no interested parties objected to the settlement. On January 27, 2006, the judge issued 
an order approving the settlement as fair, reasonable and adequate. The Company's balance sheets at 
December 31, 2005 and September 30, 2005 include a liability for the $2.25 million settlement. 
Subsequent periodic filings will not include any further discussion of this matter. 

In an action instituted in the New York State Supreme Court, Kings County on February 18, 2003 
against Distribution Corporation and Paul J. Hissin, an unaffiliated third party, plaintiff Donna Fordham-
Coleman, as administratrix of the estate of Velma Arlene Fordham, alleges that Distribution Corporation's 
denial of natural gas sen/ice in November 2000 to the plaintiffs decedent, Velma Arlene Fordham, 
caused decedent's death in February 2001. The plaintiff seeks damages for wrongful death and pain and 
suffering, plus punitive damages. Distribution Corporation has denied plaintiffs material allegations, set 
up seven affirmative defenses in separate verified answers and filed a cross-claim against the co-
defendant. Distribution Corporation believes, and will vigorously assert, that plaintiffs allegations lack 
merit. The Court changed venue of the action to New York State Supreme Court, Erie County. Discovery 
has closed. Distribution Corporation filed a motion for summary judgment and is awaiting the Court's 
decision on that motion. A trial date has been scheduled for February 27, 2006. 

On December 22, 2003, the Pennsylvania Department of Environmental Protection (DEP) issued 
an order to Seneca to halt its timber harvesting operations on 21,000 acres in Cameron, Elk and McKean 
counties in Pennsylvania. The order asserts certain violations of DEP regulations concerning erosion, 
sedimentation and stream crossings. The order requires Seneca to apply for certain permits, control 
erosion, submit plans for removal of water encroachments not included in permit applications, notify the 
DEP of additional current or planned timber harvesting operations, and grant the DEP access to timber 
acreage. On January 9, 2004, Seneca filed with the Pennsylvania Environmental Hearing Board (Hearing 
Board) a notice of appeal, objecting to each finding and order contained in the order, and asserting that 
the DEP's findings are factually incorrect, an arbitrary exercise of the DEP's functions and duties, and 
contrary to law. Also on January 9, 2004, Seneca filed with the Hearing Board a petition requesting a stay 
of operation of portions of the order. On January 16, 2004, the parties settled Seneca's request for a 
stay. Seneca has resumed its timber harvesting operations pursuant to the terms of the settlement. The 
settlement preserves various issues raised by the DEP's order for a hearing on the merits of Seneca's 
notice of appeal. Seneca is engaged in settlement negotiations regarding this matter* The most 
substantial question in the appeal involves whether Seneca is required to apply for a permit under 
Section 102.5(b) of Title 25 of the Pennsylvania Code, governing earth disturbance activities of greater 
than 25 acres. The DEP takes the position that Seneca must aggregate the acreage of all of its logging 
sites across its entire 21,000 acre tract for purposes of determining whether its earth disturbing activities 
meet the 25 acres threshold. Seneca maintains that no permit is required, because the law does not 
require aggregation and each of its individual logging sites disturbs less than 25 acres. 

The Company believes, based on the information presently known, that the ultimate resolution of 
these matters, individually or in the aggregate, will not be material to the consolidated financial condition, 
results of operations, or cash flow of the Company.* No assurances can be given, however, as to the 
ultimate outcomes of these matters, and it is possible that the outcomes, individually or in the aggregate, 
could be material to results of operations or cash flow for a particular quarter or annual period.* 
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Item 1 at Note 4 and 

The Company is involved in litigation arising in the normal course of business. Also in the normal 
course of business, the Company is involved in tax, regulatory and other governmental audits, 
inspections, investigations and other proceedings that involve state and federal taxes, safety, compliance 
with regulations, rate base, cost of service and purchased gas cost issues, among other things. While the 
resolution of such litigation or regulatory matters could have a material effect on earnings and cash flows 
in the period of resolution, none of this litigation, and none of these regulatory matters, are expected to 
change materially the Company's present liquidity position, nor have a material adverse effect on the 
financial condition ofthe Company.* 

Item 1A. Risk Factors 

For a complete discussion of risk factors, refer.to "Risk Factors" in Item 1A of the 2005 Form 10r 
K. There have been no subsequent material changes to that disclosure. 

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 

On October 16, 2005 the Company issued a total of 2,100 unregistered shares of Company 
common stock to the seven non-employee directors ofthe Company then serving on the Board of 
Directors, 300 shares to each such director. All of these unregistered shares were issued as partial 
consideration for the directors' services during the quarter ended December 31, 2005, pursuant to the 
Company's Retainer Policy for Non-Employee Directors. These transactions were exempt from 
registration by Section 4(2) of the Securities Act of 1933 as transactions not involving a public offering. 

Issuer Purchases of Equity Securities 

Period 

Total Number of 
Shares 

Purchased'3' 
Average Price 
Paid per Share 

Total Number of 
Shares Purchased 
as Part of Publicly 
Announced Share 
Repurchase Plans 

or Programs 

Maximum Number 
of Shares that May 
Yet Be Purchased 

Under Share 
Repurchase Plans 

or Programs ( b ) 

Oct. 1-31,2005 11,675 $32.68 — — 
Nov. 1-30.2005 11,268 $29.83 — 
Dec. 1-31,2005 47,953 $32.05 — 8,000,000 
Total 70,896 $31.80 - 8,000,000 

Represents (i) shares of common stock of the Company purchased on the open market with Company 
"matching contributions" for the accounts of participants in the Company's 401 (k) plans, and (ii) shares 
of common stock of the Company tendered to the Company by holders of stock options or shares of 
restricted stock for the payment of option exercise prices and/or applicable withholding taxes. 

( b ) On December 8, 2005, the Company's Board of Directors authorized the repurchase of up to eight 
million shares of the Company's common stock. Repurchases may be made from time to time in the 
open market or through private transactions. 

Item 6. Exhibits 

(a) Exhibits 

Exhibit 
Number 

10 

' Description of Exhibit 

Material Contracts: 
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10.1 National Fuel Gas Company Tophat Plan, dated December 7, 2005. 

10.2 Description of performance goals for Chief Executive Officer under the 
Company's Annual At Risk Compensation Incentive Program. 

12 Statements regarding Computation of Ratios: 

Ratio of Earnings to Fixed Charges for the Twelve Months Ended 
December 31, 2005 and the Fiscal Years Ended September 30, 2001 
through 2005. 

31.1 Written statements of Chief Executive Officer pursuant to Rule 13a-
14(a) or Rule 15d-14(a) under the Securities Exchange Act of 1934. 

31.2 Written statements of Principal Financial Officer pursuant to Rule 13a-
14(a) or Rule 15d-14(a) under the Securities Exchange Act of 1934. 

32 Certification Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 

99 National Fuel Gas Company Consolidated Statement of Income for the 
Twelve Months Ended December 31, 2005 and 2004. 
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SIGNATURE 

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly 
caused this report to be signed on its behalf by the undersigned thereunto duly authorized. 

NATIONAL FUEL GAS COMPANY 
(Registrant) 

Is/ R. J. Tanski 
R. J. Tanski 
Treasurer and Principal Financial Officer 

/si K. M. Camioio 
K. M. Camioio 
Controller and Principal Accounting Officer 

Date: Februarv 9. 2006 
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